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EXECUTIVE SUMMARY

Executive Summary

EZsmart has developed a powerful alternative to traditional do-it-yourself manuals for the Ready to Assemble furniture industry. Using CD-ROM writing technology, our company will create multimedia instructional manuals to be placed on business card sized CD-ROMs.  These digital do-it-yourself cards, termed SmartStuff CDs, are compact and economical enough to be the new market trend.  The CDs are also a powerful marketing tool that will dynamically improve customer knowledge of product uses.  Through creation of our presentations and product branding, EZsmart aims to be the market leader in CD writing technologies and aims to corner the nascent market in the distribution of business card sized CDs. 

The company seeks to form strategic alliances within the manufacturing industries to facilitate the development and branding process of our product.  Our target markets initially concentrate solely on large Ready to Assemble (RTA) furniture suppliers such as Dorel Industries, O’Sullivan Industries, and Bush Industries that supply to most major retailers.  Our secondary markets stretch beyond (RTA) manufacturing industries into the computer peripheral, electronics, and car parts industries.  These other markets are very large and distribution networks are already established, meaning that EZsmart will act as an intermediary between suppliers and consumers in facilitating the use of the products they sell.  By capturing key shares of these markets and creating our brand, EZsmart will develop strong barriers to entry from existing competitors.

Product Information and Costs to Suppliers

The information potential of EZsmart’s manuals are tremendous. One 100 Megabyte CD can hold up to 40 Mb of interactive media, 20 minutes of compressed video, 30 minutes of audio, up to 90 screens and photos, and up to 10,000 pages of text. 

SmartStuff CDs will benefit suppliers and manufacturers in four ways.  First, it will improve customer satisfaction.   One of the biggest complaints of consumers is the difficulty of understanding instruction manuals.  Our CDs will allow consumers to assemble “ready-to-assemble” products with great ease.  Second, it will improve both the market share and market size.  Our studies show that if consumers were presented with two ready-to-assemble products of similar price and quality, they would choose the one that can be assembled with greater ease.  Furthermore, if instructions were made easy to understand, a larger number of people would purchase the product.  Third, it would allow for another channel of advertising.  A SmartStuff CD will hold digital catalogues and links to the company’s Internet site.  In addition, product warranties will be included on the CDs, which can be filled and submitted online thus enabling supplier to find more information about their consumers.  Fourth, better instructions will reduce the demand for expensive telephone or face-to-face customer support.

Presently, the costs to the suppliers will fall in the .60 cents to a dollar range, with a tiered price range. Presentation development costs to the supplier will range from $500- $100,000. 

Initial Market Overview


Sales of ready to assemble furniture reached $3 billion in the U.S. alone for 1999 across three key channels of distribution--mass merchants, office superstores and electronics specialty stores, according to NPD HomeTrak.  Sales in the past year for some RTA manufacturers have increased by as much as 40% per quarter.  On the media side, CD-ROM drives that will play the multimedia manuals continue to grow in popularity. 90% of all computers now are installed with CD drives. Drive production is increasing at 5% a year; in other words, people will be able to play our product.


Management Team

EZsmart’s management team is composed of intelligent, hard- working students with an extensive knowledge in business, marketing, and computer software engineering. CEO Jeremy Miller is completing a business degree at UC Berkeley with an emphasis on finance and management. CFO Ryan Tang is a double major in Industrial Engineering Operations Research and Business Administration; CTO Pete Perlegos is an Electrical Engineering Computer Science Major; and VP Marketing Oscar Gee is a Civil and Environmental Engineering major.  As students purchasing RTA goods, we know and have personal experience in Do-It- Yourself.  Being a part of the technology revolution has enabled the team to seek ways in which existing technology can be modified to fit the needs of a digital age.  The members of the team are well qualified and able to run this company in an efficient and profitable manner.

Success Factors

The key to success for EZsmart is two fold. First, EZsmart must develop strong alliances within our target markets to create barriers to entry. Secondly, EZsmart must create successful brand recognition to be the leader in this industry and to also detract the market from possible entrants. As discussed in the marketing section, brand recognition will be in the form of an easily recognizable figure that will induce customer loyalty. These two factors are necessary and attainable for EZsmart to achieve its full potential.

. 

Financial Overview

Based upon our marketing research, we have forecasted that EZsmart will generate $2.35 M in revenues in the first year, with the sale of 93 presentations, and 74,400 SmartStuff CDs.  Over the next two years, increased sales of presentations and CDs will raise our revenues up to $14.3 M in the second year, and $19.3 M in the third year.  This translates into annual net incomes of $309 K, $2.85 M, and $29.76 M for the next three years.  The following Pro Forma Income Statement table summarizes our financial expectations over the next three years.

	Pro Forma Income Statement Summary
	
	

	
	
	
	

	
	
	
	

	
	Year 1
	Year 2
	Year 3

	Sales Revenue
	
	
	

	  Presentations Sold
	93
	546
	3,848

	  SmartStuff CDs Sold
	74,400
	1,782,000
	5,292,900

	Total Revenue
	$2,354,760
	$14,362,800
	$98,317,160

	
	
	
	

	Cost of Goods Sold
	
	
	

	  Materials
	26,040
	623,700
	1,852,515

	  Direct Labor
	693,876
	3,265,625
	21,997,353

	Total Cost of Good Sold
	719,916
	3,889,325
	23,849,868

	
	
	
	

	Gross Profits
	1,634,844
	10,473,475
	74,467,292

	Gross Margins
	69.4%
	72.9%
	75.7%

	
	
	
	

	Selling, General, and Administrative Expenses
	
	
	

	  Sales and Marketing
	270,917
	1,084,750
	4,644,250

	  General and Administrative
	789,863
	4,863,984
	22,841,564

	Total Expenses
	1,060,780
	5,948,734
	27,485,814

	
	
	
	

	Operating Profit
	574,064 
	4,524,741 
	47,239,469 

	Operating Margin
	24.38%
	31.50%
	48.05%

	
	
	
	

	Income Tax
	264,643
	1,674,154
	17,478,529

	
	
	
	

	   Net Income
	309,422 
	2,850,587 
	29,760,739 

	   Net Margin
	13.1%
	19.8%
	30.2%



At the end of three years, EZsmart plans to exit through either being acquired, or through an Initial Public Offering.  Based upon a projected P/E ratio of 10, we expect a valuation of $298 M in three years.

To start off, EZsmart requires two rounds of funding: seed funding at $50 K, and venture funding of $2 M three months later.  Based upon a projected P/E ratio of 10, we expect a Return on Investment of 1114% for the seed funding, and 268% for the venture funding.

[image: image1.png]



MISSION STATEMENT 

Mission Statement

EZsmart enables retailers and manufacturers to create interactive instruction manuals on business-card-sized CDs.  Through our presentation software, companies can provide tailored information to their customers.  This would enable companies to transform dull, everyday objects in to SmartStuff(.

SmartStuff CDs demonstrate the companies’ concern for its customers. SmartStuff CDs are less expensive and more effective than VHS manuals or traditional instruction booklets. Offering interactive instruction, videos, and diagrams, SmartStuff CDs are an asset to both consumers and manufacturers.  Also, these CDs offer opportunities for further advertising through digital catalogues and Internet links.  Small enough to be included on any product, SmartStuff CDs can be placed on a wide variety of products.  

EZsmart’s market stretches across manufacturers and retailers ultimately leading to the consumer. Target markets for EZsmart’s software includes Ready to Assemble (RTA) furniture manufacturers, electronics manufacturers, car part manufacturers, and computer part manufacturers, possibly extending into musical instrument instructions and makeup companies.

