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	Fabrica
Executive Summary
	


What should a weaving mill do when a customer wants a sample of a new fabric pattern? It seems like a reasonable request, and one that should be met quickly - a yard or two is all that's needed. But a modem loom is scaled to hold yarn to make a bare minimum 120 yards of cloth, and the smallest economical production run is 1,000 yards. Weaving the first couple of yards of sample takes only a few minutes, but setting up the loom requires 67+ hours' labor and overtime - not counting waiting time for a free loom in a busy mill. Today there are four ways out:
a) charge the customer as much as you dare of the $3,000 cost (in the US) of making the sample;
b) make the sample for free, hoping the customer turns out to be worth it;
c) try to convince the customer to place a firm order without a sample; or
d) provide a computer-generated image of the pattern from a high-end color printer.
Fabrica has come into being to offer a true no-tradeoffs solution to the weaver's quandary. In no more than three working days, for less than a sixth of the cost of producing it on the mill's own looms.1, Fabrica can provide a sample woven to the same pattern from the same yarns, dyed with the same dyes, as the finished product. Production plans are unaffected - there's no need to annoy the customer with talk about how expensive it is to make samples - response is immediate - and the customer can assess the drape, color, texture and sheen of real fabric (all impossible with computer printouts).
The secret to Fabrica's unique capability lies in 10 years of research and experiment in textile engineering by inventor Dr. Sathit Putthachaiyong, our Director for Research and Development. Over this time he perfected and patented a small dobby2 loom that embodies a unique constellation of features: it is cheap to construct, easy to operate, highly reliable and produces fabric of the same quality as a large, modem loom. This loom, the KS 16 can produce a sample of virtually any type of woven fabric within as little as three hours from receipt of the design. This is not a projection from specifications: it is a market-proven fact, confirmed by over 20 current industrial users.
Our market research has clearly confirmed what common sense suggested: weavers (and also fabric traders and designers) are extremely eager to find a way to get their customers production identical samples fast and affordably, As trade barriers fall and fabric production migrates from country to country and continent to continent following the opposing pulls of advanced technology and cheap labor, more and more transactions are between comparative strangers. Excluding the very poorest countries, annual woven textile production is about 49 billion meters, worth over $200 billion exfactory.3 This amount of cloth involves a very conservatively estimated 12.5 million separate production runs, of which at least 2 million will be of woven patterns.4
There is no direct competitor to Fabrica on the horizon, and we are convinced - because the KS loom series is already far along the learning curve, and because of the optimal combination of technical, entrepreneurial and managerial skills embodied in our management team - that we can dominate our target market for many years, and that by 2004 we can sell one Fabrica sample for every five patterned fabric production runs in the major nations of the Americas, Asia, and Western Europe.
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Year

	YEAR

1999

2000

2001

2002

2003

2004

ASSETS

413,913

1,004,944

2,940,306

3,201,543

3,093,477

3,318,372

DIVIDENDS

0

0

1,137,239

2,109,479

3,421,762

5,801,595

EBIT

(105,703)

47,163

4,088,042

3,411,198

4,666,508

8,462,053

NET SALES

0

935,476

7,115,474

5,870,898

7,776,928

12,470,861



	


Our strategy of expansion by licensing, with licensees paying the entire cost of their plants in advance, will permit us to grow rapidly while returning most of our earnings to shareholders.5 The result is a business that will require initial investment of only US$1,000,000 and yet grow to gross sales of $51 million in 2004, with an NPV of $4.26 million, payback within 21 months and IRR of 176%.
The need to proceed with all possible speed and the near-total paralysis of Asian financial systems have led us to seek Western venture financing for half the company's equity, and to offer extremely attractive terms.
+ See graph on page 9
1 See cost comparison table in appendix A
2 The dobby is the mechanism that enables a loom to weave small figures or patterns into the fabric, such as are commonly seen in checked or plaid shirting, women's blouses, neckties, household linen, upholstery.
3 These and other data on world textile production and trade from the International Textile Manufacturers' Association 1998 World Data Summary, and from a proprietary market opportunity study by Decision Data Ltd., Bangkok.
4 Estimates of the patterned proportion of all woven fabric range from 3.4% to 6.5%, with average run length estimates from 600 m to 1,334 m. These figures imply anywhere from 1.25 to 5.3 million production runs.
5 As Fabrica retains legal title to all KS looms and ancillary equipment installed for licensees, our balance sheet gives the impression of heavy investment in plant From a risk-assessment perspective this is very misleading: each increase in plant run by licensees produces immediate positive cashflow greater than the assets' book value, with minimal contingent liability.
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	Fabrica
1. Company
	


1.1 Technological Background

The genesis of the Fabrica opportunity was Dr. Sathit Putthachalyong's decision some dozen years ago to develop a loom that would let the Thai textile industry-burdened with increasingly high labor costs and obsolescent plant-compete more vigorously by providing prospective customers with exact fabric samples quickly and at the lowest possible cost. After ten iterations of the design-build-analyze cycle, the result was the KS 16 loom, a 16-harness dobby loom6 that can handle to 6 colors of weft, using virtually any type of fiber and weight of yarn, with a maximum width of 10 inches. In other words, it can weave anything from white-on-white fleur-de-lys on the finest cambric, to the little ducks on sportsmen's neckties, to a heavy Royal Stewart tartan, not to mention ordinary striped and checked shirting. (An illustration of its successor, the KS 24, appears in Appendix C).
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	Lengthwise warp threads are run through heddles, enabling some (for example the odd-numbered ones) to be lifted above others, and then wound onto the beam, and the free end fastened to the take-up roller. A harness (also called a shaft) lifts up some of the heddles, and the shuttle carries the filling yarn or weft between the lifted and unlifted warp strands, and action called picking in shuttleless loom. The reed compressed the new strand of weft against the cloth already woven, and the take-up roller winds the cloth in as the beam lets off warp yarn.



