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Executive Summary 
The Red Pepper was started in 1973 when Bruce Tellmann purchased a restaurant in downtown Grand Forks.  Over its thirty year history, the Red Pepper has remained a family business and is today owned and operated by Jeff Tellmann, Bruce’s son.  Jeff’s siblings, Amy and Andy are actively involved in the restaurant as well.  Red Pepper specializes in quick service Mexican food, with their special submarine sandwiches with a Mexican twist, called Grinders.  Through its business activities, Red Pepper has a mission statement to consistently provide customers with high quality food, quick and friendly service, all at a reasonable price, while giving back and supporting the Grand Forks community through donations of time and resources.
Because of the nature of Red Pepper restaurants, it is categorized in the quick service or fast food industry.  In Grand Forks, this is a $45 million industry.  That equates to approximately $900 spent per person, per year on fast food purchases.  Overall, the industry is forecasted to grow 16 to 18 percent by 2009.  Currently, Red Pepper holds a 2.36 percent market share in this industry.  With such a large market and rapid pace of growth, Red Pepper has a tremendous opportunity to flourish.  
The target market selected for this marketing plan is the Generation X middle-class worker.  Many of these individuals live in the city of Grand Forks, while a large percent commute into the community of Grand Forks from surrounding counties in North Dakota and Minnesota.  This target market was selected because of the opportunity to attract this growing segment of the population to become regular Red Pepper customers.  With numerous new businesses moving into the Grand Forks community, this segment of the workforce is growing rapidly.  Red Pepper has positioned itself well to be a popular lunch spot for these individuals.  
The goals of this plan are to increase sales and net income, make transactions easier for customers, and to diversify product offerings and menu items.  To do so, there are several tactics defined for product, pricing, placement, and promotion of Red Pepper products and services.  Because it offers a unique product and atmosphere, this plan will follow a market share expansion strategy.  Overall, this marketing plan is forecasted to increase revenue 15 percent for the 2007 fiscal year from the year prior.  
I. Introduction

Background of Red Pepper

In 1973, Bruce Tellmann purchased a restaurant on University Avenue near downtown Grand Forks, North Dakota.  The establishment in that building had been Pizza Villa, but Tellmann decided to open a restaurant selling a variety of Mexican food, he called it the Red Pepper.  In 1997, Bruce Tellmann passed the business on to his son, Jeff Tellmann.  As of 2006, there are two Red Pepper restaurants in Grand Forks, both of which are currently owned by Jeff Tellmann, located at 1011 University Avenue and 415 North 42nd Street, near the new Dakota Textbook store.  This marketing plan will refer to the Red Pepper brand, including both restaurant locations.  

The Red Pepper has had a variety of spontaneous marketing efforts in its over thirty year history.  Past advertising has included radio advertisements, television commercials, and a website.  Promotions have been coupons, mostly directed to college students.  The Red Pepper has sponsored dozens of groups and sports in the Grand Forks area such as Sioux Crew tailgating, city-league hockey teams, softball teams, and an annual golf tournament, among many others.  Using its food-vending trailer for special events, the Red Pepper has been a part of annual local events such as Spring Fest, Fourth of July events, and the Potato Feed.  To continue reaching more customers in the Grand Forks community, the Red Pepper has recently established a marketing department.  

Industry Classification

The Red Pepper is classified as a quick-service or fast food restaurant.  The restaurant can be defined as such for numerous reasons.  First, the Red Pepper focuses on a limited number of menu items all of which have short preparation times.  Ingredients are prepared in advance so that employees can quickly complete each customer’s order.  Second, customers place all orders and pick-up food from a counter, meaning no servers are required.  Third, Red Pepper food prices are relatively low as compared to sit-down or full-service restaurants.  Through the duration of this marketing plan, the industry will be referred to as a part of the fast food industry.  

Red Pepper Products and Services

The Red Pepper offers a menu of Mexican food that could be considered non-traditional because of its North Dakota flare.  Their most famous menu item is a the grinder, which is a sandwich topped with deli meat, cheese, lettuce, hot sauce, their special white sauce and the customer’s choice of taco meat, Colby cheese, or extra meat.   Red Pepper has also launched sales of its specialty chip sauce in local grocery stores.  Feedback and results have been very positive as they look to form more strategic partners in the future.

