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EXECUTIVE SUMMARY

Introduction

Most long-term economic activity grows out of the satisfaction of basic human needs.  Within this framework, an entrepreneur with exceptional expertise has built a company to address a key segment of the human need satisfaction marketplace: the demand for clean entertainment facilities.  The company is XYZ Industries, Inc., and the market is the movie exhibition facilities operated by the large theater circuits in the United States.


This executive summary describes:


.
The company and its management;


.
What it offers;


.
Present growth and opportunities; and


.
Additional funding needed to grow.

The Company and its Management

The Company.  XYZ Industries, Inc. was formed on October 1, 1985.  XYZ Industries, Inc. is a Utah corporation in good standing.  It presently operates in 7 states, and cleans and maintains approximately 100 theater sites.  Since inception the company has seen a steady increase in sales with a mean growth rate of 29% for the past 11 quarters.  As shown later in the financial section, all periods have been profitable, with average pre-tax earnings at about 7%.


XYZ Industries has firm purchase commitments from customers which will quadruple its size within 18 months, and with steady sales effort lead to contracts to clean approximately 600 theaters within 3 years.  As shown later in this plan, this translates into market share growth from 3 percent to 18 percent over this 3 year period.


Management.  The management of the company is strong.  ******, founder and CEO has 20 years experience in the cleaning business.  He has well-trained, experienced, and dedicated company officers.  Together they provide the most responsive service in the industry.  Table 1 lists the officers of the company, along with their respective positions.


******

President, CEO


******

Executive Vice-president


******

Vice-president - Southern Region


******

Vice-president - Long-term Upkeep


******

Vice-president - Mid-west Region


******

Secretary


Table 1 - Officers

Company Services, Customers and Competitive Advantages

Services and Customers. XYZ Industries, Inc. provides full service cleaning of 100 movie theater sites located in seven states.  The company ranks first in the most important factors for success in the industry, and first overall in its capabilities to meet customer needs.


Present customers include ****, ******, ******, ******, ******, and ******.


Competitive Advantages. The competitive advantages possessed by XYZ Industries, Inc. are:


. 
Exceptional understanding of cleaning products and their application to the entertainment industry;


.
Unique operating methods which permit full-service product offering with resulting pricing advantages; and


. 
Sound reputation for quality and responsiveness.

Market and Competitive Summary

The market for the cleaning services of XYZ Industries, Inc. is very active.  Due to the effects of the 1990-1991 recession, ticket revenues have been flat.  Theater chains are looking for ways to economize on operating expenses.  They also must maintain sufficient market power to assure the availability of top product (movies to show).  This has caused regional consolidation within the movie exhibition market, because of economies of scale in both buying power (acquisition of movies to exhibit), and in operations (such as cleaning).  XYZ Industries fits this niche exactly.


XYZ Industries has a national reputation for its knowledge of cleaning chemical application.  It has the capability to be very aggressive in price competition with rivals in the industry.  These strengths combine to create significant opportunities for the company to grow because the company capability fits its customers' needs.  Presently, XYZ Industries is poised to assume cleaning responsibilities for an additional 380 ****** over the next 18 months, with the possibility of added growth due to ongoing sales efforts of another 120 theaters (totalling 500 in all), an expansion of such significance that additional funding is required to take advantage of this opportunity.

Funding Needed to Grow

Based upon an analysis prepared by the company and its advisors, it is estimated that the funding required to take advantage of the expansion opportunities available is $2.025 million.


It is anticipated that 31 percent of the equity in XYZ Industries, Inc. will be offered through an appropriate investment vehicle in exchange for the required funding.


INTRODUCTION


This business plan tells the XYZ Industries story.  First, it describes what the company is (THE COMPANY).  Second, it tells what the company offers (COMPANY SERVICES).  Third, it demonstrates that there is a  significant market opportunity waiting to be tapped (THE MARKET).  Fourth, it argues that a sustainable competitive advantage is possible (COMPETITIVE ADVANTAGES).  Fifth, it describes how we sell our service (SALES AND MARKETING).  Sixth, it outlines how we deliver it (OPERATIONS).  Seventh, it summarizes past and projected financial results (FINANCIAL INFORMATION).  Eighth, it outlines briefly the funding we need to take advantage of the opportunity (FUNDING REQUIRED/USES).  And last, it discusses the type of deal possible, including valuation and equity considerations (THE BUSINESS DEAL).  Detailed analyses and resume information are included at the end of the business plan (APPENDICES).


THE COMPANY

Origins

XYZ Industries got its start as a result of the expertise of its founder, ******, in the cleaning chemical industry.  Beginning in 1972, Dan acted as a manufacturers representative for various cleaning chemical producers, and with this experience saw the opportunity to apply this knowledge directly to the cleaning and maintenance of public facilities.  The company began first, by cleaning churches, and when this avenue showed little growth potential, moved forward into the cleaning of theaters.  


The early theater contracts were for theaters in Utah, principally in the metropolitan Salt Lake City and Ogden areas.  As its reputation spread, and through the considerable sales expertise of ******, XYZ Industries, Inc. acquired additional cleaning contracts.  Presently the company cleans approximately 100 theater sites in 7 states, for many of the major players in the movie exhibition marketplace.

Objectives

XYZ Industries intends to dominate the theater cleaning marketplace through a strategy of turn-key (full service), highly reliable, top quality cleaning of theater facilities for the major movie exhibition circuits.  This calls for market share growth from 3 percent of the present market to approximately 18 percent over the next 18 months to 3 years.  This ambitious plan appears to be a reasonable objective due to the following strategic logic.


As the theater chains have moved from a "national coverage" to a "regional dominance" market stance, it has become dis-economic for them to have their own staffs clean their theaters.  The increasing proximity of the facilities to each other presents the opportunity for economies of scale in the cleaning of theaters, an activity which most of these chains are not set up to do efficiently, having failed repeatedly in the past.  Consequently, because of this new demand, the contract cleaning segment of the industry has seen a marked increase in its growth rate.  When this industry growth rate is combined with the fact that presently "market share" is "up for grabs", a highly significant opportunity is presented.  As a result, the company is aggressively building the foundations necessary to capitalize upon the opportunity available, and achieve this objective.

Management

One of the key building-blocks of any successful business is its depth of management.  During its early years, the principals of the business filled all the management positions as is characteristic of most new businesses.  More recently, the company attempted to operate through a series of key operations executives, but found that this limited the capability of the company to respond to its growth potential.  


