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LeatherLux Business Plan

1.0 
Executive Summary
A market exists within the gifts industry for leather wine boxes, leather tea boxes and leather gift boxes for various products to increase their perceived value. LeatherLux has been established to supply these unique antique-style leather products to producers (wine, tea, cosmetic for our wine boxes), distributors, wholesalers and retailers who, in turn, market these products to the end user. The same is true for leather photo albums.

1.1 
Objectives
Presently, the three leading suppliers of leather photo albums are located in Italy, Germany and the United States and are doing a combined $24,000,000. Their prices are high and vary from $95.00 to $750.00. Their target is purely the high end of the market which is only a small slice of the entire album market totaling $200,000,000.  With regards to the leather boxes, there are currently no similar products in the market. LeatherLux intends to concentrate its sales force in the United States, Europe and Australia and to reach a sales level of $5,000,000 by the end of 2003 and $7,500,000 by the end of 2004. LeatherLux intends to factor our growth by diversifying into unique and exclusive product offerings which will be attractive as advertising specialties in their own right.

1.2 
Mission
LeatherLux intends to develop an inventory of unique and exclusive leather products for all classes of the market by making the products affordable by anyone. These raw materials, which will be sourced from Turkey and the Far East, will be used in-house to manufacture our products. Our products could be imprinted in-house with various company logos before they are shipped to the distributors if and when required. 

By joining the Advertising Company e-Direct, Dun & Bradstreet, and powerful existing distributors, LeatherLux will have print and electronic access to a network of 3,000,000 businesses directly related to these unique products, part of an $18 billion a year gift industry. LeatherLux will market their products exclusively through these distributors and wholesalers and will not sell directly to end users. LeatherLux intends to reach those distributors and wholesalers through exhibitions, advertisements in trade publications, an in-house sales force, and a network of salaried and commission-based sales reps.
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1.3 
Keys to Success
LeatherLux management believes that it has the right products and the right people to attract a loyal customer base. But most importantly, it is our business philosophy that will ensure success. Our potential distributors and wholesalers demand that products be delivered on time and with high quality workmanship. Pursuant to these demands: 

LeatherLux will satisfy this demand by maintaining acceptable inventory levels that will be delivered on time according to pre-arranged shipping schedules. 

LeatherLux will institute a quality control procedure for overseeing the on-site production facility to ensure a satisfactory overall quality. 

In addition to offering a complete line of leather photo albums and gift boxes, LeatherLux will offer a unique line of promotional products that will encourage advertising specialty distributors to think of our company first when looking for original products.

2.0
Company Summary

2.1 
Start-up Summary
Our initial startup costs will amount to $2,500,000 of which $2,000,000 will be used for product development, purchase of small inventory, purchase of office equipment, purchase of all production and imprinting machinery and creation of company’s website. The balance will be used for catalog costs, salaries, all costs related to the premises, and to finance receivables and payroll expenses for the first 12 months of operation. Additionally, we project the need for a financial commitment of another $900,000 for advertising and marketing expenses, and for additional inventory to fulfill orders.

