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EXECUTIVE SUMMARY

S.l TASK DESCRIPTION

The work on thIS task was ImtIated under Dehvery Order 18 of the UkraIman Power Sector
Reform Project The Scope ofWork for these actIvItIes mcluded the specIfic Local Electnc
CompanIes (LECs)-Task III C 2 WhICh states

Provide gUidance ID preparation of a Corporate Busmess Plan
(1) ProvIde gUIdance m preparatIOn of a Corporate Busmess Plan
(2) Draft Imtial Plan m support ofpnvatizatIOn

S.2 METHODOLOGY AND APPROACH

In support of the efforts of Government of Ukrame to pnvatize the Oblenergos of Ukrame
USAID set the task of creatmg sample "western style" busmess plans for two LECs
It was determmed that these two Oblenergos would partICIpate m the creatIOn of a multIple year
busmess plan followmg western standards of preparatIOn The two LECs chosen were
Vmrutsa Oblenergo
KhmelmtskIy Oblenergo

The plans for generatmg busmess plans for each LEC dIffered at the request of the respectIve
General DIrectors Therefore, the methodology and approach dIffered at each locatIon

Vmmtsa Oblenergo

At Vmrutsa we presented them WIth the outhne, begmmng documentatIon and a sample busmess
plan They chose to hue a UkraIrnan consultant to prepare an m-depth busmess plan based on our
examples and theIr consultants mput

KhmelmtskIy Oblenergo

At KhmelmtskIy we agreed to work WIth the Oblenergo staff to produce a draft busmess plan that
they would then reVIew and work to completIOn on theIr own

S.3 SUMMARY OF RESULTS

At both Oblenergos the draft process IS complete However, m both cases the lack of
InternatIOnal Accountmg Standard Reportmg lImIts the value of the finanCIal statements and the
future mcome estImates Both drafts are currently under reVIew at the respectIve Oblenergo
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KHMELNITSKOBLENERGO

DRAFT BUSINESS PLAN

-------Hagler Batlly -------



Business Plan

Khmelnytskoblenergo
State-Owned Joint-Stock Power Supply Company

Note Allfinanclal statements are estImates and
must awaIt completIon ofrestatement ofaccounts
under International AccountIng Standards before
accurate finanCial documents can be produced
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II-A Khranovsky St

Khmelmtsky

280016, Ukrame

Telephone 03822-2-33-24

Contact Olexander Leomdovych Shpak
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Khmelnytskoblenergo
Business Plan
Executive Summary

Klunelnytskoblenergols one ofthe energy-supplymg compames m Central Ukrame the
successor of former ASSOCIatIOn Vmmtsaenergo SEJSC Khmelnytskoblenergo IS one of
27 energy-supplymg compames of Ukrame The Company's staff compnses 3024
employees of whIch 2966 are dIrectly engaged m dehvenng energy servIces The
company produces some of It'S own electrIc energy at five dIfferent power statIOns WIth
a total mstalled capaCIty of 8 4 MW
TransmIssIon and supply of electnc energy IS carned out by electrIc networks WIth
voltages from 0 22-110 kV
Electnc networks of the Company cover the whole temtory of KmelnytskIy Oblast on
34,431 kIlometers ofaenal hnes

Company I BUSiness Summary
The company operates m the busmess of electrIc energy productIOn (lIcense BP I 0027
Issued by NatIOnal commISSIOn on regulatIOn of electrIc energy of Ukrame) Electnc
energy transmISSIOn to local electnc networks (lIcense PS 1 009 Issued by NatIOnal
commISSIon on regulatIOn of electnc energy of Ukrame) And the busmess actIVIty of
supplymg electrIc energy at fixed tanffs (lIcense PR 1 009 Issued by NatIOnal COmmISSIOn
on regulatIOn of electnc energy of Ukrame)

In addItIOn to the pnmary busmess actIVItIes of the company they also prOVIde a WIde
vanety of servIces to consumers

• Techmcal support for ImkIng up to electnc networks
• Techmcal servIce and overhaul of power plants and systems

Type of BUSiness
Khmelnytskoblenergo, IS a generator and dIstrIbutorofe1ectncIty Klunelnytskoblenergo
has been operatmg m thIS capacIty SInce 1995 founded accordmg to the Decree of the
PreSIdent of Ukrame No 282 dated Apnl 4, 1995

Company I BUSiness Summary
Founded m 1995 by PreSIdentIal Decree, Klunelnytskoblenergo has dealt WIth the
dramatIC changes In the Ukrame electnc mdustry by hmng new leadershIp talent, fmdmg
mnovatlve ways to use ItS meager resources and makmg good use of foreIgn consultants
prOVIded by dIfferent foreIgn aId donors The mItIal progress towards profitabilIty has
been slow and dIfficult due mostly to lack ofgovernment support and a true market based
tanff system that proVIdes for an adequate return on mvestment
However, the company has recently brought m Olexander Leomdovysch Shpak as
General DIrector to lead the busmess mto the next century In Its thIrd year of operatIOn
Khmelnytskoblenergo IS on the verge ofdramatIC change and Improvementas enVISIoned
and led by Mr Shpak and hIs staff
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Khmelnytskoblenergo Busmess Plan

WhIle there IS stIll much that must be done at the natIOnal level to Improve the sItuatIOn
m the energy sector there are actIOns that Mr Shpak and the staff of
Khmelnytskoblenergo have taken or plan on takmg to Improve theIr overall financIal
pOSItIon and VIablhty even m thIS most dIfficult of tImes

FmanclalObJectIves
Untd now, Khrnelnytskoblenergo has funded all of Its costs and capItal expendItures
mternally The company IS now pOIsed to Improve cash flow and post profitabIlIty gams
over the next several years as IS demonstrated by the followmg chart The company IS
confident that these numbers can be accomplIshed based on Its future actIon plans,
seasoned management and perhaps most Importantly ItS wIllmgness to make the dIfficult
chOIces necessary to become a profitable and VIable energy dlstnbutor by mternatIOnal
standards

Page

1999 2000
166194 191,123
166,194 191,123158,280

1997
150743
150,743

(all numbers In OOOs UAH)

121,531

1996
121 531

$150000 --~-~ -;.. ~-
y.

~~- ,
~

$100000 ~-

~,
$50000 --

~

2,,,,

$0
f,":::

--
1996 1997 1998 1999 2000

PROPRIETARY INFORMATION Do Not DJatnbute

4

$200000 ~ ~ _

Electnclty Sales

2 Year Actual Sales And 3 Year Forecast
(all numbers In OOOs DAR)

1998
158,280

Total Sales
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Khmelnytskoblenergo Busmess Plan

With the advent ofthe Energomarket came other lIcensed energy supplIers to compete
locally for the largest customers Known as lESs (Independent Energy SupplIers) these
entitles lIcensed by the NatIOnal Energy Regulatory CommiSSIOn, are allowed to operate
anywhere m Ukrame and serve any customer wlll10g to do busmess WIth them The cost

TraditIOnallycompetltIOnm the electnc dIstnbutIOn market was nonexistent Customers
were tIed to one Oblenergo that served all theIr electnc energy needs ServIces were
proVIded, bllls rendered and payments by customers were made 10 cash to the Oblenergo
However, smce 1995 the company has operated m an entIrely new cash distressed and
competItIve environment

WhIle the current orgamzatIOn IS a legacy from the mItIaI foundmg m 1995 a better
structured organIzatIOn deSIgned to meet loommg commItments and staY10g wIthm
budgets IS currently on the drawmg boards The company IS workmg to make thIS change
WIthout substantIally altenng the loyal culture that makes Khmelnytskoblenergo VIable
10 spIte of numerous and very hIgh obstacles

PageDraft as of 01 0998PROPRIETARY INFORMATION Do Not Dlatnbute
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Smce the foundmg of10dependent Ukrame cash avaIlable to pay for goods and services
IS 10 lImIted supply Many mdustnal customers are bankrupt or survIve purely on barter
schemes to pay employees or debts State and Local budgets that take a large percentage
of tnergy delIvered by Khmelnytskoblenergo rarely, If ever, pay cash ThIS "cash poor"
SItUatIOn IS not urnque to Khmelnytskoblenergobut IS pandemIC m Ukrame ThIS lack of
cash 10 the economic system would not normally be conSIdered a competItIve Issue
However, Khmelnytskoblenergo chooses to VIew It as such The company belIeves that
It IS m competItIon WIth other companIes for the lImIted cash that theIr customers have
to pay debts for servIces rendered By vlewmg thIS as a competItive SItuatIOn rather than
merely a UkrainIan Wide economic problem Khmelnytskoblenergo bnngs pOSSIble
SolutIons withm ItS reach

Product I Service and Competition
Khmelnytskoblenergo IS 10 the busmess of supplY10g electncity to a Wide range of
customers throughout Khmelnytsky Oblast It IS thIs varymg array ofcustomer types that
must be served effectIvely and effiCiently that places Khmelnytskoblenergo m a unIque
and favored market pOSItIOn Because Khmelnytskoblenergo has years of expenence m
servmg thIS area It has developed a great deal knowledge about each customer type
[residentIal, commerCial, mdustnal, agncultural] and their dIfferent needs and
reqUlrements ThIS knowledge allows the company to deCIde today how to best use ItS
lImited resources

Management Overview
Khmelnytskoblenergo has had very stable management over the past 3 years and the
owner has assembled a seasoned team ofprofeSSlOnaImanagers Two of the key leaders,
the General Director and the Deputy DIrector of EconomICS and Fmance, have excellent
track records WIth Mr Shpak the General DIrector commg from outSIde the electnc utIlIty
mdustry

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I

Khrnelnytskoblenergo Busmess Plan

of energy supplIed by these lESs us usually lower than that supplIed by the Oblenergo
The IES has a further advantage m that It can pIck and choose whIch customers to serve
ThIs usually means that the IES WIll only serve those mdustrIal customers that can afford
to pay cash for the energy dehvered ThIS effectively takes away healthy, cash paymg
customers from the Oblenergo

• EstablIshed a SpeCial CollectIOnsGroup With assIgned customer targets for cash
collectIOns

• ASSIgned a speCIfic person at Khmelnytskoblenergo to work closely WIth the
lESs to msure greater cash payments for transIt fees mcurred

Khmelnytskoblenergo has analyzed. planned and InItiated steps to deal WIth theIr two
mam competItIve forces These are

• ASSigned a speCIfic person at Khmelnytskoblenergo to work closely WIth the
lESs to Improve past debt payments for tranSIt fees mcurred

PageDraft as of 0 I 09 98PROPRIETARY INFORMATION Do Not Dlatnbute
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EXit
Khmelnytskoblenergo' smanagement team IS commItted to the growth and Improvement
plan as outlmed m trus document By focusmg on the key Issues of mcreasmg cash
collectIOns and reducmg losses KhmelnytskoblenergobelIeves that It WIll become one of
the top performmg Oblenergos m Ukrame Mr Shpak IS comnutted to takmg the
company to thIS new level of success and performance before the end of the five year
penod Based on the prOjected plan that Khmelnytskoblenergo' s management has
assembled and are commItted to, the company forecasts an mcreased valuatIOn of XXX
mIllIon dollars m the year 2000

• In cooperatIOn With the Local Oblast AdmmistratIOn set cash collectIOn targets
for the RegIOnal Oblast AdmInIstratIOns for energy consumed m theIr regIOn

ThIS market realIty would not normally be a problem because the Oblenergo IS
compensated by the IES for use of Its hnes to transport the electncity sold to the
customer In effect, the Oblenergo IS "made whole" as the actual cost ofenergy IS merely
a pass-through cost m any case Any profit on the sale of energy to a customer IS m the
use of theIr eqUIpment or lmes and not on the energy delIvered However, under current
market condItIons thIS descnbed IES servmg customers does not render the Oblenergo
"whole" m any sense By losmg a potentIal cash paymg customer the Oblenergo's
monthly cash flow IS reduced by the amount oftrus customers bIll In addItIOn the IES
rarely pays for the tranSIt fees m full m cash At least some If not all the fees are paId m
energy WhIle thIS reduces the debt the Oblenergo has With the Energomarket It does not
help or Improve theIr overall cash flow
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• Its new management structure IS now geared to explOIt these opportumties