During the past several months, XYZ Industries, Inc. has hired an executive vice-president, and two regional vice-presidents (a third regional VP position is presently being opened) to deepen the management structure in anticipation of the market-driven expansion described earlier.  These individuals have strong academic and professional credentials, including experience in the cleaning and cleaning chemicals industry, as well as either bachelors or masters degrees in business administration.


The company uses a rigorous screening method to identify the individuals which are best suited to the environment in which they will be working.  In addition, XYZ Industries, Inc. has made increasingly effective use of its board of directors as a sounding board for company decisions.  Advising this board are experienced professionals in the law, accounting and management.


Accordingly, the management team at XYZ Industries, Inc. is strong, energetic, flexible, and enthusiastic.  This team of founders, young/talented executives, directors, and experienced professionals offers the company an exceptional opportunity to meet its stated objectives.

Current Status

As it stands presently, the company is highly solvent and profitable on a consistent basis.  Its reputation in the industry is exceptional.  XYZ Industries, Inc. is in good standing with all federal and state agencies, although there are ongoing discussions regarding the independent contractor v. employee status of certain cleaning sub-contractors.  Its relationship with customers is cordial and characterized by mutual respect.  Most cleaning contracts with customers are on a 1 to 3 year basis, with options for renewal.  Demand in the company's market niche exceeds supply.  Growth is being forced upon a company (XYZ Industries, Inc.) which is becoming increasingly prepared to meet this challenge.

The Future

The future for XYZ Industries, Inc. appears to be very bright at this time.  Because the company has the proven capability to provide consistent, quality, timely service, it has gained a measure of market power in the competitive arena.  The natural obstacles to the growth potential in the industry are internal to the various competitors within the industry.  The question is not whether excess demand exists, but is rather who will prove to be sufficiently capable of meeting it.


Hence, the future appears to be one of continuous internal improvement while market opportunities are continually absorbed.  The capabilities of the executive team to provide these improvements are demonstrated daily as the company perfects its operations.


As a result, the long-term financial prospects for the company are also bright.  As market share is acquired, internal economies of scale appear to be able to provide exceptional and sustainable profitability for the company and its owners.  Once dominance in the domestic market is attained, the XYZ Industries, Inc. system of cleaning entertainment facilities has international potential as well.  The option of franchising both domestic and international cleaning operations may also be explored, with the resulting fees and royalties adding additional return to shareholders.


COMPANY SERVICES

What Customers Want

According to industry leaders, the movie exhibition business operates on three levels simultaneously.  On one level, is continuing need to assure adequate product (movies) from the distributors.  This requires positioning within the exhibition industry (such as the regional consolidations presently being observed), such that sufficient bargaining power with the distributors is maintained.


On another level is the requirement that exhibition facilities be well-managed.  This necessitates the hiring and training of theater managers to such a level that the facility can be properly operated.


On a third level, is the set of operating considerations which must "mesh" well for the exhibition facility to be profitable.  Included within this set of considerations is theater cleaning which, along with staffing, managing concessions, and training, forms the basis for the total quality of the entertainment experience for theater patrons.  It is the responsibility of the theater manager to achieve this integration of factors to optimize the likelihood of repeat business on the part of theater customers.  Hence, in reality, the theater manager is the customer.


According to a district manager in one theater chain served by XYZ Industries, what the customer (theater manager) wants is rigorous adherence to the minimum standards established by his exhibition company for an acceptably cleaned theater.  These include timely cleaning, regular carpet and window cleaning, and absolutely NO dirty rest rooms or wrappers and litter in the theater.  These last conditions are referred to in the industry as "the minimums".  A successful theater cleaning contractor will consistently meet the minimums, plus will offer and provide on a timely basis certain "full service" items such as carpet, window, and chair cleaning, which require specialized equipment and a trained crew to perform properly.

Why XYZ Industries, Inc.?

XYZ Industries, Inc. has been built especially to satisfy the wants of its customers.  XYZ Industries, Inc. believes that customers will pay for what they need and want.  Theater managers want the minimums met and the full service cleaning which XYZ Industries, Inc. provides for two reasons:

1.
The contract with XYZ Industries, Inc. controls their costs and permits more reliable budgeting of a theater-level profit center; and

2.
The quality and reliability inherent in the XYZ Industries' product and service offering make it possible for a relatively undertrained and underpaid theater manager to succeed in balancing all the "third level" factors, and perform well within a career path.

Distinctive Competence

The distinctive competence of XYZ Industries, Inc. is its ability to combine systematized cleaning methods, the right cleaning chemicals, an excellent phone mail follow-up system, and specialized equipment, within a price-competitive framework attractive to theater customers.  The "tacit knowledge" aspect of this distinctive competence is referred to in strategic planning jargon as uncertain imitability, meaning that even if a competitor were to have all the ingredients, they would still lack the "art" necessary to have the recipe work right.


When this specialized level of knowledge is further combined with a commitment to timely, responsive, quality service, XYZ Industries, Inc. is set apart from its competitors.  In short it possesses a distinctive competence with the corresponding market risk reduction this implies.


THE MARKET

Size, Growth Rate, Purchase Characteristics

The National Association of Theater Owners (NATO), keeps, and periodically publishes statistics on the movie exhibition marketplace.  The most recent publication of these statistics in Variety Magazine, January 1990 has been used to give the reader a general feel for the size, growth rate, and purchase characteristics of the industry.  Before discussing each in more detail, a brief historical perspective on the industry appears to be helpful.


History. The present structure of the motion picture exhibition industry stems from the anti-trust consent decree in the early 1950's.  Essentially, under the anti-trust law as it now stands, movie distributors (Universal, United Artists etc.) are prohibited from owning movie exhibition facilities.  


Consequently, each half of the motion picture display industry exists in a "symbiotic" or "mutually beneficial" relationship.  The distributors "need" the exhibitors.  The exhibitors "need" the distributors.  And sufficient competition exists within each of these halves of the industry to ensure that a price premium cannot be exacted by any market actor alone or in collusion with others.


Hence, the distributors attempt to obtain the best price for the products which they either purchase from producers or produce themselves through market dealings with the exhibitors.  Similarly, the exhibitors attempt to satisfy their level 1 (referenced above) need for product in competition with other exhibitors for the "hottest" box-office draws.  