2.2 
Company Locations and Facilities
This is proprietary information, omitted on this plan, to be disclosed as appropriate. 
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3.0 
Products
3.1  
Product Description
3.1.1 
Albums
LeatherLux will manufacture two quality product lines. Our first line offers a variety of distinctive photo albums available in a selection of classic colours.  These albums are ideal for all kinds of special occasions.  The album styles include:
· The Slip-In - This classic album features warm, cream coloured pages with easy slip-in pockets and a memo area beside each photo.  It is ideal for chronicling all kinds of events in the life of a family from reunions to summers at camp.  The ever-popular memo section allows every budding photographer the freedom to add his own special touch.  There are four Slip-In albums that hold 6” x 4”-sized photos with capacities ranging from 50 to 300 pictures. We offer one Slip-In album designed to hold 5” x 7”-sized photos with a capacity of 50 pictures. 
· The American - This elegant album has high-quality cards specially formatted to frame any photo.  Each cream-coloured card has gold-edges and a matching gold border to highlight every picture.  Each card in this professional portrait-style album is designed with the opening of the card on the inside of the album as opposed to the outside as is the norm for this style.  This unique LeatherLux innovation has the advantage of preventing the photos from slipping out of the album as the pages are turned, which prevents the pictures from being accidentally ruined, and the album from being awkward to handle.  This album works wells for displaying elegant portraits of loved ones as well as for artistic portfolios for professional photographers. There are albums designed to hold photos sized at 6”x 4” and 5” x 7”, both of which hold 12 pictures; there are 6” x 8” and 8” x 10” albums that hold 16 pictures each; and there is an 8” x 10” album that hold 30 pictures.
· Italian style - This album is the most preferred by professional photographers.  It is ideal both for artistic photo collages, as well as scrapbook memorabilia such as ticket stubs or dried flowers.  The albums are available with 40 cream pages, in sizes 23cm x 23cm, 23cm x 30cm, and 29cm x 29cm.  There are also larger albums that are available with 30 pages in either cream or black. These albums come in sizes 34cm x 43cm, 30cm x 36cm, and 35cm x 35cm.
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All of our albums use high-quality Acid-free and PVC-free paper favoured by professionals.  The covers are bound in 100% genuine leather using bonded leather technology and are available in Burgundy, Ivory, or Honey.  Each cover is embossed with LeatherLux’s timeless designs.  
3.1.2
Gift Boxes
Our second line offers a selection of presentation and gift boxes with a multitude of possible uses. Each box is solid pine with a latch for closure, and features our unique embossed leather bound cover in either Burgundy or Green.  On large orders for corporate clients, the company logo can be embossed onto the cover for no added charge.
· The Wine boxes may be used for a multitude of quality spirits, and are designed to encase from one to three standard-sized wine bottles.  The compartmental dividers on the two- and three-bottle boxes are removable, thus giving the box more versatility to be used either for slightly larger bottles or embellishments such as chocolates or cheese. 

· The gift boxes also come in three sizes, the two larger of which include removable dividers.  These elegant boxes can be used for any manner of indulgence.  They are made to hold everything from wine and chocolates to candles and bubble bath.

· The specially designed tea boxes come in a small size and a large size, with compartments for four and eight kinds of tea respectively.  These elegant boxes are the ultimate tea or coffee samplers.  As with all of our presentation boxes, the samplers can be embossed with a company name for no extra charge on large orders.
3.2 
Competitive Comparison

3.2.1  Leather

LeatherLux uses the most advanced leather bonding technology to arrive at a product that is 100% leather.  We are not aware of any producer of bonded leather products that can make that claim.
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3.2.2 
Wine and Gift Boxes

Currently there is no one in the market producing similar products for comparable pricing. No wine producers are selling their selected wines in leather boxes, only wooden ones.   The average price for a plain wooden box that houses one standard wine bottle is about $10-$12 plus the cost of branding the box with the company or product name.  A Single Bottle Leather Wine Box from LeatherLux costs only $12, and carries no added cost for personalized branding.
Photo Albums 
Most leather-bound photo albums retail for prices that are up to 5 times higher than ours.  For Example:
· The large size “Fleur-de-Lys” photo album made by K. Schweizer is close in size and appearance to our LeatherLux Italian Style Photo Album model number 303.  The “Fleur-de-Lys” retails for $199.00 (USD), whereas the LeatherLux retail price is only $47.04 (USD). 

· The “Fleur-de-Lys” Italian-style leather album by Collage has only thirty pages while ours is 1/3 bigger out forty pages, and retails for $69.00 (USD), while the LeatherLux retails for only $33.26 (USD).

· Leather albums with embossed covers by Brendah Hogan Interiors that range in sizes comparable to LeatherLux models have a price range from $105.00 up to $500.00, while leatherlux retail prices are from $22.00 (USD) to $100 (USD).  Personalized embossing is not an option.