Along with a unique Mexican cuisine, the Red Pepper has started selling Red Pepper apparel which can be purchased at either of the two Red Pepper locations or online.  One service that the Red Pepper is looking to expand in is their special occasion and catering opportunities.  The Red Pepper has the ability to cater to events in the area and provide the Red Pepper Trailer for outdoor events.  

Markets Served


The Red Pepper currently serves a variety of markets in the Grand Forks area.  Depending on the time of day, various age groups could be seated in either of the Red Pepper restaurants.  During the early day and lunch hours, the working class of Grand Forks tends to be the most frequent customers.  At this time, customers are looking for a quick and inexpensive lunch.  In the late hours of the afternoon, high school students and many college students filter into the restaurants.  In the late night hours, college students are the most common customers.  Both high school and college students are patrons of the Red Pepper because they love the food, it is inexpensive, and the Red Pepper offers a relaxing environment to spend time with friends.  

Red Pepper Role in Market

The Red Pepper holds a very unique role in its market.  Most of its competitors are franchises of national corporations, with very few local ties.  The Red Pepper is one of the only locally-owned fast food restaurants in the Grand Forks area.  Its traditions and connection to the Grand Forks community draw many customers.  Its food selection also makes the Red Pepper unique, as very few restaurants offer Mexican food and sandwiches on the same menu.  Though the Red Pepper does have some specific advantages over its competitors, it is not a market leader mostly because it lacks the significant resources that its franchise-base competitors have from their corporate headquarters. 

Conclusion

Intention of Marketing Plan

This marketing plan is intended to help the Red Pepper gain more customers from the Generation X middle class of the Grand Forks workforce.  This plan will examine demand for Red Pepper products and services, along with typical purchase decisions.  Then it will analyze the social and cultural factors impacting the industry.  Next, demographics of current customers are examined.  Business and economic conditions for the city of Grand Forks, the region, and the nation are reviewed.  Trends in technology are analyzed, as with trends of the product life cycle.  Next, the plan reviews areas of politics and law that impact the fast food industry.  The financial, government, and media environments are analyzed to determine if they will encourage or deter the Red Pepper’s marketing efforts.  Next, the plan reviews four fast food competitors in the city of Grand Forks, along with their strengths, weaknesses, and differential advantages.  The Red Pepper’s business is then analyzed.  Next, the plan analyzes the desired target market for these products and services by reviewing the demographics, psychographics, geography, and lifestyles of that target market.  Problems and opportunities for the Red Pepper will be addressed in order to overcome the problems and capitalize on the opportunities.  Then, the plan will outline three goals defined for this marketing plan.  To make those goals happen, some recommended objectives, strategies, and tactics are recommended.  Following that pro forma profit and loss statements, as well as pro forma balance sheets are analyzed.  The appendix contains a wealth of information.  Some of this information includes a SWOT analysis, a marketing plan budget, a marketing plan timeline for implementation, and prototypes for the objectives recommended in this plan.  
Anticipated Benefits of Marketing Plan

This marketing plan will provide the Red Pepper with the information necessary to make informed decisions in the future.  Benefits from this plan will include an increase in revenue streams, strategic business alliances with local and regional companies, promotional opportunities and an increased awareness of overall market activity.  A fifteen percent revenue growth is anticipated as a result of this plan.  Also, by the end of 2007, for each dollar invested in these marketing efforts, a $3.00 return will be realized.  
II. Situational Analysis
A.  Situational Environs
Demand and Demand Trends


“The fast food and multi-unit restaurant industry continues to move full steam ahead.  The industry’s annual sales, which are projected to total $243 billion in 2006, have nearly tripled over the last 15 years” (“2006/2007 Outlook”, 2006). Datamonitor, a leading market research organization, adds to the previous statement by highlighting a couple important trends within the growth of the industry:

Eating-out is increasingly characterized by being less planned, leading to more irregular eating times and reinforcing the trend for more ‘snack’ or ‘quick and easy’ meals (Datamonitor, 2006).  There is also a growing blur between food-service and retail, whereby away-from-home consumption has huge implications for both food-service and packaged-goods players alike (Datamonitor, 2006).

The city of Grand Forks, North Dakota coinciding with regional and national trends, has seen and will continue to see an increase in expenditures for “food away from home” (“Food Expenditures”, 2004).  This type of pattern is typical in college towns, such as Grand Forks, that look to provide many options for college students looking for grab and go food.  However, college students are not the only consumer segment that is looking for quick and easy meals.  Many families that find little time to prepare food will also positively impact the trend of eating out.

