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business school and had worked for the past six years as a
bank in Frankfurt, Germany. With the permission of the bank, ¢

"In Er\léi{s):\,/gayern Brauerei (Bl-ern BROY-reye) means Bavarian Brewery.
?In January 1993, the German deutsche mark (DEM) could be exchanged for about (United States dollar) US$0.63.
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Because of its efficiency improvements and slightly larger size, the new equipment increased
the potential output of the brewery. This additional capacity remained unused, however, until late
1989. In that year, the Berlin Wall fell, and Germans were permitted to move freely between the
eastern and western portions of Germany. August Ober envisioned a significant new market for
high-quality beer in eastern Germany and resolved to penetrate that market. Accordingly, in 1990 he
hired Max Leiter away from a major beer producer in order to rejuvenate the Bayerfi\Brauerei sales
staff and to move aggressively to position Bayern’s beer in die neuen BundeslandeN(th¢ new federal
states, Lander)® that joined with West Germany in the unification of 1990.

Germany, those distributors purchased Bayern’s bee
warehouses, and ultimately sold it to their customers ¥

eastern Lander.

Lunch with Uncle August

? Five new federal Lander emerged from the former German Democratic Republic, commonly known as East
Germany. This region included an area of 106, 000 square kilometers and a population of about 15.1 million. The region
was dominated by Berlin, which added a population of about 3.4 million. Emigration from the eastern Lander was
expected to reduce population slightly over the next few years. At the time of unification, the manufacturing industry in
this region was plagued by badly outdated premises, plants, and equipment. Shortly thereafter, industrial production and
incomes fell dramatically as enterprises in the region closed their doors. In January 1993, the economic recovery of the
eastern Lander was proving to be painfully slow.
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I’'m quite pleased with what Leiter has been able to accomplish. He has organized
five distributorships, taken us from 0 to 211 customer accounts, and set up
warehousing arrangements—all in 30 months and on a small budget! He really
produces results. I am afraid I will have to pay him a lot more money next year, if [
am to keep him. As itis, I paid him DEM 122,860 in 1992, consisting of a base salary

directors, I am proposing increases in both his base salary (to DE
incentive payment (to 0.8% of the annual sales increase).

7on the dividend to help make ends meet. We have traditionally
a 75% dividend payout from earnings each year to serve our older

* This chart shows the relationship between revenues, costs, and volume of output. For instance, revenues are
calculated as the volume of hectoliters of beer sold times the unit price of DEM153.46 per hectoliter. Fixed costs
(DEM27.814 million) remain constant as unit output varies and are the sum of administrative and selling expenses plus
depreciation. Variable costs are the sum of production costs, excise duties, and allowance for doubtful accounts, or
DEM102.29 per hectoliter. At any given level of output, total costs are the sum of variable and fixed costs. Profits or
losses are illustrated as the difference between the revenue and total-cost lines, but note carefully that profit here is
implicitly defined as earnings before interest and taxes (EBIT). This analysis identifies the breakeven volume, where
revenues equal total costs. Bayern Brauerei’s breakeven volume was 543,607 hectoliters.

> In January 1993, the annual rate of return on short-term German government debt was 8.25%.
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August Ober had been quite talkative during the meal, allowing Maria little opportunity to
ask questions or offer her own opinions. She was disquieted by some of the statements she heard,
however, and resolved to study the historical and forecasted financials in detail. Then, quite
abruptly, Uncle August announced that lunch was done and he would take her to meet Max Leiter.

Meeting with Leiter

return on our investment in receivables in the eastern Lander. We borrow at 11%
from our bank in the West, and use those funds to finance receivables in the East,
which gives us a return of about 140%!

629 10, net 40” means that Bayern’s customer can take a 2% discount if payment is made within 10 days of the
invoice, and that otherwise the full payment is due within 40 days.
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I should add that the other parts of my marketing strategy involve field warehousing
to permit rapid response to market demand, and quite a lot of missionary activity to
see that our beer receives the proper placement in stores and restaurants. My policy
on field inventories has been to support the fragile distributor network by carrying a
substantial part of the inventory on behalf of the distributor. This has resulted in a
sizable increase in inventory for the company in 1991 and 1992.