In recent years, exhibitors have attempted to enhance their bargaining power for product by consolidating their theater holdings in regional groups.  This permits them to have more bargaining power with a given distributor, thus assuring higher patronage by the theater-going public.  Much buying and selling activity has taken place as the geographical ownership structure has changed and evolved.


The net result of all of this activity as it impacts XYZ Industries, Inc. is that an "economies of scale" type opportunity has materialized.  Theaters grouped together geographically make it possible to clean and maintain them more efficiently.  Contractors such as XYZ Industries, Inc. which have perfected a better system of cleaning and maintaining key level 3 (referenced above) functions, find a rapidly expanding market for their services.


Size.  The size of the theater exhibition marketplace is most commonly reported in terms of the number of exhibition sites owned by a particular exhibition circuit.  The following table lists the number of sites and geographical location by owner as of January, 1990:


Table 2 - Theater Circuits Ranked by Number of Sites

******
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40 states, PR, Hong Kong

******





 497
20 states, DC, 7 provinces, UK

******
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33 states

****** 
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27 states, DC

******
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14 states

******
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 112
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******
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4 states







-------



Total



3,267







=====


Growth Rate. Based on discussions with industry executives, the demographics represented by the foregoing list have changed somewhat between 1990 and this writing.  For example, ****** has been divesting itself of smaller theaters and has been acquiring larger facilities (consistent with the regional consolidation trend noted earlier); ****** has grown but is now selling theaters; ****** has acquired a relatively large number of theater sites, placing it third ahead of General.  Although the overall number of sites in the business have grown, the industry remains constant in dollar revenues: a roughly $4 billion industry.


Purchase Characteristics. Although the "customer" in the industry is the theater manager, the master contract is generally signed at the corporate or divisional level within the theater circuits.  Input and satisfaction of cleaning criteria are nevertheless sought from the theater manager.  Hence the purchase characteristics in the industry require a fairly professional presentation at the theater circuit level, and a very personal touch at the theater site level.


XYZ Industries, Inc. excels at both.  ****** has a very effective presence with key theater chain managers.  Company supervisors and other officers are in daily contact with theater managers to assure that quality and service are optimized.  This approach corresponds well with the purchase characteristics within the industry and permits XYZ Industries, Inc. to compete vigorously with rivals within the theater cleaning arena. 

The XYZ Industries, Inc. Perspective on the Market

From the perspective of XYZ Industries, Inc. the realignment of the market appears to be an ideal situation for the growth strategy which has been adopted.  XYZ Industries, Inc. has been selected by ******, the fastest growing of the theater circuits, to take over the maintenance of 380 theater sites over the next 18 months.  


As the infrastructure necessary for this 6-fold growth is built, it will set the stage for the acquisition of contracts to clean additional theater sites for other chains.  The estimate in this business plan of a total of 600 theater sites under contract within 3 years appears, therefore, to be conservative based upon these figures.  Management estimates, however, that the capacity increase required to absorb the additional 380 ****** will make the addition of at least double this number possible should the opportunity present itself.


However, company management is very conservative regarding the assumption of additional contracts.  Even the ****** theater expansion will be undertaken in stages, with 60 theater sites being added August 1, 1992, and then 80 theater sites each quarter beginning January 1, 1993 until the end of 1993.  At this juncture, the projections in the plan show a flattening of expansion, which is admittedly conservative.  


With the excellent sales skills and contacts possessed by the company, in the person of ******, it appears possible that additional growth opportunities will be available much beyond the initial expansion shown herein.  As the expertise in expanding and growing is perfected over the next 18 months, company management feels confident that continued expansion may, in fact, be less stressful than a cessation of growth.  Company projections indicate that sufficient internally generated cash flow will be available to finance additional growth within a range of, say, double that planned.  Should opportunities for the growth multiples presently required (i.e. 6 times) materialize, the company would plan to once again seek financing and expand its management structure, perhaps using the public marketplace to properly fund the next level of infrastructure required.

Expected Market Reaction

As XYZ Industries, Inc. makes inroads into this highly responsive marketplace, imitators and existing rivals are anticipated to surface which will put pressure on the profit margins presently projected within this business plan.  However, as shown later in this document, a thorough analysis of direct competitors reveals that significant handicaps exists which will dampen market reaction to the strategic moves of XYZ Industries, Inc..  


In fact, from all that management can ascertain, the other market actors are not fully aware of the market structure, the changing demographics, and the opportunities available.  It appears, therefore, that "first mover advantages" exist which, if capitalized upon will yield a significant, defensible market position from which the company objective of market domination may be pursued unhindered.  In other words, the opportunity is XYZ Industries' to lose.  


Should XYZ Industries be successful in raising the needed capital, and positioning itself strategically within the industry, it appears likely that very few rivals will perceive advantage in direct competition.  The result expected will be that existing rivals (with the exception of some who already have a geographical concentration and accordingly will be left alone for now), will compete over the "peripheral" business which economies of scale make it uneconomic for XYZ Industries, Inc. to pursue.  In short, the market reaction is anticipated to be fractured and late in arriving, providing a significant window of opportunity for the company to make its strategic goals a reality.


COMPETITIVE ADVANTAGES

Critical Success Factors

As in any competition, there are certain features of the competitive situation which are critical to the outcome of the contest.  This is also the case in the theater cleaning marketplace.  Seven Critical Success Factors (CSF's) have been identified upon which the outcome of competition within this marketplace depends.  The proportion of influence which each of the CSF's has upon the level of company competitiveness has been rated by company management, and a description of the factors are as follows:


Percent



Description
1.
15.0

The ability of a company to hire, train and keep quality contractors and inspectors (supervisors);

2.
17.5

Excellent customer relations with theater managers;

3.
17.5

The ability of a company to market to cleaning contract decision-makers, including the ability to obtain long-term contracts;

4.
10.0

The capability of a company to resolve problems which inevitably arise at a given location, at a low cost;

5.
25.0

The capability of a company to do "full-service" cleaning projects which include carpets, chairs, steam cleaning, floor stripping and re-finishing etc., which requires "state of the art" equipment to ensure a high quality result.

6.
 5.0

Financial strength of a company, to weather the ups and downs of the yearly cycle in the industry.

7.
10.0

The diversification of customers both numerically and geographically, such that no one customer can exert undue influence upon the financial fate of the company.


