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Some document emitted from on line edition.  Contact BW Clifford for additional information.

INTRODUCTION

This is an operational guide to expand my parents candy store and wholesale distribution business. The areas addressed are:

·  DESCRIPTION OF CURRENT CANDY STORE BUSINESS 

·  DESCRIPTION OF PLANNED FUTURE DIRECTION 

·  INDUSTRY STUDY 

· FINANCIAL ANALYSIS 

· CONCLUSION AND RECOMMENDATIONS 

THE CURRENT CANDY STORE BUSINESS

My parents own and manage a candy store and wholesale tobacco distribution business. The business, BW Clifford Inc., was purchased in 1939 by my grandfather and inherited by my father in 1985. My father has worked in the business since graduating college in 1957. The business is located in Morristown N.J. Clifford's sales in recent years have been $1.5 million dollars a year. The business has three employees my father and two additional workers. Most customers are local to the business within an hour radios.  These customers are typically well established and have been purchasing merchandise from the Cliffords for many years. To date there have been no plans to expand the business.

My parents do not desire to advance the business any further and would like to get out of day to day operations within the next five years. Recent discussions regarding the future of Cliffords have been held between my parents and myself.   I have been tasked with preparing a recommendation on what should be done. I have worked for the General Electric company for seven years. I enjoy the professional business environment although the financial reward and pace to get ahead are not adequate. 

The risk is very high and time frame long to achieve my goal of becoming a G.E. business manager. I feel that managing my own business will fulfill my values with less risk and significantly greater financial reward in a shorter time frame. 

For these reasons I have decided to pursue my own business. Keeping the family business and tailoring it to meet my level of expectations is a logical progression.

PLANNED FUTURE DIRECTION

In order to satisfy my career and job values Cliffords would have to be significantly expanded. The goal I have established is to increase the business size three to five times within a five-year period. The principle measurement for expansion will be candy sales while maintaining an acceptable profit margin. 

The increase in candy sales will create a more substantial and challenging business, requiring more market analysis, employees, inventory control, and other related challenges. Long term goals are to become a major player or sellout and reinvest in another industry. Equity and debt financing will be used to purchase an existing business in South Jersey. Starting an operation from scratch was considered but determined not to be feasible.  Debt financing will be secured with private securities. Financial requirements are discussed further in the financial section of this guide. 

LOCATION 

The expansion of operations will be in the South Jersey area. For purposes of reference the new operation is named BW Clifford Inc. South. This will allow my wife to participate full time as General Manager while I support the business part time and maintain my career with G.E.   Once operations can support my full time involvement I will leave G.E. I do not expect this to be for another 3 to 4 years when I would consider further expansion. Ultimately I would like to close the gap between the two operations and distribute throughout the state. 

MANAGEMENT TEAM 

The principle owners will be: 

Joel Bernstein 

Ronald Bernstein 

Lila Bernstein 

OPERATION GUIDE TIMETABLE

The time schedule for expanding the business is in Gantt chart format, diagram #1.   The chart highlights the major goals, which must be completed. Specific details for these goals are also discussed on the following pages. 

1. SELF EDUCATION PERIOD: 

a. Conduct a basic analysis of competition and the industry. 

b. Determine if this is a business I would be interested in. Educational tools included reviewing operations in parents business, reading trades journals and other pertinent literature. 

2. FINANCIAL JUSTIFICATION: 

Determine if the expansion of Cliffords in South Jersey can be profitable enough to meet my investment criteria. Justify further work and investment in developing a complete operation guide. 

3. MARKET AND INDUSTRY ANALYSIS 

Determine the market size and projected growth, the target, market and industry structure. 

4.  COMPETITIVE ANALYSIS 

Identify the competition, determine competition perception of the industry, analyze price elasticity, and determine the advantages & disadvantages of competitors concentrating on large vrs small distributors. 

 5. FINALIZE GUIDE: 

Complete operation guide and commit to financial and marketing plans. 