These new marketing policies have paid off handsomely in terms of gur tnij\growth
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Exhibit 1

Historical and Projected Income Statements and Balance Sheets
(fiscal year ended December 31; all figures in DEM thousands)

Historical and Projected Income Statements

rojscted
1989 1994
1. Sales: western Lander 78,202 88,560
2. Sales: eastern Lander — 35,587
3. Net sales 124,147

Operating expenses

4. Production costs
and expenses
5. Admin. and selling
expenses
6. Depreciation
7. Excise duties
. Total operating

56,298 64,302 69,272

20,164 21,000 24,000
7,650 7,650 8,530
11,949 12,469 13,656

11,734

(87,923) (96,061) (105,421) (115,458)

5,861 6,294 7,935 8,689
) (6) (28) (19) (188) (46)
(841) (778) (2,260)  (2,085) (2,4006) (2,679)
4,875 5,343 3,573 4,190 5,341 5,964
(1,647) (1,845) (1,412)  (1,634) (1,869) (2,087)
3,228 3,498 2,161 2,556 3,471 3,877
15. Dividends to all
common shares 2,428 2,628 1,622 1,917 2,604 2,908
16. Retention of earnings 800 870 539 639 868 969

Source: Case writer analysis.



Assets

1. Cash
2. Accounts receivable:
Western Lander

Eastern Lander
Allowance for
doubtful accounts
Inventories
Total current assets
Investments and
other assets
Gross prop., plant,
and equip.
7. Accumulated
depreciation
. Net property, pl«&
and equip.

whw

o

o0

9. Total dssets

13. Total ént liabilities
14. Long-term debt,
bank borrowings
15. Stockholders’ equity
16. Total liab. &
stockholders’ equity
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Exhibit 1 (continued)

Historical and Projected Balance Sheets

Actual \Projected
1989 1990 1991 1994
6,764 10,040 ,898
8,740 9,004 9,948
0 310 8,775
87) 93) (328)  (374)

15,870 17,381
45,552 50,627

3,000 3,000
76,500 85,300 93,933
(49,961)  (57,611)  (66,141)
26,539 27,689 27,792

70,296 70,908 76,242 81,419

9,325 9,031 10,316 11,259 12,469 13,656
17,601 20,810 22,661 24,479 30,788 36,841

20,306 14,755 12,911 11,066 9,222 7,378
33,315 34,185 34,724 35,363 36,231 37,201

71,222 69,750 70,296 70,908 76,242 81,419

Source: Case writer analysis.
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Exhibit 2

Sources and Uses of Funds Statements
(fiscal year ending December 31; all figures in DEM thousands)

Actual (\Proiected

1990 1991 199 1993

Sources of Funds

1. Net income 3,498 3,471
2. Increases in allowance

for doubtful accounts 6 8

3. Depreciation 5,439 7,650

4. Increases in short-term debt 3.407 4,761

5. Increases in accounts payable 6 340

6. Increases in other current liabilitie 1,210

7. Total sources of funds 17,620

Uses of Funds

8. Dividend payment 1,622 1,917 2,604

9. Increases in casiKbalaneg 1,214 1,029 1,320

100 373 181

2,677 1,518 2,245

1,112 5,365 1,540

5 4) (914)

1,844 1,845 1,844

2,833 0 8,800

11,407 12,043 17,620

Source: Case writer analysis.

1994

3,877

46
8,530
4,326

540
1,187
18,505

2,908
1,295

290

2,025
1,511

1,844
8,633
18,505
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Exhibit 3

Ratio Analyses of Historical and Projected Financial Statements
(fiscal year ended December 31)

Actual (\Proiected

1989 1990 1991 199 1993 1994
Profitability
1. Operating profit margin
(%) 7.3 7.5 7.0 7.0
2. Average tax rate (%) 33.8 34.5 5.0 35.0
3. Return on sales (%) 4.1 4.3 A 3.1
4. Return on equity (%) 9.7 10.2 9.6 10.4
5. Return on net assets (%) 6.5 7.1 8.9 9.2
6. Return on assets (%) 4.5 0 4.6 4.8
Leverage
7. Debt/Equity ratio (%) 59.2 53.6 60.4 65.5
8. Debt/Total capital (%) 37.2 349 37.6 39.6
9. EBIT/Interest (H) 2.6 3.0 33 3.2
Asset Utilization
10. Sales/Assets 1.33 1.44 1.49 1.52
11. Sales grow 14.2 9.1 10.7 9.5
g 0.8 0.9 7.5 6.8
4.0 6.6 29.8 15.6 17.4 14.1
4.0 3.0 1.1 4.1 1.9 3.0
0.0 NMF 863.5 50.8 49.8 30.0
16. 40.8 41.4 47.1 49.9 52.8 55.0
17. y 40.8 41.6 41.0 41.4 41.0 41.0
18. Eastern Lander NMF 36.3 85.0 87.1 90.0 90.0
19. Payables to sales (%) 5.8 5.6 5.0 5.2 5.0 5.0
20. Inventories to sales (%) 9.9 9.6 9.6 14.0 14.0 14.0
Liquidity
21. Current ratio 1.32 1.30 1.42 1.65 1.48 1.37