Most sites that are directed at the end-user offer embossing tailored to the customer’s request at an added price and an added delay in delivery.  For example, Aspinal of London charges up to £65.00 (Pounds Sterling) for engraving their albums and adds 5 days to the processing time. As with the wine and gift boxes, LeatherLux will emboss albums free of charge with no added processing time. LeatherLux has the ability to create personalized embossing plates on-site which eases the process for adding company logos to our products.  Since we do the embossing process ourselves, we do not have to rely on an outside company to do it for us and then return the product to us.  This greatly reduces the turnaround time for producing large orders. The free embossing and timely turnaround offered by LeatherLux on orders of large quantities makes it an ideal choice for corporate clients who wish to order promotional items for its employees and clientele.
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3.3 
Sales Literature
3.3.1 
Catalogue
LeatherLux will design all of its printed and online sales literature to appeal to a specific target audience of wholesalers and professional marketing agencies.  To that end, the length of the printed catalogue will be kept short and clearly organized for maximum impact upon the target audience.  Professional buyers with a great deal of sales literature to study do not typically devote time to lengthy catalogues. The compact size of the printed catalogue will ensure that the catalogue is viewed immediately, and is not left for another time.  It will feature a brief description for each product in four languages: English, French, German, and Spanish. It will include high-definition colour photos of the products from multiple views.  Photos will be included that are designed to highlight the versatility of the product by displaying it brimming with a variety of merchandise.  Alongside each photo will be information on the product including its name, its dimensions, colours available, and price. The products will be clearly displayed and explained so as to answer possible questions before they are asked.  This will reduce the need to engage in a lengthy correspondence via e-mail or telephone with LeatherLux personnel to answer inquiries prior to purchasing.
Contact information for LeatherLux will be prominently displayed on the final page of the brochure.  The contact information will include the mailing address, email address, website address, telephone number, and fax number.

3.3.2 Online Catalogue 

The online catalogue will be readily accessible and easily navigable. All LeatherLux products will be displayed via the ‘Catalogue’ navigation link.  As with the print catalogue, there will be high-definition colour photos of the products from multiple views that are designed to highlight the versatility of the product.  Alongside each photo will be information on the product including its name, its dimensions, colours available, and price. There will be comprehensive information, and links from product pages directly to the Order Form.  The Order Form will have a self-calculating feature that automatically calculates wholesale prices on qualifying orders. Like the print catalogue, the customer can choose to view the site in any of four languages: English, French, German, or Spanish.  All contact information for the company including postage address, email address, phone number and fax number will be displayed by clicking on the ‘Contact’ link on the navigation bar.  Additionally, there will be a section dedicated to the ‘Terms and Conditions’ of using the site to purchase gods via the Internet.  This page will include important purchasing and shipping
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information, as well as cover incomplete orders or the return of damaged goods.  It will also state the Credit Card Security of the website, and the LeatherLux privacy policy.

3.4 
Future Products
The goal of LeatherLux is to introduce new products into the marketplace every three to four years.  This will ensure that LeatherLux always has a fresh line of products on which to maintain and to expand its clientele.  LeatherLux is currently planning and in the process of creating a line of professional 100% leather office equipment including mouse pads, desk organizers, journals, business card holders, and fine pen cases.  All products will be embossed with classic LeatherLux designs.  For our corporate clients, personalized embossing with the company logo will be available.  Existing items will eventually have the option of being more versatile in design and dimension per the customer’s request.
4.0 
Market Analysis Summary
We currently have two lines of leather goods: Our range of photo albums and our unique leather gift boxes. Our main targets are the professional photographers and the gift world. In addition to this, some of our leather photo albums and some of our gift boxes could be used as promotional products. We will, therefore, aim at three targets: 1) The photo trade (professional photographers, the amateur and the private), 2) the gift trade (wine and tea producers and general pre-boxed gifts), 3) and the promotional and advertising industry.

