Business Case Study

Ergo Technology Furniture

Accounting

George Watson, President and CEO of Ergo Technology Furniture, has made a decision to expand the company.  After much research and discussion with medical professionals, it has been determined that the company will begin to design, manufacture and sell portable ergonomic furniture for medical use.  Elevated workstations, portable carts, and lab benches have been found to be in demand amongst medical facilities all over North America.  

Mr. Watson has asked the leaders of the accounting division to perform an analysis of pricing and ROI for the new line of products.  The accounting team will work in conjunction with the sales force to determine estimated sales and profit forecasts for different pricing structures.  The goals of the accounting report should include determining demand for the products, calculating advertising and promotional costs, and evaluating the probability in achieving sales goals and ROI figures.

Company Background

Ergo Technology Furniture opened in 1984 as a small office furniture manufacturing company in Toronto, Ontario.  George Watson founded the company as a private corporation and has been acting as its CEO ever since.  Prior to forming his own company, Mr. Watson was a technology industry executive who worked over 15 years in the industry.  He started as a technology manufacturing supervisor and held various positions through the years, becoming an Assistant V.P. of Development before venturing out with his company idea.

At the time Ergo opened, Mr. Watson began assembling ergonomic furniture for use in technology based environments.  His first products were assembly tables and benches, workstations, and supply carts.  After approximately eight years of buying raw materials and supplies from outside vendors and assembling them at his plant, Mr. Watson led the company to buy its first router in 1992 so that all furniture could be manufactured in-house to prevent supply shipment delays and send orders to customers faster.  

Through the years, the company has grown from five initial employees to 150 employees in 2009.  The company designs all the furniture they sell, creates their own prototypes, and produces and ships from one main plant purchased in 1996.  Ergo’s state-of-the-art plant includes metal fabrication, powder coating, panel processing, packaging, and shipping facilities.  

Products

Ergo Technology Furniture has a strong reputation for its unique ergonomic furniture for technology use.  Starting with ergonomic tables and benches used primarily in assembly and technology environments, the company has since expanded in to manufacturing a wide variety of ergonomic furniture and chairs for both commercial and home use.

Ergo Technology Furniture mainly sells business to business.  While most ergonomic furniture produced at Ergo is with institutional use in mind, such as offices, schools, and other industrial locations, their modular desks and chairs have become popular for home use as well.  

· Modular tables & benches – Ergo designs contemporary workstations with modular components, allowing users to design the right workstation for their needs.  Drawers, cabinets, shelves, etc., can all be added and assembled as needed.

· Electric lift tables – Lift tables are mobile, strong, and long-lasting.  With a simple press of a button, the height of lift tables can be adjusted for sitting or standing.

· Carts – Modular carts come in a variety of shapes and sizes for different needs and are one of the company’s best sellers.  Carts can be used as mobile computer stations, stationary workstations, and other mobile uses.  Carts are easily assembled, and plenty of accessories exist for custom design.

· Chairs – With the production of so many work tables and carts, the Ergo Technology Chair line was a simple choice to add to the product offerings.  Chairs are designed with ergonomic features in mind to help the user feel comfortable and prevent injury.

Sliding Revenues

As of yearend 2006, Ergo Technology Furniture had gross sales of $49 million.  However, the economic recession had an impact on sales in 2007 and 2008.  Subsequent year-end gross sales were $45 million and $41 million respectively.  

Despite the economic recession, George Watson is confident that the medical technology furniture industry is growing, and their new direction into manufacturing custom designs for medical and lab use will be profitable.  

Need for Expanded Product Line

Ergo Technology Furniture has a long-standing tradition of expanding their product line not only to increase sales, but to meet the changing industrial and technological needs of businesses.  With the economy slumping and sales projection figures stagnating for the next few years, Mr. Watson has determined that the company must expand its product offering in order to continue to stay viable and return to a more profitable status.  

In order to achieve these goals, Ergo will have choices to make regarding what type of products to manufacture, determining marketing costs and projected sales of the new products, and where to manufacture the new products.

The Market for Medical Furniture

As noted, Mr. Watson and his analysis team have determined that the fastest growing market for their custom design carts and tables is in the medical industry.  New hospitals and medical offices continue to thrive despite economic softness, and established medical facilities are re-outfitting their spaces to be more modular and mobile.  

Particularly, it is products related to medical and lab carts, tables, chairs and stools, and cabinets that Ergo is interested in designing.  These medical products make a harmonic fit with the existing line of ergonomic furniture that the company currently designs and sells.

Medical offices need portable computer stations to facilitate newer records and charting systems.  Portable laptop stands are also in demand for physicians and medical staff to move from room to room as they perform examinations and diagnoses.  Newer and space-saving wall-mounted workstations are being utilized in radiology and imaging analysis.  Elevated surfaces are needed for triage and in observation rooms.  Portable benches and carts for lab use are needed for rearranging sensitive equipment.  

Indeed, the applications for medical furniture continue to grow, and Ergo Technology Furniture has decided to meet the demands for medical facilities throughout North America.

New Designs to Meet the Medical Need

Carts

Portable medical carts are in the largest market for the style of furniture that Ergo can design and manufacture.  Medical carts serve many purposes including uses for:

· Picture Archiving and Communication System (PACS)

· Point of Care (POC)

· Electronic Medical Record (EMR)

Medical carts designed at Ergo Technology Furniture will begin with a basic roller base and pole design.  Pole heights can be adjusted for standing or sitting, and they have optional attachments and accessories available, such as shelves, trays, bins, drawers, cabinets, probe holders, CPU holders, monitor mounts, and keyboard/mouse shelf.

