Kitchen Helper Case
BUSA 203 Final Project, Spring 2011
Notes and Hints and Requirements 

Read this carefully. Close attention to the information given here will save you much pain in completing the analysis of this case.

As noted in the syllabus, the spring 2011 semester project focuses on the Kitchen Helper case. This is takes the place of a final exam. This is an extensive project. However, by the time we get to this point, you should have sufficient experience with the conceptual material and with Excel modeling to make the project a productive learning experience. Note that class will not meet on May 19th, but I will schedule group meetings during the normal class period. Groups should come prepared with questions which reflect a careful reading of the case and an understanding of the requirements. Superficial questions or questions which  can easily be answered by a more thorough reading of the case will negatively impact your grade. [It is conceivable that an excellent student will have sufficient insight into the issues in the case that they will have no serious questions. However, the number of such students that I have encountered in nearly 30 years of teaching this course is somewhere in the single digits, probably 5 or 6. If you aspire to be number 7, you should be able to discuss all aspects of the case and answer any questions we may ask you during the final "interview."]
Team assignments: Groups for the project will consist of 2 or 3 [NOT 4] people. Each group will be constituted by April 28th. You are free to make up your own groups. I will not serve as a matchmaker. Each group will meet to agree upon their own "rules of engagement," which are to be submitted to me in writing no later than April 28th. Each member of the group must sign the group policies document, which I will retain in the event of a group "blow-up." Your "rules" should address such things as [but are not restricted to] sharing of effort, attendance at meetings and procedures for arranging meetings. Each person will be asked to provide a confidential evaluation of the group's work. 

In the event of a blow-up, the entire team is to meet with me. At this meeting, I will present you with the document that you all signed and try to get to the root of whatever problems may be occurring. If the problems cannot be resolved, the team has the right to fire a member who is uncooperative, although that action should be a last resort. If your team is experiencing problems, PLEASE report the situation to me BEFORE you get to the "breaking point."  I cannot force you to cooperate if you don't want to, but I do insist that major problems be reported to me immediately simply to ensure that I know what is going on. In the event of a firing, the “firee” will complete the entire project alone. Yes, that means starting over again, even if the "divorce decree" is filed the day before the final is due. Consequently, there are significant incentives for cooperation and learning to work together. [Welcome to the real world. We seldom get to choose our professional colleagues, and we may well wind up working with folks who are irritating or downright nasty.] 

Context: Ken Lanzetta wants to produce a pasta server. He needs financing to get production started. Your task is to develop the documentation required to apply for the financing. There are several important things to note before you begin your work:

Personal vs. business financing: Refer to the paragraph which begins at the bottom of page 1, which cites the following facts:

· They had already spent $10.500 before incorporation

· They had taken personal loans totaling $18.000
· They had made capital expenditures for 

·  office equipment [$750]

· a mould [$20,250] 

· tools and dies [$3,750]

· a blister pack mould [$3,750]
· This means that the Lanzettas have already invested $28,500 in the business. They invested $10,500 of their own funds to get the patent, and then took out personal loans totaling $18,000 to finance the purchase of other assets for the business. Thus, the $18,000 debt is personal debt, not business debt, so it is NOT included in Kitchen Helper’s balance sheet. In other words, they went into debt themselves in order to finance their equity stake in the business.
Source of business financing: Go to page 3, under “Financial Implications” at the bottom of the page. 

· You will find a reference to Arthur Cohen as a source of financing. 
· Strike the remainder of paragraph [i.e., through the end of the second line at the top of page 4. Substitute the following text for this section:
· Lanzetta is seeking a line of credit from the First, Last and Only National Bank of Parkland. Interest is expected to be 1% per month on the balance outstanding. All borrowing against the line will be at the beginning of the month and all repayments will be at the end of the month. Borrowing and repayment never occur in the same month. Any borrowing will be sufficient to assure a minimum balance of $5,000. Repayments will take place only when the cash balance before any debt transactions exceeds the $5,000 minimum. Interest will be accrued monthly and paid in the next month [e.g., interest accrued in April will be paid in May].
To simplify your work: When you set up your DATA worksheet, I strongly recommend that you include the page and paragraph number in which you found each specific data item. This will be really helpful when you have to go back and verify things.