By definition, the Advertising Specialties Industry deals with the sale of promotional products. These products can be practical, informative, entertaining and/or decorative products most often imprinted with the sponsoring advertiser's name, logo, slogan, or message, and almost always retained and appreciated by the end recipients who receive them free of charge.

Sales in the Advertising Specialties Industry (“ASI”) have been growing at a rate of almost 7% per year since 1988 and reached over $7 billion in sales last year. Within that industry, the leather portion of the Advertising Specialties Industry did a combined $1,400,000,000 in sales. We feel that by concentrating our efforts on marketing to distributors in the USA, Europe and Australia, many of which already have had positive business relationships with our personnel, we will acquire a significant market share 
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and will be able to achieve a yearly turnover of $10,000,000 by the end of year 2006 bearing in mind the photo trade and gift trade.

4.1 
Market Segmentation
Below are the major product segments of the gift and advertising specialties market and their corresponding percentage of the total market as measured by large distributor dollar sales: 

· Leather Goods [i.e. albums, desk & office Accessories,… ]: 22.2% 

· Writing Instruments [i.e. pens & pencils]: 13.1% 

· Glassware & Ceramics [i.e. mugs]: 9.9% 

· Recognition Awards [i.e. trophies, plaques, emblematic jewelry]: 9.8% 

· Wearable [T-shirts, jackets & caps]: 19.3% 

· Calendars: 7.8% 

· Sporting Goods and Leisure Products: 6.9% 

· Buttons, Badges, & Ribbons: 6.8% 

· Auto Accessories [i.e. key fobs, sun screens]: 4.2% 

EXAMPLE:

There are presently some 2,800 suppliers listed by ASI that are selling over 390,000 different promotional products to over 13,000 advertising specialty distributors. This ASI listed distributor network serves as a large sales force for the suppliers by actively selling promotional products to the public and then directing that business to ASI listed suppliers with whom they are familiar. The ASI listed distributors offer the suppliers' products to a multi-segmented end-user market. Below are the major segments of this market listed in order of size as measured by dollars spent:

· Clubs, Associations, & Civic Groups 

· Financial [i.e. banks, investor groups, financial professionals] 

· Schools and Colleges 

· Service Businesses 

· Insurance Agencies 

· Retail Stores 

· Industrial Products Companies 
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4.2 
Industry Analysis
As you may expect, we will be entering a very mature and aggressive industry that is crowded with suppliers and distributors. As with any product-oriented business, it is important to maintain a competitively priced product line. The safest way to increase overall margins will be to continuously introduce new products which will remain exclusive offerings for a period of time. When the competition has found a way to source similar products, the margins will adjust downward, driven by competitive market forces. It will be critical for LeatherLux to keep one step ahead of the competition by having a new product ready for introduction when the margins slip. Thus, a new cycle of discovery will begin. We intend to be the originators and not the imitators. 

Service and support may actually be more important to a majority of distributors than price points. After all, they are putting their reputations on the line when they afford our company the opportunity to fulfill their clients’ needs. On-time delivery of quality products will be crucial to our success and this must be continuous.

5.0 
Strategy and Implementation Summary
Our marketing strategy is to get our foot in the distributor's door by offering them drawstring pouches as packaging products to add to the perceived value and profit on the promotional products they have already sold. Once we have established a business relationship and they have had a positive customer service experience with our company, we intend to offer them products in addition to the packaging items.

5.1 
Marketing Strategy

We intend to focus on creating a brand name to all our current and future products and offer a long term guarantee to our clients. Along with our on-time shipping commitment, we will focus on the quality and durability of our products, guaranteeing their quality so that distributors can assure their clients that their message will be around for a while.
5.1.1 
Pricing Strategy
In the fifty years of cumulative personal business experience of our managers, one message rings true: someone can always beat you on price. Therefore, our pricing strategy is to be competitive within the various product categories, but not to rely on the selling price to overshadow the other advantages of doing business with our company.
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We will sell ourselves on the basis of a quality-made, unique product line which is attractively priced and backed by an extraordinary customer service department. The products will be checked prior to shipment and all promised shipping deadlines will be met. 

