Great Harvest Bread Company

__________________________________________________________________


1.0 Executive Summary

Great Harvest Bread Company is a new franchise operation, which can successfully compete in the Scottsdale area by targeting a specialized niche in the high-end market.  Quality, especially the organic nature of the bakery products, will be emphasized. Great Harvest will rely on a unique experience, community involvement and employees’ positive attitude to drive sales.  The goal is for customers to purchase the product, eat it, love it, come back and spread positive word-of-mouth endorsements.  The sales target for the first year of operation will be $500,000, with an additional 7.5 % growth in sales each successive year.

The Great Harvest Bread Company franchise began with its first store in Great Falls, Montana, and currently has over 184 franchises nationwide.  The breads offered vary from day to day and from normal breads like Farmhouse White and Whole Wheat to more exotic types like “Turtle Bread.”  The franchise allows individual stores owners the latitude to enhance their store in any manner.  At this store, any daily offering along with various sweets can be enjoyed in an atmosphere reminiscent of an English garden solarium.  Great Harvest will produce and market bakery products as well as a dining experience.

Great Harvest prides itself on doing everything by hand.  Old-fashioned methods of preparing, kneading and baking are used.  Even the flour is stone ground on-site daily.  As a result product offerings are carefully controlled to be of the highest quality and nutritional value.  Taste, freshness, quality, and food safety concerns are driving consumer demand for organic foods.  Customers in this market are will to pay price premiums trade-off associated with organic foods.  Great Harvest produces products targeting this niche.

2.0 Situation Analysis 
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Great Harvest Bread Company is a start-up franchise in the Phoenix area.  The franchise has operated in many market areas, and offers home-style bakery products using tested recipes.  The company’s product offerings will focus on affluent, upscale, suburban families with higher than average annual incomes in Scottsdale, Arizona.  Scottsdale is one of the most desirable communities in the Phoenix metropolitan area.  Scottsdale has a highly concentrated population from which to draw potential customers. It is estimated that the store will draw customers from a five-mile radius and include zip codes from 85260, 85254 and 85258, representing some of the most lucrative consumers in the greater Phoenix area.  The populations in the chosen zip code areas are 35,908, 49,904, and 25,258 respectively
 with 46.9% employed in management, professional or related occupations.
  The median household income in these zip code areas is $57,484.
 

Scottsdale residents make up only a portion of the potential retail consumer base.  Due to climatic conditions, the Phoenix area is a popular winter residence for many.  These same climatic conditions, especially during winter, make the Phoenix/Scottsdale area a major tourist destination. The Scottsdale community hosts 7.1 million visitors annually.  Scottsdale also employs many surrounding area residents in research and development activities, high tech industries, medical services, and at company corporate headquarters located there. Major employers include Scottsdale Healthcare, General Dynamics, Mayo Clinic, Scottsdale Unified School District, Advanced PCS Health Systems, the City of Scottsdale, the Vanguard Group, Scottsdale Princess Resort, Hickey Mitchell Insurance, and Scottsdale Insurance Company.
  Winter residents, non-resident employees, and tourists add to the viability of the Scottsdale consumer base. 

Scottsdale was chosen for three reasons.  First, Great Harvest products command a higher than average price when compared to neighboring grocery markets.  A high concentration of high income households are found in Scottsdale.  Second, it is anticipated that in Scottsdale, maximum exposure can be gained to a viable target segment aided by traffic numbers and patterns, tourism, and imported employees.  Third, a society, growing in health consciousness, provides a high market demand for food products meeting their exacting needs.  Great Harvest uses only organic grown flour, and refrains from using oils or preservatives.  Many of the bakery items are fat free or low fat.  

2.1 Market Summary 

.

Great Harvest will open a store in Scottsdale’s populous, upscale, high-end community, targeting higher income individuals, tourists, and consumers driven by the need for quality nutritious bakery products exceeding the average market cost.  Market trends indicate that growth in this niche market is accelerating at 20 % per year providing a lucrative arena in which to compete.

2.1.1 Market Demographics 

The profile for Great Harvest Bread Company customers consists of geographic, demographic, and behavior factors among targeted segments - permanent residents, winter residents, non-resident employees, and tourists.

Residents:

Geographics

· Scottsdale, Arizona is located in Maricopa County, Arizona with a population of 202,705 in 2000.
  City officials estimate the population to be 215,320 as of July 2002.
  The population density is 1,109 people per square mile and 2.22 persons per household (July 2000).
 

· The population is expected to see future growth rates slow, but still obtain 2.7 % increases per year, reaching an estimated 246,000 in 2007. 

Demographics (see 2000 Demographics Chart)

· Median age is 42.1 years and median household income is estimated at $57,484 (July 2000) compared to the Phoenix metro average of $45,358.  Since 1990, the median household income has grown 47 % from $39,037 in 1990 to $57,484 in 2000.

· Household income is expected to increase 6.4 % in the immediate future,
 reaching an expected household median of $88,744 by 2007.