Becoming the leader and first-mover in our market for the creation of multimedia content for CD-ROMS will enable EZsmart to grow quickly in size and scope. This growth will affect not only the ultimate users of the product but should benefit the employees and creative backbone of the company.
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PRODUCT DESCRIPTION 

Product Description

EZsmart’s service is to create do-it-yourself CD manuals, making the everyday consumer able to assemble or fix complex products. The information potential of EZsmart’s manuals are tremendous. One 100 Megabyte CD can hold up to 40 Mb of interactive media, 20 minutes of compressed video, 30 minutes of audio, up to 90 screens and photos, and up to 10,000 pages of text. We will also provide companies with advertising space, links to company information, as well as Internet links to similar products within these manuals. In addition, product warranties will be included on the CDs, which can be filled and submitted online thus enabling supplier to find more information about their consumers.  
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OBJECTIVES 

Company Objectives

EE 110--09/26/00- 11/28/00

Milestones: 




Provide preliminary market research and technical know how- 10/31/00

Provide accurate financials for future earnings and cash flow- 11/28/00

Complete extensive EZsmart business plan- 11/28/00

Obtain venture support and consideration after presentation on 12/05/00.

After presentation on December 5, 2000, EZsmart’s objectives are as follows:

EE 110—12/05/00-03/01/01

Milestones:

Obtain $50,000 seed money to conduct extensive Market Research

Meet with key players in target industries to determine marketability

Create detailed and refined report of EZsmart markets

Sign Contract with one client to produce SmartStuff Presentation

Year 1- Beginning 03/01/01

Milestones:
Obtain Second Round Funding – Month 1

Sign Contracts with supplier and/or Retailing Companies- Month 1. 



Sign Contracts with CD production company- Month 1

Monthly Objectives: (Beginning March 2001)

Month 1

  Business Goal:

· Milestone: Partner with Manufacturing/Retailing Companies
· Determine needs of the industry

· Draft Partnership and Sign Contract

· Create contract for outsourcing of CD production

· Milestone: Obtain Second Round Funding $2M
· Recruit Key Staff

· One Project Manager

· Two Presentation Developers

· One Graphic Designer

· Two Sales Representatives

· Retain One Lawyer

· Rent Office Space

· Milestone: Sign Contracts with CD production company
· Use market research to determine outsourcing partner
  Technical Goal:

· Train employees on presentation software

· Macromedia, Flash development

· Develop exe. writing languages 

· Set Standards

Month 2 – 4

  Business Goal:

· Build Website

· Begin Talks with other Retailers/Manufacturers

· Determine logistics and distribution for CD production companies

· Try to develop new industries taken from market research

  Technical Goals:

· Milestone: Create presentation for Strategic Partner
· Ability to burn onto CDs

· Movie Clips

· Graphics

· Simple GUI Interface

· Simple Menu

Month 5-6

  Business Goals:

· Hire Additional Staff

· Attend Trade Shows

· Gain Name and Product Exposure

· Keep eye on emerging technologies

  Technical Goals:

· Clients have 20 to 30 SmartStuff Products

· Begin to Promote SmartStuff

· Clients’ Customers begin to receive SmartStuff

Month 7-12

  Business Goal:

· Begin Contracts with other businesses

· Offer Sample SmartStuff CDs to non-competitors

· Continue Investigating New Industries

· Hire Additional Staff

· Begin Talks with Major Software Companies – Microsoft, MacroMedia, Adobe

· Clients sell 100 SmartStuff Products

Year  2

Milestones:
Obtain Third Round Funding  - Quarter 1



Create in house presentation software – Quarter 2

Monthly Objectives: (Beginning January 2002)

Quarter 1

 Business Goals:

· Milestone: Obtain Third Round Funding $2 M

· Rent Larger Office Space

· Hire Additional Staff

· Contract with additional companies

  Technical Goals:

· Clients sell 150 SmartStuff Products

Quarter 2

 Business Goals:

· Began talks with additional customers and gain more exposure

· Clients sell 200 SmartStuff Products

Quarter 3

  Business Goals:

· Hire Additional Staff

· Begin to provide for five additional industries

  Quarter 4

  Business Goals:

· Hire Additional Staff

Over 500 SmartStuff Products in Multiple Industries

Year  3

Milestones:
Create a subscriber base of 60-100 Companies 

  Business Goals:

· Milestone: Create a Subscriber base of 60-100 Companies

· SmartStuff Products Distributed Throughout USA
· Achieve 90% Client Support Satisfaction Rate
· Investigate feasibility of offering SmartStuff CD-building Service
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Corporate Structure 

Corporate Structure
EZsmart will structure itself as a Limited Liability Corporation (L.L.C.).   As an L.L.C., investors can gain tax credits from the initial losses.  However, as the company begins to show profit in the third year, it will shift to a Sub Chapter C. Company.  This allows for unlimited shareholders, and has the most liquid stock of all structures of incorporation.  This would allow for easier financing, since it opens up a larger pool of possible investors.  A liquid form of security is also more appealing to new investors.  The Board of Directors will act to strengthen the financial foundations of the company to ensure that it is on track, operating efficiently, and in the best interest of all stakeholders.  The founders are committed to technical and financial achievement; percentage ownership of the company is of secondary concern.

The Board of Advisors will be composed of key figures from industry that will help guide the company.  Industries represented on the board will include:

· Software Industry

· Advertisement Industry

· Hardware Retail Industry

· Auto Parts Industry

· Representatives from Partner Corporations

· Representatives from Financial Sources
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Critical Assumptions

Critical Assumptions

· Although there are companies who produce CD marketing presentations, there are no present competitors that create multimedia manuals for EZsmart’s target markets.

· There is a market niche created by the small size, large storage capacity, and low costs for business card sized CDs. 

· Customers will be more inclined to buy unassembled goods if information is presented in a user-friendly manner. 

· Large suppliers will realize the market potential for our marketing tool and software product.

· CD and CD-ROM media will continue to dominate the market over the next three to five years.
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Marketing Plan
Marketing Plan

“Interactive media is the only form of communication that allows viewers to see, hear, and do. This is significant because research shows that people will remember 20% of what they see, 40% of what they see and hear, and 75% of what they see, hear, and do. With its ability to capture the latter, EZsmart’s manuals have an advantage over any product Presently on the market.”

Marketing Plan

The marketing analysis in this section aims to show the potential for the software and end products developed by EZsmart. The capability of presenting information through CDs has risen because of lower costs, higher density capabilities, and overall availability. The software will enable companies to create interactive manuals on business card sized CDs that can hold up to 120 MB per disc and that are compatible with millions of existing CD-ROM drives and CD players.  The manuals will improve product marketability and replace conventional do-it-yourself instructional manuals and videos.

Barriers to Entry

Upon establishing our company, EZsmart will have three forms of defense against new entrants.  The first barrier is partnerships and consumer recognition.  After forming alliances with suppliers and clients, and gaining name recognition among consumers, EZsmart will have a defensible position.  The second barrier is patent-able technology, specifically our CD-Updateable technology.  Without the ability to update information years after the CDs have been produced and distributed, competitors would have a difficult time gaining market share.  The last form of defense is the cost advantages.   As a labor-intensive company, we expect a learning curve for individual employees as well as EZsmart as a whole.  By having more experience and higher market share, EZsmart will experience economies of scale that will make our costs lower than competitors’ costs.  These three barriers would make new entry sufficiently difficult.

Company Branding

EZsmart seeks to gain competitive advantage by creating a positive brand experience along with name and logo recognition. Currently, none of the existing companies carry a well-known brand.  This is an opportunity that EZsmart intends to exploit.  Through well-recognized branding, we intend to distinguish EZsmart from both possible entrants and current multimedia producers. 

Our company will not only be a well-recognized brand, but the actual manuals and interactive media will create brands out the products they promote. Ordinary wood, if marketed with our product, can become Smart wood. Smart wood for example would include an interactive brochure on how to build a fence, or other how-to options. Bush Industries and other businesses can use these brands to create product differentiation in their industry.  