	


There is no closely comparable loom in the world market today: other small dobby looms are hand-powered, and aimed at the artisanal craft weaver rather than at duplicating industrial loom output on a small scale. They come nowhere near the KS loom's high output speed or precise control of warp and fill tension, and are basically unsuitable for ordinary skilled workers, they need the skills of a master weaver to produce fine results.
1.2 Fabrica Co., Ltd.

1.2.1. Origins and structure

Monday, June 22, 1998 Fabrica founder and Managing Director Anan Wongmasa was intrigued to read of Dr. Sathit's invention in a local newspaper. Already the COO of his family's garment and knitted fabric businesses, he immediately recognized the potential of the KS loom. He had already heard of Dr. Sathit, a well-known figure in Thailand's textile community; what was surprising was that only 18 of the looms had been sold.
It soon developed that Dr. Sathit had very limited working capital, and because of the historically weak protection of intellectual property rights 'in Thailand, was reluctant to sell a loom to anyone who was not of unimpeachable probity. Very much more a visionary than an entrepreneur, living comfortably on his 'income as a professor at the Rajamangala Institute of Technology, Dr. Sathit sets an absolute priority on maintaining control of the KS loom and the inventions it 'incorporated.
In consultation with classmates in his Thammasat University Master's in Marketing program, Anan decided that the key to reaping the potential of the KS loom within the constraints of Dr. Sathit's concerns was to build a business around selling a service-quick, exact, low-cost samples-rather than a machine. A licensing system would permit all looms to remain under Fabrica's ownership, and confining sample production to a handful of specialized centers would greatly simplify many aspects of the organization.
Dr. Sathit accepted this basis for cooperation enthusiastically, and Fabrica Co., Ltd. was accordingly registered in Bangkok on December 14, 1998, becoming a juristic person the same in all important respects as a US corporation.
1.2.2. Mission and goals

Fabrica's mission is to become the standard for fabric sample production, and to make a Fabrica sample an essential part of an order/quote for quality-critical fabric. We would like to achieve a position roughly analogous to that occupied by Panton® color-specification systems in the printing industry.
Our goal is to grow with all possible speed to cover all major textile-producing countries, achieving an order from 20% of all woven-pattern production runs after five years in each, and establishing such wide brand recognition in the international textile trade as to constitute a serious barrier to the inevitable competitive entry. We will consider that we have succeeded.
1.3 Scope of startup

Our startup operation will be a 29-loom, 500 m2 (5,382 square feet) facility in Bangkok, with a 2-shift capacity of 30,000 samples per year if we can meet our target of 166,000 samples in 2004. From here we will serve the Thai market and overseas licensees during their first year of sales, after which each licensee will set up a domestic production center for its market. Essentially all the capital cost of expansion beyond the Bangkok center will be funded by licensees.
6 See Appendix B for a glossary of textile terms. 
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	Fabrica
2. People
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2.1 Key managers

Fabrica has been established by five people whose diverse work experience runs from textile manufacturing, 'international marketing, finance to small business entrepreneurship. All of us are currently completing the Masters in Marketing degree at Thammasat University. Three of the team members, who bring in complementary skills and a wealth of experience 'in the management of new and growing businesses, share their parts as members of Board of Directors. Fabrica's management team consists of :
Anan Wongmasa, age 29, Managing Director

Anan grew up in the textile industry. His family founded a small knitting and garment business over thirty years ago, selling both fabric and apparel. With his education background in accounting from Thammasat University and MBA from University of Wisconsin, he adds to his practical excellent educational qualifications for leading Fabrica to its goals.
Dr Sathit Putthachaiyong, age 42, Research & Development Director

As the inventor of KS looms, Dr. Sathit is unquestionably the best person to guide Fabrica's R&D, which will focus exclusively on improvements and extensions to the KS loom range. Dr. Sathit first started his career, over 20 years ago, in a weaving mill before deciding to pursue further studies in textile technology. After receiving his Ph.D. from England, he has dedicated himself primarily to the academic sector while continuing to work closely with many companies in the textile industry, so that he is uniquely able to adapt theory to real-world situations. Dr. Sathit is also well known in the textile industry both locally and internationally. He brings to Fabrica not only outstanding technology , but also a very good reputation and recognition.
Viwat Supatham, age 36, Finance Director

Viwat will take responsibility for all resource management activities including financial management & accounting, material procurement, and human resource management-all duties he currently discharges at Bangkok Crystal Co. Ltd., a listed manufacturer of luxury glassware with market capitalization of $104 million. In addition, his background in engineering and further education in management perfectly suit him to a lean, production-based company like Fabrica.
Amornrat Putrakool, age 33, Production Director