• Reducmg losses (technIcal and commerCial)

• Increasmg cash collectIOns

ThIS fiscal year represents a crossroads for Khmelnytskoblenergo In three respects

PageDraft as of 01 0998PROPRIETARY INFORMATION Do Not Dlatnbute
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Smce that tIme cash collectIons have rIsen approxImately 50% and losses have been
reduced from 13% of total sales to 10%

In the first quarter of thIS year, Khmelnytskoblenergo began to focus Its entire operatIOn
on two key objectIves

• The lack of cash collectIOns IS a major Issue m the entIre UkraIman energy
sector and WIll come to some sort of resolutIon WIthm the next year

KhmelnytskoblenergOls also workmg to capItalIze on the smgle bIggest market Issue m
the past decade General DIrector Shpak and hIS managementteam clearly see the current
and future need for energy supplIers to fully understand theIr largest customers ThIS
means becommg experts m the mdustnes they serve ThIS approach not only Improves
Khmelnytskoblenergo' sablhty to collect cash for servIces rendered but also places them
m the forefront ofemergmg mdustnal market Issues TIns umque combmed pOSItIOn of
servIce to and knowledge of the customer IS a key strategy for the company as It
approaches the new ml1lenma

• It IS under the leadershIp ofa new General DIrector and therefore has the abIlIty
to make many dramatIC mternal changes that would not otherwIse be avaIlable

Khmelnytskoblenergo' sproducts and servIces are necessary for the lIfe and lIvelIhood of
the 1 5 mIllIon mhabitants ofthe area the company serves The Khmelnytskoblenergolme
ofenergy related products and servIces are specIficallydesIgned to meet the needs of the
customer In addItIOn to the techmcal aspects of servmg customers the company has
deSIgned mto ItS operatIon dIfferentways of"mterfacmg"wIth dIfferent customer groups
Sales contact, customer servIces and bIllIng are dIfferent for each customer group

Khmelnytskoblenergo Busmess Plan

Identification of Market Opportumty
Khmelnytskoblenergo estImates that the overall market for the use of electncity m Its
servIce area wIll grow at about 5% annually untIl the year 2000 when usage wIll Increase
at about 15% Wlu.le the Ukralman economy IS currently In decline the management IS
confident that thIS wIll begm to tum around m 1999 With mcreased growth In the year
2000 In addItIOn, Khmelnytskoblenergo' s management IS confident that It WIll be able
to mcrease Its cash flow and thereby ItS profits over the next five years

Company Business
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• Monthly reVIew ofenergy consumptIOn by State and Local budget customers

Khmelnytskoblenergo Busmess Plan

• Transfer and commUnICatIOn of what should be done and could be done to
Improve the SItuatIon

• Transfer and commUnICatIOn of more knowledge of the company financIal
pOSItIOn

PageDraft as of 01 0998PROPRIETARY INFORMAnON Do Not Dlatnbute
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The second part of the strategy reqUIred more dIrect and dramatIC actIons These were

• EstablIshment ofa SpeCIal CollectIOnsGroup WIth a full tIme Department Head
Group IS responSIble (WIth support from REM personnel) for focused collectIon
efforts on major debtors and energy users

• AggreSSIve program 10 rural areas to mcrease ReSIdentIal cash payments by
postmg lIsts of non-payers m publIc places (banks, post offices, etc)

• Dally trackmg of total number of customers dIsconnected

• EstablIshment of monthly cash collectIon targets by REM Settmg of total
collectIon (cash, barter, offsets, etc) targets of 100%

• DaIly trackmg ofall collectIOns, mcludmg cash, at the REM level rolled up to
the Headquarters and reported to the General DIrector

• Dally trackmg and reportmg of all cash paId by ReSIdentIal customers

• Monthly trackmg at the Headquarters level of payments and debts for all
large/medIUm debtors and/or energy users, a total of approXImately 200
accounts

• The first part of the strategy mvolved a dramatIc mcrease m the Internal
communIcatIons between the General DIrector and the Deputy DIrectors, PEM,
REM and Department Managers ThIS communIcatIOn had two key elements

At the begmnmg of 1998, the new General DIrector, A Shpak created a strategy and a
clImate for change that helped to focus the Oblenergo on the key Issues facmg It today
and workmg to poSItIOn Itself for the needs of tomorrow

Busmess HIstOry
Founded by PresIdentIal Decree m Apnl of 1995 as an open JOInt stock company,
Khmelnytskoblenergo has enjoyed good growth In energy sales even In a dechmng
economy The InItIal growth was fueled by the need to mcrease UkraInIan Industnal and
agncultural output After the mltIal growth In sales there was a slIght declme wlule the
mdustnal and agncultural markets restructured ClOSIng unprofitable or mefficlent
enterpnses The busmess IS In Its thIrd year of operatIOn as a Jomt stock company and IS
on the verge of a major changes to meet the future demand for product sales In both
mdustnal and agncultural markets

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



The detaIls of the sales forecast are as follows

Khmelnytskoblenergo Busmess Plan

trackmg usage levels agamst their budgeted amounts

• In cooperatIOn with the Khmelmtskly Oblast Adnumstratlon, RegIOnal State
AdmmistratIOns (20 m total) are set cash collectIon targets for electrICIty
consumptIOn withm theIr area These estabhshed cash targets (recommended by
the Oblenergo) match those Oblenergo aSSIgned the REM Managers The
Oblenergo reports results weekly to the Oblast Governor

• EstablIshment of company WIde cash mcentlve program based on set monthly
goals that mclude cash and total collectIOns Top three REMs receIve awards the
Managers ofthe three REMs ranked at the bottom are called to the Headquarters
for a reVIew of their performance and pOSSIble demotIon or ternllnatlOn

• Weekly conference call between Oblenergo General DIrector, Deputy DIrectors,
REM Managers and the Head of the SpeCIal CollectIOns Group that mcludes a
standmg agenda Item on the results of cash collectIOns and what IS bemg done
to Improve performance

Growth and Fmanclal Objectives
Khmelnytskoblenergo=s5 year plan projects 5% growth m sales for 1998 and 1999 WIth
a 15% growth m sales between 1999 and 2000 Company management beheve that tms
forecast has substantIal upSIde opportunItIes WIth the mtroductIOn ofa new organIzatIon
structure to be completed by the mIddle of 1999, the company expects to expand Its cash
collectIOns to eXlstmg customers whIle takmg advantage of the forecasted Improved
mdustnal and agncultural markets As these mdustnes contmue to Improve then VIabIlIty
and profitabIlIty the company WIll be well pOSItIOned to Improve Its own effiCIency and
there by reap larger profits from Its expandmg customer base

Sales Forecast
2 Year Actual - 3 Year Estimate

(OOOs VAD)

Page

2000
36401
26749
51587
21016
55409

191162

31653
23260
44 858
18275
48182

1999

166228
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1998
30146
22152
42722
17405
45888

158313

28710
21097
40688
16576
43703

1997

150774

1996 •
23092
17014
32813
13368
35244

121 531'
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Industrial Sector

Agricultural Sector
Resldenbal Sector
Governrrent Sector
Other Including Losses
Total Sales
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Financial Highlights
1996 1997 1998 1999 2000

LiqUidity
Current Ratio 102 088 -308 -395 -457
ACid-Test Ratio 095 056 -343 -435 -501

Leverage
Debt Ratio 8131% 8167% 5454% 5627% 4726%
Debt/EqUity Ratio 43508% 44548% 11995% 12868% 8960%
limes Interest Earned #NlA #NlA #NlA #NlA #NlA

Profitability
Gross Margin 1552% 1281% 1281% 1447% 1968%
Return on Assets 242% -112% -1105% -839% 1194%
Return on EqUity 1292% -612% -2431% -1920% 2264%
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Khmelnytskoblenergo Busmess Plan

Other Khmelnytskoblenergo financIal ObjectIves mc1ude

• Attractmg StrategIc Fmancml Investor(s)

• Debt / EqUIty of no more than 87%

• Average collectIOn penod of no more than 60 days

These key ratIos and many others are shown below

PROPRIETARY INFORMATION Do Not Dlalnbute
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Legal Structure and Ownership

Khmelnytskoblenergo IS a State Jomt Stock Company PriVatization IS earned out
accordmg to the Share AllocatIOn Plan approved by the State Property Fund
Order #1060 as of January 1, 1997 with changes mtroduced by the SPF Order
#486 as of March 13, 1997 The State holds 51 % of the shares with the
remamder sold or allocated to be sold to In the follOWing dlstnbutlon scheme

Share Allocation Plan

Page

State Shares
51%

Draft as of01 0998

Certificate
Auction Exchange

5% 4%

Commercial
Tender

20%

Company
Management

10%

Others
10%
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Khmelnytskoblenergo Busmess Plan

Management Team

Organization

Olexander Leomdovysch Shpak, 47 (General Director) Graduate of LVlv
Pohtechmcallnstltute In 1974 General Director since 2/1098

PageDraft as of0 1 09 98PROPRIETARY INFORMATION Do Not Dlatnbute
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Yuny Vasylyovych Guly, 52 (Deputy Director of Labor Safety) Graduate
Vlnnytsya Pohtechmcallnstltute In 1980 JOined Khmelnytskoblenergo In 1995
and has held hiS current position since JOining the company

Valery Vasylyovych Ivakha, 45 (Chief Engineer) Graduate Vlnnytsya
Pohtechmcallnstltute In 1980 JOined Khmelnytskoblenergoln 1995 and has held
hiS current position since JOining the company

Sergey Irkhln, 37 (Deputy Director of Economics) Graduate Vlnnytsya
Pohtechmcal InstItute In 1984 JOined Khmelnytskoblenergo In 1995 and took
over hiS present position In March of 1998

Nlkolay Kunlnets, 53 (Deputy Director of Energy Sales) Graduate of Vlnnytsya
Pohtechmcallnstltuteln 1978 JOined Khmelnytskoblenergoln 1995 and has held
hiS current position since JOining the company

Most ofKhmelnytskoblenergo'smanagementteam has been wIth the company for many
years and all but Mr Shpak have been wIth the company smce 1995 All have an mtense
mterest m seemg Khmelnytskoblenergo becommg vIable and profitable m the commg
years

Below IS a summary of Khmelnytskoblenergo'smanagementteam's background
and expenence

Khmelnytskoblenergo serves ItS customers over approxImately 34,431 kIlometers of
dIstnbutlOn and transmISSIOn hnes These hnes serve 168 SubstatIOns of whIch 148 are
pnmanly used to serve rural and agncultural customers

Company Location and FacIlities
Khmelnytskoblenergo'soperatlOnsare m the Khmelnytskly Oblast, whIch IS sItuated on
the border ofCentral and Western Ukrame The Oblenergo' s headquarters are located m
the town of Khmelnytskly, WhICh IS m the center of the Oblast temtory
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• Igor Yakovych Karpovych 30 (DIrector ofPlannmg) Graduate ofKhmelnytskIy TechnologIcal
InstItute m 1994 Jomed Khmelnytskoblenergo m 1995 and has served m hIS current pOSItIOn
smce June of 1998

Alexandr Dytyuk, 61 (Deputy DIrector of HR and SocIal Issues) Graduate Vmnytsya
Pohtechmcal InstItute m 1984 Jomed Khmelnytskobiellergo In 1995 and has held hIS
current pOSItIOn smce December of 1997

• Borys Vasylyovych KravIts, 52 (Head of SpecIal CollectIOns Group) Graduate of LVIV
Pohtechnical InstItute m 1972 Jomed Khmelnytskoblenergom February of 1998 m hIS current
pOSItIon

I
oShpak I

General Director

ADytyuk NKUl1Inels y Gu~ Vlvakha SIrktln
Deputy Director SOCIal Issues Deputy Director Energy sales Deputy Director labor Safe~ Chief Engineer Deputy Director EconIFlI1
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Figure 1 Khmelnytskohlenergo 1996 Orgam:atlOn