· The Scottsdale community has the highest sales tax collected per capita in the state indicating high retail sales activity.
  Total sales taxes collected in fiscal year 2001/2002 equaled $111.7 million, and $81.1 million of that went directly to the General Fund.

· Seventy-seven percent of the population has some degree of college.

· Forty-six point nine percent of households are employed in employed in management, professional or related occupations.

	 
	2000 Demographics 

	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	Scottsdale 
	 
	Metro Phoenix
	 

	 
	
	
	
	
	
	
	 

	 
	HOUSEHOLDS
	
	
	
	 

	 
	
	Total Number 
	90,669
	
	1,197,250
	 

	 
	
	Average Size 
	2.22
	
	2.67
	 

	 
	
	
	
	
	
	
	 

	 
	MEDIAN AGE
	41
	
	33.2
	 

	 
	
	
	
	
	
	
	 

	 
	ETHNICITY
	
	
	
	
	 

	 
	
	White 
	
	87.4%
	
	56.9%
	 

	 
	
	Black 
	
	1.2%
	
	3.7%
	 

	 
	
	Hispanic 
	7.0%
	
	25.1%
	 

	 
	
	Other 
	
	4.4%
	
	14.3%
	 

	 
	
	
	
	
	
	
	 

	 
	EDUCATION (Population Over 25) 
	
	
	
	 

	 
	
	Less Than High School Graduate 
	6.50%
	
	18%
	 

	 
	
	High School Graduate 
	16.40%
	
	23.50%
	 

	 
	
	Some College 
	26.30%
	
	26.40%
	 

	 
	
	College Graduate 
	36.00%
	
	23.50%
	 

	 
	
	Gradute Study or Degree 
	14.70%
	
	8.50%
	 

	 
	
	
	
	
	
	
	 

	 
	HOUSING CHARACTERISTICS
	
	
	
	 

	 
	
	Total Number of Housing Units 
	90,602
	
	1,194,461
	 

	 
	
	Type of Dwelling Unit
	
	
	
	 

	 
	
	Single Family 
	54.60%
	
	58.40%
	 

	 
	
	
	Townhouse/Condo 
	13.30%
	
	6.30%
	 

	 
	
	
	Apartment 
	31.10%
	
	25.60%
	 

	 
	
	
	Mobile Home/other 
	1%
	
	9.90%
	 

	 
	
	Median Home Sales Price (2002) 
	$294,000 
	
	$144,000 
	 

	 
	
	
	(Arizona Real Estate Center)
	
	
	 

	 
	
	
	
	
	
	
	 

	 
	INCOME
	
	
	
	
	 

	 
	
	Median Household 
	$57,484 
	
	$44,752 
	 

	 
	
	Households $75,000+ 
	37.30%
	
	23.90%
	 

	 
	 
	 
	 
	 
	 
	 
	 


Source: 2002 Census, Sites USA

Tourist:

Geographics (see Scottsdale Tourism Analysis)
· 2001 tourist to Scottsdale number 7.1 million visitors, with an additional 5.6 million day visitors (visitors not staying overnight).

· Tourist spent $2.4 billion in the Scottsdale/Paradise Valley market area in 2001.
  Twenty-two percent, or $528 million, was spent on food and beverages.

	Scottsdale Tourism Analysis

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	TOURISTS:
	
	
	
	 

	 
	
	Number of Tourists that Visited in 2001
	
	 

	 
	
	
	Scottsdale/Paradise Valley Market Area 
	7.1 million
	 

	 
	
	
	Metropolitan Phoenix 
	
	12.7million
	 

	 
	
	Average Length of Stay in 2001
	
	
	 

	 
	
	
	Scottsdale/Paradise Valley Market Area
	5.4 days
	 

	 
	
	
	Metropolitan Phoenix
	
	4.5 days
	 

	 
	
	2001 Median Household Income of Visitors in
	$72,200 
	 

	 
	
	
	Scottsdale/Paradise Valley Market Area
	 

	 
	
	
	Metropolitan Phoenix
	
	$65,600
	 

	 
	
	
	
	
	
	
	
	 

	 
	ECONOMIC IMPACT OF TOURISM:
	
	 

	 
	
	Daily Spending by Category While Visiting in 2001
	 

	 
	
	
	Lodging
	
	
	38%
	 

	 
	
	
	Food & Beverage 
	
	
	22%
	 

	 
	
	
	Shopping
	
	
	17%
	 

	 
	
	
	Local Transportation 
	
	10%
	 

	 
	
	
	Entertainment/Attractions 
	
	13%
	 

	 
	
	Average Daily Expenditures per Person in 2001
	 

	 
	
	
	Scottsdale/Paradise Valley Market Area
	$210 
	 

	 
	
	
	Metropolitan Phoenix
	
	$166 
	 

	 
	
	Total Visitor Expenditures in 2001
	
	 

	 
	
	
	Scottsdale/Paradise Valley Market Area
	2.4 billion
	 

	 
	
	
	Metropolitan Phoenix 
	
	4.7 billion
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 


Source: City of Scottsdale, Office of Economic Vitality, Behavior Research Center, Greater Phoenix Convention and Visitors Bureau

Demographics

· Median tourist age is 54.5 years old with an estimated household income of $72,200.