22. Quick ratio 0.88 0.93 1.02 1.07 0.96 0.90
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Exhibit 3 (continued)

Notes: These financial ratios show the performance of the firm in four important areas:

Profitability is measured both in terms of profit or expense margins (lines 1-3)
returns (lines 4-6). Investors will focus on the latter measures of profitability.

arrd\as investment

days it takes to collect the
average credit sale; the longer it takes, greate i nent1 receivables.

current liabilities.
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Exhibit 4
Breakeven Chart for Bayern Brauerei
(1992)
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Exhibit 5
Leiter’s Analysis of the Return on Investment

from Investment in Accounts Receivable in the Eastern Lander

To:  August Ober
From: Max Leiter

The following table illustrates the high profitability that we have
receivables in the eastern Lander. We can look forward to a return of akout
from the East.

0% ®n our 1e

The return on investment is calculated as follows:

Return on Investment = Marginal After-Tax@)nt iouti

eastern Germany. The denominfator,is
amount of the receivableg/ I _is\on]

= (Variable Costs = Sales) x Change in AR
= (102.29 +153.46) x 2,245,000

= DEM1,496,420.

153.46

102.35

33%

35%

1989 1990 1991 1992 1993 1994
(Actual) (Actual) (Actual) (Actual) (Proj'd) (Proj'd)

ahder (DM, thousands) - 3,113 12,825 18,879 27,375 35,587
Change in Sales (DM, thousands) - 3,113 9,712 6,054 8,496 8,212
Variable Costs on the Marginal Sales - (2,076) (6,478) (4,037) (5,666) (5,477)
Contribution on the Marginal Sales - 1,037 3,235 2,016 2,829 2,735
Taxes on the Marginal Contribution - (363) (1,132) (706) (990) (957)
Marginal After-tax Profits (DM thousands) - 674 2,103 1,311 1,839 1,778
Variable Costs/Sales - 67% 67% 67% 67% 67%
Change in Accounts Receivable, Eastern Lander (DM thousands) - 310 2,677 1,518 2,245 2,025
Investment in Accts. Receivable (DM thousands) - 207 1,785 1,012 1,497 1,351

Return on Marginal Investment in Receivables 0% 326% 118% 129% 123% 132%
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Exhibit 6

Selected Information on Bayern’s Distributors

in the Eastern Lander

=\
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Bayern Distributors by Magdeburg Chemnitz Dresden era \> 05|te Ratios,
City: German Beer
Q Distribution
S N Industry
(e y
Income Data
Net sales: 1992 DEM4,500,000 DEM3,600,000 EM3,100,0 DEN1,50Q,000 DEMS6,179,000 NA
Operating profit/Sales 1.8% 2.2% 3.0% 1).1% 3.5% 3.7%
Pretax profit/Sales 1.7% 1% 2.3% 1% 3.1% 3.5%
Assets (as % of total)
Trade receivables 12.9% 13. 16. 19.5% 13.0% 12.0%
Inventory 15.1%<] .0% 9% 25.0% 22.0% 31.0%
Fixed assets L 29. 25.0% 21.0% 28.0% 24.0%
Total m % 100.0% 100.0% 100.0% 100.0%
Liabilities
ST bank borrowings 0.1% % 1.5% 2.5% 4.0% 15.0%
Trade payables 32.2% 28.7% 37.5% 19.0% 16.3%
Total cu 41.0% 33.2% 43.2% 27.0% 39.4%
LT detst . 0.0% 3.0% 0.0% 5.0% 16.0%
Net wotth S\ . 59.0% 63.8% 56.2% 68.0% 44.6%
Total - 100.0% 100.0% 100.0% 100.0% 100.0%
)
Ratios
Current ratio / 1.1 1.2 1.1 0.9 1.6 1.4
Days’ sales outstanding 27.7 259 27.4 39.5 19.8 19.4
Sales/Assets 2.0 1.9 2.2 1.8 2.4 2.3
Pretax profit/Assets 2.9% 3.6% 5.1% 1.3% 7.4% 8.0%
Debt/Equity 8.0% 3.6% 7.1% 4.4% 13.2% 69.5%

Source: Case writer analysis.