Local trends in expenditures can vary from between states and even cities within the same state.  To further examine the trends in Grand Forks, it is imperative to refer to the U.S. Census Bureau’s most recent report of census information.  According to the census, Grand Forks spent an estimated $140,043,800 on food away from home in 2003 (“Food Expenditures”, 2004).  This trend is predicted to increase 17.2 percent in five years (“Food Expenditures”, 2004).  If this is the case, expenditures for food away from home will be a whopping $164,125,400 in 2008 (“Food Expenditures”, 2004).  For more details, please refer to Figure 2-1 on the following page.  

Figure 2-1: Estimated Food Away From Home Purchases
	Food Away From Home
	2003 Estimated 
	2008 Projected
	% Change

	
	
	
	

	Breakfast & Brunch
	9, 749,100
	$12,661,000
	29.87

	     Fast Food
	$4,377,800
	$5,488,400
	25.37

	     Full Service
	$5,371,200
	$7,172,600
	33.54

	
	
	
	

	Lunch
	$34,868,200
	$40,698,400
	16.72

	     Fast Food 
	$21,924,400
	$24,875,100
	13.46

	     Full Service
	$12,943,700
	$15,823,400
	22.25

	
	
	
	

	Dinner
	$50,516,200
	$60,385,800
	19.54

	     Fast Food 
	$21,634,300
	$24,625,000
	13.82

	     Full Service
	$28,881,900
	$35,760,800
	23.82


Source:  Food Expenditures, based on data from USDA and Claritas Inc. (2004)

Decision Making
In the fast food industry, decision makers are of all ages, demographics, and cultures.  However, the majority of decision makers at the Red Pepper will be middle class worker aging anywhere from 21 to 50 years old.  Traditionally in the fast food industry, men tend to feel more comfortable ordering than women often because they tend to consume more of these products than women; therefore, feeling a sense of accomplishment.  Many times during social situations, men feel more comfortable ordering because tradition is that it is proper for the man to both order and pay for the meal.   However, this is not the case in a family situation.  Mothers will more than likely be the decision makers when it comes time to order for their children, mainly because of their intuition in being a mother and having a sense of knowing what is best for her kids.

The average customer’s buying process at the Red Pepper is spur-of-the-moment or spontaneous, not planned far in advance and usually made because people just like the food, the atmosphere, and the nostalgia.  This type of spontaneous customer will most likely be influenced by a billboard advertisement or television advertisement.  If planned out before hand, the customer will choose the Red Pepper because of their quality product.  The majority of these types of customers will typically look in the Yellow Pages to get an idea of what they want to eat.
The Red Pepper has a typical buying process in which the customer walks in the door hungry, reads the highlighted menu above the counter, maybe even getting a glimpse of other patron’s food as it is made, and then orders his or her food.  One factor that makes the Red Pepper different from a typical fast food restaurant is the fact that people usually have a favorite item on the menu and orders it every time they purchase.  This being the case, many people will know what they want even without taking one glance at the menu.

The Red Pepper offers Mexican cuisine that can be prepared quickly.  There are tacos, burritos, enchiladas, tostadas, grinders and much more to choose from.  Typically in most restaurants after a decision is made, the costumer has the choice to pay in cash, check, or credit card.  However, in Red Pepper restaurants, only cash or check is accepted at the counter.  The Red Pepper also has a website from which customers can purchase.  The process for purchasing online is becoming common knowledge with a protected pay program such as Paypal or PayPro.

When is the typical purchase made?  The Red Pepper has a long history of being the “place to be” after the nightlife comes to a close in downtown Grand Forks.  A big portion of their revenue is brought in from this loyal late night crowd.  Obviously, Red Pepper does more than just late night selling, with lunch and dinner being main times for business.  The Red Pepper has asked our team to focus on the lunch crowd by appealing to the middle-class worker who could use another alternative to their limited lunch selection in Grand Forks.  

Where is the typical purchase made?  The Red Pepper has been established on University Avenue since 1973.  However, in the summer of 2006, the Red Pepper opened its second place of business on 42nd Avenue, near the new Dakota Book Store.  Both of the establishments have similar set ups for purchasing.  After walking in the door, there is typically a line in which customers may have to wait before getting their order processed.  Next, the customer orders food at the counter and waits for the order to come up.  The food can be ready in minutes and both facilities have booths and tables at which patrons can sit down and eat.  Comfortable, causal dining with a unique college atmosphere would be the best way to describe both locations.