Khmelnytskoblenergo Busmess Plan

Both Mr Karpovych and Mr Kravits are participatmg m a semor management / key person
meetmgs and are conSIdered to be Important to the success of the plans outlmed m thIS plan

Other Key Employees
There are two key employees who are not members of the semor management team
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The MmIstry of Energy of Ukrame stIlI retams 51% of the common stock Here are the detaIls

Khmelnytskoblenergo Busmess Plan

These mdlvIduals mclude approxImately 800 employees of the Nuclear Power Plant and 400
representatIves of Mmenergo mstItutIOns not subject to pnvatIzatIOn

The state would retam ownershIp of 51 % plus one share Twenty (20%) percent of the
outstandmg stock was p1alU1ed for sale on commerCIal tender terms and the remamder would
be sold through publIc sale (pnvatlzatIOn certIficates and stock exchange sales)
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Share Dlstnbunon Number of
Shares

Mmenergo 1,715,528

Unsold 773,669

Legal EntItles 336,378

PartICIpants ofPreferentIal 235,465
Sales Process

PnvatIzatIon CertIficate 168,189
AuctIOn

Stock Exchange Sales 134,551

Of the ongmal 4500 Khmelnytskoblenergo employees that purchased shares as of thIS date only
1 900 retam the shares In then posseSSIOn Most of these sold shares went to the 25 legal
entItles that are now regIstered shareholders of Klunelnytskoblenergo stock

The preferentIal sale of shares had to consIst of 5% to be sold to management of
Khmelnytskoblenergo for cash FIve (5%) percent to Khmelnytskoblenergo management for
pnvatlzatIOn certIficates and 10% to persons entItled to partIcIpate m thIS process

Prmclpal Stockholders
Accordmg to the Share AllocatIOn Plan Khmelnytskoblenergo began wIth a Statutory Fund
(Share CapItal) amount of33,637,800 UAH Shares were then Issued at a par value of 10
UAH The amount of shares avaIlable for dlstnbutIOn was 3,363,780
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I
I Khmelnytskoblenergo Busmess Plan

I A al Share Distribution

I
I Pnvat_ CertJflCatn

5'lEt

Pnlf_Sa/e

I 7'lEt

Legal EntrtJes
10%

I Mlnen rgo
51

I
I
I
I TOTAL 3,363,780
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• ReSIdential

• IndustrIal

• State Budget supported

• AgrIcultural
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• Local Budget supported

• In 1997 the gross electrIC power usage for consumptIOnand export ofUkrame was 176 9 bIllIon
kWh

• The domestic market consumed 134 4 bIllIon kWh m 1997 This was a decrease of 4% from
the 1996 demand and an 11% reductIOn from 1995s total usage

Khmelnytskoblenergo Busmess Plan

Target Market
Khmelnytskoblenergo's target market IS clearly those customers that reSide Inside theIr

servIce area WhIle Khmelnytskoblenergo IS allowed to apply for an IES hcense for servIce

outSIde ItS own area the company has no plans at thiS tIme to enter that market segment The

company plans to mamtam Its clear and dIrect focus on mcreasmg sales and profit margms

wlthm ItS own servIce area

Customer Profile

The Khmelnytskoblenergo customer can fall mto one of the key categones lIsted below

Summary
Khmelnytskoblenergo has pnmanly focused on the sale and dlstnbutlon of electnc energy to

the customers m Its service area Tlus market IS expected to grow slowly over the next two

years but then begm a rapid expanSIOn as the UkrainIan economic SituatIOn Improves

Industry AnalysIs
• As of 1997 the total Installed capacity ofthe electnc power productIOn faClhtIes In Ukrame was

178 bIlhon kWh

Market AnalysIs

I
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• Other

Khmelnytskoblenergo Busmess Plan

Under the rules of the Energomarket Members Agreement Khmelnytskoblenergo should be
receIvmg a transIt fee from the IES usmg the Oblenergo's hnes to serve a customer ThIS fee
should be paId monthly and In cash Currently thiS fee IS rarely paId In cash and m some
cases not paId m full at all In thIS SItuatIOn Khmelnytskoblenergo not only loses a cash
paymg customer but also loses the cash It IS due for transIt fees due from the IES

Major Competitors and Participants
WhIle the overall market for energy m Ukrame has declIned usage m the area served by

Khmelnytskoblenergo has mcreased steadl1y smce 1995 However, wIth the mcrease of use

has not come an Increase m percent ofcash collected by Khmelnytskoblenergo Normally

thIs would be classIfied as an operatIOnal Issue and not one of market competItIon However,

competItIOn for cash paymg customers has resulted m a loss ofmany of these enterpnses to

servIce by an IES Those customers that Khmelnytskoblenergo no longer serves were those

that could, and often dId, pay cash for electnclty delIvered The loss of these customers

means a loss m cash collected and a much reduced cash flow to the company Therefore, the

company chooses to vIew the loss ofservIce to one of these customers as competItIOn and a

duect threat to Its short term vIabIlIty
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Khmelnytskob1energo has conscIOusly decIded not to Ignore any of Its customer segments
WhIle many Oblenergo's see mdustrIal customers lost to IESs or State and Local Budget
customers as "lost causes", Khmelnytskoblenergo VIews them all as Important to the
VIabIlIty of the company m the Immediate time frame and the long term future
These "lost cause' customers can be further defined by the followmg characterIstIcs

• The mdustrIal customers that can currently pay cash for electrIC servIce are

Khmelnytskoblenergo Busmess Plan

Market SegmentatIOn

Primary Independent Energy Suppliers

As of June 1998
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Independent Supplier Volume of

delIvery, kWtHr

UkraInIan Energy Consortmm 6,118,434

CorporatIOn 703,856
"Ukrzarublzhnaftagaz"

CJSC "Promenergocomplex ' 1,010,000

JSC "Ukrgasprom" 273,203

KIev, Ltd 282,916

Chornobyl NPP °
SJSEC "Dmstrohydroenergo" 6,000,000

NAEC ' Energoatom" 650,000

Electrobudmvest 450,000

JV"UkrRos 532,172

Total 16,020,581

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



Product I Service Offermg

Khmelnytskoblenergo Busmess Plan

As the data m AppendIces #1 and #2 mdIcates the spread of customer type IS broad m
both terms of usage and debt owed

Projected Market Growth and Market Share Objectives

Khmelnytskoblenergo expects that energy usage wIll mcrease approxImately 20%
between 1998 and the end of the year 2000 The company IS targetmg a market share of
90% by the end of the calendar year 2000
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those that
most lIkely be vIable and profitable companIes m the future

• The mdustnal customers that can currently pay cash for electnc servIce are
those that WIll most lIkely survIve the mdustnal shake out to come and WIll
therefore be those most lIkely to be mfluentIaI m local and regIOnal polItICS and
polIcy settmg Both of these areas WIll be of great Importance to
Khmelnytskoblenergo as tanffs begm to mcrease as they more closely track true
costs of servIce The Oblenergo clearly sees the current and future need for the
polltIcal support of these large and mfluentIal customers Servmg IS a way to
bUIld that support

• Currently the State and Local Budget customers pay very lIttle If any cash for
electncIty consumed ThIS SItuatIon IS out ofthe control ofthe company and not
lIkely to change soon However, Khmelnytskoblenergo sees the need today to
stay close to these customers for polItICal reasons stated above and for other
ObjectIves of a more near term value For example Momtonng the usage of
Budget customers to see that budgeted usage gUldelmes are not exceeded ThIS
does not produce any more cash but does see that the overall debt by the State
to the Oblenergo does not mcrease beyond what IS budgeted A clear benefit to
the company

Product I Service Summary

Khmelnytskobienergols m the busmess of deltvenng electncIty to current and potentIal
customers III a manner that SUIts the needs of those customers GIven the WIde range of
customer types thIS means that the company must take what IS essentIally a genenc
product (electnclty) and craft Its delIvery mto a umque product for each customer or
customer type
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Khmelnytskoblenergo Busmess Plan

• Planned reVIew of current dlstnbutIOn system to spot areas of above average techmcal
loss

Labor Force

The labor force comes from the Khmelnytskty Oblast area There has been no problem fillIng the

• Increase mspectIOns m rural areas where theft IS the htghest

• Increased mspectIOns of reSIdentIal meters m larger towns to detect and stop nonpayment

• Cash award mcentlve plan that mcludes targets for reductIOns m techmcal and
commercIal losses
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• Increased meter mspectIOns to reduce faulty meters as a cause of commercIal losses

Khmelnytskoblenergo IS draftmg plan to begm carefully momtonng such thmgs as

• Load of large apartment/office bUIldmgs and measunng use agamst payments

• True load of mIcronet servIce offof large mdustnal substatIOns

• Number of mlcronet customers and plan for dIrect connectIOn to Oblenergo dlstnbutIOn
system WIth mdlvldual metered servIce

Product I Service Umqueness

The followmg are umque features that Khmelnytskoblenergo can dehver vs the IES
competItIon

• Khmelnytskoblenergo IS m a umque posItIOn to provIde daIly contact WIth the
largest mdustnal or agncultural customers to meet theIr changmg needs

• Khmelnytskobienergois m a umque posItIon to provIde energy consultmg servIces
to large mdustnal, agncultural or budget customers TIns abIlIty puts the Oblenergo
m the forefront of helpmg these customers meet the demands of then changmg
mdustnes whIle at the same tIme provldmg mformatlon back to the Oblenergo for
future plannmg

• Khmelnytskoblenergo IS m a umque poSItIOn to become experts In the mdustnes
and busmesses they serve ThIS puts them m the forefront of customer service,
whIch WIll be mcreasmg m demand from the largest customer segments

These features are not necessanly umque or patented but do gIve Khmelnytskoblenergo a
propnetary-lIke advantage when competmg agamst IESs

Operational Improvement

Khmelnytskoblenergo has embarked m recent months on a program to reduce losses both
commercIal (theft) and techmcal The goals of Khmelnytskoblenergo's program ofloss control
can be summanzed as follows
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Marketmg Plan

Khmelnytskoblenergo BusIness Plan

Creating and Maintaining Customers

As IS traditIOnal WIth electnc dlstnbutlon companIes, Khmelnytskoblenergo has a very high
customer retentIOn rate However, theIr customer loss to lESs has Increased dramatically In the last
12-18 months It IS the reacqumng and retentIOn of these cash paYIng customers that IS the pnmary
focus of the companies marketIng plans

The company IS currently Involved m an extenSIve review of all ItS largest customers and
developmg IndIVIdual plans for reacqUISItion or retentIon

• DetaIled evaluatIOn of cost of servICe to each class of customer

• ASSignment ofoverhead and certam fixed costs to the appropnate customer class

• ASSignment of certam advertlsmg and sales expenses to the appropnate customer class

• Development of cost based tanffs usmg the above stated market-segment costs

The above approach to pnCIng WIll Insure that each customer segment IS paymg full cost ofservIce
It wIll also put the company m a more competItIve pOSItIon WIth large mdustnal customers as theIr
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Product Pricing Strategy

Khmelnytskoblenergo IS reqUIred to base Its tanffs on the formulas Issued and approved by the
NatIOnal Energy Regulatory CommiSSIOnofUkrame Currently the allowed tanffls too low to fully
recover fixed and varIable costs and proVIde for a reasonable profit The company fully belIeves
that thIS SItuatIon Will change m the future and IS therefore dlscussmg strategies for pncmg that wIll
put It In a very strong pOSItlon vs the competItIOn

Founded on a market-segment-basedapproach thIS prIcmg strategy by Khmelnytskoblenergoworks
as follows

need for laborers The employment pool In the KhmelnytskIY Oblast area IS suffiCIent to meet the
current and future needs of Khmelnytskoblenergo Employee turnover IS very low LIke all
Oblenergos In UkraIne, Khmelnytskoblenergo has a labor force whose average age IS skewed
toward the normal retIrementage Fully 10%-15%ofthe total employees are at or beyond normal
retIrement age In addItIOn, the company feels that the educatIOn and expenence of Its employees
IS weIghted to heavIly towards the techrucal SIde ofthe bUSIness The company clearly sees the need
for more people to work In the sales, collectIOn and meter readmg dIsCIplInes