With a Master's degree in Engineering Management from California State University and nearly a dozen years in industrial production and product management including procurement, Amornrat is ideally qualified both to oversee the design and construction of our Bangkok plant, and to coordinate establishment of licensees' production centers.
Chalermporn Siriwichai, age 28 Marketing Manager

After graduating from Thammasat University, Chalermporn has been managing sales and marketing functions for three years. In addition to that, she is also in cope with customer communications and service, making her be our natural representative to introduce Fabrica to overseas markets.
Pavika Koomvutiworn, age 30, Administration Manager

Pavika will undertake to all of Fabrica's administrative operations since she has more than five years in administrative sections. She is also well qualified to conduct personnel training and other human resource activities.
2.2 Ownership & compensation

Fabrica was originally registered with paid-up capital of US$500,000 split among the team members and the inventor. Dr. Sathit has paid for his shares with the proceeds of a one-year option to purchase all rights to the KS looms and related inventions; exercise of the option will require payment of $100,000 additional. When we have consummated a deal with a venture capital investor, paid-up capital will be as shown in the chart below.
[image: image6.jpg]500%
500x 5%

0%
o

5o

1o

s A e S ARt (9 Chiderion e DSk




Senior managers are all Fabrica founder-shareholders, and will be bound to maintain their holdings for the first three years of operation. Because we think it is important to separate rewards for management performance from those of investment, their base compensation packages will be at the mid-range of Thailand market levels, with very generous performance incentives. Management contracts provide for retention of incentives payable for two years after departure from the firm. Sale of original shareholdings will require board approval for the first five years.
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	Fabrica
3. Product
	


3.1 Startup product

Our startup product will be the output of the KS 24 loom, a 24-harness electrically powered, manually configured loom with a maximum output width of 10 inches and weaving speed (with medium-weight, 200 denier yarn) equivalent to 1 inch per minute of finished fabric. It can duplicate approximately 90% of all woven-pattern yardage.
The output we are selling will consist of samples averaging 10 x 72 inches (25 x 183 cm), with a typical in-plant turnaround time of 2 days.7 Cost per one sample will range from $81 to as much as $ 1,000, depending on complexity and destination country.
3.2 R&D / follow-on products

3.2.1. KS 24 advanced dobby sample loom

The first step of our R&D plan is already complete, with KS 24 loom already in operation. With 24 harnesses in place of the 16 in the KS 16, it can produce a given figure 50% larger with the same degree of detail.
3.2.2. KS/C computerized loom

This version of the KS loom, already fairly well advanced, features electromechanical activation of the harnesses controlled by a PC. The alternation of fill yarn over and under warp strands is directly controlled from the computer file specifying the fabric pattern, so that there is no need to set the metal pegs that govern the lifting of harnesses in the KS 16 and KS 24 looms. Pattern setup errors will be eliminated, and the skilled labor time required per sample reduced by 33%. We expect installations will start in Q4 of year 2002.
3.2.3. KS/J Jacquard loom

In Jacquard looms, a practically unlimited number of punched cards replace the harnesses and heddles in controlling which warp strands are lifted so the fill yarn passes under them. Whereas a 24-harness KS 24 can produce only 24 distinct paths for the fill yarn, a Jacquard loom could hypothetically vary over/under sequence every time the shuttle crosses the warp. It is the Jacquard process that permits the weaving of large figures, such as pictures the full width of the cloth. The computer-controlled KS/J will produce what are now the most costly and time-consuming samples little more time than the simple dobby figures of the KS 16. Commercial operation expected after 2004.
3.2.4. KS/K knitting sampler

Knitting mills face the same problems providing customers with samples that we have described for weaving mills. Absolute costs for producing a sample in-house are lower, but so is the average value of an order, so the producer's incentive to use the Fabrica service is still strong. Development will start in year 2003 and expect to finish in a couple years.
7 Where special yarns or colors are required (our standard stock of 780 variants is expected to cover 80% of orders) a further 3 to 6 working days will be needed.
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	Fabrica
4. Market
	


4.1 Industry Overview

Because Fabrica is so different from present alternatives it is going to create a new market. So we look here at the world weaving industry rather than the still non-existent market for samples. The producing countries of interest-those with large capacity plus relatively stable governments and convertible currencies (notably excluding Russia, India and Indonesia) are listed below:
World Woven Textile Production 1997:
selected major producers (million meters) 

	Country
	Production,
million meters
	Population,
million
	GDP,
$million
	Est. avg price
per meter
	production value,
$million
	% of GDP

