Business Case Study

Mars Techwerx

Entrepreneurship

Ruben Mars always was a clever child.  As a young boy, he loved making complex structures with tinker toys and Legos, and he even invented small gadgets.  When he finally came of age and needed to decide on a career direction, he enrolled in the University of Ontario Institute of Technology to study manufacturing engineering.  

While a student there, a project in a senior level class was assigned to develop a useful personal item.  Mars chose as his project a personal and portable DVD player that could be worn like eyeglasses.  With simple ear bud technology and wraparound eye viewer, a person could watch a DVD movie privately and anywhere.  Mars developed the design and specs for the product himself.  The project was a hit with professors and students alike.  

After he graduated with his degree, Mars’s entrepreneurial spirit led him to found his first small company, called Mars Techwerx.  He now wishes to raise capital, begin licensing his innovative product, and develop new products as well.  

Personal Background

Ruben Mars always had an engineering mind.  Even as a toddler, he began constructing skyscrapers with blocks, Legos, books, and any material he could access.  As he grew, so did his interest in making and inventing things.  For instance, after watching a movie, he had a tendency to return straight home and try to reproduce what he saw on the screen, such as a light sabre or time machine.  Never mind that his reproductions were made of cardboard, plastic, and scrap metal.  

His interest in reproducing the intriguing “technology” he observed led him to start developing and imagining new gadgets.  His keen engineering mind and artistic sense allowed Mars to create custom gadgets.  He built prototypes from paper mache, balsa wood, and foam material.  His more elaborate ideas were transferred onto paper in the form of accurate drawings.

When Mars graduated high school, he chose the University of Ontario Institute of Technology to study manufacturing engineering.  He was fond of computers and electronic technology, and thus, he made his choice to become an inventor and developer of electronic goods.

During his senior year, he was required to take a class in Concept and Design Development.  He did not know it at the time, but the class would change his life.  Mars was assigned a project to design a new gadget for general consumer use.

The project Mars chose would intrigue and excite his professors and fellow students.  His design was a portable and personal DVD player in the form of a pair of wrap-around eyeglasses that allowed a user to watch DVDs anywhere and without disturbing anyone.  The eyeglasses included a pair of ear buds for personal sound enjoyment.  In addition, with the RCA connectors, the user could plug into portable DVD player, as well as video games, camcorders, iPods, or anything with a video or audio output.

The idea was a hit.  And after Mars graduated, he chose to further develop his idea.  His desire to design more products overtook him as well.  He set out to form his own company called Mars Techwerx with the mission of designing “cool products for cool people,” and to be a conduit for custom product designs for other inventors.  

Market Analysis

Using a shoestring budget, Mars was able to raise a small amount of capital through friends and family to perform preliminary market research.  He personally set out to interview people himself, using his prototype as a model and asking survey takers about how they liked the product, if they would buy the product, and what price would they pay for the product.  

Over a period of two months, Mars chose various places around Toronto where he could find a good sampling of subjects.  He asked permission to interview in malls, department stores, sporting events, and theme parks.

Survey Results

The final survey results are displayed in Exhibit 3.  His research found that subjects were generally receptive to a personal DVD player device, but when shown the actual prototype product, their interest jumped dramatically.  Most subjects said they would purchase the product for themselves, and 70% said they would purchase the DVD eyeglasses as a gift.

Subjects were asked about price and were given a blank space.  The tabulations showed that most subjects, 69%, were willing to pay $199 to $249 for the product, and 22% were willing to pay up to $299.  Only 10% said they would pay $300 or more for the product.  

Mars’s research was as scientific as possible.  Out of his sample, he determined that at the right price, he could sell at least 5,000 units within a year after production and possibly as much as 20,000 units.  Mars determined that on average, he could sell could between 10,000 to 12,000 units.  

Technical Implementation

To Build or Outsource

Mars had to ask himself important questions regarding the production of his product.  He is considering whether he could manufacture the DVD eyeglasses himself, license a third party to perform the manufacturing and distribution, or sell his idea outright.  

First, Mars determined that he was not willing to acquire and build a large manufacturing facility.  The money required to purchase a large enough facility and outfit it for production was just too prohibitive.    

Instead, he determined that he would lease a smaller office/light industrial space.  The space for his new business would be big enough to be used as office space and a small lab where he could build prototypes of his designs.  The right size space he needs would be about 465 meters and cost approximately $25,000 per year.

Second, he determined that he wanted to retain the rights to his invention and would not sell his idea outright, even if he was offered an unbearably high price.  His entrepreneurial instincts guided him to believe that he could handle the outsourcing of the production, the marketing, and the distribution.  

Thus, he decided that he would keep all rights to his product and contract a third party manufacturing site to produce the DVD eyeglasses.  As a loyal Canadian, Mars determined that he would keep the manufacturing within the country.  Mars found a suitable manufacturer who could perform the mass production in Toronto.