In order to Improve tills SituatIOn the company IS currently engaged In a reVIew of Its organIzation,
the outcome of which wIll be a plan to reorganIze to shift people from current pOSItIOns to those
that can better support the plans of the company ThIS effort IS expected to be completed by the 2nd

Quarter of 1999
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Khmelnytskoblenergo Busmess Plan

Public Relations Recently the company began plannmg a Pubhc RelatIOns program that wIll
greatly Improve Its ablhty to get their message out to the customers and pubhc at large Once
Implemented, thIS effort WIll greatly Improve the company's abIlIty to qUickly and effiCIently
communIcate WIth ItS customers VIa the mass medIa

cost of servIce IS usually lower on the per kWh basIS than other customer types

Havmg gone through thIS detaIled allocatIOnexerCIse the company WIll be In a much better pOSItIOn
to plan future expenses or target cost reductIons as theIr true affect on downstream customer costs
can be calculated

Traveling Road Show Khmelnytskoblenergohas dIscussed plans for the General DIrector WIth
support from selected Deputy Directors to hold "town-hall " meetmg m the major towns the
company serves It IS envlSloned that these meetmg WIll allow the Oblenergo to present the
situation m the Ukrame energy sector face-to-face WIth Its customers whIle allowmg them to ask
questIOns and receIve ImmedIate answers

Industry Retreats Anotherumque promotIOnal, strategy are the mdustnal retreats currently m
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PROMOTIONAL STRATEGY

Khmelnytskoblenergohas utilIzed a blend of promotIOnal actiVitIes over the past year to Improve
the effectiveness of theIr cash collectIOn efforts and commumcate service and tanff Issues to Its
customers The company's promotIOnal tactICS are qUIte dIfferent from Its competitors Here are
the current and planned promotIOnal actIVItIes

AdvertiSing Khmelnytskoblenergo conducts a small amount of Image and brand awareness
messagmg m the local news publtcatIOns The company has also been expenmentmg with radIO and
TV announcements

Product Positioning

Khmelnytskoblenergohas detenmned, based on ItS extenSIve knowledge ofthe customers, that the
number one ofobjectIve ofthe average electnc customer IS relIable servIce Second IS paymg a farr
pnce for value receIved m that servIce Khmelnytskoblenergo belIeves that the best way to meet
those needs IS somewhat different for each major customer segment These are

• Industnal Customers-True allocatIon ofcost of servIce and close contact wIth the customer
leadmg to mcreasmg knowledge of the customers mdustry and reqUIrements

• Large Agncultural Customers- True allocatIOn ofcost of servIce and close contact wIth the
customer leadmg to mcreasmg knowledge of the customers agncultural segment and
reqUIrements

• State and Local Budget Customers-True allocatIon of cost of servIce and close contact wIth
the customer leadmg to mcreasmg knowledge of the customers needs and future usage plans

• ReSIdentIal-Improved bIllmg and meter readmg Improved customer service WIth greatly
Improved customer contact arrangements
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Khmelnytskoblenergo Busmess Plan

5-Year Balance Sheet (AppendIces D and E)

The projected finanCIal pOSItIOn as of the end of each fiscal year m the plannmg penod are m the
sectIOn that follows

5-Year Income Statement (AppendIx C)

The projected operatmgresults for the multI year plannmg penod are shown below m the pro-forma
mcome statements

Cash collectIOn budgets for the multI year plannIng penod are show m the sectIOn that follows
After year 1, the cash forecast shows pOSItIve cash balances WIthout the need to borrow
addItIOnal funds The 12 month cash budget for year one IS also shown m the sectIOn that
follows
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Cash Budgets (ApendIces

Internet Khmelnytskoblenergo has m the works a plan to Implement Its first home page on the
web In addItIOn to bemg used as a dIstnbutIon vehIcle for news and mformatlon the company IS
wants to eventually expand these efforts to mclude customer data access through the Internet ThIs
would then become another servIce product the company could offer

Fmanclal Plan and AnalySIS

the plannmg stages at Khmelnytskoblenergo These retreats are planned around energy related
tOpICS that are ofmterest and use to the mdustnalleaders m the Oblast These gathenngs not only
provIde an excellentOPPOrtunIty for Khmelnytskoblenergoto serve the customerbeyond delIvenng
kWh but also allows the Sales departmentpersonnel to meet wIth the customer outsIde theIr normal
office settIng
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ApPENDIXB

VINNITSAOBLENERGO

BUSINESS PLAN OUTLINE

-------HaglerBaI11y -------
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Suggested Outline for VmnItsaoblenergo Busmess Plan

StrategIc Framework
MIssIOn Statement
Corporate VISIOn
Corporate ObjectIves

Letter from General DIrector

IntroductIOn and Company HIstOry

Background InformatIon
IntroductIOn
Customer ReqUIrements
Customer ServIce
ServIce DelIvery

Oblenergo SpeCIfics
FaCIlItIes
OperatIOns
Human Resources
Technology
EnVIronment
Fmancial

Focused Planmng
Load Forecast
FacIltties Management
OperatIOns Management
Personnel Management
TeLhnology Management
EnVironmental Management
Fmanclal Management

External Factors Influencmg OperatIOns

DetaIled Fmancial Forecasts
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MISSION STATEMENT

Vmmtsaoblenergo's miSSIOn IS "to proVide for the safe, contmuous supply ofhigh qualIty electnc
energy adequate for the needs and future economic development of the Oblast and to promote
economy and efficIency m the dlstnbutIOn, supply, sale, and use of power "

AdditIOnal text can be added to address competitIOn and envIronmental Issues

CORPORATE VISION

"to evolve as an InnovatIve utilIty, provldmg supenor service to ItS customers at reasonable tanff
levels"

CORPORATE OBJECTIVES

Contnbute to the economIC development of the Oblast and the well bemg of the people of
Vmmtsa pnmanly through the exercise of sound busmess practIces With a goal ofmamtammg a
strategic advantage through competitive tanffs

Ensure that customers receIve a rehable supply of high qualIty electnc energy

Ensure that customers receive high qualIty customer servIce m theIr mteractIOns With
Vmmtsaoblenergo

UtIlIze new technology to Improve operatmg effiCIency and customer servIce

Create a work enVIronment whIch encourages the attractIOn and retentIOn of excellent employees

Promote the effiCIent use of electflcIty through conservatIOn and energy management techruques

Enhance external mterconnectIOn actIVItIes for the contmued benefit of Oblast customers

Manage the enterpnse m a manner whIch IS senSItive to health, safety, and the enVIronment

Mamtam the confidence of the financIal communIty

ProVide reasonable financIal returns to mvestors

(All ofthe above can be modIfied, deleted, or supplemented as reqUired)
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LETTER FROM GENERAL DIRECTOR

Letter could mclude operatIon as aJomt stock company, meetmg the challenges of the 21st
century, focus on customer servIce, changmg operatIons to meet customers' needs, etc

ThIS should serve as the DIrector's opportumty to dIrectly commumcate WIth a broad audIence,
WhICh mcludes

Employees
Customers
Government
Investors
PublIc

The letter can also explam that thIS FIrst busmess plan ensures open accountabIlIty to all entItles,
proVIdes focused plans load forecasts, mternal and external mfluences, and finanCIal analySIS
and forecasts It should be the one comprehensIve document whIch allows everyone to
understand the Issues facmg the Oblenergo

INTRODUCTION AND COMPANY HISTORY

Include the hIstOry of the Oblenergo from ItS begmnmgs, any sIgmficant events, major changes
and addItIOns to the system, the reorganIzatIOn from the parent Energo m 1995, and any other
data whIch would gIve readers an histoncal perspectIve If the Oblenergo

ThIS sectIOn should also descnbe the roles ofMmenergo and NERC and theIr respectlve
operatIOnal and regulatory functIOns

Areas whIch could be addressed

When dId electncity come to Vmmtsa?

When was the power gnd mtegrated?

What generatIOn sources were developed?

CorrelatIOn between supply and demand
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New approaches to operatIOn and management

BACKGROUND INFORMATION

Map of system showmg
TransmISSIon system WIthm and servmg Oblenergo
GeneratIOn (as appropnate)
InterconnectIons

ExplanatIOn of
How customers' dIverse needs must be met mstantaneously
How systems work
Changes m customer demand
Sources of power
Geography and demographIcs

Electncity ReqUIrements
DefimtIOns ofDemand and Energy
Reasons that they dIffer
Peak penods
Graphs of peak demands, temperatures, and correlatIOn

Managmg Customer ReqUIrements
Load Forecastmg
Resource Plannmg
Supply RelIabIlIty
ServIce RestoratIOn
PublIc Safety
ServIce QualIty
Future Supply
Energy EffiCIency
Envlfonmental ResponSIbIlIty
Economic Development
EffiCient Management
SocIal and Commumty Involvement
Customer CommUnICatIOns
Pnce ofElectncity

DelIvery of ServIce
Company OrganIzatiOn (charts, tables, etc)



Normally for a vertIcally mtegrated utlhty, dIsplay a chart shoWing all generatmg statIOns

VINNITSAOBLENERGO FACILITIES

Each sectIOn should have a detal1ed descnptlOn of the Issue

Utlhty RegulatIOn (NERC)
CompetItIOn (lES)

RoleFuelDate m ServIce CapacIty (MW)

DISTRIBUTION SYSTEM
Dehvery to customers
Numberofkm
Voltages
Sub-statIOns
Rehablhty
Investment

Integrated Resource Plan
Fuel mIX
EnvIronmental consIderatIOns
Demand SIde management (DSM)
External reqUIrements and opportumtles
Mamtenance Issues
Status of faclhtles
Development lead tIme

TRANSMISSION SYSTEM
InterconnectIOns
Oblenergo system
Numberofkm
DIfferent voltages
DeSIgn cntena
Rehablhty
Investment

StatIOn
LIst all
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VINNITSAOBLENERGO-OPERATIONS

Mamtenance Programs
GeneratIOn
TransmISSIOn
DIstnbutIOn
Velucles and eqUIpment
BUIldmgs
Secunty

Management of the busmess
AcqUISItIOn and retentIOn ofcustomers
Management of resource acqulSltIOns
TransmISSIOn and dIstnbution of electncity
ConstructIOn and mamtenance
OperatIOnal support functIOns
Management procurement

Management IS responSIble for managmg all of these functIOns mcludmg the technIcal, FmancIaI
and human resource aspects, both mternally and externally

Busmess Process Improvements

Customer ServIce OrganIzatIOn
Facl1It1es
People
Locations
ServIce optIons
Management recommendatIons

Industnal Customer ReqUIrements
CommUnICatIOn
Personal responslbIllty
InformatIOn shanng
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Contract admInIstratIOn

InformatIOn can also be proVIded on customer satIsfactIOn, areas for Improvement, plans for
changes, customer mfonnatlOn programs, etc

VINNITSAOBLENERGO - PERSONNEL

DescnptIOn of Workforce
Number ofemployees

ProfessIOnal
Techrucal
Trade
AdmInIstratIve
SupervISOry

Employee Development
Trammg
EvaluatIOn
Advancement OpportunItIes

Employee RelatIOns

Employment EqUIty

Health and Safety

SOCIal Programs

VINNITSAOBLENERGO - TECHNOLOGY

Background
ImtiatIves
InfonnatIOn Systems
Advanced T & D Systems
Software Development
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CommUnICatIOns Improvements

Any technologIcal Improvements Implemented aor planned should be mcluded m thIS sectIOn

VINNITSAOBLENERGO - ENVIRONMENT

EnvIronmental Polley Statement

LeadershIp

Standards and gUIdelInes

AudIts

EnVIronmental ProtectIOn

EnVIronmental PartnershIp wIth larger commumty

Regulatory reqUIrements

Management AccountabIlIty

AccomplIshments

VINNITSAOBLENERGO - FINANCIAL

Background

CredIt ratmgs

Debt Management
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Tanff structure (show charts and graphs for all customer classes)