Non-resident employees:

Geographics  

· Scottsdale imports a portion of its labor force from several
 surrounding communities.

· The ratio of jobs to the labor force is 1.23 to 1.

Demographics 

· Over 68 % of Scottsdale’s employment is in professional fields.

· Scottsdale employment is expected to expand 21 percent over the next ten years.
 

· Business services are expected to expand.

2.1.2 Market Needs 

Consumer food choices are motivated by taste, health, convenience, and fair prices. Consumers equate “fresh” with superior taste, health, and nutrition.  Sales in “fresh” bakery items continue to rise.
  Great Harvest Bread Company is providing discriminating customers with quality bakery products that are free of preservatives, nutritious and good tasting.  Great Harvest offers the following benefits to its customers.

· Convenience:  On-site baking for a home baked product without the time and effort.
· Selection:  Customers will be impressed with the wide variety (including ethnic varieties) of fresh baked breads cookies, and sweets available offering better taste, and flavor.
· Nutrition:  Health conscious customers are assured that Great Harvest Bread Company products contain no preservatives, or unnatural ingredients.  Our products are baked fresh on-site using only daily stone ground wheat.  Great Harvest refrains from using oils, and many bakery items are fat free or low fat.  The use of whole organically grown flour, ground daily on-site produces bakery products high in fiber.
· Atmosphere:  The interior of the store will provide limited seating of 20-25 tables set in a theme decorated as an English garden solarium.  Guests can enjoy tea or coffee served on imported fine china with bread or sweet selections.  Great Harvest aims to provide a dining experience reminiscent of high English teas.  The store will be a place to stop, linger, and commune with neighbors.
· Accessibility:  Patrons will be able to visit the neighborhood store during convenient times.  Several major projects to improve traffic flows are planed.  The Pima freeway loops around the entire metro area of Scottsdale providing access to and from joining communities.
· Customer service:  Customers will be impressed with the personal attention to customer satisfaction.  Patrons will be encouraged to linger and socialize with other customers and employees.  Quick service will be emphasized for those customers who are rushed.
· Pricing:  Bakery products will targeting a specialized niche in the high-end market and carry a premium price.

2.1.3 Market Trends 

Americans have become more health conscious.  The rise in organic food purchasing has been increasing at 20 % per year.
  “Most studies characterize organic consumers as affluent, well-educated, and concerned about health and product quality.”
   Several of these consumers are parents and extend their concerns to their children’s health as well.
  It is expected that this trend will increase as major media continue to focus attention on health issues.  In 1999 U. S. Market sales of organic food products was $6.6 billion with 62 % 
 distributed through specialty stores.
  This market is projected to reach $45 billion by 2010.

Economics:

Although the population growth prediction for the next ten years in greater Phoenix is less than the prior ten years, the Phoenix area, including Scottsdale, will continue to see population expansion at anticipated rates of 2.7 % annually.
  Increases in household incomes are expected to exceed the national average and increase 6.4 % annually.

Demographics:

· Market studies show that younger, 18 to 29 year olds, and middle-aged 40 to 49 year olds are most likely to buy organic foods.

· Both genders are equally likely to buy organic foods.
 

· The number of dual-income households is increasing.

· Households have increasing higher disposable incomes.
 

· Households have less meal preparation time.

Food quality:
· Freshness and quality rank among the top reasons for organic purchases.

Health consciousness: 

· Statistics in 2000 show that 42% (more than four in 10 consumers) purchased organic foods to improve health.

· Americans are growing more cognizant of health issues, evidenced by food purchases, and the growing number of health clubs.
Selection:  

· Consumers are demanding a greater variety of food choices.  Nowhere is this trend more intuitive than in the restaurant industry.  A proliferation of restaurants with a variety of choices abounds, and continues to grow.
· Consumers are eating more multi-culturally, and gourmet store sales are up.

Franchise Sales:

An analysis of Great Harvest Franchises in neighboring states
 found 15 existing Franchises.  Six showed retail sales of less than $500,000, six showed sales of $500,000 to one million, two reported one million to 2.5 million dollars in sales, and one reported 2.5 million to five million dollars in retail sales.
  From these figures, $500,000 in annual retail sales is a reasonable expectation.
2.1.4 Market Growth

· The organic food sales market was growing 24% annually during the 1990s.
 
· Organic food sales in the United States totaled $7.8 billion in 2000, and sales are expected to reach nearly $20 billion by 2005.
  The expected growth equates to a 20% per year anticipate rate increase over the next 5 years.