-------


100.0


=====


Table 3 - Critical Success Factors

Competitors

Three companies compete directly in the market niche within which XYZ Industries, Inc. operates.  They are ******, ******.; ******, Los Angeles, Ca.; and ******, Inc., Seattle, Wa..  Based upon a recent informal telephone survey of customers, these competitors, along with XYZ Industries, Inc. have been ranked by company management on the 7 CSF's.

Competitive Rankings

The results of the competitive analysis are best interpreted within the context of the critical success factors.  Hence, rather than lead the reader through a long narrative which describes an almost endless variety of subjective comments from customers, and operational analyses by management, the following matrix has been prepared which compares the four companies by CSF, weights the rating by the importance of the factor, and sums the resulting weighted rankings on a company by company basis.

	PRIVATE 

	
	
	
	
	
	
	
	
	
	

	
	CRITICAL SUCCESS FACTORS
	WT.
	*****
	WT

AVG
	**********
	WT

AVG
	*****
	WT

AVG
	**********
	WT

AVG

	1.
	Ability to hire, train & keep
	
	
	
	
	
	
	
	
	

	
	quality contractors & inspectors.
	0.150 
	9
	1
	8
	1
	8
	1
	7
	1

	2.
	Excellent customer
	
	
	
	
	
	
	
	
	

	
	relations with theater
	0.175 
	9
	2
	6
	1
	6
	1
	4
	1

	
	managers.
	
	
	
	
	
	
	
	
	

	3.
	Ability to market to cleaning
	
	
	
	
	
	
	
	
	

	
	contract decision makers; 
	0.175 
	10
	2
	4.5
	1
	7
	1
	8
	1

	
	including strength of contract.
	
	
	
	
	
	
	
	
	

	4.
	Low cost problem resolution.
	
	
	
	
	
	
	
	
	

	
	
	0.100 
	4
	0
	8.5
	1
	8.5
	1
	4
	0

	5.
	Capability to do "full‑service".
	
	
	
	
	
	
	
	
	

	
	 (carpet, chairs, steam, floors,
	0.250 
	6
	2
	4
	1
	2
	1
	2
	1

	
	  etc. ‑ state of the art).
	
	
	
	
	
	
	
	
	

	6.
	Financial strength.
	
	
	
	
	
	
	
	
	

	
	 
	0.050 
	5
	0
	5
	0
	8
	0
	5
	0

	7.
	Diversification of Customers:
	
	
	
	
	
	
	
	
	

	
	 (geography, etc.)
	0.100 
	7
	1
	5
	1
	4
	0
	7
	1

	
	 
	 
	50.00 
	 
	41.00 
	 
	43.50 
	 
	36.00 
	 

	
	TOTALS
	1.000 
	 
	7.525 
	 
	5.638 
	 
	5.625 
	 
	4.863 



Table 4 - Competition Analyzed by Critical Success Factor

As may be observed from the table, XYZ Industries, Inc. ranks substantially higher than its competitors in all but factors 4 and 7, low cost problem resolution and financial strength.  Because of the rapid growth of the business, and the intense commitment of company management to service, the costs of resolving problems have been somewhat higher than for those companies which do not emphasize service responsiveness.  As the management depth continues to grow, and qualified management members are available within geographic proximity, this is expected to be resolved.


The financial strength is candidly reported as lower than one competitor and equal with the rest.  With the funding anticipated as a result of the expansion strategy and corresponding sale of equity, it is expected that the financial strength of XYZ Industries, Inc. will equal or exceed that of all competitors.


In summary, XYZ Industries compares very well against its direct competitors.  In the areas which are weak, plans exist to remedy the situation as this business plan is executed.


SALES AND MARKETING

Target Customers

The customer base targeted for attention by the company consists of those theater sites which are proximate to the high concentrations of existing theater contracts.  In all candor, it is ******'s belief that he can "bury" the company with contracts if the structure is in place to follow through on the commitments.  


At present such a huge backlog exists, that the only targeted customers are those which will by their addition contribute to economies of scale within an existing geographical area of company operations.

Selling Methods

Selling methods revolve principally around company reputation, a clear understanding of the wants of each customer, and a program tailored to meet their requirements.  Personal contact between ****** and the key players in the theater circuits has proven crucial to developing the long-term relationships which do exist presently.  This contact is not likely to stop or be curtailed in the near future.


Of perhaps more importance is the ability which ****** has to negotiate fair and workable pricing of the contracts with each theater.  Where the cost structure is in a state of change, ****** has been able to keep the company competitive by selling theater chain management on the need for price adjustments to cover increased traffic, higher wear on the facility, etc.. 

Current Status

Currently, the emphasis in the company sales and marketing area is on absorbing present demand.  Positioning the company to take advantage of regional consolidations underway within the industry is also of primary concern in the marketing arena.  Selling the customers on the need to keep each contract economically viable is the main emphasis in the sales area.


OPERATIONS

The Service Delivery System

The service delivery system lies at the heart of the operating end of the business.  Since theaters get dirty every day of the week, it is necessary to have custodians in each theater every night of the year.  The cleaning work is usually performed when the theater is NOT open, which requires that company operations take place from 12 or 1 o'clock a.m. to 11 a.m..


Accordingly, the service delivery system is designed to accommodate this constraint.  "Call-in" procedures to the company phone mail system ensure that company inspectors can identify any problems (such as a missing custodian) early in the cleaning time window, and take corrective action.  In addition, senior company managers have an "on-call" system which provides for back-up to the inspectors as required.


Custodians are hired as sub-contractors.  Each sub-contractor signs a contract which essentially "mirrors" the contract which XYZ Industries, Inc. has with the theater circuit.  Just as XYZ Industries is responsible for meeting the "minimums" required by the contracts, so each sub-contractor is responsible for meeting the requirements of the sub-contract.  Company employees act as inspectors to ensure that contract terms are met.  Regular meetings between the inspectors and theater managers ensure that a second quality control checkpoint is also in operation.


Manuals for cleaning, and operating standards have been established to ensure uniformity and excellence in service delivery.  This system, however, is composed of very human people, and breakdowns sometimes do occur.  In such cases, the "problem resolution" efforts of all concerned are attempted at the lowest cost possible.  As of this writing, this is a challenge yet to be fully met.  Because the overriding concern is customer satisfaction, on occasion (perhaps too frequently at this writing), the company still embarks upon a course of high cost problem resolution -- a course which it is the company's goal to minimize in the future. (Note: It is estimated that a minimum additional 5 to 10 percent of expenses could be saved when "low cost problem resolution" measures are fully implemented.)