CapItal and Mamtenance expendItures

Cost Control

Accountmg PolICIes

FmancIaI reports ( ReceIvables, debts, contractual oblIgatIOns)

Balance Sheets

Income Statements

Other finanCIal oblIgatIOns or opportumties

FOCUSED BUSINESS PLANNING

In each of these sub-sectIOns, all forward lookmg planmng actIvItIes should be descnbed m
suffiCIent detaIl to gIve the reader an understandmg ofthe Importance and magmtude of each
mltlative

Load Forecastmg
PrOjected growth of all customer classes ( show histoncal growth chart)
Rate of populatIOn growth
New homes, apartments, and busmesses
New electrIC applIance addItIons
Weather condItIOns
Impact of energy effiCIency measures
Gross domestIC product
Industnal growth
Pnce/demand relatIOnshIp

FaCIlItIes Management
Integrated resource plannmg
DSM
Energy plamung needs
CapaCIty needs
System operatIOns opportumties
CooperatIve plannmg
TransmISSIOn Improvements
DIstnbutIOn Improvements
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All of these areas should be addressed to mdicate the level of expected actIvIty, the results
antIcIpated, and the overall Impact on the company

OperatlOns Management
General operatlOn
EfficIency Improvements
ReqUIred mvestments
System operatIon and mamtenance T&D
Busmess process Improvements
Contract admIll1stration and renegotiatIon
SpecIfic project Improvements and/or additlOns
COmpetItIon
Customer ServIce
OperatIOnal competency

Personnel Management
DetaIl plans to sustam qualIty staff m the company
Updatmg skIlls and competencIes
Workforce fleXIbIlIty
Performance based compensatlOn
IncentIves
Safety recogmtIOn
Employee mvolvement

Technology Management
Key mltlatives
System enhancements
Research and development
InformatIOn technology
Busmess process Improvements

EnvIronmental Management
DetaIl of future plans and contmued complIance and leadershIp
ResponsIble dIsposal of waste products
AIr and water qualIty
Fuel storage
SpIll clean up procedures

Fmancial Management
Tanff stabIlIty
CapItal and operatmg expendItures
Sale ofcompany shares
Sales forecasts
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Revenue expectatIOns
ExpendIture restramt
DepreCIatIOn
Income
FmancIaI targets
Fuel and purchased power costs
Fmancmg charges
Borrowmg reqUIrements
Balance sheets, mcome statements, and changes m financial pOSItIOn
Accountmg polICIes
Tax complIance

Show detaIled plan for financial plans mcludmg all known and measurable data

Graphs and charts should be used to Illustrate finanCIal hIStOry and projectIons

External Factors Influencmg OperatIons
Industnal growth
ForeIgn exchange
Interest rates
InflatIon
Vanable costs
Adequate tanff allowances
Weather
Governmental polICIes
CompetItIOn

LIst all other known external mfluences and how management plans to meet the challenges
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ApPENDIXC

GENERIC

BUSINESS PLAN EXAMPLE

------HaglerBaI1ly------
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100 kmgs Highway
Mvrtle Beach SC
02809
Telephone (800) 234
9798
mfo@golftech com
Contact Fred Phillips
CFO

GolITech, Inc.

••••••••••

GolfTech Business Plan

PROPRIETARY INFORMATION Do Not Dlstnbute
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The bUSiness IS mcorporated m the state of Delaware as a C Corporation and the stock IS closely held by
Mr Adams and hIS famJly

GolITech Business Plan
Performance EnhancIng Clubs
Executive Summary

Page 1

Type of BUSiness
GolfTech Inc IS a deSigner manufacturer and dIstributor of expertly engIneered golf clubs Golffech has
been operatmg In thIS capacity SInce 1991 The company manufactures a Ime of high tech woods Irons
and a putter

Company I BUSiness Summary
Founded five vears ago by Ralph Adams GolfTech has enjoyed excellent growth m sales and earnmgs
The mltlal growth was fueled by the success of FaIrway Pro a product deSigned by the founder Ralph
Adams and the company's chief engmeer John Grant As an engIneer and an aVid golfer Ralph had the
VISIOn to deSIgn hIgh performance clubs for the average golfer The company mltlally mtroduced a multi
functIOnal golf club that enhanced performance while replacmg several clubs m the golfers bag With the
InItial acceptance of the FalrwayPro the company expanded ItS engmeermg department to deSign an entIre
set of clubs to gIve Its target customer a full set of clubs With the best prICe and performance on the market
The busmess IS In Its fifth year of operatIon and IS on the verge of a new product transItIon and major
faCIlity expansIon to meet the Increased domestIC demand for product sales and planned internatIOnal
expanSIOn

Golffech IS a manufacturer of expertly engmeered golf clubs The Golffech clubs utIlIze a hIgh tech
desIgn to Improve a golfer's SWIng, accuracy and dIstance and are targeted at the average golfer The
company IS expandmg ItS productIon facIlIties and wIshes to raIse $1 mIllIon In new capItal

Golffech was founded five years ago by Ralph Adams It IS mcorporated and located m the state of South
CarolIna and the corporation IS closely held by Mr Adams and hIS famIly In the last two years ItS
domestIc sales growth has Jumped over 25% whIle mternatlonal sales have been mSlgmficant In the past 6
months Golffech sIgned two major agreements wIth InternatIonal affilIates to dIstrIbute Its products
overseas As a result of these agreements sales In the mternatIOnal market wIll accelerate and add to the
domestIc sales momentum, thus requmng Golffech to Increase ItS production capacity

Golffech has several Important competItIve advantages

Semor management have sIgmficant bUSIness experIence m addltJon to a passIon for golf

Golffech has a reputatIon for very hIgh qualIty and recently achIeved ISO 9000

Golffech has consIstently set and achIeved finanCial measures m the areas of lIqUIdIty
mventory management and profitabIlIty and IS positIOned well for future growth

GolfTech has neglIgible long-term debt

Golffech IS a closely held corporatIOn wIth the potential to raIse additIonal equity funds
WhIle the founder wants to mamtam a majorIty control he IS Interested 10 ralsmg capital
by seilIng stock to management key employees and area busmess people and mvestors

PROPRIETARY INFORMATION Do Not Dlstnbute
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GolfTech Inc Business Plan

Financial Objectives
Untl1 now GolITech has funded all of Its growth Internally and through owner s eqUity The company IS
now pOIsed to post large sales and profitablhty gams over the next several years as IS demonstrated by the
followmg chart The company IS confident that these numbers can be accomplished based on ItS superior
product posItion strong financial position seasoned management and perhaps most Importantly ItS

successful track record over the past five years

I
I
I
I
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Golffech Inc Business Plan

Sales and profits grow as a result ofexpansIOn mto foreIgn markets and contmued domesllc sales
growth

Management Overview
GolITech has had very stable management over the past 5 years The founder Ralph Adams has assembled
a seasoned team of professIOnal managers Two of the managers, the CFO and the VIce President of
Manufacturmg, have track records whIch mclude fast growmg companIes and the expenence of takmg
these compames publIc

In 1995, the company Implemented a more structured orgamzatlon PrIor to thiS, the company successfully
operated wIth a small company start-up mentahty wIth basIcally everyone reporting to Ralph Adams, the
founder Ralph decided to remove himself from the day to day operations and devote his entire efforts to
new product development, hIs real passIOn Ralph has entrusted the operating control to hIs daughter, Mary
Adams a seasoned manager who helped estabhsh the manufactunng process at GolITech before takmg a
semor level posltlon for a leading Fortune 500 company The current orgamzatlOn IS now bener structured
and accustomed to meetIng monthly commItments and staymg wlthm budgets The company managed to
make thIS change Without substantIally altermg the mfonnal culture that make GolITech a fun place to
work

Product I Service and Competition
The Golffech product lIne IS umque because of ItS patented deSign features These umque product features
promote accuracy and dIstance As the sales hterature and advertIsements state, 'for about the pnce of a
traditIOnal (mId-prIced) club the average golfer can Improve theIr golf game WIth the superIOr deSIgned
GolITech club' The clubs allow for what some golfers call maximum forgIveness" It SImply means that
you can make a less than perfect SWIng but still make a great shot because of the Golffech deSIgn The
Golffech club gIves the average player the confidence and consistency that makes golfing enjoyable The
clubs make the game more enjoyable by mInimiZIng the problems caused by mIs-aligned, off-centered
shots They are speCIfically deSigned to gIve more dIstance on drives WIth less effort and have a deSIgn
feature that helps the golfer self-correct swmg flaws whIle practlcmg

GolITech has been extremely effectIve at promoting Its message at the grass root levels That message has
been effectIvely communicated In ItS domestIC market and GolITech IS ready the commUnicate the sales
message to the European and Chmese markets

The competitIOn m the hIgh tech club market comes from a variety of sources

TradItIonal competitIon comes from the leading sportmg goods like WIlson and Spaldmg
These suppliers have established channels ofdIstrIbutIOn and hIgh prIces, but theIr
product value IS perceived to be relatIvely poor

Emergmg competitors mclude club deSIgners like Callaway and Taylor Made These
companIes have deSigned products of very hIgh qualIty and have a cult followmg among
their buyers The products are extremely expensIve

GolITech has deSigned an entire set ofclubs that offer many of the same hIgh quality features of the
emergmg club deSigners, but they have three very Important dIfferences

they appeal to the largest segment of golfers - the average sconng golfer Unlike the hIgh
prIced, high tech clubs of Callaway and Taylor Made, the GolITech deSIgn IS speCifically
geared to the average golfer

the clubs whIle expenSIve at $900 for a complete set are priced at 40% less that the
competitIon

I
I
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Golffech Inc Business Plan

the products have been very successfully marketed at the grass roots' level

Funds Requested
The amount of funds needed IS $1 mllhon whIch wIll cover the construction of addItIonal production space
and the purchase ofeqUIpment ApproxImately $750 000 wIll be needed for constructIOn whIle the
remammg $250 000 wIll be used for equIpment purchases The plan IS to finance the $1 millIon expansIon
wIth 50 % debt and 50 % equIty ApproxImately $500 000 will be raIsed vIa a stock offermg to semor
management key employees and Illvestors III the local area The remaInIng $500 000 will be financed VIa
a five year bank loan As securIty for the loan, GolITech can offer the collateral of eqUIpment and
accounts receIvable

Use of Proceeds
The $1 mIlhon of new capItal wIll be used to finance the expansIon of the production facilIties and the
purchase of new eqUIpment

EXit
GolITech's management team IS commItted to the growth plan as outlIned In thIS plan By prlmanly sellIng
stock to Its employees GolITech vIews thIS action as a great opportumty for Its key employees to purchase
shares at a substantIal dIscount Ralph Adams IS commItted to takmg the company pubhe before the end of
the five year penod Based on the projected plan that GolITech s management has assembled and are
commItted to the company forecasts a valuatIOn of$50 mllhon dollars m the year 2000 thIS valuatIon
WIll produce a greater than lOx return on thIS stock purchase

I
I
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GolITech Inc Business Plan

Management Overview
Golffech has had very stable management over the past 5 years The founder, Ralph Adams has assembled
a seasoned team of profeSSional managers Two of the managers, the CFO and the Vice PresIdent of
Manufacturmg, have track records which mclude fast growmg compames and the expenence of takmg
these companies pubhc

In 1995, the company unplemented a more structured orgamzatlon PrIor to thiS, the company successfully
operated With a small company start-up mentalIty With basically everyone reportmg to Ralph Adams, the
founder Ralph deCided to remove himself from the day to day operations and devote hiS entrre efforts to
new product development, hIS real passIon Ralph has entrusted the operatIng control to hiS daughter, Mary
Adams, a seasoned manager who helped estabhsh the manufactunng process at Golffech before takIng a
senIor level posItion for a leadmg Fortune 500 company The current orgamzatlOn IS now better structured
and accustomed to meetmg monthly cOlmmtments and staymg wlthm budgets The company managed to
make thiS change Without substantlally altenng the mformal culture that make GolfTech a fun place to
work