5.1.2 
Promotion Strategy
All advertising will be disseminated through our marketing department and experienced advertising companies with positive business relationships with our current personnel. This will pinpoint the various markets that we are attempting to reach and maximize the company’s turnover. We must market the product successfully to the distributor so that it is appealing enough for him to turn around and market it to the end user.

5.1.3 
Distribution Strategy
LeatherLux will sell its products exclusively through listed distributors and wholesalers. In light of the fact that many distributors are wary of doing business with suppliers whom they believe to be "dealing direct", all direct inquiries will be directed to a distributor with whom we already have a business relationship. Distributors invest a significant portion of their selling time to finding, screening and qualifying potential buyers and convincing them that the suppliers’ products have a place and purpose in their activities, and are consequently predisposed to avoid doing business with suppliers who compete with them. 

5.1.4 
Service and Support
Offering the highest level of customer service to our distributor network will be crucial to LeatherLux’s long term success. Professionalism must be the foundation upon which to build our business. Products and Logo imprints will have to be of the highest quality and product shipping deadlines must be met. It will be important to support the distributors in resolving any legitimate conflicts between them and the end user. 

5.1.5 
Marketing Programs
Our main marketing program will revolve around the placement of our full line, full color catalogues and price lists in the hands of the industry's leading trade distributors. This catalogue is mailed electronically to over 3,000,000 decision makers and offers links to access our website with the 
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facility to contact our multilingual sales representatives. Retrials, with additional information about our company and products, will be mailed out electronically approximately three weeks later to these same distributors to keep the first contact warm.

Secondly, the same catalogue together with our full range of products will be displayed at exhibitions in various countries throughout the year. These exhibitions are for trade only and are a good source for new contacts and our catalogues will be free for anyone to take. In some cases, distributors also give these catalogues to buyers who do a large volume of business with them and in this case we offer to print the distributor’s company name and Logo on the catalogue. 

Thirdly, as LeatherLux brings new products into their line before the next annual catalog is produced and distributed, we will introduce these products to our existing client base through postcards featuring the product on one side and our mailing address on the other. 

LeatherLux will also only hire industry experienced sales reps of the highest caliber. In many cases, they will be the only representatives to call on distributors in person and will subsequently leave a lasting impression of our company. The sales reps will introduce our products to banks, financial institutions and insurance companies as promotional items. They will not be expected to close sales, but will be expected to represent our products in a competitive atmosphere. Their loyalty will be courted and rewarded through a compensation package combining both a salary and commission.

5.2 
Sales Strategy
Because LeatherLux is a new entity, we understand that we will have to prove our company's worth to distributors and others in order to earn their respect and business. LeatherLux will promptly honor all dealer requests for product samples. We will offer a telephone and a facsimile phone line in Europe and in the USA and have a dedicated full-time multilingual customer service rep to meet distributors' needs. 

While the network of sales reps is bringing our product line to the attention of the listed distributors, our in-house sales department will be calling on some of the larger distributors and chain stores. We have hired a marketing and sales consultant who has had ongoing business relationships with many of these distributors over the last 16 years and we are counting on him to help us meet our sales objectives right from the start.
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5.3 
Strategic Alliances
The performance of LeatherLux will be indelibly linked to the performance of the distributors that purchase our product. It is therefore paramount to the fulfillment of our business objectives that we cultivate customer loyalty with a network of distributors that are both credit worthy and active in selling the types of products we offer. Dun & Bradstreet offers suppliers a subscription to a market and credit service that will help us to pinpoint our marketing effort along those lines.