EZsmart will accomplish brand awareness through an easily recognized figure or mascot such as the one pictured below. This figure will be included on all CDs that are designed by EZsmart as part of the packaging. An easily recognizable figure will create consumer loyalty and trust toward the products that are promoted through SmartStuff CDs.
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Additional Market Uses

A key feature that will be included on SmartStuff CDs is the ability to include product warranties. In an interview with an electricity supplier, a major complaint was that most customers do not fill out and mail the warranty cards issued with the products they purchase. Customers’ response to this is that they are already inundated with paper when they purchase a product. EZsmart’s SmartStuff CD’s alleviates both problems because customers will be more inclined to fill out and submit online warranties and they eliminate the excess paper included with products.

Interactive CD-ROM manuals can be also designed to educate the user about a company’s other products and services. As Alvaro from Kragen Auto Parts said in an 

interview, customers are not aware that there is additional online and customer service help for product installation. Smartstuff CDs will have links to company web sites as well as any other content the client would like to provide.  

Another key aspect of EZsmart’s market uses is in providing advertisements within the manuals themselves. Since the SmartStuff CD is included with an already purchased product, the end-users of suppliers’ products are already identified. This enables advertisements to be tailored to the particular market EZsmart serves. For example, if a manual is being used for training on deck maintenance, then advertisements can be included for certain deck paints and stain.

Product Concept Statement

The product is a service that enables suppliers to create instructional manuals for companies on business card sized CDs. The medium will provide companies with tailored information and presentations for their consumers. 

Target Markets

· Ready to Assemble manufacturers (RTA).  Instead of the conventional instruction manuals and how to videos, EZsmart will allow companies to create more interactive user-friendly instructions.  For example, when purchasing a bed at IKEA, the CD provided will detail the process of assembling a bed step by step with both audio and visual instructions.  This gives the customer a more detailed guide of how to assemble the companies’ product. 

By creating a more detailed product manual, this expands not only our market size but also the supplier’s market size.  Meaning that since our CDs will be so comprehensive and easy to follow, people that usually do not assemble themselves can now do so.  But with SmartStuff CDs, everyone is now an expert.

· Car part manufacturers.  All car owners know how to drive their cars, but not all know how to take care of their cars.  EZsmart can create a presentation for car part manufacturers that demonstrate the correct way to install a car part. That gives their customer the capability to install the parts themselves in an easy and 

timely fashion.   It allows the car owner to install the part by themselves without the assistance and cost of a mechanic.  Also, new software such as Macromedia, allows one to create a virtual tour of your car so that a customer can pinpoint problem areas and be directed toward the solution. All this is possible and the result is high customer satisfaction and brand awareness.

· Computer peripherals.  Similar to the lack of knowing how to install car parts, computer accessories likewise require owners to pay for installing internal and external computer parts. Although many require that you turn off your computer, printer and other accessories can be easily installed with the help of manuals. SmartStuff CDs that are included with purchase can provide instructions that enable the individual to install products that once needed to be outsourced to installation services. This market is a large and viable market for entry since the segment has already proved to be tech savvy. Integration of warranty registration on the SmartStuff CDs will also be an added benefit to the consumer and supplier.
· Makeup companies.  A lot of women do not know how to properly apply makeup.  Even some makeup artists do not know how to properly apply makeup for their productions and/or plays.  EZsmart will work with makeup companies to develop manuals that can teach proper application of makeup. The size advantage of SmartStuff CDs enables the manuals to be included in products as small as a compact.

Marketing Mix- Market Plan

Product Placement

In order to legitimize the price of the product, the Company must establish itself as the standard in high-end graphics and multimedia presentations.  EZsmart’s marketing strategy must emphasize accuracy and reliability. The display should be designed with this in mind.


The product will be placed as an add-on to installation products or anything that requires instructions, including installation of home assembly parts, car and computer installations, and even musical instructions.  In the home assembly industry, “More interaction would definitely supply customers with more support than the conventional manual or video.”  The service and software would be sold to buyers for large corporations and smaller companies as well.  At first, EZsmart will focus primarily on the RTA market.  The product could also be sold as a platform for high-end graphics applications for use in business presentations searching for a more modern look.


Our company would also establish relations with recordable CD and duplication companies.  Anyone that leases our service receives a discounted price on recordable CD and its duplication services.  EZsmart will not initially produce the duplication of the CDs, but would outservice to existing CD companies such as Oasis CD and Isomedia.  Our profits will be very minimal on the end process, as we charge nearly the exact amount if the customer went to these duplication companies directly.  This is just a 

service that we are supplying out of necessity and convenience of the customer.  This relationship benefits economies of scale and eliminates the large capital cost of production.

Price


In order to establish the Company’s name and reputation in new markets, we will make deals with customers on cost of presentations.  The first presentation for each customer will be created at no cost while the customer has to cover the cost of duplication.  This is done so that our name and product will be introduced into the market.


After this initial price promotion, this product will be priced for businesses that sell products to consumers.  Specifically, potential customers will be industries whose customers install products on their own or need more information about an existing product.  As discussed in the market research section, our initial market is a 3 billion dollar a year industry.  Home assembly companies like Home Depot currently have instructional booklets and videos available to their customers on how to install their products.  EZsmart intends to market the first product to any and all types of do-it-yourself suppliers.  


The target price for our presentation will range from a $500-$100,000+ one time creation fee and the CD medium will cost around $0.30- $.80 per copy thereafter.  Since our employee cost will be relatively high and content creation could take up to six months, our pricing scale is justified  EZsmart expects an average cost of $25,000 per presentation developed.  For our target market, this cost is not overly expensive if the benefits can be demonstrated.

Promotion and Advertising

The most important aspect of a promotion and advertising campaign centers on establishing EZsmart’s reputation as a reliable and useful company.  Being published in journals or magazines as well as the actual promotion on the products themselves allows consumers to recognize EZsmart and be comfortable using the products. This promotion will also make prospective clients aware of our services and want to work with our company. These journals include “Costco’s newsletters, Home Depot advertisements, CompUSA and other computer publications, and music newsletters.”  In addition, by attending tradeshows and conventions, (i.e. Computer Graphics, Intl., and Homeowner Associations), interest in our service will be developed.


In addition, a web site coupled with highly targeted web advertising in on-line magazines and journals can aid in brand awareness.
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Product Distribution- Push vs. Pull Strategy

In several interviews with product managers and developers, the prospect of retailing the CDs on sales counters was raised. This method would entail grouping all the CDs in a display with various do-it-yourself options, such as “how to build a fence,” or “ desk making 101.” Although this could be a likely distribution strategy for EZsmart, this pull strategy would greatly increase marketing costs to create customer knowledge of our product, as well as decrease the volume of CDs that were manufactured since they would not be included with the actual products.

Another reason that EZsmart chose a push strategy of product placement is the novelty of the product. Many people know the capability of CD-ROMs but many would 

revert to traditional manuals if they had to pay more money out of their pocket. Instead, most people that we interviewed about SmartStuff CDs said they would use it if it were included with the product.  The main difference in our push strategy is that the supplier would absorb the cost of creation rather than the consumer.  Whether suppliers chose to raise the price of their product by cents is a decision they would have to make.

First Presentation is Free

As discussed in pricing strategy, in order to establish the Company’s name and reputation in new markets, we will make deals with customers on cost of presentations.  The first presentation for each customer will be created at no cost while the customer has to cover the cost of duplication.  This is done so that our name and product will be introduced into the market.  As seen in Figure 1, we project 93 presentations will be created for our initial client base.  Every year thereafter we expect our clientele to increase as our product gains exposure and popularity.  
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Figure 1. Projected Total Users

Price Promotions
Looking at Figure 2, when unit sales are down we will give discounted prices on our software to raise unit sales again.  For example in Year 3, there are low points in the sales.  When this happens, we plan to have discounted prices and promotional sales.  Hopefully reducing the cost will result in a rise in customer sales continuing our everlasting growth.  
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Figure 2.  Unit Sales Per Month

As you notice, in year 1 there are no unit sales since we are not selling the product in the first year.  We are giving the product away at no cost here.