Product I Service and Competition
The GolITech product lme IS umque because of Its patented deSign features These umque product features
promote accuracy and dIstance As the sales lIterature and advertisements state, "for about the pnce of a
traditional (mld-pnced) club, the average golfer can unprove therr golf game With the supenor deSigned
Golffech club" The clubs allow for what some golfers call "maxImum forgIveness" It SImply means that
you can make a less than perfect swmg but still make a great shot because of the Golffech deSign The
GolfTech club gives the average player the confidence and consistency that makes golfmg enjoyable The
clubs make the game more enjoyable by mmunlzmg the problems caused by mIs-alIgned, off-centered
shots They are speCifically deSigned to give more distance on dnves With less effort, and have a design
feature that helps the golfer self-correct swmg flaws whIle practIcmg

Golffech has been extremely effectIve at promotmg Its message at the grass root levels That message has
been effectively commulllcated m Its domestic market and GolfTech IS ready the commumcate the sales
message to the European and Chmese markets

The competItIon m the high tech club market comes from a vanety of sources

TraditIOnal competitIon comes from the leadmg sportmg goods lIke Wilson and Spaldmg
These supplIers have establIshed channels ofdIstrIbutIOn and hIgh pnces, but therr
product value IS perceIved to be relatively poor

Emergmg competitors mclude club deSIgners hke Callaway and Taylor Made These
companIes have deSIgned products of very hIgh quahty and have a cult followmg among
therr buyers The products are extremely expenSIVe

GolfTech has deSigned an entrre set ofclubs that offer many of the same hIgh qualIty features of the
emergmg club deSIgners, but they have three very Important differences

they appeal to the largest segment of golfers - the average scormg golfer UnlIke the high
pnced, hIgh tech clubs of Callaway and Taylor Made, the GolfTech deSIgn IS speCifically
geared to the average golfer

the clubs, while expensIve at $900 for a complete set, are pnced at 40% less that the
competition

the products have been very successfully marketed at the "grass roots" level

Sales and profits grow as a result ofexpansIOn mto foreIgn markets and continued domestIC sales growth

I
I

PROPRIETARY INFORMATION Do Not Distribute Page 5 5



I
I
I
I
I
I
I
I
I
I
I
I
I
I

GolfTech Inc Busmess Plan

Identification of Market OpportUnity
GolITech estimates that the overall market for the sale of golf clubs IS groWing at about 5% domestically
and 11% internatIOnally The specific market that GolITech's products address IS growing at a much faster
rate than thIs Golffech's management IS confident that It will be able to match ItS above average growth of
25-30% over the next five years

GolITech's products appeal to the sweet spot of the golfmg public WIth over 35 mIllion golfers m the
Umted States over 90% of these golfers vIew theIr golfing skIlls as "average' The GolITech product Ime
offers sate of the art product desIgn that IS specifically designed to the average golfer Rather than
desIgning clubs for profeSSIOnals Ralph Adams established the company's products to meet the number
one objectIve ofgolfers greater enjoyment of the game The products have enjoyed substantIal success
over the past five years as buyers have established the same type of cult followmg for GolITech as scratch
golfers have for Callaway

GolITech has also capltahzed on the smgle bIggest market sIze expansIon of the golfing market m the past
decade Ralph Adams recognIzed the growing trend of upscale women golfers and capItalized on thIS trend
from the very begmnlng The company manufactures a complete set of women's clubs which umquely
explOIt the GolfTech advantages whJ1e addreSSing the specIfic needs ofthe average woman golfer

ThIS fiscal year represents a crossroads for GolfTech In three respects

the company IS launching an entirely new set of tltamum based clubs which have receIved
accolades from Its current customers and new prospects

ItS mternatlonal expansion Into Europe and China represents the biggest opportunity for the
company since ItS foundmg

ItS new management structure IS now geared to explOit these opportunities

In the fourth quarter of last year GolITech entered Into two major export agreements The first IS with
SportsEurope a sportmg goods distributor WIth sales offices throughout Europe The second SIgnificant
agreement IS with Commonwealth Traders of Hong Kong

The agreement With SportsEurope mvolves a Jomt venture m which SportsEurope WIll have the sole
dIstrIbutorshIp fights to GolITech s products m Europe The projected first year sales as a result of thIS
agreement are $1 5 millIon

The Commonwealth Traders of Hong Kong agreement Will create another Jomt venture conslstmg of
GolfTech and Commonwealth The advantage of that deal IS that Commonwealth IS 'Chlna-savvy
Commonwealth has offices m both Hong Kong and Shenzhen Chma Shenzhen IS rapIdly becommg the
Jump-offpomt for Hong Kong bUSiness throughout southern China The Hong KongJomt venture should
be mstrumental m openmg the vast Chmese market to GolITech The projected first year sales as a result of
thIS agreement are $2 5 mllhon

In the begmnmg Ralph Adams created a mche demand for the GolITech clubs through a very umque two
part promotIOnal strategy

BUSiness History
Founded five years ago by Ralph Adams, Golffech has ellJoyed excellent growth m sales and earnmgs
The mltlal growth was fueled by the successful product development of the founder Ralph Adams and
John Grant the company's prinCipal deSign engmeer After the mltlal growth m sales Adams and others
were responsIble for deSigning new golf club models that contmue to gIve the average golfer greater
confidence and consIstency The bUSiness IS In ItS fourth year of operatIOn and IS on the verge ofa major
expansIOn of Its facllttles to meet the demand for product sales m both Europe and ASIa

I
I
I
I
I
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The first part of the promotIonal strategy Involved a trave!Jng road show where Adams and
other Golffech associates vIsIted publIc golf course pro shops glvmg semmars detallmg
Golffech's latest advances and demonstratIng the performance enhanCIng features of the
Golffech clubs

The company also mtroduced the concept of golf retreats In the Myrtle Beach / Grand Strand
area Golffech has been successful at delIverIng golf retreats that promote unique
personal enhancement and team-buIldIng program to corporate executives These
programs Include executive semmars golf cliniCS an 18-hole golf event and a follow-up
learnIng exchange activity The mission of the retreats IS to Introduce executives to an
enjoyable way of enhanCIng performance In bUSIness and to show them how to Improve
their golf game usmg the techmcally superIor Golffech clubs

I
I

Growth and Financial Objectives
GolITech's 5 year marketIng plan projects 20% growth In sales for each of the next five years Company
management believe that thiS forecast has substantial upSide opportunitIes With the mtroductlon of the
new 'TItan' Ime of titamum clubs In 1997 the company expects to expand Its market whIle selhng back to
ItS Installed base

----~----

I
I

I
I
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GoltTech Inc Business Plan

The details of the sales forecast are as follows

Other Golffech financial objectives mclude

Current ratIOs of at least I 5

Debt / EqUIty of no more than 87%

Average collection penod of no more than 30 days

These key ratios and many others are shown below

PROPRIETARY INFORMATION Do Not Distribute Page 8 8
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GoltTech Inc Business Plan

Legal Structure and Ownership
Golffech IS mcorporated m the state of South CarolIna Ralph Adams and hiS famIly are the sole
shareholders ofGolITech, holdmg 50 000 shares The charter authonzes the Issuance of 100 000 shares
class A common stock

Company Location and FacIlities
Golffech s pnmary opemtions are In Myrtle Beach South CarolIna The manufacturing facIlity which IS
approximately 25 000 square feet IS located on 10 acres of land off route 2A on the northwest corner of
Myrtle Beach The administrative offices are located on Route 3, m the heart of the Golf resort area of
Myrtle Beach Both the productIOn facIlIties and the administrative offices are owned by GolITech

With the expansIOn plans mto the European and ASian markets, Golffech s productIOn facIlities need to be
expanded Production IS now runnIng at close to 100% capacIty With 2 shifts workmg SIX days per week It
IS projected that the admmlstratlve offices which are about 8,500 square feet, offer enough excess and
underutIhzed space to meet the needs of the company durIng the next five years

Plans for Fmanclng the Busmess ExpanSion
The $1 000 000 expanSIOn Will be financed With both eqUIty and debt Half of the finanCIng Will come
from the sale of 10000 shares ofGolffech stock at $50 per share to a select and eager group of Investors
These Investors Will be composed of key employees and area bUSIness people This plan IS also seekmg an
additional $500 000 which the company hopes to raise Via a five year bank loan The bank loan can be
secured uSing a combmatlOn of eqUIpment and accounts receivable collateral and the personal guarantee of
Ralph Adams

Orgamzatlon

Most of Golffech's management team has been With the company smce It start-up five years ago All have
an Intense Interest m golf and prior to JOInIng Golffech were corporate executives

Management Team
Below IS a summary of Golffech s management team s background and experIence

Ralph Adams 57 (ChaIrman of the Board and Founder) PrIor to founding Golffech Mr Adams was a
manufacturIng engmeer WIth Golf Pro Inc a maker of profeSSIOnal quahty golf clubs and accessones

Mary Adams 28 (Vice ChaIrman) Ms Adams IS the daughter ofMr Ralph Adams She holds an MBA
from Stanford and an undergraduate from Harvard PrIor to reJolmng Golffech where she worked as
Director of Manufacturing from 1991 untJ! 1993 Mary was a diVISion manager for the W R Grace High
Tech Resm Products DIVISIOn

Fred PhJ!hps 33 (ChIef FmancIaI Officer) Mr Phllhps IS a graduate of Boston College With a Masters m
Fmance He has been With Golffech for the last two years Pnor to JomIng GolITech Mr Phllhps was
treasurer of Grmnell FIre Protection An aVId golfer, Mr PhillIps worked for 5 years as a golf pro m the
Myrtle Beach area

CalVin Horton CPA, 45 (Controller) Mr Horton IS a graduate of Kentucky State UnIversity He worked for
Arthur Anderson for 12 years before Jommg Golffech

Hank Franklm 40 (VIce PreSident of Manufacturmg ) Mr Frankhn worked for 15 years WIth Southern
Manufacturmg m a varIety of production and operations management positIOns He IS ISO 9000 certIfied
and IS a frequent lecturer at Colleges, Umversltles and Executive Development programs on the tOpiCS of
continuous Improvement quahty control and actiVity based management

I
I

PROPRIETARY INFORMATION Do Not Dlstnbute Page 10 10



I
I
I
I
I

GolfTech Inc Business Plan

AlIce Smith 37 (VIce President of MarketIng) Ms Smith IS a graduate of the Umverslty of North Carolina
With a as In Marketmg Pnor to JOining GolfTech she was Manager of Sales for ChampIOnshIp a golf ball
and golf accessones manufacturer

Organizational Structure
Until late 1995 GolITech had a fairly flUId orgamzatlOn With almost no formal reportmg structure That
year Ralph decided to remove himself entirely from the day to day activities of the company and devote
all of his energy to product development Mary Adams, the daughter of Ralph, was named Vice Chairman
and CEO Mary was the ongmal Director of Manufacturmg for the company but left In late 1993 to work
as a DIVISion Manager of a large Fortune 500 manufacturer The company IS currently seekmg a seasoned
International executive to manage Its International expansion

GolfTech Organozatlon

I
I
I
I
I

Hank Franklin
VP of Manufadunng

AliceSmllh
VP of MarXeling and Sale

To Be HI"'"
InternatIOnal DIrector

I
I
I
I
I
I

Figure / GolfFech /996 Orgam=atlOn

Other Key Employees
There are two key employees who are not members of the senior management team

John Grant IS a club deSigner who worked closely With Ralph Adams to deSign the flagship
product the FalrwayPro Mr Grant IS stili the key club deSigner and has been a critical
person In the mtroductlOn of new products Mr Grant has earned accolades for the
materIal and phYSical deSign of the GolITech products

Wendy Edwards IS manager ofGolf Retreats and Outreach ACtiVities She has been
Instrumental m developmg the executive golf retreats and tournament programs Ms
Edwards has a background m executive development and education, IS effective at
planning and Implementmg the personal development programs at the retreats She has
developed valuable contacts With lecturers and consultants who are contracted to proVide
the executive trammg In addition Ms Edwards has superb platform I speakmg skills and
acts as a faCIlitator and moderator for these programs