	Brazil
	2,144
	164.3
	$773,853
	$3.65
	$7,826
	1.0%

	China
	17,747
	1246.9
	$920,212
	$2.09
	$37,145
	4.0%

	France
	1,460
	58.9
	$1,402,409
	$5.93
	$8,665
	0.6%

	Germany
	3,278
	82.6
	$2,124,472
	$6.07
	$19,908
	0.9%

	Hong Kong
	3,917
	6.7
	$176,880
	$6.12
	$23,976
	13.6%

	Italy
	1,284
	57.7
	$1,138,998
	$5.61
	$7,203
	0.6%

	Japan
	3,267
	126.3
	$4,268,940
	$6.59
	$21,537
	0.5%

	Korea
	3,261
	46.4
	$441,310
	$4.51
	$14,694
	3.3%

	Mexico
	1,456
	96.2
	$411,736
	$3.55
	$5,165
	1.3%

	Spain
	1,200
	47
	$671,630
	$5.09
	$6,110
	0.9%

	Taiwan
	2,639
	21.9
	$291,336
	$4.98
	$13,151
	4.5%

	Thailand
	3,290
	61.4
	$150,430
	$3.00
	$9,871
	6.6%

	USA
	4,239
	270.5
	$8,101,475
	$6.36
	$26,951
	0.3%

	TOTAL
	49,182
	2286.8
	$20,873,681
	 
	$202,204
	1.0%


Source: International Textile Manufacturers' Association, World Bank
Data from different sources are inconsistent, but it appears that these countries probably account for about 60% of all woven textile production, including traditional hand-weaving. What is of more immediate interest is the potential demand for Fabrica samples in each country. Based on a combination of quantitative questionnaires, industry figures and regression analysis of these data against economic variables, we have estimated the following:
Potential Demand for Fabrica samples, 1999
selected major producer countries 

	Country
	Total
production runs
	Patterned weave
production runs
	Fabrica
sample price
	Fabrica samples at
20% of patterned
production runs
	Sales value

	Thailand
	731,200
	91,400
	$100
	18,280
	$1,828,000

	USA
	1,371,393
	289,995
	$400
	57,999
	23,199,592

	Japan
	1,076,192
	233,425
	$400
	46,685
	$18,674,008

	Hong Kong
	1,243,325
	256,039
	$361
	51,208
	$18,499,998

	Germany
	1,036,391
	212,259
	$354
	42,452
	$15,021,751

	France
	456,330
	91,957
	$333
	18,391
	$6,124,659

	Taiwan
	755,780
	134,775
	$218
	6,955
	$5,886,879

	Korea
	888,050
	147,588
	$177
	29,518
	$5,225,459

	China
	3,294,107
	320,048
	$81
	64,010
	$5,205,488

	Italy
	390,193
	75,594
	$289
	15,119
	$4,363,564

	Spain
	347,415
	62,891
	$229
	12,578
	$2,882,480

	Brazil
	525,594
	75,365
	$125
	15,073
	$1,878,918

	Mexico
	351,905
	49,455
	$120
	9,891
	$1,186,570

	TOTAL
	12,467,874
	2,040,791
	 
	408,158
	$109,977,365


In general, demand for samples increases with the price of the fabric and the complexity of the design, and the length of production run decreases with the same factors. Pricing is discussed under heading 5.2.2 below.
4.1.1. Production and pricing trends

The steady reduction of trade barriers in developed nations, combined with the extension of elementary infrastructure to many of the least-developed countries, has seen a steady migration of basic weaving to the third world. This has tended to represents strong bias in growth, rather than an actual net decline in production in the developed countries: China remains the only low-income country with total production valued over $10 billion. Global production growth only slightly exceeds population growth, at about 1.7% yearly. Real prices for the commonest fabrics have shown a long-term decline. The net result is that producers in all of the listed countries except China are under strong cost/price pressure, with many of the older, technologically less sophisticated mills operating far below capacity because they cannot compete with ultra-low-wage producers. (It was specifically to give Thai mills in this position a new competitive edge that Dr. Sathit conceived the original KS 16.) 
4.2 Competition

There is no direct competition to a Fabrica sample. Computer color printout from fabric design programs provides an extremely quick way to get a good general idea of a design, but no computer printing process can closely match dye colors: computer printers create different shades by varying mixtures of four basic "process" colors, cyan (blue-green), magenta, yellow and black. Yarn dyes, relying on a great variety of pigments, can produce brighter, deeper colors than process inks. In addition, of course, the computer output does not reproduce the texture of actual fabric.
Hand weaving of samples is impractical because of the high degree of expertise required of the weaver. One current KS loom user had previously purchased an expensive Swiss handloom, and ended up donating it to a neighboring vocational school because no one in the mill could produce acceptable fabric on it. (We exclude here samples produced by fabric designers who are themselves master weavers, an admirable but dwindling group.)
The only current way to get a real machine-woven sample is to make it on a production loom, at a cost which can exceed $3,000, and a wait of 67 working hours plus lead time if the mill does not have a free loom.
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Direct Costs of Making Fabric Sample
4.3 Environmental considerations

We are not aware of any forces in the political, economic or technological macro-environment that are likely to cause a major change in potential demand for Fabrica samples. As long as fabric is being used to produce real products, no advances in computer emulation will displace a real sample.
4.4 International opportunities

As already indicated in the tables above, Fabrica's opportunities lie mainly outside Thailand. Every advanced economy represents an opportunity, as do some of the more transparently managed developing countries. Our licensing system will let us expand with extraordinary rapidity, which will be essential to discouraging/delaying the appearance of competition.
4.5 Market research