Sales 

EZsmart’s sales force will actively pursue partnerships with manufacturers of assembly, installation, and do-it-yourself industries. EZsmart will also create partnerships with manufacturers of high-end graphics workstations and peripherals, such as IBM, Sun, and recordable CD companies, on top of our existing contractual partnerships.


In order to build a good reputation it will be important to make sure that if something ever fails the support staff is kind, courteous and expeditious in fixing the problem.  Most likely the Company will include support contracts with the product, hiring a service/tech support and installation team, which will grow in proportion to unit sales.  Each of our customers receives training on how to use our product and we will work closely with them in the beginning.  
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Primary and secondary Research

Product Differentiation.  
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As seen on the figure below, instructions currently come in four different formats.  Books/manuals, videos, personal training, and CD-ROMS.  There are two ways that CD manuals are created: either the manufacturer creates them or the job is out serviced to another company.  
Potential patents include packaging, way of attaching the packaging, and compression for including lots of information (fractal compression).  Since there is no current software out there right now, we will go large scale right now and have at least 60 users by February of 2001.  Hopefully by that time, we will have established our client base and support.

We will give more client support to our companies as we inform them of compact disc reproduction companies that they could contact for mass quantities of CDs.  The compact discs will be substantially cheaper since they will be purchased in bulk and out serviced through our company.  Our clients can call these compact disc companies, give their software product serial number, or bar code, and be able to purchase the CDs at a more discounted price.  

Capital Requirements.  Angel funding from venture capitalists.  We will rent the office space and furniture for the initial two months.  Wait until more venture capitalists become interested in our idea, then begin to actual purchase everything else.  We will have first round funding at the end of three months.  In six-months, we plan to have positive revenue.  In Quarter 3 we plan to have operating profits.  

Upon contract signing with companies, EZsmart promises to step up promotions of our customers.  We fully endorse our customers and their products.  If this barrier to entry is so high to surmount we will create an entirely new distribution channel.  If the market suddenly changes demand to DVD, our facilities will enable us to do so as well.

Marketing Data

INTERVIEWS

Shovik Paul, VP Sales, BounceBackMedia (Competitor)


Shovik was extremely helpful in describing the present market situation for the production of CD Shapeable Cards and Multimedia. He explained that there are three “real” competitors in this market. They provide the same multimedia services and CD production is done in-house with one of the five cutting machines in the country. Card production is done for the 40 or so card brokers on the market. Presentations are done for Sun Microsystems, AT&T, etc. they promote these companies. Costs range from $500-100,000. The lower range in high-end graphical capabilities. Production can range from the 5 day to 6-month range.

Chris Englund- Marketing Manager- BizRom, Inc. (Competitor)


BizRom creates multimedia presentations from all types of media; they are our direct competitors because of their content creation and services. They are what the market calls a multimedia broker; they outsource all production of content and instead use their resources to gather clients. When asked whether BizRom serves to retail clients for retail products, he responded that if someone contacts his sales force wanting a presentation, he provides it regardless of market. However, most if not all of the clients he mentioned were corporations looking to promote their services to customers. Also, he had never heard of CD-U technology and new technology was not integrated
 into the end product. Costs to BizRom ranged from $20-30,000 and BizRom generally charged between $35- 40,000.

Laurie Gross- President of Gross Electric, electric suppliers.


There is no way that Home Depot would be willing to absorb the costs for creating an interactive CD-ROM. Their margins, as are our, are too small for them to consider it. Suppliers would be more inclined to use your services and product. Sauder Woodworking is an RTA supplier that is one of the largest companies, I’d bet if you sold your idea right, they would be willing to try your product. I think this product would be worthwhile in some of the products we sell, but not all of them.  Some people who purchase lighting are unaware of the benefits and uses of certain products; they would be a good viable market for your product.

Ryan – Manager at Foothill Hardware
Free CDs?  Actually, we have that already.  Our corporate structure put that together for us.  It refers people to our online website. You can go on there and get how-to information.  We didn’t do a thing for it.  All we have to do is pay $0.31 a CD, and we give it away for free. On it is a link to our website.  You can go log on there, and buy stuff.  You can get how-to advice for free too.  

The corporation did it all by themselves.  We didn’t put any money into it.  I mean… we have to pay for it though the goods, but they were the ones who paid $5 M to have this done.  Across the country we have about 4,000 stores.  We’re not a chain, but we’re linked.  And when you’re that big, you can do anything you want. 

About the CD, I couldn’t tell you that much about the customer’s reaction.  They’re taking it, though.  It even gives them free access to the Internet.  You don’t even need America Online or nothing.  And when they buy stuff, the retail stores get a cut, based on the location of the customer.

Andy Manager From Ace Hardware Paint Department:
We have a huge rack of how-to pamphlets that we give out to our customers for free.  It covers everything from how-to paint to drywall and to put up wallpaper.  I know some other companies sell how-to books. We had some of those for a little while, but it didn’t exactly fly out of here.  Home Depot gives how-to seminars for free. But I haven’t heard anything that you can put on your computer.  I think I’d go for it.  Nowadays, if there’s something that you can put in and store on your computer, it’ll give you little something.  Most of the stuff we get come from our suppliers but I’d go for it.

I really couldn’t say whether they’d be more likely or less likely to buy it, but I think it’s a pretty good idea.

Alvaro, district manager from Kragen Auto Parts

Alvaro mentioned several opportunities for EZsmart’s development of SmartBuilder. First Alvaro mentioned the fact that many customers come into Kragen not knowing how to install even the simplest auto parts such as a battery, which takes only a minute to install. He also pointed to the fact that many guys are too proud to walk into a store after buying a part and asks how to fix or install a part. 

When asked whether part suppliers offer ways to help purchasers of parts, Alvaro responded that few people know that they can call up customer service centers to ask for help. Also, Kragen has its own service center but it is not marketed well.

Ideas he came up with were ways that the product could integrate with existing customer service centers as well as integrating marketing ideas into the CD.

Interview: Kare Anderson
The partners that she mentioned could also be our clients who have an interest in using our product.  She also suggested that we talk about barriers to entry.


We also need to get more specific in our market entry.  Kare suggested that we have 3 different market entry points.  We could go to Costco or Home Depot and design something with their input.  She specifically suggested targeting women.  For example, if there is a product that is a good seller but is a slower seller to women because they do not know how to use it, we could provide a how-to-booklet.  Also, we could partner with a company like Aveda, which makes upscale makeup.  We could make something that shows women how to apply the makeup.  Another possibility is for something to help in the home, such as how to make the home safer.  We could get the National Association of Realtors (NAR) or ReMax to pay for thousands of these “booklets”.  We could also cross-promote this with and have Home Depot give 10% off to the first purchase you make with this card.


There are many Home depot can use our how-to-booklet.  For example, when a demo it given, it draws a crowd and makes sales.  Product providers can pay the costs of our how-to-booklet because it increases sales and has a low incremental cost.  Also, partnering with Costco would also have great benefits.  Costco has a publication with a circulation of 3 million people in the United States and Canada.


Another very important thing that we must do is brand our product.  Brand recognition can be achieved by a mascot.  People have to be able to recognize it from 5 feet away.  It has to make you smile, like a friend.  You just have to feel what it is; look at it and figure it out.  We have to have a signature style for our booklet with our own look and feel.  We cannot make it sound to technical, so calling it a booklet would prevent a techno phobia that people might have.