Both Mr Grant and Ms Edwards have participated In a senior management I key person bonus and profit
sharmg program m the last two years as a way of assurmg their contmuatlon With GolITech In additIOn
Mr Grant and Ms Edwards Will be offered equity positIOns m the company upon the planned $\ million

I
I
I
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expansIOn

Prmclpal Stockholders
Ralph Adams and his famIly currentI) own all 50000 Issued shares of Golffech class A common stock
Here are the details

I
I
I
I
I

Shareholder Name
Ralph Adams
Martha Adams (Ralph's Wife)
Ralph and Martha Adams (Jomt)
Mary Adams (Ralph's Daughter)
Total

Number of Shares
30,000
10,000
5,000
5,000
50,000

I
I
I
I
I
I
I
I
I

The company IS plannmg to make an additional 10,000 shares available to semor management key
employees and key shareholders The majority of these shares Will go the employees while a small number
WIll be made available to area busmess people and mvestors

Even after the Issuance ofan additIOnal 10 000 shares the Adams famIly Will stili hold a controllmg
mterest at 84% After the Issuance the new shares the equIty ownership percentages WIll approximately be
as follows

Adams Family 84%

Management and Key Employees 13%

OutSide Investors 3%

I
I
I
I
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I
Other Key Employees
There are two key employees who are not members of the semor management team

Adams Family 84%

Management and Key Employees 13%

Even after the Issuance of an additIOnal 10,000 shares, the Adams famIly Will stIll hold a controllmg
mterest at 84% After the Issuance the new shares the eqUIty ownership percentages Will approxImately be
as follows

PrinCipal Stockholders
Ralph Adams and hiS fanuly currently own all 50 000 Issued shares ofGolfTech class A common stock
Here are the details

Number of Shares
30,000
10,000
5,000
5,000
50,000

Sharebolder Name
Ralph Adams
Martha Adams (Ralph's WIfe)
Ralph and Martha Adams (Jomt)
Mary Adams (Ralph's Daughter)
Total

John Grant IS a club desIgner who worked closely With Ralph Adams to design the flagship
product the FalrwayPro Mr Grant IS stIll the key club desIgner and has been a cntlcal
person In the mtroductlon of new products Mr Grant has earned accolades for the
matenal and phYSical deSign of the GolfTech products

The company IS planmng to make an addItlonal 10,000 shares available to semor management, key
employees and key shareholders The maJonty of these shares Will go the employees while a small number
Will be made avaIlable to area bUSiness people and mvestors

Wendy Edwards IS manager of Golf Retreats and Outreach Activities She has been
Instrumental m developmg the executive golf retreats and tournament programs Ms
Edwards, has a background In executIve development and education, IS effectIve at
plannmg and Implementmg the personal development programs at the retreats She has
developed valuable contacts With lecturers and consultants who are contracted to provide
the executIve trammg In addItion, Ms Edwards has superb platfonn / speakmg skIlls and
acts as a faCIlItator and moderator for these programs

Both Mr Grant and Ms Edwards have particIpated In a semor management / key person bonus and profit
sharmg program m the last two years as a way ofassunng therr contmuatlOn With GolfTech In addition,
Mr Grant and Ms Edwards WIll be offered eqUIty pOSitIOns ill the company upon the planned $1 mllhon
expanSIon

I
I
I

I
I

I
I

I
I

I
I

I
I

I
OutSide Investors 3%

Market AnalySIS

I
I

Figure 8 GoljTech 1996 Orgam=atlOn
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Golffech Inc Business Plan

Summary
GolITech has prImanlY focused on the domestic sales of Its golf clubs That market has been growmg at
about 10% per year and GolfTech has been able to stay considerably ahead of the domestic growth rate
Expandmg mto mternatlOnal markets should gIve GolfTech eyen greater sales growth

Industry AnalySIS
The Size of the US domestic golf club market IS estimated at $200 mIlhon annually

GolITech has captured roughly 4% of the total market

The domestic market has been growing at about 10% per year With Golffech s sales growmg
at about twice that rate

To contmue ItS rapid growth GolfTech IS begInnmg to explOIt the internatIOnal market where
growth IS forecast to be at about 25%

The purchase of golf clubs by women IS growing at 25% a year In Golffech Sspecific
product segment sales to women are Increasing by 40% a year

Target Market
Golffech s target market IS the average golfer who plays once per week and who takes golfing vacations
and retreats to golf resort areas such as Myrtle Beach Although Golffech clubs have been test by PGA
pros the club IS geared to the average golfer who IS lookIng for perfonnance enhance YIa a club that
promotes a better swmg, faster club speed and more accurate approach

Golffech s focus on the female market segment has paId off handsomely Over 30% of the company s
products are purchased by female golfers much hIgher than the typIcal 15% share of the overall market
that the female market comprISes

Customer Profile
The typIcal GolfTech customer has these charactenstlcs

Average age 36

MedIan household Income $70 000

Male 70% Female 30%

Employed as Corporate Executive

Years of playing experIence 5 years

Golf once per week

Frequency ofgolf vacatIOns I a year

Major Competitors and Participants
While the overall market for golf clubs has grown slowly over the past decade the sales of hIgh
perfonnance clubs has done substantIally better than the tradItional market segment ThIs market has been
served by a varIety of manufacturers They Include the followmg

I
I
I
I

Company

PROPRIETARY INFORMATION Do Not Dlstnbute
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GolITech Inc Business Plan

Market Segmentation
Golffech has conSCiously deCIded to Ignore the hIgh end profeSSIOnal segment of the equIpment market It
has pleased the golfing masses With a product that IS specIfically deSIgned for the "average' golfer ThIs
market posltlOnmg was consIdered very rISky at the begmnmg In the past, all market partICIpants had
deCided that you had to go after the profeSSIOnal golfer m order to succeed Golffech turned thIS equation
around Most golfers understand that they Will never have the patIence or time to become a great golfer but
they want to enJoy the game Golffech's products enable them to do thIS

I
I
I
I
I
I
I
I

Wilson

Spaldmg

Callaway

Taylor
Made

Wilson IS a tradItIonal suppher of product to the golfing market It has been slow to react
to the new market mfluences, thus losmg an opportumty to capnahze on thIS faster
growmg segment WIlson has never had a reputatIon for leadmg edge clubs, and thIS
Image IS not expected to change anytnne soon
Spaldmg attempted to enter the hIgh perfonnance club market In 1993 Its efforts were
short lIved when the products were recalled due to a manufactunng defect Spaldmg has
plans to re-enter the market next year and their efforts will be closely momtored
Callaway has been extremely successful m the very hIgh pnced category Its clubs are
the envy of the mdustry and theIr fmanclal results have been spectacular Callaway bas
more profeSSIonal endorsements than any other manufacturer and alffiS thelT products at

the advanced golfer Many "wannabee" golfers also purchase therr product for Its name
and prestige Any effort from Callaway to enter Golffech' s market segment would be
treated WIth great scrutmy
Taylor Made has emulated Its desIgn and marketing efforts on the market leader.
Callaway It IS attemptmg to compete WIth Callaway on pnce and WIder dtstnbUtlon

WoodPro I 20%

FalrwayPro 50%

the products are more strongly embraced by the nOVIce golfer

ThIS market segment IS further defined by the foIlowmg characterIstIcs

Page 15 15

WoodPro 2 10%

women are less Image conscIOus when It comes to golf and they want to use a product that
WIIl allow them to better enJoy the game As a result GolfTech has had very strong
appeal to the female market

Product I Service Summary
The flagship product IS the FamvayPro which was the first product brought to market by GolfTech The
FalrwayPro IS a multi-functIOnal Iron The company also manufactures a lme of high tech woods and
puttmg Irons Here IS a list of the GolITech products and theIr approxImate percentage of total revenues

PrOjected Market Growth and Market Share Objectives
The average golfer market IS expected to grow at a rate above the total golf club market at approXImately
20% per year Trends and projectIOns show that there IS great mterest In golf as the baby boomers move
Into peak earnmg years and as the parents of baby boomers retIre and take up golf

Product I Service Offermg

whIle all of the hIgh performance products appeal to above average earners the Golffech
products appeal to a broader range IOcome levels than Callaway which appeal to a
narrower and hIgher earnmg scale

PROPRIETARY INFORMATION Do Not DlstnbuteI
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Putt Putt Pro

NmePro 5%

VVedgePro 100/0

5%

I
I
I
I
I
I
I
I
I
I
I
I
I
I

Product I Service Uniqueness
The followmg are umque features of the GolITech woods dnvers, and wedges

The matchmg of an extreme offset club head with a lower center ofgravity This feature helps
the average golfer to get shots airborne qUIcker and easier

The four-way bulge and roll for gear effect correctIOn of swmg path errors This feature helps
the average golfer use cybernetIcs to contiguously Improve the swmg

The pamng of a face-center balanced club head with a frequency-matched, wood-length
graphite shaft to generate greater club head speed and more distance with less effort

The revolutIOnary dot and groove face deSign This IS an Improvement over traditional
grooves VVhIie traditIOnal grooves maXimize back spm on perfect dnves they cause Side
spm on mis-alIgned off-center shots actually makmg a hook or shce worse

These features are patented and therefore give GolITech a propnetary advantage

The GolfTech putter has no real umque advantages over the competition but customers who are usmg
Golffech other clubs have asked for a putter under the Golffech label

Product I Service Descriptions
VVlth each of the GolfTech clubs (with the exception of the putter) the company IS sellmg enhanced
performance All the clubs utlhze the Golffech patented deSign that results m maximum forgiveness of
poor SWIngs and maximizIng the club's sweet spot

The followmg are descnptlons of the Golffech products

FalrwayPro ThiS IS the top sellmg product It IS multi-functIOnal long approach fairway club that can
replace several clubs 10 a golfer s bag Its deSign features are descnbed m the prevIOus sectIon

WoodPro 1 ThIS IS a wood used to dnve from the tee Its deSign features are descnbed m the prevIOus
sectIOn In addition It has a graphite shaft to make It lIghter than a traditional dnver Its deSIgn features are
descnbed In the prevIOus sectIOn

WoodPro 2 This IS a wood Its deSign features are descnbed m the prevIous section In addItion It

has a graphite shaft to make It lIghter than a traditIOnal dnver This club IS recommended for long-low
shots from both a tee and faIrway Its deSIgn features are descnbed 10 the prevIOus sectIon

Putt PuttPro ThIs IS the putter and IS qUIte comparable to the competItIOn Its only umqueness IS that It
caITJes the GolITech name

NmePro ThiS IS a pltchmg wedge and IS used on medIUm-range shots to loft the ball well IOta the air and
hmlt ItS roll to a short dIstance after landmg Its deSIgn features are descnbed 10 the prevIOus section

WedgePro ThIS IS a sand wedge Its deSIgn features are descnbed In the prevIOus sectIOn

I
I
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I
Competitive Comparisons
The Golffech product hne faces Its pnmary competitIOn from two hIgh performance club suppliers The
table below outlmes a bnef synopsIs of this competitIon

GolfTech stands up very well agamst Its pnmary competitors Its product lme IS clearly differentiated by ItS
pnce targeted user and strong customer service

ThiS busmess reqUIres a constant commitment to Research and Development The company can gaIn
substantial sales growth from new product cycles by keeping on top While the company IS now ready to
mtroduce a new Ime oftltamum based clubs It IS already expenmentIng with a vanety of new club deSigns
usmg the most advanced matenals

Research and Development
GolfTech IS strongly committed to R&D and has set the goal of two new products or slgmficant product
InnovatIOns m each of the next five years Last year's R&D expenditures were $900 000 Plans call for
R&D expenditures to grow by 15 - 20% for the next five years

3 Years
Many

Taylor Made
Very Good
High ($1,200)
Strong
Intermediate - Advanced
Specialty

5 Years
Most

Callaway
Excellent
Very HIgh ($1,700)
Very Strong
Advanced
Specialty

GolITecb
Excellent
Moderate- High ($900)
Strong
Average user
Specialty, Expenmentmg
with dtrect marketmg
5 years
Few

