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Executive Summary

To: Chris McClusky

From: David Cheng, Henry Brown, Kyle Binns, Denis Savvin, Laura Sjolin, Natalie Jamieson

Subject: Games Universe

Problem: Games Universe is lacking the necessary capital to relocate and expand their business

Alternatives:

· Status Quo

· Personal Assets

· Angel Investors

· Venture Capitalists

· Relatives/Friends

· Franchising

· Free Money

· Bank

Facts Considered:

· They were looking for more involvement and influence over their income.

· In 2007, the store experienced a slowdown, and their customer service was no longer enough of a draw to take customers away from lower-priced competitors.

· “The couple found a retail space, and it “…would allow them to expand their product offerings, including offering higher priced video games along with their current products.”

· The space required significant leasehold improvements, and they “…needed money to purchase new inventory; this investment could be as large as $300,000.”

· The couple needed to devote most of their savings to their young family. 

Recommendation:

The Dunn family should seek out angel investors to provide the necessary capital to fund the expansion of the Games Universe.  In addition to the financial support of angel investors, Kim and Don should search for extra assistance through sponsorship programs or various business plan contests that award cash prizes.  TD bank is also willing to provide more funding in the form of a loan.  A combination of the three alternatives will provide an abundance of funds for Kim and Don to continue operating and expanding Games Universe.
Assumptions

· With the store currently experiencing a slowdown in sales, it is evident that Games Universe will be terminated if no action is taken.   

· Since this type of business usually requires more than two people to operate it, more employees are necessary to ensure the success of the company.  

· Kim and Don hope to devote a significant amount of money to their young, growing family.  This family consists of 1 or 2 children.  

· Given that the Dunn’s had a respectable six-figure income, it will not be difficult to receive various grants or loans.   

· Being in retail, it is crucial for Kim and Don to have an excellent credit history.  They prove to be reliable, trustworthy, and hardworking.   

· Relatives and friends are extremely willing to provide the essential funding the Dunn’s are lacking. Their close relationships will allow for this.

· Kim and Don are constantly thinking of their home life.  With children to support, a sense of stability and comfort is always wanted.  They are reluctant to place their house up as collateral, because of their need for security. 

Statement of the Problem

Satellite Problems:

· Games Universe keeps experiencing a loss in sales.  Their once exceptionally large profit is now dramatically decreasing. 

· At their current site in the Rideau Centre, countless dollars are being spent primarily on high inventory costs.  There are many other uses for this extra money.  

· The Dunn’s have a considerable mortgage along with a young family to keep in mind.  Their savings are becoming limited as the business is displaying several signs of a deficit.  

· Relocation for a store has a high start up cost, and money is already scarce.   

· Games Universe is unable to compete with lower-priced competitors.  The dollar is more valuable at other stores. Price reductions will result in greater financial loss. 

· Deadlines are fast approaching.  Their lease is due at the end of February, 2008 (2 months from now), and they have a scheduled move in date by March, 2008.  

Primary Problem:

· Games Universe is lacking the necessary capital to relocate and expand their business. 

Implications
Implications on the Organization:

· Clientele today are greatly influenced by the reputation of a business.  It is important for a company to exercise strong work ethics, be helpful, and take initiative in creating a genuine atmosphere for their customers.  A strong reputation will encourage purchases.  Games Universe is losing momentum in their industry, and their powerful reputation is draining. 

· Dramatic price differences will draw customers away from certain stores, and directly into others.  Kim and Don can not afford to lower their prices to match other opponents, and their consumers will soon shop elsewhere.

· There is a tremendous shortage of money.  The company can not take responsibility for payments, and debt will accumulate quickly.  Kim and Don will find themselves in a never-ending battle with money problems.  With insufficient funds, and rare customer visits, the Games Universe will fail in the retail world. 

· Kids and teens alike are changing their hobbies from board games to video games.  However, Games Universe will not be able to supply these new items, and their will become unwanted, and out of date.

Implications on the Personnel:

· Kim and Don need an adequate income to provide for their family.  Emerging expenses will force the Dunn’s to dive into their hard-earned savings.  Their children will face the chaos and distress of being in debt. 

· Unemployment will occur throughout the company because of the short supply of money.  A full staff will be condensed to a smaller workforce.  

· With staff members being unemployed, they will have less money to spend on non-essential items.  This causes an extensive economic impact, and raises the incentive to save the little amount of extra money. 

· Loyal customers will no longer have a familiar store at which to purchase their special goods.  

· Kim and Don will be affected themselves.  They will be forced to search for new job opportunities, or even return to their previous fields.  Their passion and dreams will deteriorate, affecting their mental and emotional health.  