What is typically purchased?  The Red Pepper offers a unique Mexican cuisine along with their signature item, the “grinder”.  The grinder is a submarine style sandwich that can be ordered in a half or as a whole.  Depending on the customer’s taste, many different options are available to all items sold to ensure customer satisfaction.  The “grinder” is the number one seller at the Red Pepper followed by the cheese tostada, which is a tortilla with melted cheese and hot sauce on the top.  Online selling at the Red Pepper includes their “grinder kits” and their signature chip sauce. The chip sauce is also available at both locations and in local grocery stores.

Why is the typical purchase made?  The typical purchase varies from customer to customer, but the reason that people come to the Red Pepper is to enjoy the atmosphere and eat great food.  The nature of fast food relies heavily on time-deprived people looking for a meal on the run.  Busy schedules, no cooking experience, and children are just some of the reasons that customers look to fast food as an alternative to a home-cooked meal.  Another reason that customers enjoy the Red Pepper is that it offers late night Mexican food, which is always a favorite after a social night on the town.  In many cases, middle class workers visit the Red Pepper for the nostalgic college atmosphere.
Social and Cultural Factors

There are several social and cultural factors that that play a role in the decision to eat at a place such as the Red Pepper. Red Pepper has a presence in the Grand Forks culture itself.

The fact that Grand Forks is a college town helps the Red Pepper restaurant attract customers from all over the world. Most students are introduced to it during the early portion of their college career and it often becomes one of the fondest memories of their alma mater. Students are active at most hours of the day and account for a lot of business in the late night hours. It has become a University of North Dakota tradition to stop at the Red Pepper in the late night or early morning hours to recap the night’s activities with a group of friends.

The Red Pepper’s customer base is also largely made up of the working class of Grand Forks.  Generation X accounts for approximately 40 percent of the workforce in the Grand Forks area (“Community”, 2006). The members of this generation focus on value and quick service while still gathering with their own customers and co-workers for lunch. The ambience of the newer Red Pepper restaurant with the same values and classical menu will appeal to the stable Generation X workforce. 

While cultural diversity is quite minimal in the Grand Forks area, the desire for culturally diverse foods is not. Red Pepper, serving a mostly Mexican menu should appeal to most customers as American’s appetite for such food increases.  Ten and one tenth percent of all dinners served in the United States in 2002 included a Mexican dish compared to 6.2 percent in 1989 (Walgren, 2006, page 40).  

Today’s American culture is obsessed with appearances – a common fad is being skinny. At any given time, approximately 25 percent of men and 40 percent of women are trying to control their weight with dieting (Ward, 2000). These people often find it difficult to find a healthy and quick meal. While Red Pepper offers some options on the menu that are ‘healthier’ than others, it may be a profitable strategy to accommodate the needs and wants of the dieters in the Grand Forks area. Even with the relatively high number of health-conscious consumers, nearly half of all Americans still indulge in fast food at least once a week (“Nutrition Action”, 2002).  

Demographics

The Red Pepper has a variety of customers through the course of any given day.  In the late morning to early afternoon hours, the restaurants are busy with women and men who mostly work in the northern Grand Forks area.  Many of these customers are on their lunch break with co-workers, while others come in with their families.  In the late afternoon and evening, high school and college students as well as a few families are the typical customers.  During the late night hours and into the early morning, college students and people leaving downtown bars are the primary Red Pepper customer base.  As previously noted, owner Jeff Tellmann wishes to direct the Red Pepper’s marketing efforts to the working class in Grand Forks, in particular the Generation X segment of people which are of ages 25 to 34.

Most Red Pepper customers live or work in the city of Grand Forks.  If those customers do not reside in the city, they most likely commute to work from surrounding counties that make up the workforce of Grand Forks.  These counties include Trail, Nelson, and Walsh counties in North Dakota and Polk, Marshall, and Pennington counties in Minnesota (“Labor”, 2006).  