6. MARKET ANALYSIS VISITS: 

Visit competition in South Jersey and Philadelphia area. 

Drive by as a minimum.

7. TARGET BUSINESS FOR PURCHASE: 

a. Based on steps 4, 5, and 6 determine specific sites suitable for procurement. 

b. Begin search with brokers accountants and other pertinent personnel. 

8. HIRE CONSULTANTS: 

Review need for business, accountant consultant, and attorney.  Contract on a as need basis. 

9. PURCHASE BUSINESS: 

a. Select business to purchase, fact find, negotiate and settle. Contingent on bank and attorney approval and attainment of financing and licenses. 

b. Update business plan to reflect current data. 

10. LEGAL STRUCTURE: 

a.  Incorporations Meeting: 

1. Obtain documents necessary to incorporate as Domestic Corporation in New Jersey. 

2. Determine the classes and number of shares of stock to authorize. 

3. Define business purpose for which corporation was formed. 

4 Review operation guide edit and commit. 

5. Determine corporate officers and salaries. 

6. Determine corporate bylaws. 

7. Document distribution of stock to be issued once incorporated business plan.contingent on tax accountant's review.

b. Reserve corporate name with Secretary of State. 

c. Hire Tax Accountant: 

1. Review businesses plan and modify if necessary. 

2. Incorporates commit to stock distribution. 

3. Determine corporation's year-end. 

4. Determine method of accounting. 

d. Complete and submit Articles of Incorporation to Secretary of State. 

e. Submit form 55-4 to obtain federal employer identification number from IRS. 

f. Apply and obtain necessary licenses. 

g. Employee and tax tasks (review with accountant): 

1. File Status Report with Federal Government. 

2. File for State Unemployment Insurance Coverage and obtain identification number from State Employment Security Department. 

3. Send Employer's Status sheet to the New Jersey Department of Labor. 

4. Obtain Identification number from New Jersey Department of Labor. 

5. File for State Workman's Compensation coverage. 

6. Contact State Department of Labor to determine compliance with the Occupational Safety and Health Act. 

h. 
Payroll and Tax Tasks (review with accountant): 

1. W-4 Employees Withholding Allowance Certificate. 

2. Circular E Withholding Schedule from IRS. 

3. Publication 334 Tax Guide For Business from IRS. 

11. OBTAIN FINANCING: 

a. Review proposed business plan with creditors. 

b. Search for best financing terms. 

c. Select lending institution. 

d. Update operation guide. 

e. Review terms with attorney and accountant. 

f. Submit tax ID number and resolve who is to sign checks and negotiate loans. 

g. Obtain financing. 

12. OBTAIN LICENSES: 


a . 
Zoning 


b . 
Bui1ding 


c. 
Fire 


d. 
Health 


f. 
Corporate 

13. SET UP COMPANY BOOKS AND BUDGET 

14. OPENING DAY 

CANDY STORE MARKET AND INDUSTRY ANALYSIS

A candy store market and industry analysis was conducted to: 

1. Identify the current and projected demand for candy and tobacco. 

2. Identify the users and target market for candy and tobacco. 

3. Identify the current competition in the surrounding region, their strategies and role within the industry. 

4. Identify the competitive position of the different industry participants. 

5. Define and evaluate the farces in the industry, which determine its profit potential. 

6. Describe the industry evolution. 

CANDY MARKET SIZE AND PROJECTED GROWTH 

Candy industry studies project a continued increase in candy consumption into 1995. Data extracted from a State of the Industry report in Candy Industry Magazine, January 1990 is shown in diagram #2. The increased consumption projections are largely due to the National Candy Wholesale Association's (NCWA), multifaceted goal to increase per capita consumption in the U.S. to 25 pounds by 1995. NCWA is no longer in place it is part of the American Wholesale Marketers Association 2750 Prosperity Ave., Ste. 530

Fairfax, VA 22031VA Tel. 703-208-3358Fax 703-573-5738.  The organization was founded in 1991 by the merger of the National Candy Wholesalers Association and the National Association of Tobacco Distributors.