Alternatives Solutions

Alternative #1 – Status Quo

Description: 

If no change occurs in Games Universe, the company will continue to lose money, and will soon go out of business.

Pros: 

· The Dunn’s will not have to pay back any borrowed money. 

Cons:

· When the company fails, penalties could result from breaking a lease contract.

· Financial stress will be placed on Kim and Don, and this could eventually sever their relationship.

· Employees will be upset because their time and effort was wasted on a lost cause.  Unemployment will rupture their lifestyles, and debt could now consume them. 

· Unhappy customers must resort to a new destination for finding their perfect game.  This leaves a lasting impression about Games Universe. 

Analysis:

This choice will cause severe financial problems for Kim, and Don.  They will not have adequate funds to pay for the store inventory and leasehold improvements they planned to have.  This leads to no incoming revenue from customers who want to purchase their products.  Since Kim and Don will not move to Bayshore, they will continue to lose money at a greater rate, leading to bankruptcy and causing Games Universe to close.  With employees being laid off, and Kim and Don’s financial issues left unresolved, it is clear that status quo is not an appropriate alternative. 

Alternative #2 – Using personal assets

Description: 

Kim and Don would use their own capital to finance the expansion of Games Universe. 

The Dunn’s have amassed a solid amount of savings from their original store, Games Universe in the Rideau Centre. They could use this money to help fund the start-up of their new project in the Bayshore Shopping Centre.

Pros: 

· The Dunn’s would remain in full control of the company.  

· Using their savings would eliminate debt from their name. 

· This immediate money would allow the store to successfully relocate by the initial target day. 

Cons:

· They would be lacking the necessary amount of money for the upcoming mortgage payments due. 

· Family expenses will be cut to a minimum, and their comfortable lifestyle changes considerably.

· The Dunn’s now have unlimited liability, and this causes a higher risk. 

Analysis:

This is an unreasonable solution because the money is non-existent, and their children will suffer the consequences.  While the couple has a handsome sum of money to help support the expansion, they require that money to support their family, as well as help pay off loans/bills. In addition, they have a significant mortgage on their house, most likely requiring expensive payments because Ottawa real estate is quite pricey. Therefore, using their own capital to support this venture is not a viable option.

Alternative #3 – Angel Investors
 

Description: 


Angel investors are individual private investors who invest in entrepreneurial companies.  They take an equity position within the company. Angel investors are usually already successful businessmen and entrepreneurs who have made their millions and are now looking for young, fresh business. They invest in a new firm and help them grow into a profit making company.

Pros:

· Angel Investors help refine and improve your business plan. They know the tips and tricks of a successful business, and want the business to succeed as much as the owners, since it is their money being used.

· Investors usually know contacts and have close connections; they can use this benefit to gather more resources and extra financing.

· These extra benefits of the angel investor having experience will help the business to expand and grow.
· They are usually former entrepreneurs with acquired skills and knowledge that are needed to run a company. 
· Willing to invest a high amount of money to make the business successful. The more money they invest, the higher returns they except.
Cons:

· Angel investors look for business that will get them high return for their investments. 

· An Angel investor who invests money into a business also expects a share of the business in return. Kim and Don will have to give some of the equity of their business. 

Analysis:

Kim and Don will lose equity and their share in the business. However, they will gain the money they need to relocate and expand. An angel investor will also be able to offer Kim and Don advice to improve Games Universe from their experiences in the business world. For example, in August 2003, Skype came out with their very first software program, which allowed people to have free voice and video conversations over the internet. One year before this occurred, founders Niklas Zennstrom and Janus Friis had no money to start their idea, before they found angel investors to help fund their idea and company. In September 2005 they sold Skype for 2.6 billion dollars, and the angel investors made over 350 times the amount of the 2 million they invested. This is only one example of the many businesses that were successful from the help of angel investors.

Alternative #4 – Venture Capitalist

Description: 

A venture capitalist invests in highly profitable enterprises with a considerable risk involved. They have already experienced the business world, and are usually top CEO’s or managers of companies. Venture capitalists, like angel investors, have already earned their millions and are looking to help new entrepreneurs start a successful business.
Pros: 

· Since they are investing their own money, venture capitalists look out for the best interest of the company and want to maximize profits. The higher profits earned, the more money the venture capitalists receives from their investment.

· Venture capitalists do not expect to be paid interest on the money they invest. This would be ideal for Kim and Don as there would be no added stress of having to pay back extra money on top of that borrowed.