Our most important market research data are the 20-odd satisfied current users of KS 16 looms, but we have also surveyed potential sample purchasers in Thailand, the US, France and Japan, receiving an overall 63% level of definite intention to buy at planned prices. We have already begun low-key sample sales in Bangkok, eliciting comments like these: 
"I heard about the KS loom about one and a half years ago, but I did not buy one because of its price even though I realized that samples would get me orders. I had to say 'no' to several customers who asked for samples before they would order. [Then] Fabrica contacted me... The service they are offering is very useful to the industry. We, the weavers, will be able to close deals easier and faster .... Apart from the quick output, the price charged per sample is reasonable especially when compared to what I would lose if I have to stop a machine for making sample."8
8 Mr. Bandid Pongsarojanavit, Managing Director of Soon Hua Lee Textile Ltd. Part., actual Fabrica customer
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	Fabrica
5. Marketing & Sales Strategy
	


5.1 Marketing Objective

Fabrica's objective is to become the world standard sample source for order of woven-pattern fabrics where quality is critical, achieving sample sales equal to 20% of production runs after five years in each market. Specific sales targets are:
Sales value of Fabrica samples, 2001 - 2004 by country 

	 
	2000
	2001
	2002
	2003
	2004

	Thailand
	$176,555
	$299,007
	$506,387
	$857,598
	$1,452,396

	USA
	$1,162,335
	$3,046,858
	$5,160,042
	$8,738,851
	$14,799,786

	Hong Kong
	$494,578
	$2,129,822
	$3,606,985
	$6,108,653
	$10,345,382

	Germany
	-
	$1,450,859
	$2,457,119
	$4,161,283
	$7,047,391

	Japan
	-
	$935,597
	$2,452,502
	$4,153,464
	$7,034.149

	Taiwan
	-
	$157,380
	$677,730
	$1,147,778
	$1,943,832

	Korea
	-
	-
	$261,804
	$686,272
	$1,162,244

	France
	-
	$591,543
	$1,001,815
	$1,696,636
	$2,873,358

	Italy
	-
	$421,450
	$713,751
	$1,208,782
	$2,047,148

	Brazil
	-
	-
	-
	$181,473
	$307,336

	Spain
	-
	$278,401
	$471,489
	$798,496
	$1,352,303

	Mexico
	-
	-
	$114,603
	$194,088
	$328,700

	China
	-
	-
	-
	-
	$502,766

	TOTAL
	$1,833,469
	$9,310,915
	$17,424,228
	$29,933,374
	$51,196,791


5.2 Marketing plan
5.2.1. Product and service positioning

Fabrica will sell samples primarily on a contract basis since contact costs are too high on a piece-by-plece basis, and most mills will have continuous needs. Fabrica will source and (through a strategic partner) dye any kind of yarn required that is not in our standard range of 500 fiber/weight/color combinations; naturally there will be an additional charge for this service. For stock-yarn orders (or orders where the customer supplies yarn) in countries where we have production centers, we will guarantee sample delivery within three working days of receiving an order.
Key customer benefit

The Fabrica sample service lets you show prospective customers exactly what you will weave for them, at a cost so low there is no need to charge for the sample, and is so fast that no competitor without the service can hope to submit as quickly. Fabrica samples close the deals you need, when you need them.
Features

The outstanding characteristics of Fabrica samples - largely covered in the paragraph above - are
· Exact match of yarn color 
· Real fabric texture 
· Ultra-quick delivery 
· No disruption of manufacturing operations 
· Low cost 
Target group 

Our primary target group will be weaving mills, who are generally the party most interested in securing a fabric order. We will not, however, overlook fabric traders, designers and garment manufacturers, all of whom occasionally want samples either to show their customers, or as reference standards when ordering fabric. These subsidiary groups are unlikely to account for as much as 10% of turnover.
5.2.2. Price

All prices shown in tables are those to average-size contract customers, who will typically be ordering 5 to 20 samples in a batch. Larger customers will receive generous progressive discounts. Discounts to customers will be based on a combination of actual and forecast volume, with greater discounts for quantities in line with forecast, as shown in this example:
Thailand Sample Prices
Discounted according to Contract quantity and actual orders 

	Actual Order:
	Contract quantity

	 
	50
	100
	200
	500

	50
	$100
	$120
	$130
	$140

	100
	$95
	$85
	$90
	$100

	200
	$90
	$80
	$75
	$80

	500
	$85
	$75
	$70 1
	$60


Thus a customer always enjoys lower prices with rising volume, but must plan and adhere to the contractual amount to get the lowest price for any particular quantity. In each country our pricing is in rough proportion to the cost of labor, with a maximum of $400 for a standard sample (five-color cotton plaid) to small contract customers.
5.2.3. Distribution

Since each sample is a one-off custom order, the normal distribution options do not arise. Fabrica or licensee sales reps will make monthly to weekly calls on customers, but once a contract is signed this will be more to check customer satisfaction than to obtain orders. The customer will normally fax or e-mail a number of sample specifications, and a few days later receive the samples by courier.
5.2.4. Promotion

Our primary means of acquainting the target group with Fabrica will be personal selling. We will support this channel with a budget starting at 13% of net sales in 2000, running strong awareness and image-building campaigns through
1. Advertising