Warranty
Pro
Endorsements

Product Comparison Table

Product QualIty
PrIce
Image
Targeted user
Dlstnbutlon

I
I

I
I

I
I

I
I

I
I

Patents and Trademarks
The deSign of the GolfTech clubs (with the exceptIOn of Putt PuttPro) has been patented In addltJon
GolITech IS a trademark as IS the distinctive emblem that IS affixed to each GolfTech club GolfTech has
not aSSigned any of ItS patent nghts to other manufacturers nor has It entered Into any IIcensmg agreements
with other compallles

I
I
I
I
I
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Golffech Inc Busrness Plan

Golffech stands up very well agaInst Its prunary competItors Its product Ime IS clearly differentiated by its
pnce targeted user and strong customer servIce

Research and Development
GolITech IS strongly commItted to R&D and has set the goal of two new products or SIgnificant product
mnovatlOns m each of the next five years Last year's R&D expendItures were $900,000 Plans call for
R&D expendItures to grow by 15 - 20% for the next five years

ThIS busmess requIres a constant commitment to Research and Development The company can gam
substantial sales growth from new product cycles by keepmg on top WhIle the company IS now ready to
mtroduce a new Ime oftitanmm based clubs It IS already experImentmg WIth a vanety of new club desIgns
usmg the most advanced matenals

Patents and Trademarks
The desIgn of the Golffech clubs (WIth the exceptIOn of Putt PuttPro) has been patented In addItion,
Golffech IS a trademark as IS the dlstmctlve emblem that IS affixed to each Golffech club Golffech has
not aSSIgned any of ItS patent nghts to other manufacturers nor has It entered mto any lIcensmg agreements
wIth other compames

Manufacturing I Production Plan

Product Comparrson Table

I
I
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GolfTech Inc Busmess Plan

Current Plant Production and Capacity
The manufacturIng facIlIty which IS approximately 25 000 square feet IS located on 10 acres of land off
route 2A on the northwest comer of Myrtle Beach With the current production facIlities at close to 100%
capacity there IS a defined need to expand the productIOn facIlilles The expansion plans eannark 15 000
square feet ofnew production area and 6 000 square feet of addItIOnal warehouse space The lavout of the
current facIlltv and the ample acreage of the company Scurrent parcel make It pOSSIble to expand wIthout
addItIOnal land purchases

Production Issues
All components of the GolfTech clubs are manufactured and assembled at the Myrtle Beach faCility There
are three mam productIOn departments

Mllhng - whIch mvolves the cuttmg and shaping of the club matenals

Assembly - which Involves the attachmg the heads to the shafts and the gnppmg to the shafts

InspectIon - whIch mvolves testing club and measurIng the qualIty

GolfTech's productIOn processes have undergone numerous Total Quality Management (TQM) reviews
and IS conSidered to be a world class quahty manufacturer Last year GolITech achIeved ISO 9000
certIfication by effectIvely documentmg their qualIty systems elements

On several occasIOns GolITech has researched the pOSSlblhty of outsourcmg ItS component manufacturIng
From a cost-benefit and quahty pomt of view outsourcmg does not make sense The company plans to
control the manufacturing process for the next five years However It wIll continue to investigate
opportunilles to outsource certam processes

GolfTech works closely with Its materIals vendors to manage a high qualIty, low cost Just-m-tlme
Inventory system

Quality Control
Several of GolfTech s production people have ISO certificatIon and all have worked through the ISO 9000
expenence at Golffech In the mspectIOn phase of the manufacturmg process there are a number of
computer-aIded qualIty control processes All qualIty and customer satisfactIOn goals have been met Wlthm
the last vear smce the mltIatlOn of total quahty management The goals of GolfTech s program of quahty
control can be summanzed as follows

Producmg products WIth features that are perceived by the customer as provldmg outstandmg
value

DelIverIng the product when promIsed

DelIvermg a product With no defects

EnSUrIng the product will not expenence early faIlure

Ensurmg the product can be the demands of constant use and Will not fali when used
exceSSIvely

Golffech carefuIly mOnitors such things as

The number of defective clubs shIpped as a percentage of total clubs shIppedI
I
I

The number of customer complamts
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GolfTech Inc Business Plan

Excess customer-response tIme (the difference between dellverv date and date requested by
customer)

On-time delivery (percentage of shipments made on or before the scheduled delivery date)

Labor Force
The labor force comes from the Myrtle Beach! Grand Strand area There has been no problem filling the
need for laborers The employment pool In the Myrtle Beach! Grand Strand area IS suffiCient to meet the
current and future needs ofGolfTech Employee turnover IS very low GolfTech has an excellent benefits
package that mcludes health and life Insurance pensIOn supplemental pensIOn and thnft plans
Educational reImbursement and off-Site subSIdIzed child care IS also offered Last year GolfTech won the
Chamber of Commerce Good Employer Award for the Myrtle Beach area GolfTech was the first
manufacturer to WIn Ihe award

Marketing Plan

Creating and Malntalnmg Customers
GolfTech has a very high customer retention rate The company actively conducts market research to
understand what It IS domg nght and wrong Surveys have shown that GolfTech customers perceive the
GolITech name as meanmg high tech and high quality Customer feedback surveys are Included with every
GolfTech club and customers are contacted perIodically to gam more feedback Focus group studies are
conducted SIX times a year at both local and regIOnal public and pnvate golf clubs

A monthly newsletter called LINKS IS sent to all of our customers LINKS tells customers about new
products and mnovatlons and announces golf retreats focus groups, semmars and so on LINKS IS also
avaIlable on the World Wide Web at www GolfTech com

Product Pricing Strategy
GolfTech uses a market-based approach to prIcmg GolfTech's goal IS to pnce ItS clubs at a 30% premIUm
to traditional mIddle range clubs These are the clubs used by the average golfer and are typIcally prIced at
between $450 to $700 The company's market research has demonstrated that customers will pay the 30%
premIUm If they see the benefit The GolfTech product Ime IS also pnced 30 to 50% less than the super
premIUm clubs WIth whIch It also competes

The market-based approach utIlized bv GolfTech works as follows Through market analySIS and customer
feedback GolfTech arrIves at a target pnce per club from whIch a target profit IS subtracted to derIve a
target cost Ifnecessary GolfTech uses a value-engmeermg approach to assure that the cost of each club IS
low enough to proVIde suffiCient profit Without sacnficmg qualIty The engmeermg group works very
closely with the marketmg orgaOlzatlOn to ensure that ItS product development goals match the goals of the
marketmg orgamzatlOn

Product Positioning
GolfTech has determmed from ItS research that the number one of objectIve of the average golfer IS to
Improve theIr ellJoyment of the game The best way to enJoy the game more IS to play better Golffech
clubs are the best way to help the average user's game The company has successfully run an advertISIng
campaIgn With the captIOn readmg, They deSigned their clubs for hIm! her GolfTech deSigned our clubs
for you The advertIsement has a pIcture of a clearly recognIzable profeSSIOnal golfer Unlike other high
performance clubs Golffech has focused ltS target market deSIgn resources and grass root marketIng on
the average golfer

The company WIll contmue to emphaSize addItIOnal golfing enjoyment With ItS products

I
I
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Sales and Distribution Plan
GolITech's sells Its clubs to pro shops and larger natIOnal and regIOnal golf retal! discounters GolITech

has a staff of account executives who manage these accounts but also utilizes manufacturers representatives
(mdependent contractors) that are located throughout the country Internationally the company has
estabhshed Jomt ventures In Hong Kong and m Europe Over the next two vears GolITech plans to pursue

the Japanese and Latin Amenca markets

In the past three months GolITech has experImented regionally With a 1-800 number radio spot It has
contracted With an order fulfillment company to take the I-800 phone calls and fiIl the orders In the next
SIX months, GolITech wIll study the results of this strategy to decide whether to expand It nationally or to

curtail the operation

The company forecasts Its sales usmg a simple intuitive but effective approach It surveys Its account
executives and manufacturers reps three months prIor to the start of each fiscal year to gauge sales for the
upcommg year

In recent months GolITech has mtroduced an Internet WWW site (www GolITech com) whereby
customers can order clubs provide feedback ask questIons, and get customer service The WWW site also
Includes the current and recent past Issues of LINKS -- the customer newsletter

Promotional Strategy
GolITech has utilIzed a successful blend of promotIOnal actiVIties over the past four years to effectively
market ItS products The company's promotional tactics are qUite different from Its competitors Here are
the current and planned promotIOnal activities

Advertlsmg GolITech conducts a smaIl amount of Image and brand awareness advertiSIng m the golfing
trade publicatIOns and bUSIness publIcatIOns such as the Wall Street Journal It also funds cooperative
advertIsmg With Its retailIng partners The company has also been expenmentmg With 30 mmute
Infomercials usmg a highly respected and recognizable PGA pro

Public Relations Public Relations have proven to be one of the company s best marketmg tools and the
best source for new customers Last vear GolITech was featured m Fortune magazme and It received 1000
orders as a result of this artIcle ThiS artIcle and other artIcles have helped to spur customer Interest whIle
mlmmlzmg advertiSing dollars The company employs the services of Goldman ASSOCiates a small west
coast PR firm that speCialIzes In the recreatIOn market

Trade Shows GolITech displays ItS products at several golfing trade shows and Will begIn to target some
mternatlonal shows In FY 1997 The company purchased a portable trade booth last year and It should
meet our needs for the next 3 years At trade shows GolITech makes a speCial offer to first time buyers
Trade shows have proved to be a very successful marketmg tool At an typical cost of $1 0 000 per show
product sales have averaged $12 500 at each show

Traveling Road Show GolITech takes Its products on the road every SIX months to the leadmg golf pro
shops to show them the latest products and the company s marketmg incentives Whtle thiS method of
promotIOn IS stIll Important ItS emphaSIS Will reduced over time because of cost conSiderations

Golf Retreats Another umque promotIOnal grass roots" strategy are the golf retreats III the Myrtle
Beach I Grand Strand area GolITech has been successful at dehvermg golf retreats that promote umque
personal enhancement and team-bUIldIng program to corporate executives These programs mclude
executive semmars golf clinICS, an 18-hole golf event and a follow-up learnmg exchange activity The
mISSIOn of the retreats IS to mtroduce executives to an enjoyable way of enhancmg performance In busmess
and to show them how to Improve their golf game usmg the techmcally superior GolITech clubs These
retreats have become extremely popular and many Fortune 500 executives have participated

I
I
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Direct Marketing GolfTech has begun to experiment wIth direct marketmg advertIsements WhICh
encourage the customer to call an 800 number to order products or to get more mformatlon The company
IS also experImentmg wIth a direct mall offer WhICh wIll allow the recIpients to purchase Golffech
products on a 30 day free trIal offer The results of thIS maIlmg are Just now bemg tabulated but It does
appear to be qUite successful

Refer a Friend Smce eXlstmg customer referrals are an Important source of new busmess for GolITech,
the company has mstltuted a program that proVIdes Incentives to the telemarketmg staff for new referrals
and to the eXIstIng customer When a customer refers a friend who purchases from GolITech or a reseller
they can earn discounts, free gIftS and other mcentlves

Internet GolfTech Implemented ItS first home page on the web two months ago In additIOn to bemg used
as a dIstribution vehIcle for the Lmks newsletter the company IS expandmg these efforts to mclude sales
through the Internet The company IS workIng with Its resellers to find a way that they can partIally
compensate them for sales m their area By mId 1997 customers wIll be able to enter secured transactIOns
over the Internet

I
I
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Fmanclal Plan and AnalysIs

5-Year Income Statement
The projected operatmg results for the five year planmng penod are shown below In the pro-fonna Income
statements Net profits range from $105,000 for year one to almost $3 mIllIon by the end of year 5 The
growth In profits IS attributed to the growth of revenues from the foreIgn sales

5-Year Balance Sheet
The projected financIal posItion as of the end ofeach fiscal year In the plannmg period are III the sectIOn
that follows

Cash Budgets
Cash budgets for the 5 year plannmg penod are show In the section that follows After year 1 the cash
forecast shows positive cash balances without the need to borrow addItIOnal funds The 12 month cash
budget for year one IS also shown m the sectIon that follows

I
I
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