Organization

The company is organized as follows (see also the company organization chart in Appendix 3, and detailed resumes in Appendix 4):

President and CEO:




******

Executive Vice-president:



******

Secretary:





******

Regional Vice-presidents:



******








******








(open)

Special Operations Vice-president


******

Inspectors:




Various (changes according to need)


Essentially, the role of the senior management team is to ensure that the key operating functions of the company are preformed regularly.  


****** generally manages the sales, marketing, operations (supervising the VP level executives) and financial oversight functions.  


****** manages all administrative matters, acting as "home-plate" for the management team ensuring that communications flow where they need to go.  


The regional vice-presidents work within one of three regions (Texas, Mid-West, West) to ensure that the service delivery system operates smoothly.  


These vice-presidents have a set of yearly milestones with regard to customer service, adherence to budgets etc. for which they are responsible.  ****** is in charge of the special operations which consist mainly of the cleaning of carpets, chairs, floor re-finishing etc..

Quality

In the specification of the operating vice-presidents' job, quality is designed into the service delivery system "from the top down".  Because turnover in subcontractors is always a concern, the company has developed its systems to survive this predictable disturbance in smooth operations.  As shown below, the milestones in the operating jobs require a level of attention to detail such that an ongoing commitment to quality may be maintained.


To ensure that quality will be maintained during the expansion into the ****** theater sites, a five step plan has been outlined as follows:

1.
Distribute the new cleaning chemicals and supplies to the affected theaters.

2.
Meet the existing cleaning contract staff and explain the transition to XYZ Industries' program.

3.
Manage the transition on a case by case basis, ensuring that each sub-contractor is trained in the XYZ Industries system.

4.
Stabilize the group of theaters by replacing any "dead-wood" and by resolving all transition problems with speed and fairness.

5.
Add the next group of theaters.

Milestones

As noted above each regional vice-president is responsible for meeting certain milestones.  The objective of the job is to maintain a positive long-term working relationship with theater customers (managers) by:


1.
Ensuring that each theater in the region is cleaned according to standards every night;


2.
Operating within authorized budget guidelines from corporate office to ensure "low cost problem resolution";


3.
Meeting with managers on a regular basis to:



.
Identify concerns, and



.
Solve these concerns in a timely manner (7 day according to contract).


4.
Ensuring that each custodial contractor in the region is properly trained and equipped, and that a current copy of the custodial contract is on file with headquarters.


5.
Oversee the distribution of cleaning chemicals and equipment throughout all theaters in the region.


6.
To oversee the maintenance of XYZ Industries' equipment & carpet machines.


The milestones are as follows:

1.
Learn all aspects XYZ Industries maintenance program, and successfully conduct a training session on same.

2.
Build a positive working relationship with upper management of all theater chains within the regional jurisdiction, based on "satisfactory" or better rankings on customer survey.

3.
Three consecutive months with theater manager meeting reports are on the average 90% or better (reports not signed by either the manager or first assistant manager will be counted as -0-).

4.
Over 90% of spot-check inspections made by the President or Executive Vice-president are "satisfactory" or better during the first six months of employment.

5.
Meets chemical sales targets of existing accounts for 9 of the first 12 months of employment.

6.
Keep average subcontractor turnover under 20% for the twelve months following assumption of work at duty station following 1 month training period.

7.
Ensure that assistant inspectors within the region stay within company budgetary guidelines for the year.

8.
(This is a real fine line) Assure that extra work performed for theater managers is billed according to the contracts for that particular customer, and that invoices are sent to corporate office within 5 days after the work is completed; while keeping the customer happy.

9.
That personal travel expenditures for the year are "on or below" approved budget.

10.
As certified by the President, or Executive Vice-president, ensure that all preventive maintenance is performed and all vehicles are registered and insured properly.

11.
Oversee and certify that all custodial contractors are properly trained in XYZ Industries methods, and that all contractors understand that they are In fact contractors and NOT employees.

12.
Certify that you can give yourself at least one day a week off during the first year without recurring problems and interruptions, by transferring your phones consistently for that day.


FINANCIAL INFORMATION

Historical Summary

The most recent financial history of the company is shown in Table 5, with additional detail shown in Appendix 1.  Since inception, the company has seen a steady increase in sales.  Historical sales and expenses (pre-tax, and unaudited) realized for the past 7 quarters and related fiscal years are as follows (in thousands):


        FY 89-90  4Q-90  1Q-91  2Q-91  3Q-91  FY 90-91  4Q-91  1Q-92  2Q-92   TOTAL

  Sales
       $   1,757        500     519     541      538     2,097        548     642     640     5,684

  Expenses  
 1,634        454     459     536      506     1,955        493     578     630     5,291

  Net Income $     123          46      60        4       32        142         55      64        9       393

  Percent
  6.98       9.18    11.48     .81     5.91       6.75      10.04    9.97    1.46       6.91


Table 5 - Historical Quarterly Income (000)


This aggregates to a present "run-rate" of approximately $2.4 million in sales per year with a mean growth rate of quarterly revenue 29 percent for the period shown.  As noted above, these financial results represent the full-service cleaning of approximately 100 theater sites.  


(Note: Financial results for periods prior to October, 1989 are less available and less relevant, because prior to this time the scale and scope of operations were substantially less than in the present operation.  Although these periods showed a profit, and contain no financial mismanagement, most of the profits were absorbed by the principals as is characteristic of most new small businesses.)


With the addition of a more formalized accounting and reporting system in 1989, the results of operations became much more readily available and comparable.  Hence, these have been used as the base historical data.  Also, the company has operated a chemical sales division which has been removed from these results to provide a more clear picture of the operating characteristics of the base theater maintenance business.  The Balance Sheet (Unaudited), as compiled by the company CPA and projected over the period covered by this plan has been included in Appendix 2.


The financial summary illustrates the yearly cycles in the theater maintenance business.  Usually the 2nd quarter has the lowest profitability, followed by the 3rd.  The two most profitable quarters are the 1st and 4th quarters of the year.


This summary also shows the overall EBT (earnings before taxes but after interest) to be approximately 7 percent.  As will be illustrated in the projections which follow, the earnings improve markedly as the volume of business is spread over a relatively stable fixed cost base.