Dennis, El Cerrito Home Depot, Store Manager

I think that it is a great idea.  You would probably have to call our corporate offices but I think that you do have a shot at something here.  The only problem that I see is the 

packaging.  Keep in mind that forty percent of our customers are contractors and already know how install or build whatever they need already without us telling them how.

I mean, how would you package it to include people who know and people who don’t know.  Would this raise the price of our product any more?  We already grind the vendors pretty tight to make it as little as possible.  I just worry about the cost.  It is a pretty good idea overall.  We already have plumbing CD-ROMS and they generally work pretty well.  Call the buying office and they will let you know.
Bruce – Manager of Advertising Group, Kelly Moore Paint Co.

Most stores offer how-to information for free.  We have a large information section on our website, and I’m certain that if you simply run a search and click around, you can find all of the information you need about painting.

We’ve looked a few interactive how-to CDs.  However, they have limited appeal.  I haven’t heard of a CD-builder type software, but there a number of various mediums where this information is relayed.  Something like this would be targeted at the retail market.  This is a very small but profitable sector of our market.  About 80% to 90% of our business is from contractors.

As a stand-alone product, it would be unlikely to work.  It’ll either have to be very inexpensive – under $5 for this CD, or it’ll have to be given away for free, like stirring sticks and painting hats.  I this case, it would have to be expensed and charged on along with the paint.  We prefer to have live advice, like our 1-800 number.  I consider these customer support people a sunk cost.  We’ve hired them, and need to pay them anyway.  Plus, there are things about talking to a real person that doesn’t come out over a computer.

When building something like this, we also have to be aware of liabilities.  Somebody can follow our CD advice and make a mistake, in which case we have to worry about litigation and such.  

I know there’s the tendency to build computerize everything, so I understand where you’re coming from.  Perhaps it may be better for a home improvement type store that has more exposure to retail.
Technical Interview 1 - Kiochi

There are a few approaches that for developing a GUI.  One approach would be to use MFC.  Another approach for developing a GUI interface is to use Java.

There is lots of potential in MFC.  A good place to start is designing the overall idea of the program.  That should take a few weeks.  The next step is to implement the code.

Microsoft also provides a C++ library that sits on top of any of the Windows APIs and makes the programmer's job easier.  MFC is portable, so that, for example, code created under Windows 3.1 can move to Windows NT or Windows 95 very easily.

When you use MFC, you write code that creates the necessary user interface controls and customizes their appearance.  You also write code that responds when the user manipulates these controls.  For example, if the user clicks a button, you want to have code in place that responds appropriately.  It is this sort of event-handling code that will be most of the program.

Java might also be a good language to use.

Technical Interview 2 - Dan

 Would be a good approach for developing our GUI interface.  While Java is a little slower than C, it is not very noticeable on most computers today.  There is also very good documentation for Java.  Java is also very easy to extend.  The Sun JDK provides a lot of useful things.  IBM also provides a lot of additional Java tools: JavaBeans and event listeners.  JavaBeans allow you to only program something once and be able to reuse it.  Many JavaBeans for various functions already exist and can be used.  You can even combine C and Java.  You should check out various web sites such as Microsoft, Sun, and IBM.

There is also something else that would be good, Java Swing.  Swing provides many new components and containers that allow you to build sophisticated user interfaces.  It also adds several completely new features to Java's user interface abilities: drag-and-drop, undo, developing your own "look and feel," or even choosing a standard look.  The Swing components provide more uniform behavior across platforms, making it easier to test your software.

Interview: Marcia Gross, Consultant, Product Development- 310-398-9843


In this interview, the goal was to determine the feasibility of getting product to market by the end of this class. This person has designed over 1000 products and filed for twelve patents over the course of 20 years. 

Although she said that it was highly unlikely to develop an actual product, there is a high chance of using drawing software, such as Photoshop, to design packaging for the prototype, outlining the software’s main features and distinguishing it from the other CD-ROM type products already out on market.


When asked whether she would use it or not, it depended on whether it would be included or had to be purchased at a retail cost. She also brought up compatibility issues, such as how they would work when placed in the CD-Rom shelf, and the market data determining how many people actually have household CD-ROMs. I did not have the data at hand but I could project trends looking at the lowering cost of CD-RW ROMs and Drives, as well as the fact that most computers now have them preinstalled.

Gleb Brichko- telephone interview, flash and macromedia user, 
Gleb recently designed recently designed a multimedia presentation for his company using many of the tools we would like to include in our software.


Gleb’s first words were “no way.” When probed more, he pointed toward the difficulties of making these programs user friendly and less complicated then they already are. However, eventually he was convinced that GUI could be used but it would have to be at a basic level. Version 1.0 would probably take a year to develop. Brief Interview.
Derrick, assistant manager, at Guitar Center

We do currently have instructional videos, books, and even software.  I have not tried the software out myself but I have heard good things about it.  You need to come in yourself and see which ones would be right for your level. Personally, I would be interested in the CDs.  I do not have the capabilities to create it myself but hopefully someone in this company would. 

Tim Han, graphic design artist

In order to effectively use multimedia programs such as Macromedia Flash or Adobe Live Motion, some previous knowledge is required.  There are quick tutorials that one could go through to gain a basic understanding of the program.  It really depends on how much the user wants to know.  Keep in mind though, a lot of people do know how to use these programs.  They have been around for a while now.

I think for the purposes of your software, there is no need to actually recreate any of these programs altogether like Live Motion has with Flash.  But for the sole purposes of animating, you should just pull out these tools and incorporate them into your software.  There is no need to go through the long process of making a whole new Flash, if you only need a specific function.

You do not need to go through the corporate offices of Macromedia or Adobe for copyright issues either.  All of their products are standardized so it is OK for you guys to use them.
BACKGROUND



Sales of CD-ROMS and CD-ROM drives are soaring (Exhibit 1) and there are several reasons for this increased popularity:

· Affordability: The price of recordable CD’s and drives has steadily declined in the last decade. At present there are 318 drives priced under $100, averaging about $120. At the same time, CD-ROM media sells retail for about $1 a disc (not factoring in widely available rebates that often bring the total cost close to zero).  Costs to EZsmart will hover at the .33-.60 cent range. Blank CD-RW discs, however, cost about $3. This is a steady decline, as last year the average price was $10 each and $25 just two years ago. 

· Compatibility: Another compelling factor is that CD ROM’s can hold data and play in drives regardless of size or shape. Business Card sized CD-ROM’s are completely compatible in any CD drive

· Distribution:  90% of computers have installed CD-ROMs on them.  Although the first generations of CD-RW drives were limited to a 2x write speed for rewriteable media, some newer models are able to write at 4x, which can give you faster backups and significantly reduce the time 

Exhibit 1
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OUTSOURCING PARTNER

There are several companies that are on the market but charge an average of $500 -$25,000 to create presentations not including the CD’s. The Digital Business Card which holds 32MB through 100MB can be our production partner when the final product is designed. Rather than be our competitor they can be our distributor.


        RETAIL COSTS:

      800 to  4,999 cards : $ 0.98 each          100,000+ cards : $ 0.59 each

    5000 to  9,999 cards : $ 0.95 each          250,000+ cards : $ 0.49 each

 10,000 to 19,999 cards : $ 0.79 each          500,000+ cards : $ 0.39 each

 20,000 to 49,999 cards : $ 0.75 each
        50,000 to 99,999 cards : $ 0.71 each       

          1,000,000+ cards : $ 0.37each     

Competitor Groups

IQrom
Their CDs technology is based on a powerful e-business tool empowering users to constantly receive time sensitive information such as price increases or product launches instantly upon download.  Their CDs have the media capabilities of streaming video, animation, text, and graphics.  Their product is a tremendous marketing tool that has pushed them onto the Fortune 500 list.  