· Great Harvest refrains from adding any fats, oils, preservatives or anything artificial or imitation to the bread, and the flour used is stone ground fresh daily.  Some loaves may be garnished with a light egg white wash to give them a golden color.  Due to the organic nature of products, Great Harvest anticipates capturing a high percentage of the organic market.
2.2 SWOT Analysis 

Key strengths and weaknesses within Great Harvest Bread Company are outlined in the following analysis.  The opportunities and threats confronting the company are also described.

2.2.1 Strengths 

· Great Harvest Bread Company offers high quality nutritious bakery products that exceed competitor’s offerings.

· Franchisees enjoy protected areas.  The closest brand competitor is in Tucson, Arizona.

· The owner is college educated and has previous business ownership experience in both construction and trucking.

· The target market area is comprised of the affluent, upscale, suburban families with high average household incomes, meeting the profile of consumers predicted to buy the product.

· Great Harvest enjoys a convenient neighborhood location.

· Franchisees are trained at the corporate office before embarking in their own business.

· The franchise offers support, such as proven bread recipes, techniques in baking, computer technology, accounting advice, and store design tips.

· The Great Harvest store creates a pleasant, nostalgic atmosphere.  The servicescape will be designed to attract and augment a positive service experience.

2.2.2 Weaknesses

· The owner lacks bakery experience.

· There are no established suppliers and vendors in the supply chain. 

· Great Harvest Bread Company does not have high brand awareness.  There are only 28 stores nation wide.

· There is a need to borrow capital for start-up costs of approximately $200,000 (the majority is used for equipment and fixtures providing loan collateral).

2.2.3 Opportunities

· There is a growing market with a significant percentage of the target segment unaware of the advantages of Great Harvest Bread Company’s products.

· Americans health consciousness is increasing.
· An increasing number of household adults are entering the job market increasing the demand for convenience products for the on-the-go customer.  People have a greater need for products that maximize time, convenience and satisfy nutritional needs.
· The franchise imposes few strict controls, encouraging freedom of approach for each store.
  Tom Petzinger Jr., from the Wall Street Journal describes the franchise’s approach as, “... a franchise operation, ...[that] hardly operates like a franchise. In this company, franchisees run their stores as they see fit, tinkering with recipes, setting their own prices, varying as much as they choose from the basic model...”

· There is expansion room for more than one location, and supporting population in the Phoenix area.
· Opportunities for upscale food stores are a constant in the lucrative Scottsdale market location.
· The relatively high rental rates per square foot, compared to other metro areas reflect the strength of the Scottsdale retail market. 
· Opportunities exist to develop commercial contacts and lower production costs.

2.2.4 Threats

· There are a number of established competitors (addressed in section 2.3 Competition).
· Competition could potentially increase.  Two such competitors of note include:
· Panera Bread Company is currently enjoying rapid expansion and success (addressed in section 2.3 Competition).
· Corner Bakery currently operating 83 stores in seven states (addressed in section 2.3 Competition).
· Financial barriers to entry are low.  Start-up costs are typically less than $200,000.

· Economic trends are currently unfavorable.
· Retail vacancy rates are 1.7 percent opposed to the metro area which averages 6.28 percent, making retail space difficult to find..

· Retail rental rates are higher than any other community in Arizona.  Rates averaged $16.15 and $17.44 per square foot for Scottsdale in 1998.
  High retail rates dramatically affect the business’ profit.

· Scottsdale’s job market exceeds available employees, making finding qualified employees difficult.

2.3 Competition

· Although no franchises or company-owned bakery-cafes are currently located in Arizona (the closest location is Colorado)
  Panera’s rapid expansion and continued success possess potential threat for the future.  On December 22, 1993, after purchasing Saint Louis Bread Co., Panera Bread Company consisted of 19 company-owned and one franchised bakery-cafes, located primarily in the St. Louis area.
  Today the company operates and franchises bakery-cafes in 30 states under the Panera Bread and Saint Louis Bread Co. names. As of December 28, 2002, there were 478 Panera Bread bakery-cafes, with average annualized sales volumes exceeding $1.8 million.
  Panara Bread Company continues to outpace the industry by posting sales increases for 2002 of 5.5 % compared to 4.8% system wide, and opening 115 new bakery-cafes.
 
· Upscale fast food restaurants, food stores and diners are prevalent.  Possible direct competition will come from established companies such as Einstein Bagels and Chompies, and Einstein Bagels, owned by New World Restaurant Group, Inc.  New World has about 750 shops (60% are company-owned) in 34 states branded under the names New World Coffee, Manhattan Bagel, Einstein Bros. Bagels, and Noah's New York Bagels. The company sells bagels and coffee through retail supermarkets and convenience stores.

· Commercial supermarkets such as Albertson’s, Fry’s and Safeway are closely located geographically.  In 2000 sales of organic foods in conventional supermarkets outpaced sales in other venues.

· Trader Joe’s attracts the target customer, educated, financially successful and tastefully discriminating, but Trader Joe’s bread line is currently being supplied by up-scale products from Pacific Bakery.
  The capture of like-minded customers is essential to the store’s success, but too close a proximity could create an undesirable competition with a long established brand business.

