CASE STUDY

It is the end of 2018 and you are feeling very good about your success as an entrepreneur. You have developed a chain of 20 salad and tea restaurants, Kale and Kombucha, near college campuses like Stanford, UCLA, Duke, and Cornell. Your business concept is to serve healthy salads and broth bowls, along with a range of tea-based beverages, to the health-conscious students who descend on these schools in droves each fall. You have been highly profitable and you are expanding the chain. 
You plan to add another 5 stores each year for the next 4 years so that there will be 40 stores in all. You lease the space for each store for $30,000 per year and you spend $200,000 to build each store to your specifications. Construction for 2019 is based on a solid schedule and you will have 25 stores fully built by the end of the fiscal year.
When a store opens, the $200,000 expenditure is depreciated at 10% per year. In addition, each store has inventories of $50,000. You estimate that every store you open adds $3,000 per year to your SG&A expense. It takes 12 months to build out each store during which you incur lease expenses (and the additional SG&A expenses) but earn no revenue at that site. You expect that, once a store opens its doors, revenues flow at an annual rate of $100,000 per store, with a cost of goods sold of 20%. Accounts receivable and accounts payable are immaterial. The income tax rate is 21%. The most recent income statement is included at the end of the case.
Questions
1. Please use the Excel file “Kale and Kombucha” to project revenues and costs for 2019-2023. You will complete this work in the “Pro Forma” tab of the Excel spreadsheet. “EBIT” stands for “earnings before interest and taxes.”
2. How much are the capital expenditures (CAPEX) in each year?
3. How much inventory do you need at the end of each year?
4. Please ignore the “FCF” Calculation” tab you will find in the Excel file (you do not need to complete ANY calculations for that tab). We will discuss that in class when we cover the Kale and Kombucha case.
You should assume that the number of stores fully operational, the ones completed but not operating, and the annual revenues for each year, at the end of each year, are as follows:
	Operational assumptions

	Year
	Total Stores Operating
	New Stores Not Yet Operating
	Revenue 
(in thousand $)

	2018
	20
	0
	2000

	2019
	20
	5
	2000

	2020
	25
	5
	2500

	2021
	30
	5
	3000

	2022
	35
	5
	3500

	2023
	40
	0
	4000




Recall that it takes 12 months to build each store and it produces no revenues during the year it is constructed, although rental ($30,000 per store) and incremental SG&A ($3,000 per store) start when construction starts. Depreciation does not start until the store produces revenues.
	Income Statement (Year ended Dec. 31, 2018; figures in thousands)

	Revenue
	2000

	COGS
	400

	Gross Margin
	1600

	SG&A
	60

	Rental
	600

	Depreciation
	400

	Profit Before Tax
	540

	Tax
	113

	Profit After Tax
	427



	Property, Plant and Equipment (Year ended Dec. 31, 2018; figures in thousands)

	Property, Plant and Equipment (Gross)
	4000

	Accumulated Depreciation
	800

	Property, Plant and Equipment (Net)
	3200