Highlights of Oconnell's article "Boosting Consumption in the 1990s" Candy Wholesalers magazine September 1989, have been extracted to describe the program. 

A new promotional push was initiated in the spring of 1990. The theme "Candy Time any Time" was adopted and focused on key holidays such as Mother's Day, Memorial Day, Father's Day Independence Day. After the summer back to school promotions are in place followed up with Halloween and Christmas holiday promotions. This effort alone will not support the 25 pound consumption goal in itself. 

The NCWA is looking for support from the other industry participants. Five points of action are: 

 1. Candy manufacturers will target shipments to match or exceed the projected 4.7 growth rate. Assuring that supply is available for sale. 

 2. Candy manufacturers will be more aggressive and support the advertising and promotion requirements by promoting there own products nationally. 

3. National Candy Association members who do business with candy distributors will support and sponsor the NCWA promotional program. This represents an effort to get a full buy in of all industry participants to increase effectiveness and goal achievement. 

4. National Candy Association manufacturer member companies will increase promotional programs assisting the NCWA Spring/Summer promotion objectives. 

5. Investigate potentially new sales outlets such as video stores, institutions, and fast food outlets. 

Support for the 25 by '95' program has been strong. Participants include the NCWA, NCA, RCI, as well as the broker organizations. The core team consists of various CEO's, presidents and vice presidents of companies such as Hershey Chocolate, Sunmark, Planters LifeSavers, American Chicle Group and other major industry participants. O'Connell and the other program leaders recognize the aggressiveness of the 25 by '95' goal. They feel that with complete industry participation and support it can be achieved. 

The 25 by '95' program has been discussed in a significant number of journals and industry studies predominantly in publications of industry participants. A more conservative growth projection can be found in "The Industrial Outlook 1990".  This publication lists a 2.5 percent growth rate between 1990 and 1994 adjusted for inflation. This data was obtained from the Cornelia F. Kenny, Office of Consumer Goods, November 1989.   The graph clearly displays the gap between the two projections. For conservatism I used a 3 percent growth rate for my planning. 

TARGET MARKET:

A December 1987 article in Candy Wholesaler Magazine titled "The Shape Of the Future: A Look At The Confectionery Consumer", gives an excellent layout of the target market.   The supporting data for the article was obtained from The Opinion Research Corporation. The study found that 90 percent of all U.S. households purchase items in the snack food market. Diagrams #4 and #5 show the distribution of items and rate of consumption. Predominant characteristics of the consumer are those between the ages of 18 to 34 and 55 and older whose household income is less than $25,000/yr. Blue collar or professional verse white collar or clerical tend to be committed consumers. Research showed that impulse buying accounted for 70 percent of all confectionery purchases. Sixty two percent of consumers purchase their candy at supermarkets or grocery stores, fourteen percent at convenience stores. 

Some of the current demographic and life-style trends, which show an effect on consumption, are discussed below. 

1. Population Age: 

 The population's median age is increasing.   The baby boomers are aging and the birth rate is the lowest in America's history. In the long run this equates to a reduction in the country's population. 

2. Household Income: 

Two income families are now common place increasing household income.

3. Single Parent Households:

 The traditional household has changed. Single parents head often households. One adult heads One out of four households in the US. 

4. Income Distribution: 

Diagrams #6 and #7 show the shifting of income distribution. The population breakdown now shows three markets for penetration instead of one mass market. 

POSITIVE IMPACTS: 

1. With more people in the work force discretionary income and cash on hand will rise increasing the purchase of premium chocolates. Also consumers will have extra income to satisfy wants over needs such as candy. 

2. Despite trends of a recession, when individuals have money in their pocket it is easy to spend on low dollar items, which offer immediate utility such as candy. The increase in consumer's working hours, will leave little excess time, cutting into the conventional meal times. "Grab and go, fend for your self tactics in the kitchen", will lead to more snaking on confectionery products. 