· A market competitor with the potential to threatened not only Great Harvest, but Panera’s is the Corner Bakery.  Corner Bakery café is a division of Brinker International.
  Brinker International owns, operates or franchises over 1,200 restaurants throughout the United States and 21 other countries under the brands: Chili's Grill & Bar, Romano's Macaroni Grill, On The Border Mexican Grill & Cantina, Cozymel's Coastal Mexican Grill, Maggiano's Little Italy, Big Bowl, Rockfish Seafood Grill, and EatZi's Market and Bakery.
  The Corner Bakery was created to supply specialty breads for Maggiano's Little Italy, but developed into a viable eatery.  Corner Bakery currently operates in seven states.
  The division consisted of 70 stores at the beginning of the 2002, 13 additional stores were opened during the 2002, and 12 more are planned in 2003.
  Brinker International’s market share in the overall restaurant business, and potential expansion, cannot be ignored. 

· Scottsdale currently supports more than a dozen single location “mom and pop” specialty bakeries, with surrounding communities supporting many more.  While it is encouraging to know that specialty bakeries represent a viable niche market, it also represents location and market share issues. 

2.4 Product Offering 

Great Harvest Bread Company offers “Old Fashioned White Bread” and “Honey Whole Wheat Bread” daily.  In addition, a variety of specialty breads are offered, such as “Honey Whole Wheat”, “Nine Grain”, “Oregon Herb”, “Cinnamon Raisin Walnut”, and “Apple Crunch”.  Other sweets offered include cookies, brownies, muffins, scones, and cinnamon rolls.  Gourmet coffee are available for take-home or on-site consumption to complement the consumers bakery choices.

Great Harvest traditionally offers customers free samples of hot breads to expose customers to new and delicious offers.
2.5 Keys to Success 

· Significant customer base of educated, affluent, consumers.

· Attracting tourist to enjoy the dining experience provided at Great Harvest.

· Generating repeat customers.

· Increasing the dollar volume per transaction.

· Finding sustainable restaurant business likely to serve quality bakery products.

2.6 Critical Issues 

· Site selection is paramount to success.  Access is critical to any site selection.  Scottsdale meets the access issue, with major road construction projects that are either underway or planned.  The Metro area freeway is under construction, and near future improvements for various sections is planned.  Additionally, the Pima freeway (loop 101) continues to receive improvements.  These major road construction projects will improve traffic flows throughout Scottsdale.

· Existing “mom and pop” specialty bakeries must be considered.  Great Harvest Bread Company wants to avoid geographical areas of Scottsdale already served by a high concentration of established specialty bakeries.

· “In general, cities that have greater population growth than job growth have a tendency to encounter economic problems during periods of recession because they tend to have weak economic bases”.
  Scottsdale’s job growth exceeded the available labor force by 1.3 to 1.  From 1999 to 2000, Scottsdale’s labor force increased by 30 percent, while the population increased by 36 percent.  This trend has been a continuing pattern over the last 15 years.
  While good for hedging against recession, lack of labor increases difficulties in finding qualified employees at a reasonable wage.

2.7 Historic Results

Great Harvest had 130 bakeries in 34 states and generated annual sales of more than $60 million in 1998. Its goal is to have 500 stores by 2005.
  Great Harvest doesn't insist on standardized procedures or impose top-down regulations. Instead, it promotes localized innovation with each franchisee allowed to incorporate their own business ideas and innovations.  Although there is an operating manual that details best practices, owners run their bakeries as they see fit.  New owners travel to company headquarters in Dillon, Montana for a week-long training session on how to bake whole-wheat bread and on how to run a small business.  within six months of opening,  new stores get a checkup visit from the owner of an established store.
2.8 Macroenvironment 

Market research indicates a growing health consciousness in America.  The increasing trend to buy organic food products is to Great Harvest’s benefit.  At the same time discretionary incomes are increasing as well as the need for convenience products to save valuable time and effort.  Market trends favor specialty bakeries offering organic solutions at this time, however, economic and political issues do not.  The overall U.S. economy has recently experience a dramatic negative shift.  Consumer spending has drastically fallen.  Economists are raising questions of deflation for the first time since the Great Depression.
  At the same time, America is emerging from a military conflict with Iraq.  Rising uncertainty curtails consumer spending habits, and the first products affected by reduced spending are generally luxury goods.  While food items represent a necessity, and ongoing expenditure, high end products such as those produced by Great Harvest Bread Company are likely to be viewed as luxury items.  The impact of the unstable U.S. economy on business start ups is ambivalent.  Serious consideration needs to be given to current economic conditions before implementation of any marketing plan.

3.0 Marketing Strategy

The marketing strategy is to persuade customers to purchase the product, eat it, love it, come back and tell others.  To achieve this goal, awareness of Great Harvest bakery product value must be built to initially attract consumers to try the products.  Once a customer has tried the products, they will remain a customer and spread positive word-of-mouth endorsements.  The following sections examine the mission, marketing and financial objectives. 