We will run striking and informative ads in trade journals such as, Textile Digest and Textile World, and in all major textile-related directories. We will also run periodic direct-mail campaigns, and - since the Internet cannot be avoided nowadays - maintain a lively web page.
2. Publicity and Public relations

We will join or associate with all possible influential industry associations in each country where we operate, such as (in Thailand) the Thailand Garment Manufacturers Association (TGMA), Union Textile Merchants Association, and Thai Weaving Industry Association, and will contribute to selected activities of these organizations.
3. Trade shows

The majority of our A&P will be devoted to trade shows, which provide the most effective and economical chance for face-to-face communication with large numbers of our target group. Currently planned:
· Garment Fabric Technology

, June 2000, Bangkok. This show includes textiles, apparel, and textile machinery. It is the leading show for the textile industry in Southeast Asia. 
· ITMA 1999

in France. The largest textile machinery exhibition of all takes place every four years. Here Fabrica will officially present itself to the international market during June 1-10, 1999. 
· Leipziger Mode Messe

in Germany. This exhibition of all things related to garment production will be held in August 2000. The show includes textile sourcing, Eurotex section, CAD/CAM, etc. 
· Interstoff Asia - Spring

in Hong Kong, a world-renowned fabric show. It is set not only to be the most comprehensive and diverse textiles event but also to gather new information and source of new products. A whole host of opportunities will arise for business people from all sectors of the industry. Fabrica intends to participate this show in March 2000. 
· IFFE

- The International Fashion Fabric Exhibition - in the USA. This show is North America's largest global sourcing event where Fabrica aims to present the company's product and services to the North America market during mid-April 2000, at the same time. 
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6. Operations Strategy
	


6.1 Licensing

Our key strategic decision was whether to sell samples, looms, or both. We decided to sell only samples because:
· An order of magnitude shift in production capacity would be necessary to produce looms for the world market; 
· We can not see ourselves establishing a strong global marketing network quickly enough to secure control of the market within three or four years; 
· Major investment in customer support would be necessary to service a installed looms; 
· Even with the most extensive turning of operators, customer-controlled looms could not be expected to produce samples of maximum quality; 
What our target group wants is quick, quality samples at low cost, not additional machines in their mills, and the most effective way of satisfying this need is through sample sales. The next question was whether we should produce all samples in Thailand, establish branches overseas, or license others to produce for foreign markets. The attraction of licensing was immediate: we can recoup equipment costs at once, do not need to build deep familiarity with each market, and can expand with a minimum increase in headcount and overheads.
The basic of Fabrica's licensing program are:
· A licensee acquires 5 years' renewable exclusive rights to sell Fabrica samples in a territory against a payment of $300,000 to $500,000 depending on market potential. 
· Samples are initially sourced from Bangkok, with the licensee earning a 30% commission on the sales price, and paying all selling and freight costs. 
· Within one year the licensee is required to establish a production center, paying Fabrica a complete set of equipment, training, and installation fee of $18,000 per KS loom, inclusive of plant design and training. 
· After commissioning of the production center, the licensee pays Fabrica a royalty of 20% of net sales. 
The table below shows the licensee's earnings both as a distributor of imported samples, and later as a royalty-paying producer (based on target sales of 5,000 samples/year and 10 looms in operation):
	COSTS
	Importing
	Producing

	Selling Price per sample
	400
	400

	Commission
	120
	-

	Royalty
	-
	80

	Selling Expense
	70.9
	70.9

	Material
	-
	2

	Labor
	-
	64.35

	Overhead
	-
	6.9

	Shipping & Handling
	11
	9

	License Fee
	-
	20

	Total Income
	38.1
	146.85


6.2 Production

A key theme in all our planning has been to minimize Fabrica's fixed assets, to enhance returns and even more to minimize the stake at risk to possible competition. 
6.2.1. Looms

KS looms will continue to be produced by the same group of machine shops and fabricators Dr. Sathit has been using so far, with the critical dobby head made by a company in which Dr. Sathit himself has an interest. We will purchase the looms from Dr. Sathit. If current component suppliers are not able to expand to meet increasing demand, there are large numbers of competent alternative sources.
6.2.2. Yarn

Although we will stock 780 different yarns, which some of them are the left-over yarns from weaving factories, and expect to be able to produce 80% of all samples ordered from this inventory, it will be important to obtain quickly any of many thousand other yarns a customer may specify. After thorough investigation of the practicality of setting up our own small-scale dyeing operation versus outsourcmg, we have found that there are three dye works in and around Bangkok which are willing to undertake dyeing of single spools of yarn on short notice on a retainer basis. Delivery time will be no more than five days, which is acceptable to customers. Outsourcing will save us the need for acquiring additional specialist expertise, and maintaining a potentially burdensome stock of dyestuffs, which are not always available in small quantities. 
6.3 Technology security / Intellectual property rights

Dr. Sathit has already applied for Thai patents on four key components of the KS loom9, and we have initiated filing for US patents. The likelihood of success is extremely good, but these patents will cover specific ways of producing the desired results rather than the results themselves.
As far as our security of exclusive access to Dr. Sathit's inventions and expertise is concerned, our option on the KS loom design includes a provision that we shall gain sole rights to any textile - related invention of Dr. Sathit's for the duration of his tenure as Fabrica's Research and Development Director and five years thereafter.
6.4 Research and Development

