Investment Proposal Executive Summary

Example

A. Summary of the Company’s Present Activities

History

The Company “Volga” is a highly successful systems integrator that serves its parent company which operates in various Russian cities. The Company is located Moscow, Russia.  The Company was established in 1994 and is a fully owned Russian private company. Since 1994, the Company's sales have grown from $470,000 to $3 million, an average of 30% per annum.

Industry
Volga currently operates in the telecommunications and multimedia industries. According to research by Market Strategy Partners, an industry analyst, the Russian market for multichannel Pay TV products has been growing at 16% per annum over the last five years, and over the last three years the market for some multimedia products such as internet services has been growing at 20% per annum. Overall sales of high-end units reached 500,000 in 1996. A combined multichannel Pay TV and multimedia package sells for an average price of $650. The total size of the Russian market is currently approximately $325 million. Our initial target market represents about 20% of this total, or about $65 million.

Products, customers and markets served

Products

Volga’s current products are multichannel Pay TV, and multimedia services. Customers

The main markets we operate in are private residents who live in multiple dwelling units (MDU’s). Currently our market share is about 20% or about $65 million. 

In the six years since inception, sales for these products have grown six-fold, from $470,000 in 1994 to $3 million in 1999. The company has been profitable in every year since 1994. 

Market

Our principal target market for the Multimedia line of products are middle to upper middle class families in Volgograd. The overall multimedia market is experiencing very robust growth with a good outlook for the future. The segment we are focusing on is young families who have children of a school age. 

Sales revenue and current market share

Sales revenue (U.S.D millions)








Item
1995
1996
1997
1998 
1999








Multichannel Pay Tv
26,075
32,857
26,075
42,000
30,732

Multimedia Services
52,149
55,714
72,149
65,714
61,464

Total
92937
106819
112937
127409
116746

At the same time, as a result of expanding into different segments our gross market share has increased…


1995
1996
1997
1998
1999

Multichannel Pay TV
23%
23%
21%
23%
21%

Multimedia services
40%
40%
40%
40%
40%

Gross Market Share
27% 
 28% 
30% 
33%
34%

Company Strengths, Weaknesses, Opportunities and threats

Strengths 

· We have the exclusive rights to air twenty four popular television programs. 

· Volga can deliver high quality internet services via television sets. 
Weaknesses 

· The company lacks the financial resources to expand into the lucrative Multichannel Pay TV markets of Pay Per View (PPV) 

· Not promoting multimedia products to some segments

Opportunities 

· Add-on products for the multichannel Pay TV market such as Pay Per View 

· Growing Multimedia markets particularly in the Business Internet Segment.

Threats 

· Increasing supplier prices

· Declining size off the Multichannel Pay TV segment

Management Structure

The Company has a marketing and sales division, production division, finance division, research and development division and human resources division. The Company has 550 employees.

Financial History

Income statement  (USD)








Item
1995
1996
1997
1998
1999








Sales revenues
262,708
1,575,080
5,337,977
8,830,974
12,933,132

   Cost of Goods Sold
12,298
101,120
285,683
458,789
632,248

Gross Profit
237,568
1,397,646
4,801,690
7,960,401
11,698,317

  Operation expenses
20,086
310,842
1,377,371
2,375,514
3,581,988

  Depreciation
46,073
107,101
251,421
388,741
524,266

Profit before Tax
75,026
1,365,094
4,651,167
7,671,438
11,042,739

Net profit
54,940
1,054,252
3,273,796
5,295,924
7,460,752

Balance sheet  (USD)








Item
1995
1996
1997
1998
1999








Current Assets 
1,210,942
2,292,752
5,588,416
10,913,448
18,404,564

Fixed assets
1,000,524
1,110,524
1,175,500
1,275,500
1,350,250

Other assets
544,584
547,847
610,254
625,154
780,154

Total assets
2,756,050
3,951,120
7,374,170
12,814,102
20,534,968

Current liabilites
6,002
20,653
29,615
45,816
63,274

Long term liabilities
547,784
524,145
500,451
780,254
987,457

Total shareholders equity
1,204,940
2,272,099
5,558,801
10,867,632
18,341,290

Profit
1,210,942
2,292,752
5,588,416
10,913,448
18,404,564

Total equity
1,204,940
2,272,099
5,558,801
10,867,632
18,341,290

Total liability
1,210,942
2,292,752
5,588,416
10,913,448
18,404,564

Cash flow (USD)