Manufacturing Costs

In order to perform mass production of the DVD eyeglasses, the manufacturer would need to outfit its plant with the right machinery and tools.  Machines would need to be customized for moulding, electronic components would need to be ordered and assembled, and the product itself would need to be assembled together and packaged.  

According to his design specs, they could manufacture the eyeglasses with a minimum order of 5,000 units.  The costs for the units were determined to be as follows:

Production Costs

Fixed cost for setting up production: $500,000 for any amount of production.

Variable costs:

$190 per unit for 5,000 units




$180 per unit for 10,000 units




$170 per unit for 20,000 units

Marketing 

The next step after the manufacturing process is to market the items.  Mars wishes to handle the marketing and distribution of the product.  One important detail that Mars needs to do before the manufacturing process can begin is finalize a name for his product.  The name will represent an important marketing element and may even determine whether many consumers will buy it.

Mars considers keeping his product in stock and marketing online and through mail-order sales.  Each time a buyer makes a sale, he or his staff would simply ship the product from his warehouse.  Profits for this manner of marketing would be more for Mars, but it is likely that internet sales would be slow.  He calculated that through this type of marketing effort, he could sell 7,000 units per year.  Estimated marketing costs for selling products himself are $750,000.  

Mars could also approach retail stores to carry his product.  Profits dwindle when products are bought from 3rd party retailers, and other issues would need to be negotiated between each and every retail manager.  Profits would be about 25% to 50% less per unit if sold through retailers.

Some issues to resolve with each retail owner would be how much stock to keep, whether the retail store paid for the stock or only paid after a sale, and when stock inventory should be returned.  

Although it requires more details, retailers would likely be able to sell his product faster, especially around the holidays.  With 3rd party retail, Mars estimates that the product could sell up to 15,000 to 20,000 per year.  Estimated marketing costs to get 3rd party retailers involved are $500,000.

Start-up Financing 

Mars appears to be a consummate entrepreneur.  He has great ideas, is able to build an idea into fruition, and wants to handle the business of selling his ideas.  With such an entrepreneur spirit he should have little problem finding the financing for his start-up business.  
However, he has many factors going against him as well.  He is young.  Thus, his credit is untested and he has no experience paying back loans of any type.  In fact, his student loan of about $100,000 will start expecting payments soon.  He is a new businessman with no “real life” experience.  Who will trust him to follow through with his ideas or make sound business judgments and decisions?

With this in mind, he still needs to find sources for his start-up.  One source that is always recommended to new start-ups is a bank loan.  Although a bank loan can be acquired with the help of a co-signer and the best interest rate available, the loan amounts would not be enough to completely finance his start-up operation costs.

Another source may be finding partners to invest in his company.  These may even be family members.  However, having partners means having others who have a controlling interest in the company.

Investors may be a good choice.  Mars could try to find a few investors who could invest significant amounts, or a medley of investors who invest modest amounts each.  However, convincing an investor to part with his money is not easy, and the time commitment for multiple presentations can be extreme.  

Angel investors could be the right answer.  Angel investors are individuals or companies who invest in entrepreneurial ideas, but they are picky about whom they invest.  In addition, Mars would need to trade ownership in the company for angel funding.  
Venture capital is another option.  However, like angel investors, they are selective about their investments.  They also tend to invest in companies that need larger amounts of capital and who will eventually become a public company in an IPO offering.  Mars would give up a percentage of ownership and a certain level of control in order to secure venture capital.  
ISSUES AT STAKE

Ruben Mars needs professional help from an experienced consultant.  Although his enthusiasm, creativity and innovation are an asset, he does not have the expertise to fully bring his new business into fruition and success.

Mars has asked you to review the information provided and provide feedback and recommendations for his entrepreneurial endeavour.  Here are some important things to consider:

· How would you advise Mars to develop his Business Plan?

· How much financing does Mars need for his start-up product design business?  What is a reasonable 1st year start-up budget including rent, production, and marketing costs?

· What would the best choice be for the source(s) of the start-up financing? (Angel investor, VC, Bank loans, friends/relatives?)

· What should he name his product?

· What are some scenarios for total production of his product with the cost breakdown provided in Exhibit 1?

· Based on the market research, what are some recommendations for pricing of the product?  What are your recommendations for additional market research?

· What is your recommendation for best price/total units Mars should produce?

· What are your recommendations for distribution of Mars’s product?

· What is the best marketing strategy for Mars Techwerx?  (traditional media, infomercials, mass distribution, mail/internet order?)

EXHIBIT 1

PRODUCTION COST BREAKDOWN
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	Fixed Cost for producing any number:
	 $            500,000 

	
	
	
	

	
	
	
	

	Variable Costs:
	
	

	
	Units
	Var Cost Per Unit
	 Total Var Costs

	
	        5,000 
	 $          125 
	 $            625,000 

	
	      10,000 
	 $          100 
	 $        1,000,000 

	
	      20,000 
	 $           75 
	 $        1,500,000 