Digibizcard.net
They create business cards onto business card sized CDs and duplicate them as well.  They can store up 180 megabytes of information with multimedia capabilities and web page links.  It is a new innovation that changes paper business cards into the digital one.  EZsmart creates interactive multimedia presentations for companies that give customers a lot more capabilities on the high end than just a business card.  

Avomedia Corp.

The AVO-card(, similar in shape and size to a business card, comes in CD and DVD format giving customers more capacity and capabilities.  It allows one-click access to the Internet, direct to any specific URL page, and e-mail address.  It can hold up to 11,000 pages of text or 3 and half minutes of real time imagery utilizing full audio and video.  There are recordable CDs that can hold up to 30MB of info.  Similar to IQrom, 

PERTINENT PRIMARY RESEARCH- CD Market

· 90% of all computers have CD-ROM drives installed.
· 3% of those have front-loading devices that prevent playing of business card CDs.
· In a field study, 94% of people who received business card CDs used them.
· Average retail cost of multimedia presentation $25,000
· 70% of people use multimedia on their CD-ROM drive
· People remember 20% of what they see, 40% of what they hear, and 75% of what they see, hear, and do.
· Value of RTA industry- 3 Billion in 1999 

· Sauder Industries, one of the major companies with 9 million pieces shipped of RTA furniture last year
· The do-it-yourself industry is valued at 145 billion dollars
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Management Team 

Jeremy Miller
2210 Ashby Avenue, Berkeley, CA 94720
(510) 549-0472 ( jm7747@uclink4.berkeley.edu
Education


University of California, Berkeley


Walter A. Haas School of Business

B.S. Business Administration with emphasis in International Business, May 2001

Case Studies: 


Arthur Andersen Case Competition, Fall 2000


Bain & Company Case Presentation, Fall 2000

Relevant Coursework

Professional Communication, Professional Writing, Accounting, Marketing, Finance and Statistics, Economics, Organizational Behavior

Skills

Proficient in PC and Macintosh Computers, basic HTML and Java, Microsoft Office, and Photoshop 5.5
Activities

Alpha Kappa Psi Business Fraternity (Fall 1998 – Present), 

Professional Committee Chair, Founding Member (Spring 1998)

Scholarship Committee Chair (Fall 1999)
Sigma Phi Epsilon Fraternity (Spring 1997 – Present), 

Chaplain, Rush Chair (Spring 1998, Fall 1999)

Montessori Family School, 

Child Care Assistant, Tutor, Volunteer (Fall 1997)
Interests

Enjoy travel, recreational tennis, chess, stock watching, and business planning
 Pete Perlegos

1910 Oxford St. Apt. 501 Berkeley, CA 94704

(510)845-6587 ( perlegos@uclink4.berkeley.edu

Education


University of California, Berkeley


School of Engineering


B.S. Electrical Engineering and Computer Science, May 2001

Employment


Atmel Corp.    – Software Design Engineer (5/00 – 8/00)


– Hardware Design Engineer (5/99 – 8/99)


– Hardware Engineer (5/98 – 8/98)


– Hardware Engineer (6/97 – 8/97)

Relevant Coursework

Computer Programming (C, C++, Java, Machine Language, Compilers),

Electrical Engineering(Digital Systems, Computer Architecture),

Micro & Macro Economics, Corporate Finance, Venture Design

Skills

Cadence, Hspice, VHDL, Java, C, Assembly, C++, LISP, familiar with Windows and UNIX environment, MS Word, Excel, PowerPoint

Interests

Travel, Skiing

Ryan Tang

184 16th Avenue, San Francisco, CA 94118-1017
(510) 647-3417 ( ryantang@uclink4.berkeley.edu
Education


University of California, Berkeley


School of Engineering


B.S., Industrial Engineering Operations Research, May 2001


B.S., Business Administration, May 2001

Employment

Investment Data System – Intern (1/00 – Present)

Skills

SQL, SAS, Unix, Microsoft Word, Excel, PowerPoint, Access, Optimization Software, Simulation Languages, Familiar with C++, Java, and Perl
Activities

American Red Cross, CPR & First Aid Instructor (1/98 – Present)

Institute of Industrial Engineers (8/98 – Present)

Stonestown Family YMCA (5/95 – 1/00)
InterVarsity Christian Fellowship (5/98 – 8/99)
Private Housing Dormitory, Resident Advisor (8/97 – 8/99)

Interests

Golf, Swing Dancing, Juggling, Modern Art, Snowboarding
Oscar Gee

2135 21st Avenue San Francisco, CA 94116

(415) 731-3654 ( oscar_gee@yahoo.com

Education


University of California, Berkeley


School of Engineering


B.S. Civil and Environmental Engineering, December 2000

Employment

Break the Cycle – Teaching Intern (9/00-present)

Kresge Engineering Library – Student Worker (9/99 – 12/99)

Municipal Railway Engineering & Construction – Engineering Student Trainee I & II (Summer & Winter-98; Summer-99)

Department of Public Works, Bureau of Construction Management – Engineering Student Trainee I (Summer-97)

Activities

Burmese American Professional Society, Columnist (7/00-present)

Chinese Cultural Center’s In Search of Roots, Intern (3/00-present)

Let’s Rise Mentorship, Mentor (September-December 97, 99)

Hip Hop in the Park, Coordinator (5/4/00, 5/5/99, 5/6/00)
Interests

Hip Hopping, Bee Bopping, and a little Doo Wopping
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Technical section

TECHNICAL SECTION

Product Description

EZsmart’s service is to create do-it-yourself CD manuals, making the everyday consumer able to assemble or fix complex products.  The information potential of EZsmart’s manuals are tremendous.  One 100 Megabyte CD can hold up to 40 Mb of interactive media, 20 minutes of compressed video, 30 minutes of audio, up to 90 screens and photos, and up to 10,000 pages of text.  We will also provide companies with advertising space, links to company information, as well as Internet links to similar products within these manuals.  In addition, product warranties will be included on the CDs, which can be filled and submitted online thus enabling supplier to find more information about their consumers.

Presentation Development

To develop the software our team will look into the various types of development tools and multimedia that are currently available and determine how each one would be useful in creating our software.  The development tools that we have looked at so far are Macromedia Flash, JavaScript, and QuickTime VR.

Macromedia Flash Authoring Software lets you create engaging, fast-loading Web sites with vector and bitmap graphics, motion, MP3 audio, form input, and interactivity.  Flash can be used to create beautiful, resizable, and extremely small and compact navigation interfaces, technical illustrations, long-form animations, and other dazzling effects for Web sites and other Web-enabled devices.  Flash provides all the tools for to easily create and deliver fast-loading interactive animations, buttons, graphics, music, and sound over modem connections.  Depending on the end-user's browser, Flash animations can be displayed as GIFs or animated GIFs, or displayed as ActiveX or RealPlayer Shockwave animations.  Flash supports vector transparencies, animated buttons, animated menus, shape morphing, MP3 audio, form input, stand-alone projectors, and bandwidth profiling.

JavaScript is a basic scripting language that allows web authors to create dynamic pages that react to user interaction.  JavaScript is based loosely on the Java programming language, which has recently taken the web and programming community by storm.  JavaScript programs are contained within the HTML code of the Web page and are interpreted by the browser as it its read in contrast to Java programs that are downloaded separately from the HTML page.  JavaScript is a "safe" programming language, one that cannot access any system controls or hardware on a user's computer.  JavaScript provides greater flexibility to the web designer through such luxuries as being able to create windows, display moving text, sound or other multimedia elements with relative ease.  JavaScript often is used in place of common CGI operations, like verifying form input.  It can also be used to control Java applets or plugins or open up new browser windows to aid in site navigation.