 3. With less time to shop, more frequent small purchases and visits to stores will increase exposure to confectionery items. This takes advantage of the compulsive nature of consumers in buying candy. 

NEGATIVE IMPACTS: 

1. With birth rates declining candy sales related to children will decline. 

2. As the population ages the median age is approaching the high limit of the 18-34 year old primary consumer. 

3. With individuals time restrictions exercise time is cut into. Consumer's health perceptions of candy often are that it contains too much sugar, little nutritional benefit, and contains too many calories. Many feel guilty after eating candy if they cannot justify it by exercising. 

 4. State sales taxes increase the cost of confectionery purchases. 

INDUSTRY STRUCTURE

The candy industry consists of various distributions net works at the wholesale level. Competition in this industry is developing a strong flavor. A survey of "The Top Fifty" candy and tobacco wholesale distributors was taken and yield the data presented in diagram #8. 

Eighty percent of the respondents named grocery distributors as significant competitors while only eighty three percent saw other candy and tobacco wholesalers as competition. 

Direct buying retailers and wholesale buying clubs were the other significant competitors. This data was obtained from the U.S. Distribution Journal August 1988 article titled "Top 50 Sales Exceed $8.6 Billion" Diagrams #9 and #10 show perceived business conditions for themselves and the industry. 

An interesting statistic regarding candy distributors is the acquisition rate of smaller businesses by larger ones. According to the survey "The Top Fifty" tobacco/candy convenience distributors increased their overall sales this year by more than $600 million compared to the leaders last year, largely as a result of an unusually high number of acquisitions that took the industry by storm". 

The industry is evolving into a set of large volume distributors and small service oriented distributors. 

All the distributors in "The Top Fifty" have sales, which exceed 5121 million dollars per year. This puts in perspective the size of Cliffords.   Despite the fact that the fifth largest distributor in the country, "Metropolitan Distribution Services", is located 21 miles from Cliffords, we can still compete. The industry looks like it can support the big and small. The big buys the middle. 

COMPETITIVE ANALYSIS

IDENTIFICATION OF COMPETITION 

A listing of all the distributors in the country has been obtained. 

Appendix A contains a map of the competition in New Jersey. Nineteen distributors are located in the South Jersey region. In addition there are 24 in the Philadelphia area. A survey of the South Jersey businesses was conducted. Appendix A has a copy of the survey and a list of the competitors. The survey was conducted in order to see how the local market parallels the national projections and to determine the nature of competition in the area. The survey results only represent three out of the nineteen businesses solicited. 

Additional follow up is required. The three participants are characterized below: 

1. Large with 75 employees and $50M sales. 

2. Mid size with 21 employees and $10M sales. 

3. Small to Midsize with 9 employees and $4M in sales. 

Although the quantity of participants was low the mix of business sizes was excellent. 

COMPETITIONS PERCEPTION OF INDUSTRY

Diagrams #8, #9, and #10 show the local market as perceived by the competition. The diagrams are set next to the Top Fifty's perceptions for comparative purposes. Although the data was limited all participants in the survey feel the industry and their businesses are in good to excellent condition. The competition profiles of both the "Top Fifty"  group and the local N.J. representatives indicate the primary competition 

as being Grocery Wholesalers and Other TIC Wholesalers. 

 The industry currently is purely competitive. With the buyouts taking place it is possible it may become an oligopoly within the next 10 years. This trend is evident in the local market. Just recently a smaller distributor D.C. Angelo & Co. merged with one of "The Top Fifty" Joseph H. Stomel & Sons in this area. 

PRICE ELASTICITY 

Pricing data was obtained in order to gage the ease of entry into the market and to evaluate the price elasticity of demand. 

ADVANTAGES & DISADVANTAGES LARGE DISTRIBUTOR VRS SMALL

In this industry the cost of goods sold and operating expenses are the driving factors to profit. The larger distributors can buy better deals and take advantage of economies of scale. There are two shipment weight brackets available from manufactures. One is one thousand pounds and the other twenty thousand pounds.  In order to take advantage of the discount that is offered by the larger shipment a business must have annual sales of $20M to support inventory turnover requirements. This is a significant disadvantage to the small distributor. The advantage of a small distributor is that it can act quickly to customer demand and avoid the bureaucracy often found in large businesses. Kept low to make up for higher cost of goods sold. Operating costs must be low.