Item
1995 year
1996 year
1997 year
1998 year
1999year








Net cash from operating activities
118,016
1,188,910
3,547,085
5,713,773
8,015,382

Net cash from investment activities
-776,777
-1,144,135
-1,290,385
-1,267,002
-1,243,393

Net cash from financing activities
1,000,000





Cash at  end of period
341,239
386,014
2,642,715
7,089,486
13,861,475

B. Short Description of Future Company Activities

Project Concept and project implementation strategy

The Company plans to achieve its objectives by introducing 24 of the most popular Multichannel Pay TV programs as well as interactive multimedia services such as internet access. 

To achieve the project goal the Company will implement a new marketing strategy, and introduce new products to our existing customer base. The Company will also purchase new equipment such as earth station, power generator, testing equipment and tower equipment and install this equipment in new markets it plans to operate in.

Corporate Objectives

· To achieve a 45 per cent market share of the multichannel Pay TV and multimedia residential market.

· To decrease the number of lost customers in the customer market from 10 per cent to 5 per cent.

Sales Revenue (USD)








Item
1999 year
2000 year
2001 year
2002 year
2003 year








Sales revenues
262,708
1,575,080
5,337,977
8,830,974
12,933,132

Net profit
54,940
1,054,252
3,273,796
5,295,924
7,460,752

Marketing strategy and sales projection

The Company’s strategy is to grow its subscriber and customers bases, as well as its revenues and cash flows.

Key elements of the strategy include:

· Providing Additional Services in Existing Markets: The Company is pursuing opportunities to provide additional multimedia services in regions it currently operates. This will enable the Company to more efficiently utilize its existing infrastructure and to capitalize on marketing opportunities by bundling its services. 

Projected sales 

The Company’s sales are expected to grow by 150% over 5 years, or 20% average annual growth...

Sales Increase 150% 







Actual
1999
2000
2001
2002
2003

Multichannel Pay TV
2,400
3,100
3,300
3,000
2,800
2,400

Multimedia services
600
900
1,500
2,600
3,900
5,100

Total Sales
3,000
4,000
4,800
5,600
6,700
7,500

Which is expected to result in a...

Gross Profit Increase of 215% 






Actual
1999
2000
2001
2002
2003

Multichannel Pay TV
600
720
744
640
651
510

Multimedia
600
900
1,500
2,600
3,900
2,040

Gross Profit
810 
1,080 
1,344 
1,680 
2,211
2,550

Critical factors determining profitability
The critical factor determining profitability is potential subscribers or penetration rate. 
Penetration Rate


Year 1
Year 2
Year 3
Year 4
Year 5
Year 6
Year 7
Year 8
Year 9
Year 10

Volga Penetration
2,0%
8,0%
20,0%
30,0%
40,0%
45,0%
50,0%
53,0%
54,0%
55,0%

Basic Package Monthly Rate
$2,00 
$2,25 
$2,50 
$2,75 
$3,00 
$3,25 
$3,50 
$3,75 
$4,00 
$4,25 

Risks and Risk Reduction Strategies

The success of the Company’s business is and will continue to be, to a large degree, dependent on its ability to obtain multimedia services that are appealing to subscribers at commercially reasonable costs. The company has developed risk reduction strategies which includes a Consistent operating model, Customer oriented management along with conservative financial policies.

C. Investment Requirements

Total project costs estimation: U.S.D$6million
1. Use of Capital

Start-up expenses: U.S.D$1 million.

· Training staff, equipment certification, and purchase of  tools and test equipment

Capital expenditure (Plant, Buildings and Equipment): U.S.D$3 million
· Tower equipment construction, earth station equipment and  tower equipment construction  
Other expenses: U.S.D$2 million

·  Vehicles, furniture and fixtures other costs of preparatory period and payback loan.