3.1 Mission

Great Harvest Bread Company aims to maximize profits, which will be distribution to employees and owners.  The company will focus on producing and selling wholesome, nutritious bakery products of high quality.  The value of the products is derived from ready-made convenience, and selection, which benefits the customer seeking home-style bakery goods without investing the time and effort to produce their own.  Great Harvest strives to provide customers with premium priced, high quality products, and outstanding customer service. 

3.2 Marketing Objectives

· Reach annual sales of $500,000 the first year.

· Increase annual sales by 7.5 % growth in sales each subsequent year.

· Generate 50 % brand awareness during the first year of operation.

· Promote the incorporation of “signature” breads in surrounding restaurants’ menus, supplied by Great Harvest.

3.3 Financial Objectives

· The Small Business Administration (SBA) enables its lending partners (conventional commercial lenders) to provide financing to small businesses when funding is otherwise unavailable on reasonable terms by guaranteeing major portions of loans made to small businesses.
  SBA currently has no funds for direct lending, but this is a dynamic condition and could change at any time.
  A commercial loan will have to be obtained for $275,000 if funds do not become available through SBA.
· Achieve sales sufficient to break even within two months of beginning operations.
· Reach first year revenues of $500,000 based on an average selling price of $4.00 per unit.
· Earn an annual rate of return on investment of 10 percent within the first five years of operation.
3.4 Target Markets
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The 2001 Consumer Expenditure Survey (by the U.S. Department of Labor) shows the following, and provides the basis for identifying target market segments where weekly spending is highest for bakery products.  Bakery Products are defined as bread, crackers and cookies, biscuits and rolls, cakes, cupcakes, pies, tarts, sweet rolls, coffee cakes, donuts and other frozen and refrigerated products such as cookie, bread and cake dough and batter.

· Household spending for bakery products climbs sharply with household income. The average expenditure for bakery products in households with annual pre-tax income of less than $5,000, for example, was $3.60 per week in 2001, and $8.77 in households with annual pre-tax income of $70,000 or more. 

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor
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· In the 35 to 44 year-old age bracket, spending was $6.69 per week in 2001. Households in which the head of the household was 45 to 54 years old ranked second at $6.67 per week.  According to the survey the 35 to 54 year-old head of household is the preferred target, where spending peaks.

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor
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· Average weekly spending for bakery products in 2001 was high where the head of the household was in the construction or mechanical fields ($6.56), a manager or professional ($6.40), or self-employed ($6.23).    

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor
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· Higher education levels impacts spending on bakery products.  College graduates spent $1.31 more ($6.52) than those having less than a high school education, who spent $5.21.  Population segments with higher education levels, are more desirable targets, according to the survey, 

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor
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· Homeowners outspent renters $6.33 to $4.42 on bakery products in 2001.  Areas of high home ownership would be preferable target areas to areas where rentals are the predominate occupancy status.

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor
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· Urbanites spent slightly more, $5.75 than those living in rural areas, $5.27.  Urban areas are a more attractive target than rural areas, in terms of higher spending averages for bakery products.

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor
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· Spending by Whites and Hispanics were almost equal, with $5.83 and $5.81 spent respectively, but both ethnic groups outspent Blacks.

Source:  2001 Consumer Expenditure Survey, U.S. Department of Labor

Two targets exist, a primary segment and a sub-segment:

· The U.S. Department of Labor 2001 Consumer Expenditure Survey results match the demographics of the Scottsdale area.  The data supports a target market segment of a 35 to 54 year-old White or Hispanic urban homeowner, who is a college graduate employed professionally, and earning $50,000 plus per year.

· The health conscious consumer constitutes a sub segment of the previous identified segment.  With rapid growth in the organic products market, approximately 20 percent per year, a niche market exists for products like organic bread and cookies.
  

3.5 Positioning

Great Harvest Bread Company’s competitive advantage is the fresh organic wholesomeness our processes offer, as well as the great taste.  Few competitors can offer the quality and health features of our bakery products.  We will focus on the customers, in the target segment, who desire high quality home-style bakery products, without the time and effort, as well as the diet conscious consumers who seek organic products.  With the qualifying criteria of total dollars spent, on bakery products, defining Great Harvest Bread Company’s target segment, choice of location should be directed to areas with high concentrations of those consumers symptomatic of the preferred characteristics.  Thus products are positioned conveniently.  Scottsdale enjoys many populous, upscale, high-end community neighborhoods with high concentrations of consumers possessing the required segment traits.  Assuming that consumers with higher education levels are also consumers who are better informed and aware of contemporary issues, Scottsdale’s higher educated populations represent consumers who are more health conscious and desirous of products which fulfill their goals of maintaining good health through diet.  A location in Scottsdale will satisfy Great Harvests endeavor of also targeting health seeking individuals. 