All of our R&D will be conducted externally by Dr. Sathit, who will continue to hold his academic position and enjoy access to a variety of facilities it would be impractical for Fabrica to duplicate. We will provide Dr. Sathit with an annual budget of 2% of net sales for further Research and Development projects.
6.5 Personnel

6.5.1. Compensation

Because of the need for shift work and close attention to the process, we have budgeted base pay and benefits approximately 20% above current market rates, and have included a very generous 8% real annual increase.
6.5.2. Supervision & Manpower

The Fabrica sample center in Bangkok will operate 16 hours a day, two shifts, under a shift supervisor. Employees will be locally recruited, with on-site training. Three main operational functions are required as full time employees: 63 in production, 9 in marketing, and 8 in finance and administration.
6.6 Risks and risk management

6.6.1. Internal

The primary internal risk is a failure of R&D, particularly some event that would deprive us of the services of Dr. Sathit. We are actively developing a list of other textile engineers to recruit in this contingency, but a major interruption of development programs would be inevitable.
A secondary risk is a rupture in outsourcing lines. This would be of much less consequence, since we already know of alternative sources for the comparatively simple loom fabrication and yarn dyeing processes.
6.6.2. External

Competitive

The great risk is that a competitor appears on the scene before we have established a commanding position. We do not believe that even an established loom manufacturer could bring a competitor to the KS loom to market within less than two to three years, but we have no way of knowing that such a competitive system is not already under development. Our response to its appearance would be accelerated geographic expansion and immediate price reduction, but project profitability would be almost sure to suffer however we react.
Country Political Risk

Southeast Asia is now in a state of political ferment that has (combined with the near-collapse of its financial institutions) reduced the flow of foreign direct investment to a trickle. The future of Indonesia, Malaysia, Burma and Cambodia is in sufficient doubt to deter many prudent investors. This is not true of Thailand. Prospects for a radical change in government are minimal: the only credible replacement for the present power structure is the military, which seems presently very little inclined to revert to its bad old habit of political activism. In the unlikely event that the military took power, policies affecting this project would in all probability experience no change.
Foreign Exchange Risk

Since early 1997, the baht has ranged in value from 25.4 = $1 to 55 = $1. The present exchange rate of about 37 baht to the dollar is widely expected to deteriorate slightly to 40 or 41, but a much larger decline is possible if China devalues the yuan, and in a number of other circumstances, and even an appreciable strengthening cannot be ruled out. Our partner/distributor will be substantially insulated from any effects because a weakening of the baht will reduce dollar costs (of labor, depreciation, etc.) at the same time it reduces the dollar value of dividends.
9 See patentable Appendix C for patentable features
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7. Financial Plan
	


7.1 Highlights of results

7.1.1. Income statement

	Year
	2000
	2001
	2002
	2003
	2004

	Net Sales
	935,476
	7,115,474
	5,870,898
	7,776,928
	12,470,861

	Cost of Goods
	412,661
	1,421,619
	1,286,864
	1,754,950
	2,320,684

	Gross margin %
	55.98
	80.02
	78.08
	77.43
	81.39

	Net income after tax
	40,651
	2,902,627
	2,430,598
	3,280,708
	5,949,583

	Net income % of sales
	4.35
	40.79
	41.4
	42.19
	47.71


7.1.2. Balance Sheet

	Year
	2000
	2001
	2002
	2003
	2004

	Current Assets
	391,319
	2,084,052
	1,996,374
	1,274,252
	12,143,432

	Fixed Assets
	513,625
	756,254
	1,105,168
	1,719,225
	1,074,940

	Total Assets
	1,004,944
	2,940,306
	3,201,543
	3,093,477
	3,318,372

	Total Liabilities
	64,472
	234,446
	174,564
	207,553
	284,459

	Net worth
	940,472
	2,705,859
	3,026,978
	2,885,924
	3,033,913


7.1.3. Cashflow

	Year
	2000
	2001
	2002
	2003
	2004

	Cash from Operations
	2,04,283
	3,165,687
	844,515
	3,949,482
	6,593,869

	Net Cashflow
	242,447
	1,301,507
	1,357,439
	449,269
	830,039

	Dividends
	-
	1,137,239
	2,109,479
	3,421,762
	5,801,595


7.2 Key assumptions
Inflation

We have not attempted to incorporate inflation 'in our projections. Although there will undoubtedly be inflation in Thailand, it will not have any major or predictable impact on our business. All costs are shown in real 1999 amounts.
Currency

Our working financial plans were produced 'in US dollars, the currency in which most revenues will occur and many costs will occur. Capital equipment costs will be 'incurred in baht, affected by any change in the baht : dollar exchange rate. We have assumed a conservative rate of 3 5 : 1, which applied for most of the first quarter of 1999.
Personnel Costs

All personnel costs show a real increase of 8% per year, reflecting our need to reward our workers exceptionally well in order to keep their performance at levels that will hold waste and defects to absolute minimums. This again is the highest expense that can reasonably be projected.
Key Equipment Costs