Projections

The projections shown in Table 6 plan have been prepared based upon the best estimates of management regarding the results of future operations.  They show an increasing level of profitability as fixed costs are spread over a larger number of revenue dollars with a leveling off in 1995 due to the conservative approach to growth employed in the estimates.  It is estimated that with the addition of the contract to clean the 500 theaters noted above, and with the economies of scale noted above, that results (pre-tax, and unaudited) will be as follows (in thousands):

            
FYE 9/30/92   FYE 9/30/93   FYE 9/30/94   FYE 9/30/95

  Sales   
$    2,758      
   6,340     
 11,945     
8,640

  Expenses
     2,515      
   5,298     
  9,461         
8,995

  Net Income
       242      
   1,041     
  2,484         
2,996

  Percent
      8.79      
   16.43     
  20.79         
24.99


Table 6 - Projected Yearly Income


Assumptions. The revenue growth assumptions are more stable than in most projections because of the relative certainty of the number of theater sites which are slated for addition to the cleaning commitment of the company, and the revenue amount available per site.  Expense projections are based upon historical data for direct costs, and upon estimated percentage increases for fixed costs.


Detailed assumptions are as follows:


Revenues

Units:

98 base units from historical summary;



57 units August 1, 1992;



80 units January 1, 1993;



80 units April 1, 1993;



80 units July 1, 1993;



80 units October 1, 1993;



An additional 117 units during the summer of 1993 to represent the sales from long-term customer development efforts (rounded to 120 total for following quarters);



Total 600 units by January, 1994.

Price:

$7,250 per unit per quarter for base units;



$3,800 per unit per quarter for new ******;



$6,900 per unit per quarter for additional units.


Expenses

Direct costs: 

Estimated at 55 percent of gross revenues for base units consistent with 
historical results, 62% for ******, and 58% for all other theaters added 
to the existing base units during the growth period, and leveling back to 
55% during FYE 9/30/95;

Indirect costs:
Estimated at 5 percent growth per quarter from a $262,000 base, except 3rd quarter 1993 where a dramatic increase occurs due to the addition of 80 ****** plus the additional 117 from continuing sales efforts.  These costs are assumed to stabilize at $600,000 per quarter beginning 1st quarter 1994.  Also, approximately $475 per theater in start-up costs in the quarter of assumption.


Income Statements/Cash Flow.  Since the projections do not include any non-cash items such as depreciation, the net income before taxes is assumed to be synonymous with cash flow for estimating purposes as a matter of convenience.  The complete projections and historical income detail are included in Appendix 1 which follows.


Balance Sheets.  The projected balance sheets are derived by using the March 31, 1992 balance sheet as a base, and by applying the income from operations to increase net assets.  However, by virtue of the financing contemplated it is assumed that the working capital requirements for the business will be satisfied.  


Hence, the net asset value on the successive projected balance sheets should be viewed as residual value to shareholders which they may dispose of as they see fit for the good of the business, for acquisitions, should they deem wise, or for distribution.  For valuation purposes, it is assumed that these funds are reserved for distribution.


Expense Analysis.  A detailed expense analysis reveals that direct costs for the past three quarters have varied between 52.66 percent and 57.60 percent, an average of 54.96 percent, from which the 55 percent direct cost estimation percentage derives. 


The average run rate for indirect expenses for the same period is approximately $259,000, with the exception that the anomalously high 3rd quarter fixed cost percentage (a roughly $12,000 cyclical overrun) has been apportioned to "smooth" the indirect cost base to a flat $262,000.

Narrative and Linkage to New Theater Milestones

It may be observed from these projections that the net profitability of the company continues to increase as new theaters are brought on.  As stated earlier, this is due primarily to the spreading of the indirect costs over a larger number of revenue dollars.  It is also due to the nature of the additional contracts which are structured such that the level of service matches the revenue stream.  This is in line with customer wishes.  


Additionally, the added profitability comes as a result of the same factors which are driving the macro-economics of the industry.  As theater sites are added in locations where the company already has a supervisory and special projects presence, the "economies of scale" available from regional consolidation come into play.  This boils down to a transfer of the benefits from "low cost problem resolution" made possible by regional consolidation, to the bottom line.


Hence, as these new theater addition milestones are achieved, it appears that XYZ Industries' profitability will be increasingly enhanced.  Should XYZ Industries, Inc. be able to retain this favorable market position, and hold indirect costs within the ranges specified, the returns projected in this business plan appear to be possible.

Funding Required/Uses

As stated earlier in the Executive Summary, based upon an analysis prepared by the company and its advisors, it is estimated that the funding required to take advantage of the expansion opportunities available is $2.025 million.


The proposed use of the funds required is as follows:



Expansion (equipment, travel, new personnel, training) 

$   861,000



Debt retirement






    400,000



Working Capital






    764,000












---------------




Total







$ 2,025,000












========


Detailed budgets for the application of these funds are a function of the costs per theater given size, geographical and labor constraints.  The authorization and expenditure of these monies is under the direct supervision of the Chief Executive Officer, ******, as advised by the company board of directors.


THE BUSINESS DEAL

Valuation Computations

Based upon the projections summarized earlier in this business plan, two methods have been applied to estimate the value of the earnings stream represented by this business, a Net Present Value Method (NPV), and a method of estimating the value through use of an assumed price/earnings multiple.


Where the earnings stream includes 5 fiscal years' results as follows, the NPV using a 15 percent discount rate is approximately $6.5 million:


1993
$ 1,041,000


1994
  2,484,000


1995
  2,996,000


1996
  2,996,000


1997
  2,996,000


Where the year 3 earnings stream is given a price/earning multiple of 7, and then discounted back to year zero at a discount rate of 15%, the value of the equity is shown to be approximately $10.5 million.


The company believes that a sale of 31 percent of the equity to raise the needed $2.025 million capital infusion required appears reasonable under the circumstances, given the overall strategic position of the company in the industry, and its proven track record.

Discussion of Ownership Entry and

Exit Considerations

As with all funding considerations, shareholders in a closely held business are justifiably concerned with the entry and exit possibilities of an investment.


As regards entry, depending upon the status of the investor, different securities rules apply.  Accordingly, all that can be stated in this business plan is that the company is willing to discuss a sale of its equity based upon following the applicable securities regulations.  Company shareholders are somewhat flexible as to the nature of the investment vehicle required by a potential investor in the business and are willing to discuss alternatives which would best suit the investment objectives of such an investor.