After establishing a location with exposure to high concentrations of the target segment, Great Harvest must emphasize brand recognition, and the quality and health features of our bakery products to position the product in consumers’ minds. Product value, differentiation to other bakery products, taste, and the organic qualities of our bakery products will be heavily promoted.

3.6 Strategies

Great Harvest Bread Company will introduce a new brand into the Scottsdale market.  The most important strategy will be to emphasize a clear differentiation of our product and brand positioning.  This will require a focus on creating brand awareness and heightening value perceptions in the target segment.  Key points to emphasize will be:

· The high quality of bakery products and their ingredients.

· The nutritious and organic nature of bakery products.

· The fresh baked variety of bakery items offered daily.

4.0 Financials 

Start-up costs are projected to be $210,000.  Thirty thousand dollar is for the initial franchise fee, and the remaining $180,000 is for store equipment and fixtures.
  An additional $65,000 in cash reserves is desired, with thirty thousand dollars designated to cover the owner’s first year living expenses, and $35,000 to facilitate initial cash flow, and cover initial fees and permits.  The total cash needed to begin operations is $275,000.  

Total first – year sales revenue is targeted at $500,000.  Total gross sales are projected to be 65 percent (after supply costs) of annual sales, or $325,000.  A franchise fee of seven percent, $22,750 is subtracted, leaving $302,250 to cover operating costs.  This equates to $25,187.50 per month to cover fixed expenses and generate a profit.  Assuming the target is reached, with projected expenses of $18,706 per month (itemized in section 4.3 Expense Forecast) annual profitability is $77,528 before taxes, which will pass-through to shareholders.

4.1 Break Even Analysis

The break even analysis assumes:

· Per-unit revenue of $4.00 per unit (bread loaf)

· Supply costs of 35 percent per unit (bread loaf)

· Estimated yearly fixed costs (defined in section 4.3 Expense Forecast) of $160,741.20  as follows:

Based on these assumptions, each unit contribution is calculated as $4.00 per unit revenue minus supply costs (4.00 x 35%) minus 7% (franchise fee) of gross sales (per unit revenue minus supply costs) or ($4.00 – (4.00 x .35) ) – (.07 ($4.00 – (4.00 x .35) ).  The break even calculation is then yearly fixed costs divided by the unit contribution, $13,395.19 / 2.418 or 2,955 monthly unit sales to reach the break-even point.  This translates to daily sales of 114 units (based on 26 days of operation per month at 6 days per week).

4.2 Sales Forecast 

A random examination of existing Great Harvest Bread franchises, in surrounding states
 indicate that those stores (highlighted in yellow) established for more than 5 years realized higher annual sales, than more recently established stores (see Franchise Annual Sales Table).  Eighty percent of the older stores (operating for more than 5 years) realized annual sales of more than $500,000.  First year sales will be targeted at $500,000, with projected yearly increases of 7.5 percent.  As a result, year six annual sales will be projected to be $667,735, well within the sales levels achieved by other franchisees operating for more than five years.

Franchise Annual Sales Table

	Store Location
	Annual Estimated Sales 
	Year Established

	TUCSON,  AZ  85704-4344 
	LESS THAN $500,000 
	1997

	FRESNO,  CA  93720-0749 
	LESS THAN $500,000 
	2002

	OAKLAND,  CA  94618-1603 
	$500,000 to $1 MILLION 
	1995

	BOULDER,  CO  80302-6722 
	$10 to $20 MILLION 
	1984

	ALBUQUERQUE,  NM  87111-2679 
	$1 to $2.5 MILLION 
	1989

	ALBUQUERQUE,  NM  87120-2436 
	LESS THAN $500,000 
	1998

	RENO,  NV  89509-3666 
	$500,000 to $1 MILLION 
	1986

	AUSTIN,  TX  78746-6696 
	$500,000 to $1 MILLION 
	1992

	AUSTIN,  TX  78759-5661 
	LESS THAN $500,000 
	1994

	DALLAS,  TX  75205-1329 
	$500,000 to $1 MILLION 
	1994

	SAN ANTONIO,  TX  78213-1846 
	LESS THAN $500,000 
	1997

	OGDEN,  UT  84401-2302 
	LESS THAN $500,000 
	1991

	SALT LAKE CITY,  UT  84123-5321 
	$500,000 to $1 MILLION 
	1994

	SALT LAKE CITY,  UT  84105-1401 
	$500,000 to $1 MILLION 
	1991


Source:  Reference USA (Great Harvest Bread co.  SIC 5461-02, NAICI 31181102)

4.3 Expense Forecast 

Projected monthly expenses for Great Harvest are as follows:

Monthly Expenses


Lease







             $6250.00





Utilities



Telephone






   $40.00



Electricity –SRP 12,000 kwh
  

       
               $430.00



Water






   $80.00

Garbage





    
   $45.00


Wages



Payroll






              $6865.00



Social Security / Medicaid (employer’s portion)                          $251.00



Unemployment Compensation, SUTA/ FUTA
                $256.00



Worker’s Compensation Insurance



  $125.00



Employee Benefits / Health Insurance Premiums


  $350.00


Loan Repayment






$2323.00


Promotion






  $200.00


Accounting / Legal 





  $250.00

Monthly Expenses (continued)