All KS loom models will be made in Thailand. As the installed base grows, we expect a decrease in unit cost ultimately reaching 20%.
Capacity Utilization

As operation of a KS loom is essentially similar to running a large production loom, we anticipate no learning delays wherever experienced skilled labor is concerned. There is practically no need to allow for downtime, so the only important consideration 'in capacity planning is the uncertainty of order flow. For our Bangkok sample center, we have planned a two-shift operation, with 30% excess capacity; this would be able to handle 195% of forecast volume on a three-shift basis. For licensees, we have projected capacity enough to meet forecast requirements plus 30% on a single shift. We will be able to confirm whether or not these allowances are enough to meet our service standards during the period when we are selling only in Thailand, with capacity for the US launch already installed.
7.3 Sources and uses of funds

	YEAR
	1999
	2000
	2001
	2002
	2003
	2004

	Sources of Funds
	 
	 
	 
	 
	 
	 

	Initial capital - founders
	510,000
	0
	0
	0
	0
	0

	Investors
	0
	490,000
	0
	0
	0
	0

	TOTAL
	510,000
	490,000
	0
	0
	0
	0

	Uses of Funds
	 
	 
	 
	 
	 
	 

	Deposit for buildings
	14,286
	0
	0
	0
	0
	0

	Machinery
	91,429
	502,857
	497,143
	754,286
	1,274,286
	0

	Factory Equipment
	37,143
	14,286
	0
	0
	0
	0

	Patents
	100,000
	0
	0
	0
	0
	0

	Office Furniture
	28,571
	4,571
	0
	0
	0
	0

	Vehicles
	33,714
	12,857
	0
	0
	0
	0

	Pre-operating Expenses
	42,730
	0
	0
	0
	0
	0

	TOTAL
	347,873
	534,571
	497,143
	754,286
	1,274,286
	0


7.4 Performance and Sensitivity Analysis

7.4.1 Ratios

	Ratio
	2000
	2001
	2002
	2003
	2004

	Current Ratio
	6.07
	8.89
	11.44
	6.14
	7.54

	Debt: Equity
	0.07
	0.09
	0.06
	0.07
	0.09

	Return on Equity %
	4.32
	107.27
	80.3
	113.68
	196.1


7.4.2 NPV Sensitivity Analysis (US$)

	 
	NPV
	IRR

	CASES
	Revenue
	Expenses
	Revenue
	Expenses

	15% increase
	5,170,743
	3,847,627
	201.15
	159.57

	10% increase
	4,868,618
	3,989,980
	193.18
	165.39

	5% increase
	4,566,241
	4,128,479
	184.73
	170.90

	Base Case
	4,263,865
	4,263,865
	176.14
	176.14

	5% decrease
	3,961488
	4,399,250
	167.42
	181.42

	10% decrease
	3,657,146
	4,530,055
	158.36
	186.73

	15% decrease
	3,348,376
	4,669,486
	148.73
	192.08

	20% decrease
	3,039606
	4,804,292
	138.96
	197.46


Sensitivity Analysis
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8. The Deal
	


Because of the continuing financial and economic difficulties throughout East Asia, with institutional lenders mainly awaiting completion of the extensive fiscal, legal and regulatory reforms Thailand has undertaken since the collapse of the baht in July 1997, we do not believe we could raise local funding for Fabrica any sooner than mid-2000.
We do not believe we can afford to wait a year or perhaps two. The Fabrica opportunity is too remarkable to go much longer unnoticed. Equity funding is the most practical way to finance the project.
8.1 Shares offered and price

To complete funding for construction of our plant, we are therefore offering to an interested institutional or individual investor a 49% interest in Fabrica Co., Ltd. (980,000 "A" shares, par value B 17.50 or $0.50 per share) to be bought at par for a one-time payment of $490,000.
8.2 Guarantees to the investor

To assure the value of this large minority shareholding, we propose the following conditions for these "A" shares: 
· Three of the company's seven directors to be elected by holders of "A" shares only; 
· Dividend on founders' "B" shares and any other classes to be payable only on condition that "A" shares pay at least 10% of par value, and not less than any other class of share; 
· Holders of "A" shares to be entitled to elect an absolute majority of directors in the event that pre-tax profit falls below 80% of projection in any year after Year 2. 
8.3 Value of the deal
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	Dollars
	2000
	2001
	2002
	2003
	2004

	Initial Investment
	(490,000)
	-
	-
	-
	-

	Dividend Received
	-
	557,247
	1,033,645
	1,676,663
	2,842,781

	Net Investor's Cashflow
	(490,000)
	557,247
	1,033,645
	1,676,663
	2,842,781


8.4 Exit strategies

· Private sale of majority interest to textile machinery manufacturer: Any leading machinery producer would benefit enormously from adding the Fabrica service and patents to its assets, particularly where Fabrica customers buy looms from competitors. 
· Public offering: our projected performance should leave us in a good position to obtain a listing on the Securities Exchange of Thailand in 2004 or 2005, and market conditions ought to be favorable by then (present P:E's for healthy manufacturing firms are under 5). 
· Leveraged buyout: management would be most interested 'in this option, but it would be practical only once Thailand's financial institutions are rehabilitated and credit is readily available. 