Cons:

· Venture capitalists usually take over the company for a certain period of time. They make the decisions for the company. 

· It is harder to find venture capitalists that are willing to invest in smaller businesses.

· Kim and Don will lose both ownership of the company and their decision making power.

Analysis:
If Kim and Don decide to find a venture capitalist, they will eventually lose their decision making power and ownership in the company. They are also more difficult to find than angel investors, and usually invest in larger businesses. Kim and Don opened Games Universe to have their own business and to be able to control it; an ability that they would lose. The company Skype started with the help of angel investors but then as they grew also got investments from venture capitalist. Games Universe will have a harder time convincing a venture capitalist to invest in them.

Alternative #5 – Relatives/Friends

Description:

Games Universe will borrow money from their friends and relatives who are willing to provide the funds necessary for the couple’s success. In order for the Games Universe to get the money, they will have to agree with their friends or relatives on major details: a method and date of repayment; an interest, if the parties will agree to have it applied; and consequences in case of a default situation. Once the details are agreed on, a legal contract will have to be signed, taking into account the sum in the case. Lawyer service will be a necessary expense.

Pros:

· Most likely, friends or relatives will not ask for the interest to be applied on the repayment sum, taking into account their willingness to help.

· The time frame of repayment is very flexible, which will allow the company to get into the profit gaining situation quicker than the other alternatives. 
Cons:

· The parties will have to hire a lawyer, which will incur additional cost. 
· There is a high possibility that relationships could be damaged or severed. 

· Some family members may feel obligated to give money.

Analysis:

Although this solution could potentially have no time limit or interest in repaying their family members and friends, it is unlikely that Kim and Don will acquire enough money to pay for the entire inventory costs and leasehold improvements.  There is also the heavy strain that may be put on their relationship with their family in making this kind of request.  Therefore, this is not an appropriate solution to pay off their debt. 
Alternative #6 – Franchising

Description:

A franchisor is “…a company that develops a product concept and sells others the rights to make and sell the products.”

Pros: 

· There are over 1100 franchisor companies, and 60000 outlets in Canada, accounting for 90 billion in sales, as of 2005.

· Training and management assistance are offered.

· A nationally recognized name is given.

Cons:
· Large start-up costs must be incurred.

· Profits must be shared.

· Your success is tied to the performance of the franchisor, either good or bad.

Analysis
:

By allowing someone to use their company name to sell their products, Kim and Don receive payment from said person. The investment paid to them can be worth tens of thousands of dollars, which can be used to pay for the company's expenses. But because the profits are shared and the success of the store depends on the franchisee's performance, it is likely that in the long run the company may end up losing money. Therefore this is not a proper solution to pay for the company's expenses. Wizards of the Coast is an example of a company that has many retail stores that sells board games under the same name. With this in mind, as long as the couple sells in a location that does not have too much competition, then their company should do well.
An example of the success of Wizards of the Coast franchising is their card game "Magic the Gathering". When the CEO of Wizards of the Coast developed and released "Magic the Gathering", it instantly became one of the most popular collectible card games and made the company millions of dollars. 

If Kim and Don apply similar principles of franchising to that of Wizards of the Coast they should be able to pay off their debts with ease. 

Alternative #7 – Free Money

Description: 

Acquiring free money can be done by almost any company or business; they just have to know where to go to find it. The Canadian Centre for National Business Development is a service provided by the Federal Government of Canada. Businesses who seek their guidance will be rewarded with information on how and where to apply for potential grants which are applicable for their situation. Many businesses are awarded grants each year because they have been informed of them and applied properly.   

Pros:

· There is often a diverse scope for which the money can be used, as long as it remains within the business’ operations, so pressing needs can be addressed. 

· There is no risk in applying for free money, and your organization has nothing to lose by doing so, and everything to gain.

Cons:

· Going through the application process can be a long and complicated ordeal, and the valuable time invested can create a distraction from the business’ primary goal. 

· If there is an immediate need for funds, there is absolutely no guarantee that funds will be received, or if they will be awarded within the necessary time limit.

Analysis: 

This alternative should be pursued by Kim and Don, without question. If they qualify for a certain grant or other form of free money, it could provide them with all of or a partial amount of the capital they desperately need, and with nothing to lose, it would be foolish to ignore this alternative.
Alternative #8 – Bank

Description:

The bank is a source of debt financing. People and businesses can apply for loan-able funds which they will have to pay interest on. Banks can provide many different types of loans depending on what it is for. In this case it is a small businesses loan which is a joint loan with the government and a local branch. TD Canada Trust has a very good small business loan-able funds program.