Larger mould: On page 4, there is discussion of the purchase of a larger capacity mold. IGNORE THIS ENTIRELY. The modeling implications are complex and I would prefer that you do really well on the basic financial analysis and not mess with the complexity added by this potentiality.
Production scheduling [I]: Refer to case Exhibit 4. Note that the months are on the vertical axis. Your work [and my evaluation of it] will be WAY easier if you do the following:

1. When you initially set up the schedule, preserve the orientation in the exhibit. This will facilitate data entry and proofreading

2. After you have the matrix set up, transpose the whole business so that the months are across the top. Since we conventionally due the other budget documents with the months across the top, this will make your work way easier.
Production scheduling [I]:  The production schedule in case Exhibit 4 calls for production of 40,000 units in August. Forty thousand [40,000 pasta servers!?] is more than are actually required; furthermore, some fancy footwork with =IF( ) functions is required to accomplish this in Excel.  You have to take the production constraints [e.g., minimum batch size is 5K units and the mould capacity of 40K/month] into account. Because of the complexity of the analysis, I am giving you some slack AND some incentives on the production schedule. 
Option 1: Recreating Exhibit 4 IS doable in Excel, but it does require very careful thinking and analysis. I will give EXTRA CREDIT to those who successfully replicate Exhibit 4 using appropriate cell referencing. I suggest that you NOT mess with this unless you REALLY want to. It is a great exercise in critical thinking and modeling, but I would rather that you get the rest of the analysis right first.
 Option 2: This option is to IGNORE the forced production volume and simply let Excel calculate the required volume without worrying about the ramp-up with 40K units. Just use BASE and assume that August production will be whatever is needed to meet the sum of sales demand, promotional units, and ending inventory requirements. If you do this, there is no extra credit, but there is no penalty, either.
 The minimum requirements for the final project include:

1. an executive summary supporting your application for the credit line (do NOT include basic facts except as necessary to explain your analysis).

2. a full, accurate master budget with all supporting schedules [for August 1989 though July 1990, unless otherwise indicated], including 

a. monthly production schedules, with an annual total

b. monthly income statements and an annual summary income statement
c. monthly cash budgets and an annual summary cash budget

d. a projected year-end balance sheet; do NOT attempt to prepare monthly balance sheets

e. breakeven point, margin of safety, and related matters.

These are minimum requirements. Simple completion of 1 and 2, above, cannot get you an A on the project; if you do all of these, and do them extremely well, you would probably get a B, subject to the qualifications below.

Weak performance on the above items will result in a commensurately lower grade. In evaluating your work I look particularly for an understanding of the conceptual material related to the assignment. Incorrect cell references and clerical errors are a problem, but they are typically easily corrected. However, evidence of a lack of understanding of basic concepts [e.g., contribution margins, what goes on the balance sheet and where, cash vs. accrual, having the content and organization of the income statement correct] is far more serious. Equally serious is the inability to interpret or use numerical results, when the results themselves are correct. The presence of one or more conceptual errors will differentiate between B papers and those which descend to the C [or lower] category. One or two major conceptual errors can have an enormous impact on your grade, so your ability to demonstrate a thorough understanding of the concepts is critical. Remember that quantitative and graphical exhibits do not stand for themselves. They require interpretation and understanding. You cannot assume that the bankers will see what you want them to see. 
By this time, you should have developed enough expertise in financial modeling using Excel so that evaluation of alternative scenarios is facilitated by thoughtful workbook organization, use of Excel functions, and other techniques. Your calculation of the line of credit balance and associated interest MUST use the =IF( ) modeling that we have used in class. Failure to use this capability will result in a failing grade on the project. 
Another differentiating factor will be credit awarded for things like the items below, based on thoroughness, creativity, and quantitative accuracy. Bear in mind that all analyses must be reasonable; for example, it would be highly unrealistic to assume that the demand for could be double the amount given in the case, 

· sensitivity analysis (What happens if sales "take off?" Or do NOT take off? What happens if other things do not work out as expected? For purposes of these analyses, IGNORE the constraints, other than the hourly production rate. I am more interested in your ability to do the basic financial modeling than I am in your ability to deal with the idiosyncrasies of the constraints in this situation.)

· analysis of best case, worst case, and most likely scenarios

· consideration of markets, competition, or other issues, beyond those specifically outlined in the case

· additional insights--ratios, performance measures, and other indices that would be of interest to a potential creditor

Discussion of such issues must be supported by appropriate quantitative analysis. Any assumptions must be reasonable and based on an understanding of the industry and of relevant market phenomena. For example sales would be unlikely to be five times the amount projected in the case. Professional presentation is expected. Poorly written, badly organized, sloppy work will receive no credit.

A word of caution: In prior semesters, some groups have spent a lot of time on splash, bells and whistles [posters, illustrations, product “samples,” etc.]. Unfortunately, there have been instances in which that time could have been better spent on the basic documentation and a better understanding of the conceptual underpinnings of the analysis. In such cases, the bells and whistles do NOT raise the overall grade. An analogy might be building a house using warped, rotten lumber for the framing and then putting in really fancy landscaping and spending a lot of money on paint. Just as the fancy landscaping and expensive paint won’t keep the occupants dry in the rain, bells and whistles don’t compensate for a lack of understanding of the concepts underlying the analysis. I don’t want to discourage your creativity, but I do want to ensure that you have the basics well in hand before you try to set your creativity in motion.
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