6.0 
Financial Plan
LeatherLux is seeking a $3,500,000 financial package based on a note due in five years, but amortized over 15 years. By amortizing the note over 15 years, the company will be afforded the opportunity to establish a healthy track record which will enable the company to seek alternate financing for the balance. In light of that strategy, LeatherLux proposes the following payback schedule: 

· Months 1-12: No payback of principal or interest 

· Months 13-24: 15% interest plus 10% net profit 

· Months 25-48: 10% interest plus 15% net profit 

· Months 49-60: 10% interest plus 20% net profit 

This payback schedule is only an option. Other options could be discussed and agreed. 

It should be noted that the owners of LeatherLux do not intend to take any profits out of the business until the long-term debt has been satisfied. Whatever profits remain after the above debt payments will be used to finance growth, mainly through the acquisition of additional inventory.
6.1 
Key Financial Indicators
The most important indicator in our case is inventory turnover. We have to make sure that our inventory of leather goods turn over a minimum of five times annually to avoid a negative impact on our cost of goods sold and on our cash flow. 

· Collection Days: These are very important. It may be necessary to implement a variety of payment terms with different distributors, depending on their payment history. However, we do not anticipate a problem since we will be using a factoring and invoice discounting institution to help with our cash flow needs. In extreme cases, prepayment of orders may be the only extendible terms. We will rely heavily on our subscription to the Dun & Bradstreet Credit Service for this valuable pre-sale information. 
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· Gross Margins: We must maintain gross margins of 45% at the least, and hold marketing costs to no more than 15% of sales. 

6.2 
Break-even Analysis
The following table and chart illustrate our break-even analysis. With our fixed cost estimate of $35,166 per month, we need to sell 5133 units to break-even in a month.  This is based on an average price of $15 per unit. Given the estimates, we hit running monthly break-even after the sixth month.
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6.3 
Projected Profit and Loss
The following table shows the projected profits. Monthly projections are included in the appendices.

Pro Forma Profit and Loss







2003

2004

2005

Sales





$5,000,000
7,500,000
9,500,000

Direct Cost of Sales



$2,166,664
3,250,000
4,116,666

Production Payroll



$     90,000
180,000
180,000

Inventory Purchase



$0

$0

$0







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

Total Cost of Sales



$2,256,664
4,070,000
5,203,334

Gross Margin




$2,743,336
3,430,000
4,296,666

Gross Margin %



54.86%
45.73%
45.22%

Operating Expenses:

Sales & Marketing Expenses:

Sales & Marketing Payroll


$76,000
116,000
116,000

Advertising / Promotion / Exhibitions
$90,000
90,000

120,000

Travel





$25,000
35,000

45,000

Miscellaneous




$10,000
15,000

20,000

Commission




$500,000
750,000
950,000







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

Total Sales & Marketing Expenses

$701,000
1,006,000
1,251,000

Sales & Marketing %



14%

13.4%

13.1%

General & Administrative Expenses:

General & Administrative Payroll

$56,000
95,000

95,000
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Payroll Burden



$30,000
60,000

75,000

Depreciation




$0

$0

$0

Utilities




$7,500

9,000

9,000

Insurance




$21,000
30,000

30,000

Rent





$69,745
100,000
100,000

Vehicles




$5,000

10,000

15,000

Maintenance




$22,901
30,000

30,000

Other





$11,585
15,000

20,000







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

Total General & Administrative Expenses
$223,731
349,000
374,000

General & Administrative %


4.4%

4.6%

3.99%







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

Total Operating Expenses


$924,731
1,355,000
1,625,000

Profit Before Interest & Taxes

$1,818,605
2,075,000
2,671,666

Interest Expense Short Term

$9,669

18,556

20,985

Interest Expense Long Term


$6,927

200,000
145,552

Other Interest Expense (Factoring)

$75,000
112,500
142,500

Taxes Incurred

Extraordinary Items

Net Profit




$1,727,009
1,743,944
2,362,629

Net Profit / Sales %



34.54%
23.25%
24.86%