Pros:

· The bank can provide up to $250,000 for small businesses.

· There is only 2% interest with 10 years to pay it back.

· There is only a 25% liability on the customers who take out the loan, and the government has the remaining 75% liability.

· If Kim and Don are to show up at the bank with all the necessary paper work and come prepared it does not take long to receive the funds.

Cons:

· The bank loans for small businesses does not fund inventory. Kim and Don need $300,000 for inventory.

Analysis: 

The loans available for small businesses have a very small liability attached to them. There is also a low interest rate to be paid off. However this could only fund $100,000 of their needed capital. It is also very quick and easy for them to obtain if they arrive prepared. This is ideal for Kim and Don, as they need money quickly. Many small businesses start with a loan from the government and bank and then can pay it off when they begin to make profits.

Recommended Solution

Solution:


By using the angel investors in combination with money acquired from the government through grants and the bank, Kim and Don will be able to pay for their inventory, the leasehold improvements, and possibly the mortgage on their house. The only problems with using this combination of alternatives is that the angel investors will be given partial ownership of the company and acquiring the money from government grants may be too time consuming. Kim and Don will also still have a debt owed to the bank along with interest to be paid. 
 

This solution works better than the status quo and paying off the debts from their own capital since they are able to acquire inventory to sell to customers without having to compromise the well-being of their family. Resorting to venture capitalists would be a poorer option as Kim and Don would lose control of their company for a meagre investment by said capitalist. Since they are not relying on their family to provide funds to pay their expenses, there will be no personal issues for Kim and Don. Franchising would be highly time-consuming and may have negative effects on the company as a whole in case the franchisee's performance is poor. Even then, the profits would be divided up and there would be less revenue for Kim and Don. 
 

By using these three alternatives together, Kim and Don should be able to pay off all their expenses quickly and any new expenses they accumulated from the bank loan. 
 

This recommendation will benefit the personnel of the organization because Kim and Don will have the resources and capital to relocate to Bayshore and acquire enough inventory to sell to consumers, thus improving the company's financial situation. With the company's financial problems out of the way, morale as a whole should improve as well and the organization won't close, making the personnel feel safe with their jobs.


Implementation

Immediate Action:  (now – march 2008)

· The most essential element to their success is to create a business plan.  All lenders and investors will require specific steps from the company.  Their business plan should consist of:

· Games Universe will have to provide financial support documents from two previous years. If the couple discovers that Don’s accounting skills from university are not sufficient to complete this task, they must resource to an alternative account. 
· The investors will also necessitate financial projections for the next three years.  Since Games Universe has been in the industry for a long period of time, Don is fully capable of accomplishing this assignment.  As well, more accurate future cost projections must be presented.  
· Games Universe must be aware of their competitors.  They need to discover resources so their business continues to thrive.
· As soon as the business plan is completed, Games Universe will have to search for investors.  The bank and Angel Investors are their primary sources, and should be contacted immediately. At this point they have to consider if lawyer services will be necessary.

· Finding the lender or investor can take a significant amount of time that Games Universe lacks, so they have to begin immediately.

· With the new business plan, Games Universe will be eligible to win various competitions that can provide the necessary funding. 

· After considering all financial options, Kim and Don must assure lease formalities are polished; they will have to establish all of the maintenance procedures to ensure the business can relocate and open without delay. The procedures will include:

· Household improvements

· Inventory expansions

· Making sure all of the employees are willing to move their place of employment.
Short Term: (March 2008-March 2009)

· After the lease agreement with the Rideau Centre is over, and relocation is complete, Games Universe will have to make sure that all of the necessary processes outlined above are fulfilled, and the business is ready to be opened up.

· Since Games Universe is in debt from both the angel investor and a bank, they will have to make sure to cut all of the additional costs:

· To begin, Kim and Don can devote more time to their store, and minimize additional employment. 

· The Dunn’s should continue to use the business plan to receive “free money.”

· The Dunn’s especially, along with financial advisors at the bank, and angel investors, must ensure the business plan is followed, and the company is experiencing a profit. 

Long Term: (2009+.)

· In a couple of years the business must make a profit. The loan due date and angel investors’ contract will be coming to an end. This is an ideal time to hire new employees and look again for ways of expansion. 

· Once Kim and Don are making a significant income, they have the opportunity to buy out the investors, and pay off their loans. 

· Opening up new locations is a great opportunity for the Games Universe to expand.

· As suggested in one of the solutions, selling the “Games Universe” name as a franchise will be a great opportunity for the company to expand.

· Higher level business competitions should be researched as an option for more money. 
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