 The businesses that really feel the pinch are the midsize operations. They are too small to buy in bulk yet large enough to require full sales force and tend to have higher operating expenses without the real high volume. These businesses fall just shy of the $20M. sales mark required for the twenty thousand pound shipments. Further work needs to be done in the area of competitive analysis. 

Additional survey data, driving by facilities and searching for a business to buy will provide the additional information required. My financial analysis shows that the only way for BW Cliffords to expand into South Jersey is to buy a business. The competition and required sales to break even are to high to start from scratch. further in the financial analysis. 

FINANCIAL ANALYSIS

STATUS OF CURRENT BUSINESS

My first step was to analyze the current business's financial status. This involved a basic ratio analysis compared to industry standards. I found financial records and tight inventory control to be lacking in the business. We have recently started keeping basic profit and loss statements on a monthly basis as well as a complete physical inventory. A key problem area which was corrected involved inventory. The current measures being taken are working and improving the business performance. Overall Cliffords is in sound condition as compared to other businesses the same size in the industry later in the financial sections ratio analysis. 

METHOD OF ANALYZING EXPANSION OPTIONS 

This data is displayed in order to perform the financial analysis a spreadsheet using Symphony software was written. 

The spreadsheet allows for the easy and quick analysis of what if scenarios. The financial analysis is broken down into four business periods. These are Year 1 Ql-Q3, Year 1 Q4, Year 2, and Year 3. The spreadsheet facilitates data input sections for each of these periods. Once implementation of the plan is in process the financial analysis can be easily updated to reflect current information cause and effect analysis for budget updating. 

START NEW BUSINESS VRS. BUY A BUSINESS

Using the tools discussed above and the competitive analysis which was conducted it was easy to disqualify starting a business from scratch. Under the scenario used for evaluation, the break-even point to cover total costs is close to $2M in sales. The products low profit margins combined with the compensation we are looking for drive this requirement disqualifying the alternative. The data supporting this decision is contained in appendix B. The next logical step was to analyze the profit potential of buying  a business. The analysis is discussed in the following text. 

 DETERMINING SIZE OF BUSINESS TO BUY 

For planning purposes, to determine how much a business would sell for I generated a table of sale prices based on four times net earnings. The net earnings were those generated from the spreadsheet under different sales scenarios with no additional debt added to purchase the business with. The results are listed below: 

A business with 100 accounts or sales of $3,704,348.00 should sell for approximately $293,000.00 

A business with 150 accounts or sales of $5,556,522.00 should sell for approximately $588,000.00. 

A business with 200 accounts or sales of $7,408,696.00 should sell for approximately $763,000.00 

An important consideration in determining the profit potential of the business being considered for purchase is the cost of debt required to buy it. 

Using an if process I was able to create a two dimensional matrix which identified the profitability of a purchased business with its sale price and annual sales (# of accounts) as variables. The analysis included the cost of debt to buy it. 

The following pages contain BW Clifford Inc. South's Performa income projections, balance sheet, ratio analysis, break even analysis, and the input data which was used for each operating period. The business's Performa cash flow (Start up and 3 years) is included in appendix C. 

This data was generated under the conditions shown in the spreadsheet input statements for each period. 

KEY INPUT DATA
1. That a business with 100 accounts and approximately $3,704,348.00 in sales will be purchased for $300,000.00.  

2. 2.  A $160,000.00 of private capital would be invested. 

3. 3.  Debt financing would be for $225,000.00 over 5yrs at 13% interest.

CONCLUSION

Keep current business location, expend from current location, bid aggressive, manage operation costs, develop an on line presence via an Online Candy Store peruse international candy and snack distribution opportunities.