With regard to exit, the company has several options in mind, once again depending upon the preferences of the investor, the actual results of operation of the business, and the status of the capital markets at the time an investor may wish to exit.  Hence, exit opportunities run from a "hold" strategy, under which a successful business becomes a "cash cow" for its shareholders, to a "buy back" of shareholder stock from cash surpluses, to a "public offering" of company stock which could provide the opportunity for a combination "hold" and "liquidity" investment strategy.


Presently the company stock is held as follows:



******


52%



******


28%



******


10%



******& ******

10%






       -----------




Total

         100%






       =======


TABLE 7 - OWNERSHIP


APPENDIX 1 - DETAILED EARNINGS INFORMATION


APPENDIX 2 - PROJECTED BALANCE SHEETS


APPENDIX 3 - ORGANIZATION CHART


APPENDIX 4 - OFFICER RESUMES
****** 

Education       University of Utah       



Salt Lake City, UT

               
Master of Business Administration           
June 1992

                
University of Wyoming                           
Laramie, WY 

               
Bachelor of Science in Finance                     
May 1991

          
Graduated magna cum laude

   

Member of Beta Gamma Sigma 

Professional

Experience      University Directories                      

Chapel Hill, NC

                
Local Sales Manager                             
Summer 1991



Managed a five person yellow-page advertising

                
sales team in Wyoming and Colorado markets.

                
Motivated, organized, and directed the team to

                
reach 96% of the $140,000 company sales goal.

              
 Reached 108% of personal sales goal.

             
Increased sales in the Wyoming market by 36%.

           
Received two weeks of professional sales

               
management training.

               
University Directories                    

Chapel Hill, NC

              
Assistant Local Sales Manager                   
Summer 1990

               
Performed all administrative duties for the 

                
sales team.

             
Reached 108% of personal sales goal.

                
General Dynamics, Inc.                        

San Diego, CA

                
Finance Information Systems Internship        
1989

                
Assistant to the Cost/Schedule Reporting and the

                
Computer Reporting Systems management.

                

Wrote a users manual for a PC based 

                    
Cost/Schedule Control System tutorial for

                    
novices of government reporting systems.

                    
First Intern to receive the General Dynamics

                    
Excel Award.

                    
Developed a new inventory system for all 

                    
computer equipment.

                
University of Wyoming         


Laramie, WY

                
Ski Instructor/Custodian/Cashier   


1986-1991

                
Worked 30 hours per week to finance 100% of 

                
undergraduate education.

Special Skills

& Interests     Working knowledge of IBM and Mackintosh PC's and

                
business software.

                
Fluent in German.

                
Karate (red belt), skiing, biking.

******
Education       University of Utah                        

Salt Lake City, UT

               
Master of Business Administration                  
June 1992

                
Concentration in International Business

                    
Completed all requirements for undergraduate

                    
finance degree.

                
University of Utah            



Salt Lake City, UT

                
Bachelor of Arts in Finance           


June 1991

                    
Member of Financial Management Association.

Professional

Experience      International Business Machines Corp  

Gaithersburg, MD

                
Financial Analyst Intern.                 

1990-1991

                
Various Trade Positions:                   

Salt Lake City,UT

                
Carpenter, electricians assistant, home            
1986-1990

                
remodeling.

Special Skills

& Interests     International Skills

              
  Church mission.     



Buenos Aires, Argentina

              
  Volunteer, financed 100% personally.     
1984-1986

             
  Spanish fluency, teaching and working with



  the Argentine people. Supervised church 



  volunteers in tri-city region of Buenos 



  Aires, Argentina for eight months.

     
            
Completed courses in international finance,



  
accounting, marketing, management, and global



  
strategic business.

                Financial Skills




Controlled $14 million of intercompany transfers for Federal Sector Division of IBM, reduced bill backs 28%.Processed $20 to $50 thousand weekly of check requests for overhead expenses (IBM).  In depth understanding of business, foreign exchange and political risks.

                Managerial & Technical Skills




Initiated computer program to reduce accounting miscodes 25% (IBM).  Worked 20 to 25 hours per week while obtaining undergraduate degree in Finance, interned full time for one year. Prepared for various DCAA audits of contracts (IBM).  Extensive use of Lotus 1-2-3 and managerial software.

                Interests

                    Mountaineering, tennis, golf, skiing

                    Spanish literature

******
Education
University of Utah 




Salt Lake City, UT

                
Bachelors of Science   



December, 1989

                
Major-Business Administration

                
Minor-Economics

Professional

Experience  
XYZ Industries:  Ogden, UT

          
Executive Vice President. Board of          
12/89 to Present



Directors member.  Oversees accounts payable,



accounts receivable, shipping, and receiving. 



Facilitates meetings with corporate counsel. 



Corporate strategy team member. Manages 9 office 



personnel.



Salt Lake Jewelry Company Salt Lake City, UT

                    
Sales Manager. Coordinated operations,
  12/86 to 12/89




managed and supervised sales efforts of




10 diamond sales representatives. Responsible




for a 65% increase in sales over eighteen




months. Planned promotions and inventory levels.




Developed relationships with international




diamond brokers.

                
Rustic Landscaping                                

Edmond, OK

                    
Laborer                                     

3/86 to 9/86

                
XYZ Industries                            


Salt Lake City, UT

                    
Organized and scheduled service teams to    
3/87 to 9/87




clean corporate offices. Sold and scheduled




carpet cleaning services. Persuaded building




owners of the need to have their buildings




cleaned and then negotiated contracts.

Special Skills

& Interests     Managerial Skills 



Managed and administered a family real estate investment company.

                
Communication Skills




Directed and motivated a group of 100 church volunteers.  
Conducted workshops on personal finances for church 
volunteers.



Participant and leader of college group projects involving business consulting.

                Financial



Accountable for $1,000,000 while serving as chief financial officer for the Canada, Winnipeg Mission. Increased profits of a family investment firm 50% in a two year period. 



Proficient with computer programs Lotus 1-2-3, Quattro, WordPerfect and Supercalc.



Coached baseball to 25 ten year old children.



Achieved the rank of Eagle Scout before fourteenth birthday.



Volunteer two evenings a week clergy service at the University of Utah Hospital.