Base price for mobile carts will depend on whether it is fixed or adjustable height and start at $400 to $850.  Accessories will span from $45 to $600 each.  The average expected price for mobile carts is $2,000.  The estimated direct production cost for average cart is $1,100.

Adjustable Table Surfaces

Mobile tables with adjustable heights for sitting or standing are in great demand.  These tables are ideal for radiology, lab, or operating room use.  

The design will be a sturdy roller base, with a flat table surface of 91 cm by 73 cm.  Adjustable arms on each side will allow the user to adjust height from 68 cm to 135 cm.  Accessories for the adjustable table will include side racks, CPU racks, single or dual panel monitor mounts, drawers, keyboard/mouse trays, and a surge protector.  

Prices for adjustable table surfaces start at $2,300, with accessories ranging from $200 to $500 each.  The average expected price for each table is $4,000, and the estimated direct production cost for an average table is $2,500.

Utility Benches & Trolleys

Heavy-duty utility benches and trolleys have a wide variety of uses.  They are helpful in organizing and configuring lab equipment, as well as making medical equipment mobile for multiple room use.  

Benches and trolleys will be built with sturdy and lockable wheel bases, 2 or 4 strong legs able to hold accessories, and a handle for easy mobility.  Base prices will start between $700 and $1,200, and accessories such as shelves, drawers, trays, mounts, and keyboard/mouse trays will range from $200 to $400.  The average price for medical bench is expected to be $2,500, while trolleys expect to be around $1,500.  The estimated direct production cost for average bench is $1,200 and $800 for each trolley.

Manufacturing Facilities

Build Addition

One option for Ergo is to build an addition onto their existing plant.  Their existing plant with both manufacturing and office facilities is not large enough to contain the expected new output.  Thus, a new addition would be needed if they chose to stay within the same land area.  Keeping all manufacturing localized at one location is more ideal in theory, but the cost factor must be considered.

One problem is that the existing land size is not large enough to contain a new addition.  Talks with the owner of vacant land next to the Ergo Technology Furniture property resulted in an option to purchase 2 acres of land for $2 million. 

A new addition to the company requires additional planning and a longer timeline before the new product lines are introduced.  In order to consider the best possible options, Ergo has contracted an architecture firm to produce building design and construction plans for the new development.  The costs for the plans were $200,000.  

The actual construction costs will be based on bids.  Two construction companies have been chosen to bid on the construction project.  Based on the construction plans already developed, Contractor A has bid a total amount of $4.2 million, with a completion date of 12 months after construction begins.

Contractor B has placed their bid at $3.9 million, with a completion date 13 months after construction begins.

After prototyping, testing, and adjusting to the new facilities, it is expected that a regular manufacturing process for new products could be four months after construction is completed.

Acquire New Space

A second option available to Ergo for their new manufacturing needs is to acquire an available 930 square meter industrial space 5 kilometres away from their main plant.  The cost for the facility is $3.5 million, with an additional estimated cost of $3 million for renovating and custom outfitting the equipment for their manufacturing needs.  

With the structure already in place, the renovation and customization of the existing space could be completed in an estimated six months, and the products could begin shipping to customers in 10 months.

Marketing Costs

The new products will require a heavy marketing effort to place the Ergo brand in the minds of medical equipment buyers throughout Canada and North America.  With a goal of selling the numbers outlined in Exhibit 5, it is determined that a marketing budget of $15 million will be necessary to promote the Ergo name brand and new products to medical facilities and professionals.  That number includes costs for advertising, marketing materials, sales presentations, medical trade shows, and sample product promotion.

Accounting Mandate

The job of the accounting department is to calculate the profitability and ROI scenarios of the new product line based on the known information.  As well, Mr. Watson is asking for projected profit/loss statements for the next 3 to 4 years and cash flow strategies for financing the new product line.

Here are some important things to consider:

· The company has experienced lower revenues for three straight years when yearend numbers for 2009 are factored.  The expected total revenues for 2009 are to be $39 million.  

· The opening of new facilities will determine when the new product lines can be introduced.  An existing facility may cost more, but products could be rolled out sooner.  Likewise, an addition to the existing facility would cost less and be more convenient for the coordination of management and administration.  However, the timeline for an additional annex would translate into a longer wait before products are manufactured at a routine pace.

· Financing the expansion will require additional capital.  Loans and other outside investment will put additional interest expense to the cost of the project.  What might be the best sources of outside financing?  How could Ergo utilize its existing capital to help finance the project?  Might Ergo Technology Furniture consider offering equity investment to help raise capital?

· Sales projections are estimates.  How could a continued drop in the economy affect the sales projections?  What about a boost in the economy and better sales than expected?

Mr. Watson expects a presentation of your analysis for the next board meeting.  Please be prepared to give your best recommendations to help Mr. Watson that will help him make the best decisions going forward with the project.

EXHIBIT 4

Estimated average cost per unit and estimated pricing.

	Product
	Cost per unit
	Est. Sale Price 1
	Est. Sale Price 2

	Cart
	1100
	2000
	1800

	Table
	2500
	4000
	3600

	Trolley
	800
	1500
	1300

	Bench
	1200
	2500
	2100


EXHIBIT 5

Estimated gross sales of the new products for the next 4 years based on sales estimates for each unit.  

	Scenario 1 - New Building Purchase
	
	

	 
	Estimated Units Sold

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

	Cart
	100
	700
	1000
	1200

	Table
	50
	350
	600
	900

	Trolley
	150
	600
	900
	1400

	Bench
	75
	400
	700
	1000


	Scenario 2 - New Construction
	
	
	

	 
	Estimated Units Sold

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

	Cart
	0
	200
	500
	1000

	Table
	0
	150
	350
	600

	Trolley
	0
	200
	500
	900

	Bench
	0
	100
	400
	700