QuickTime VR is Apple's photorealistic cross-platform virtual reality technology that makes it possible to explore places as if you were really there.  All major applications that play QuickTime movies can also play QuickTime VR movies.  At the intersection of commercial photography and new media technology, QuickTime VR moves the photographic image from the flat, 2D world into a more immersive experience, complete with 3D imagery and interactive components.  Interactive content design and immersive imaging allow the viewer to explore and examine detailed virtual worlds using a computer and mouse, not cumbersome goggles, headsets or gloves.

Once we initially determine which software we want to use we must then determine whether or not we need to license any of the tools and possible costs.  At this point we will make our final determination of specifically what software programs we will incorporate into our presentations.

We will begin to put our program together so that we can incorporate these tools in a way that that will make it easy for the average person to use.  To build these presentations we will need a group of trained individuals that are experienced with using multimedia applications, such as video, audio, Flash, JavaScript, and QuickTime VR.  The first few weeks will be spent envisioning how the presentation software will be put together.  The initial selection of the programming approaches and the envisioning should take approximately a month.

Aside from being simple to use, the presentations will be powerful.  It will be able to incorporate multimedia into presentations.  The presentation will be able to handle audio files such as .wav, .midi, and others.  The presentation will be able to handle various video formats such as MPEG or QuickTime.  The presentation will also have easy compatibility with Adobe Photoshop, Flash, and other graphics software.  Possible licenses might be necessary; however, these tools are vital to integrating all types of multimedia to develop a presentation.

These two aspects will enable the presentation to be interactive and incorporate menus.  These menus will lead to various files such as product information, installation information, and warranty cards.  These menus will also lead to various multimedia, such 

as the aforementioned audio, video, and pictures.  The software engineers will also have to design the end product so that when the business card sized CD is placed into the CD-ROM drive shelf, that the presentation will automatically run and begin playing the introductory media and open the initial menu.

Technical Details about the Software Development

MFC:

There is lots of potential in MFC.  It will allow us to very easily make toolbars and menus.  It is also easy to handle the toolbars and menus.  We can also handle multiple frames.  Being able to manipulate the various parts of the presentation is simply a matter of catching the mouse clicks, which MFC handles, and popping up a menu with a set of options.  The modifications can be done either at the same location or another location.  

We would use Visual C++, which is much more than a compiler.  It is a complete application development environment that, when used as intended, lets you fully exploit the object-oriented nature of C++ to create professional Windows applications.  The Microsoft Foundation Class (MFC) hierarchy encapsulates the user interface portion of the Windows API, and makes it significantly easier to create Windows applications in an object oriented way.  This hierarchy is available for and compatible with all versions of Windows.  The code you create in MFC is extremely portable.  Let's say you want to create a Windows application.  You might, for example, need to create a specialized text or drawing editor, or a program that finds files on a large hard disk, or an application that lets a user visualize the interrelationships in a big data set.

A good place to start is the design of the user interface.  First we will decide what the user should be able to do with the program and then pick a set of user interface objects accordingly.  The Windows user interface has a number of standard controls, 

such as buttons, menus, scroll bars, and lists that are already familiar to Windows users.  With this in mind, we will choose a set of controls and decide how they should be arranged on screen.  A good way to do this is to make a rough sketch of our user interface and play with the elements until they feel right.  

The next step is to implement the code.  When creating a program for any Windows platform, the programmer has two choices: C or C++.  With C, the programmer codes at the level of the Windows Application Program Interface (API).  This interface consists of a collection of hundreds of C functions described in the Window's API Reference books.

Microsoft also provides a C++ library that sits on top of any of the Windows APIs and makes the programmer's job easier.  This is called the Microsoft Foundation Class library (MFC) and the library's primary advantage is efficiency.   It greatly reduces the amount of code that must be written to create a Windows program.  It also provides all the advantages normally found in C++ programming, such as inheritance and encapsulation.  MFC is portable, so that, for example, code created under Windows 3.1 can move to Windows NT or Windows 95 very easily.

When you use MFC, you write code that creates the necessary user interface controls and customizes their appearance.  You also write code that responds when the user manipulates these controls.  For example, if the user clicks a button, you want to have code in place that responds appropriately.  It is this sort of event-handling code that will form the bulk of our application.

Java:

The other approach that we could take in developing our GUI interface is to use Java.  While Java is a little slower than C, our program will most likely not be very processor intensive.  There is also very good documentation for Java.  Java is also very easy to extend.  The Sun JDK provides a lot of useful things.  IBM also provides a lot of additional Java tools: JavaBeans and event listeners.  JavaBeans allow you to only program something once and be able to reuse it.  JavaBeans can also be used to build other JavaBeans.  Many JavaBeans for various functions already exist and can be used to accelerate development.  We can even combine C and Java.  A lot of time at the beginning will be spent studying and finding out about the various tools.  

There is another set of Java classes that would be helpful in generating our interface, Java Swing.  Swing provides many new components and containers that allow us to build sophisticated user interfaces, far beyond what is possible with AWT.  New components have been added, like trees, tables, and even text editors.  It also adds several completely new features to Java's user interface capabilities: drag-and-drop, undo, and the ability to develop our own "look and feel," or the ability to choose between several standard looks.  The Swing components provide more uniform behavior across platforms, making it easier to test our software.
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Financial Section

Overview of Revenue Structure


Based upon our marketing research, we have forecasted that EZsmart will generate $2.35 M in revenues in the first year, with the sale of 93 presentations, and 74,400 SmartStuff CDs.  Over the next two years, increased sales of presentations and CDs will raise our revenues up to $14.3 MM in the second year, and $19.3 MM in the third year.


EZsmart has two sources of revenues from its clients.  We charge an initial set-up fee for each presentation created and a price for each CD we provide.  EZsmart will make margins at 75% per presentation and 8% per CD.  As our employees gain expertise and our client base grows, costs will decline.  Over the course of the next three years, we expect margins to increase form 69% percent to 72% in year 2, and to 75% in year 3.
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Overview of Pricing Structure


EZsmart has a very flexible pricing structure.  Prices range based on promotional factors, complexity of the presentation, numbers of CDs purchased, and contractual agreements.  Nevertheless, EZsmart prices products in the following range:

	SmartStuff Presentation
	Per CD

	$10,000 to $100,000
	$0.20 to $0.50 

	Depending on Complexity
	 Based on Quantity


Our research shows that our clients are relatively price sensitive, but still profitable.  Although the prices we choose are not profit maximizing in the short run, we believe that a concerted effort in increasing our customer base will be the most profitable in the long run.  
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Research on SmartStuff Presentation pricing (a one-time set-up fee) shows that companies are much less price sensitive to this area.  This is due to the fact that a presentation would be useful for many years allowing manufacturers to spread out this fixed cost over hundreds of thousands of products.  

Overview of Cost Structure


Most of EZsmart’s costs labor costs in three areas: Presentation Development, Sales and Marketing, and Financial & Business Support.  The Presentation Development section of our business is extremely labor intensive.  It requires project managers, presentation developers, and graphic design specialists to create a presentation.  EZsmart intends to hire very skilled employees, thus must pay highly competitive salaries.


Initial marketing costs are primarily focused on brand building. This includes the formation of strategic partnerships, building a client base, and gaining name recognition throughout the do-it-yourself community.  We expect initial marketing and sales costs to be high, because nearly all of the initial promotion will be through direct sales.  EZsmart intends to offer competitive salaries to capture highly qualified employees with the necessary dedication and skill.  Based upon industry research, the following is the annual compensation for the main positions in EZsmart.

	Position
	Average Annual Salary

	Graphic Design Specialist
	$70,000

	Marketing Strategist
	$62,000

	Presentation Developer
	$85,000

	Project Manager - Software
	$100,000

	Sales Representative
	$53,000 + Commission



In addition to staffing costs, EZsmart will set up an office in the Bay Area.  This will allow our company the greatest access to employees with top software skills.  Costs involved include rent, insurance, utilities, furniture, and computer systems.  