****** 

Education       Southern Utah State College                  

Cedar City, UT

                
Associates Degree in Construction Technology  

June 1977

                
Tuba City High School       



Tuba City, AZ 

               
 Graduated in top 4%          



January 1975

                    
Boys State, Captain of Football Team, 

                   
 President of National Honor Society, Vice

                   
 President Lettermans Club, Minority Leader

                   
 and Racial Mediator.

Professional   
United States Marine Corps.                   
San Diego, CA

Experience      
Honorable Discharge After the War 

1/15/75 to 1/21/76


     Church of Jesus Christ of Latter Day Saints   

St. Louis, MO

                
Motivated, organized, and directed         


3/78 to 3/80


    
 over 280 missionaries.


     Chevron Corporation





Tuba City, Az



General Manager of second largest service station 3/80 to 9/80 in Arizona. Responsible for payables, receivables, 



inventories, mechanics and personnel.


     Davis Schools






Ogden, Utah



Responsible for 10 Schools food delivery  

9/80 to 10/81



system. Planned, organized distribution 



schedules.



Uni-lab Corporation





Salt Lake City, Utah



Utah State Manager and Intermountian      

10/81 to 6/83 



States Sales Manager. Responsible for 



training, motivating, directing efforts



of commission salespersons.  250% increase



in chemical sales in all areas. 


     Golden Corral Corporation




Raleigh, NC



Managed and trained for 20% partner.


6/83 to 4/84


     Chesterton International
         



Ogden, Utah



Sales Manager for Utah

   


4/84 to 9/84



Sold paints, lubricants and industrial



finishes.  


     Dura Systems Corporation




Salt Lake City, Utah



Developed 23 cleaning products used
   

9/84 to 7/85



in commercial housekeeping.  Instructed



National Association of Housekeepers.


     XYZ Industries






Ogden, Utah



Owner,C.E.O. Responsible for $2,575,000 

7/85 to Present



payroll, $5,500,000 in Gross Sales.  Manage,



motivate, and direct nationwide sales and



distribution of chemical and theater



cleaning operations. 

Special Skills

& Interests     Hunting, horseback riding, waterskiing, skiing, camping, 



 
woodworking, family, gardening and marksmanship.

****** 

Education   
Weber State University                   


Ogden, UT 

                
Bachelor of Science in Music Composite             
June 1983


      
University of Utah




  
Salt Lake City, Ut



Majored in Music





9/77 to 5/78











3/80 to 3/81

 

Southern Utah State College



Cedar City, Ut



Majored in Music





9/75 to 5/77


Professional


Experience  
Granite School District



  
Salt Lake City, Ut




Taught Band and Choir at several Junior
6/83 to 5/84




High and High School students. 



Private Music Lessons

 


Salt Lake City, Ut




Directed, organized and coordinated

1/77 to 3/86




weekly music lessons for 120 students. 




Organized recitals and practice schedules.



Performance Experience




Lagoon Marching Band




Mormon Youth Symphony




Morrowstone Youth Symphony-Musical Assistant




Local Pit Orchestras




New American Symphony



XYZ Industries





Ogden, Ut




Responsible for payroll, office        

7/87 to Present




procedures, financial statements, accounting, 




health insurance and corporate financial




secretary/treasurer.





Special Skills

& Interests   Music, Family, Hiking, Camping, Decorating, and



Gardening.



Served a mission for the Church of Jesus Christ



of Latter-Day Saints from Aug/78 to Feb/80.



Community service. Cub scout den leader. Cub scout 



coordinator for local pack. Worked in local youth 



organizations.  Member of Daughter of Utah Pioneers. 
****** 

Education
Northern Arizona University                   

Flagstaff, Az

                
Bachelor of Science in Education                   
May 1979




Majored in Industrial Education and 




Automotive Technology

                
Yavapai College                                

Prescott, Az 

                
Applied Science Degree in Propulsion Technology    
May 1991

                
Who's Who Society for Industrial and Technical



Students member.    

Professional

Experience 
Chevron Incorporated




Tuba City, Az




Worked as an gas attendant, mechanic, and
6/71 to 6/76




assistant manager.  Organized, managed and 




directed 18 employees.



Peabody Coal Company




Black Mesa, Az




Mechanical work on heavy diesel equipment 
6/76 to 9/76 




and company gas driven vehicles.



Texaco Incorporated




Flagstaff, Az




Service station mechanic



9/76 to 12/76



Texaco Incorporated




Black Mesa, Az




Service station mechanic.


  
1/77 to 5/78



Northern Arizona University



Flagstaff, Az




Custodial service.  Completely cross     

6/78 to 10/78




trained in all operations, activities and skills 




required for building maintenance. Specifically,




floor stripping, carpet cleaning, restroom cleaning




classroom cleaning, and gymnasium floor care.




Received recommendation for time saving techniques.



Northern Arizona University



Flagstaff, Az




Food service custodial service. 
       

9/78 to 3/79



Courtesy Ford                                    

Denver, Co

                

Mechanic


              

Summer 1979



Tuba City High School




Tuba City, Az



 


Coached over 400 youth a year in    
9/79 to 8/86




Softball, Football, Basketball, and Track.




Responsible for all defensive position players




training, and weight lifting programs.  Motivated




and directed specialized athletes in poll vaulting




and high jumping. Tutored athletes in math, science




and english.




Taught over 300 youth a year in automotive technology 




Wrote state competency based curriculum for 




automotive technology.  Focused on performance




objectives required by employers in the automobile




industry in the state of Arizona. 




Wrote a competency based curriculum for building 




maintenance for Navajo Community College.  Focused 




all areas of maintenance such as plumbing,




electrical, custodial, masonry, and carpentry.




Yavapai Community College


Prescott, Az





Taught automotive classes.



9/79 to 8/86



XYZ Industries





Ogden, Ut




Responsible for nation wide special     

8/86 to Present




projects such as carpet cleaning, upholstery 




cleaning, and floor finishing. Board of Director




Member.  Schedules all maintenance on company 




equipment.  Responsible for all training concerning




XYZ Industries equipment, theater maintenance




techniques, training materials.

Special Skills

& Interests 
Hunting, fishing, gunsmithing, marksmanship, reloading, 



invent mechanical devices, camping, music, reading, family,



woodworking, automotive work, basketball, football, 



softball, and all other sports.


APPENDIX 5 - HISTORICAL EARNINGS SUMMARY GRAPH


APPENDIX 6 - PROJECTED EARNINGS GRAPH


APPENDIX 7 - NUMBER OF THEATERS GRAPH