Bank Fees





                                $90.00

Permits



Transaction Privilege License ($12.00 annually)
                    $1.00


Janitorial






  $400.00


Insurance






  $350.00


Repair and maintenance





  $100.00


Linen and Laundry Service




  $400.00


Supplies, Office/Miscellaneous




  $150.00

Total Monthly Expenses



                      $18,956.00

The preceding monthly revenue and expense forecasts yield a five year forecast as follows:

Five Year Forecast

	
	
	
	
	
	1st Year
	2nd Year
	3rd Year
	4th Year
	5th Year 

	Net Sales*
	
	
	
	
	$500,000 
	$537,500 
	$577,812 
	$621,148 
	$667,735 

	Cost of Sales**
	
	
	
	($175,000)
	($188,125)
	($202,234)
	($217,402)
	($233,707)

	Gross sales
	
	
	
	$325,000 
	$349,375 
	$375,578 
	$403,746 
	$434,028 

	Franchise Fee (7% gross sales)
	
	
	($22,750)
	($24,456)
	($26,290)
	($28,262)
	($30,382)

	Selling, general, and administrative expenses**
	
	($227,472)
	($238,836)
	($250,788)
	($263,328)
	($276,492)

	Capitol equipment reserves 5 yr equipment
	
	($10,000)
	($10,000)
	($10,000)
	($10,000)
	($10,000)

	Capitol equipment reserves 10 yr equipment
	
	($13,000)
	($13,000)
	($13,000)
	($13,000)
	($13,000)

	
	
	
	
	
	
	
	
	
	

	Earnings before income taxes
	
	
	$51,778 
	$63,083 
	$75,499 
	$89,156 
	$104,154 

	
	
	
	
	
	
	
	
	
	

	*  Assumes 7.5 % annual increase in sales
	
	
	
	
	
	

	** Assumes 5 % yearly increase in monthly operating expenses
	
	
	
	


5.0 Controls

The marketing plan will serve as a guide for Great Harvest.  Monitoring will occur in the following areas to gauge performance and whether objectives are being met:

· Monthly and annual revenues

· Monthly and annual expenses

· Customer satisfaction

5.1 Implementation

Great Harvest will begin by securing a commitment for the needed financing.  An attempt will be made to secure a loan guarantee commitment from the Small Business Administration.  Application will be made for a Great Harvest Franchise.  After securing the franchise, a location will be selected and necessary improvements scheduled.  As property improvements progress, necessary equipment and fixture will be procured.  Applications will be made for a Federal Employment Identification Number, and the Arizona Joint Tax application, which includes the Transaction Privilege tax license, an employer’s Arizona withholding account, and an unemployment insurance account.
  Suppliers will be contacted and necessary accounts established.

5.2 Marketing Organization

Great Harvest will operate as a Limited Liability Corporation (LLC).  Thus, the limited liability offered by incorporating is enjoyed as well as the benefits of pass-through taxation.
  The cost to form the LLC are $165, broken down as a $15 fee to the state of Arizona for name reservation, a $50 State filing fee, and $100 to publish the Articles of the Organization.

5.3 Contingency Planning

In the event that sales do not materialize as expected, a promotional mailing will be implemented.  The mailing will be aimed at households in the immediate surrounding areas, offering a short-term price promotion.  A salesperson will be recruited to promote wholesale orders to restaurants.  

Endnotes

� Example:  Chandler, Gilbert, Mesa, Glendale, Tempe, Paradise Valley, Cave Creek, Glendale, and Phoenix, 


� Includes organic supermarkets, natural products and health food stores, and cooperatives.





� The states analyzed were, Arizona, Nevada, New Mexico, and Texas.


� Centery 21, Hugh Cart, commercial specialist.  $25 per square foot annually.


� Bases on SRP rates of $3.66 service charge, plus $7.65 meter charge, plus .0763 first 180 kwh, plus .0558 next 155 kwh, plus .0416 next 130 kwh, and . 0347 for remaining kwh.  Assumes average monthly usage of 12,000 kwh.


�Four full time bakers at $10.00 hr, plus 6 full time counter/service personnel at $7.00 hr, and general managers salary of $3585 per month.


� Wells Fargo commercial rate of 7.47 % amortized 15 years


� Wells Fargo business accounts are charged a flat maintenance fee of $9.00, plus each credit or debit transaction is assessed a fee, as well as deposited checks on a per item basis.  The dollar volume deposited on a monthly basis, less a collected item credit is also added.


� Corporations are taxed in Arizona at the rate of 6.968 % or $50 whichever is greater.  The earnings would then also be subject to personal income tax rates.  Limited Liability Corporations are not subject to the corporation tax, rather the earnings are taxed only at the personal income tax level.
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