Travel expenses will be another significant area of cost, because direct sales will be our primary means of distribution.  Our sales representatives will travel throughout the United States to sell SmartStuff presentations.  Likewise, many of our executives will travel extensively to form strategic alliances and attend trade shows.

Material Costs

SmartStuff CDs is the only area where material costs are significant.  In making CDs, there are two main costs: raw materials (black CD-cards) and CD burning.  Both of these functions are outsourced.  Bulk costs for blank CD-cards are about $0.10, and replication fees cost about $0.15.  Thus EZsmart’s per CD cost are about $0.40 each.  Naturally, the price increases if clients would like specialized cuts or designs on the face of their CD.  We do not expect prices to change significantly over the next three years.

Assumptions


To reach our cost estimates, we used several assumptions that are critical to the accuracy of our projections.  The following are our major financial assumptions:

· Effective Tax Rate: 37%

· Straight Line Deprecation Method over 7 years

· Accounts receivable: 30 days

· Accounts Payable: 30 days

· Cost of Capital: 30%
Overview of Profit Structure


Based on the overview of revenue and costs, we forecasted average gross margins to be 48%, 58%, and 61% respectively in the first three years of EZsmart’s life.  With high initial marketing and Research & Development costs, EZsmart expects to become profitable in middle of the second year.  


In the first year, we expect a net income of about $309 K, growing to $2.85 M by the second year.  By the third year, we expect a net profit of $4 million. Due to increased experience and technology we expect to serve an increasing demand at lower average costs.  The following graph shows quarterly operating profit over the next three years.
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	Pro Forma Income Statement Summary
	
	

	
	
	
	

	
	
	
	

	
	Year 1
	Year 2
	Year 3

	Sales Revenue
	
	
	

	  Presentations Sold
	93
	546
	3,848

	  SmartStuff CDs Sold
	74,400
	1,782,000
	5,292,900

	Total Revenue
	$2,354,760
	$14,362,800
	$98,317,160

	
	
	
	

	Cost of Goods Sold
	
	
	

	  Materials
	26,040
	623,700
	1,852,515

	  Direct Labor
	693,876
	3,265,625
	21,997,353

	Total Cost of Good Sold
	719,916
	3,889,325
	23,849,868

	
	
	
	

	Gross Profits
	1,634,844
	10,473,475
	74,467,292

	Gross Margins
	69.4%
	72.9%
	75.7%

	
	
	
	

	Selling, General, and Administrative Expenses
	
	
	

	  Sales and Marketing
	270,917
	1,084,750
	4,644,250

	  General and Administrative
	789,863
	4,863,984
	22,841,564

	Total Expenses
	1,060,780
	5,948,734
	27,485,814

	
	
	
	

	Operating Profit
	574,064 
	4,524,741 
	47,239,469 

	Operating Margin
	24.38%
	31.50%
	48.05%

	
	
	
	

	Income Tax
	264,643
	1,674,154
	17,478,529

	
	
	
	

	   Net Income
	309,422 
	2,850,587 
	29,760,739 

	   Net Margin
	13.1%
	19.8%
	30.2%


Valuation of EZsmart


The two methods of valuating a company are the Discounted Cash Flow Method and the Market Multiples Method.  We will choose to value our company using the latter method due to the increasing difficulties of projecting cash flows beyond first three years.
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To value our company using the Market Multiple Method, we found a number of companies that we consider most comparable to EZsmart.  Although there are no firms that provide the exact same product or services that EZsmart does, we decided to investigate the following computer service, business information service, and advertising industries.

Although we would expect EZsmart to enjoy comparable P/E ratios, we decided to make a more conservative estimate of EZsmart's valuation after three years.  We chose three P/E ratios:  an optimistic one of 25, a most likely case at 10, and a pessimistic case at 5.  Based upon these P/E ratios, we found valuations for EZsmart for these scenarios over the next three years.  Our expected value in 3 years is $298 million.
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Return on Investment

To fund our company, we need two rounds of funding: angel funding at $50,000, followed by venture capitalist funding 3 months after at $2 million.  In exchange, we offer both sources of funding 30% of our company.  At this percentage, we offer the following returns on investment:
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Exit Strategy


We will explore three main exit strategies:  Merger and Acquisition, Initial Public Offering, or any combination of the two.  Because The Company has two separable divisions, the Presentation Development Division, and the Software Division, each division may have a different exit strategy.   The choice between the two will depend mainly on the success of The Company’s first years of operations, its future prospects, the necessity to raise capital, and the market conditions.  Based upon our current vision, we believe that acquisition is more likely and more profitable than an IPO.
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		Gross Profits		390,000		2,082,600		6,736,060

		Gross Margins		48.1%		58.4%		61.0%

		Selling, General, and Administrative Expenses

		Research and Development		500,000		600,000		700,000

		Sales and Marketing		750,000		800,000		880,000

		General and Administrative		600,000		650,000		700,000

		Total Expenses		1,850,000		2,050,000		2,280,000

		Operating Profit		(1,460,000)		32,600		4,456,060

		Operating Margin

		Income Tax Provision		--		12,062		1,648,742

		Loss Carried Forward				12,062		552,262

		Net Income		(1,460,000)		32,600		3,359,580

		Net Margin		--		0.9%		30.4%

				175.392				175,370,066
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		Sales Revenue

		Presentations Sold		450		1,800		5,000

		SmartStuff CDs Sold		360,000		1,764,000		5,587,600

		SmartBuilder Liscensed						300

		Total Revenue		$810,000		$3,564,000		$11,037,600

		Cost of Goods Sold

		Materials		234,000		1,146,600		3,631,940

		Direct Labor		186,000		334,800		669,600

		Total Cost of Good Sold		420,000		1,481,400		4,301,540

		Gross Profits		390,000		2,082,600		6,736,060

		Gross Margins		48.1%		58.4%		61.0%

		Selling, General, and Administrative Expenses

		Research and Development		500,000		600,000		700,000

		Sales and Marketing		750,000		800,000		880,000

		General and Administrative		600,000		650,000		700,000

		Total Expenses		1,850,000		2,050,000		2,280,000

		Operating Profit		(1,460,000)		32,600		4,456,060

		Operating Margin

		Income Tax Provision		--		12,062		1,648,742

		Loss Carried Forward				12,062		552,262

		Net Income		(1,460,000)		32,600		3,359,580

		Net Margin		--		0.9%		30.4%

				175.392				175,370,066
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		Presentations Sold		450		1,800		5,000

		SmartStuff CDs Sold		360,000		1,764,000		5,587,600

		SmartBuilder Liscensed						300

		Total Revenue		$810,000		$3,564,000		$11,037,600

		Cost of Goods Sold

		Materials		234,000		1,146,600		3,631,940

		Direct Labor		186,000		334,800		669,600

		Total Cost of Good Sold		420,000		1,481,400		4,301,540

		Gross Profits		390,000		2,082,600		6,736,060

		Gross Margins		48.1%		58.4%		61.0%

		Selling, General, and Administrative Expenses

		Research and Development		500,000		600,000		700,000

		Sales and Marketing		750,000		800,000		880,000

		General and Administrative		600,000		650,000		700,000

		Total Expenses		1,850,000		2,050,000		2,280,000

		Operating Profit		(1,460,000)		32,600		4,456,060

		Operating Margin

		Income Tax Provision		--		12,062		1,648,742

		Loss Carried Forward				12,062		552,262

		Net Income		(1,460,000)		32,600		3,359,580

		Net Margin		--		0.9%		30.4%

				175.392				175,370,066

		704-0997
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