Proposed financial structure of venture, including expected sources of terms and equity

We estimate the current value of the company to be between $2 and $2.5 million. Based on an 8x multiple of the conservative cashflow we have forecast for 2004, the Company will be worth at least $5 million five years from now.

We are seeking an investor who can add value to our growth process and anticipate full board participation on a new investor’s part. We are prepared to offer a substantial minority interest in the Company common shares in return for an equity investment of $600,000, the detailed terms of which remain to be negotiated. Given the cash flow that the Company expects to generate, we are in position to consider various scenarios for generating return to investors, including offering generous dividends in lieu of retained earnings. We can also consider the possibility of converting investors’ equity into subordinated debt.

Type and conditions of finances

The financial security proposed by the Company are real estate owned by the Company and cash flows generated by other businesses owned by The Company. The Company is prepared to offer 30 per cent of share equity and for the exit strategy the Company has local government guarantees to buy shares from the investor in four years based on market value.

Projected financial statements

Income statement  (USD)








Item
1999
2000
2001
2002
2003








Sales revenues
262,708
1,575,080
5,337,977
8,830,974
12,933,132

   Cost of Goods Sold
46,073
107,101
251,421
388,741
524,266

Gross Profit
237,568
1,397,646
4,801,690
7,960,401
11,698,317

  Operation expenses
20,086
310,843
1,377,371
2,375,514
3,581,988

  Depreciation
46,073
107,101
251,421
388,741
524,266

Profit before Tax
75,026
1,365,094
4,651,167
7,671,438
11,042,739

Net profit
54,940
1,054,253
3,273,796
5,295,924
7,460,752

Balance sheet  (USD)








Item
1999
2000
2001
2002
2004








Current Assets 
1,210,942
2,292,752
5,588,416
10,913,448
18,404,564

Fixed assets
1,180,542
1,222,450
1,450,368
1,490,524
1,601,128

Other assets
1,458,125
1564,250
2,584,455
3,254,587
4,578,587

Total assets
3,849,809
5,079,452
9,623239
15,658559
24,584,276

Current liabilities
6,002
20,653
29,615
45,816
63,274

Long term liabilities
480,548
584,458
654,457
651,258
211,258

Total shareholders equity
1,204,940
2,272,099
5,558,801
10,867,632
18,341,290

Profit
1,210,942
2,292,752
5,588,416
10,913,448
18,404,564

Total equity
1,204,940
2,272,099
5,558,801
10,867,632
18,341,290

Total liability
1,210,942
2,292,752
5,588,416
10,913,448
18,404,564

Cash flow (USD)








Item
1999
2000
2001
2002
2003








Net cash from operating activities
118,016
1,188,910
3,547,085
5,713,773
8,015,382

Net cash from investment activities
-776,777
-1,144,135
-1,290,385
-1,267,002
-1,243,393

Net cash from financing activities
1,000,000





Cash at  end of period
341,239
386,014
2,642,715
7,089,486
13,861,475

1. Key Performance indicators

Financial ratios projection








Item
1999 year
2000 year
2001 year
2002 year
2003 year








Return on Sales (ROS), %
9
292
203
105
69

Return on assets (ROA), %
7
79
133
155
177

Return on investment (ROI), %
4
62
81
63
50

Return on shareholders' equity (ROE), %
4
62
81
63
50

Cash flow discounted

Criteria
Discount Rate


15%
20%
25%
30%

PB, mth.
28
28
28
28

DPB, mth.
29
29
30
30

NPV, $
7,882,295
6,784,881
5,871,901
5,106,089

PI
11.6
10.2
9.0
8.0

ARR, %
361.3
361.3
361.3
361.3

IRR, %
173.2
173.2
173.2
173.2

MIRR, %
79.5
81.0
82.6
84.0

D.  Government Support and Regulations

We have signed agreements with the mayors of the cities about co operation and they have given us the full support of the development of the project because the Company won the tender to receive the license to operate in those cities. The project will create new jobs for the local community and therefore increase local business investment. There are no Government regulations regarding conditions of capital entry. The Company has an exclusive license to operate multichannel Pay TV programs

E. Timetable envisaged for project preparation and completion

The construction of the system in one market will be six months including equipment production and delivery. Presently, The Company can simultaneously develop three markets.
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