Considering that many high school students are frequent consumers of Red Pepper food, it is important to analyze the number of these students.  In the cities of Grand Forks and East Grand Forks, there is total current enrollment of over 3200 high school students.  This includes the following high schools:

· Central High School, 1,148 students  (“Grand Forks”, 2006)

· Red River High School, 1,291 students (“Grand Forks”, 2006)

· East Grand Forks Senior High, 584 students  (“East Grand Forks”, 2006)

· Sacred Heart High School, 193 students (“Sacred”, 2006)

Most customers in this age range live with parents, grand parents, or another adult who is responsible for the household.  Though many high school students hold part-time jobs for their own spending money, they tend to depend on their families for most of their financial needs.  Also, this group may not make as many food purchase decisions as college students, as most families tend to eat together.      

The University of North Dakota campus in Grand Forks has nearly 13,000 students enrolled (“Economic”, 2006).  Just across the river in East Grand Forks, the Northland Community and Technical College currently has an enrollment of over 1,400 students (“About NCTC”, 2006).  Most of these students are in the Grand Forks area during the academic year which runs from August to May.  

The rest of the Red Pepper’s current customer base is made up of the Grand Forks workforce.  This segment consists of approximately fifty percent males and fifty percent females and contains of over 63,000 people (“Community”, 2006).  Eighty-nine percent of this customer group holds a high-school diploma while 30 percent have completed college (“Community”, 2006).  During an average week, the average Grand Forks employee works 41.4 hours, which makes convenient, low-cost meals very appealing for busy individuals and families (“Community”, 2006).  Overall, residents of the Grand Forks area have an average household pre-tax income of $34,194 (“Grand Forks City”, 2006).  
Representatives from each of these groups serve as Red Pepper customers at some point in time.  This marketing plan will refer to a specified target market, as outlined in the upcoming Target Market section.  Though this plan will focus and direct marketing efforts to the target market, the overall demographics of customers from the Grand Forks community and surrounding areas are important to understand.  
Economic and Business Conditions

Grand Forks County in North Dakota has a population of 66,109, according to the U.S. Census Bureau’s most recent census in 2000.  The workforce in the city of Grand Forks consists of over 63,730 people (“Community”, 2006).  Many individuals who make up the Grand Forks workforce are from neighboring counties, including Trail, Nelson, and Walsh counties in North Dakota and Polk, Marshall, and Pennington counties in Minnesota, offering additional people to the customer base besides the city’s population (“Community”, 2006).  According to a study performed by Moody’s Investors Service in 2003 in the community of Grand Forks, the credit level is predicted to remain stable because of the “diverse local economy” it has maintained for years and its successful recovery from the 1997 flood which destroyed most of the community (“Stable”, 2003, page 5).  After the flood many businesses closed their doors temporarily while some were forced to close theirs permanently.  In the years following the flood, the city has focused heavily on development, fostering its current stable economy (“Stable”, 2003, page 5).  Some of the businesses that moved to Grand Forks after the 1997 flood include SEI Information Technology with 300 employees, Amazon.com with 350 employees, LM Glassfiber with 125 employees, and Cirrus Design Corporation with 190 employees (“Stable”, 2003, page 6).  Many other organizations that have been a part of Grand Forks for years before the flood also give a lot to the local economy.  The University of North Dakota employs over 6,900 people and has approximately 13,000 students enrolled (“Stable”, 2003, page 6).  Area agribusinesses employ over 1,600 people, healthcare facilities employ over 4,400 people, and the Grand Forks Air Force Base employs nearly 5,000 people (“Stable”, 2003, page 6).  Considering these thousands of employees, the average worker in Grand Forks has held his or her job for 11 years (“Community”, 2006, page 7).  Eight-six percent of them work full-time and 91 percent hold year-round jobs (“Community”, 2006, page 7).  In July 2006, the unemployment rate in Grand Forks was 4.2 percent (“Community”, 2006, page, 4).  The low level of unemployment and a strong job market provide stability to the local economy, as well as a large customer base for Red Pepper restaurants. 
The city of Grand Forks offers very reasonable costs for starting and operating new businesses, also making relocation and expansions relatively attainable.  Utility services in the region offer electricity at costs as low as 3.5 per kWh and natural gas as low as $2.85 per dk (“Community”, 2006). Office space can be rented for as little as $10 per month per square foot, while industrial space can be rented for $2 per month per square feet (“Community”, 2006).  The city boasts the lowest tax rates in the nation for manufacturing and food processing facilities (“Community”, 2006).  The state of North Dakota offers numerous assistance programs for qualified business including training grants to add new employees, low interest loans, and debt and equity investments (“Business”, 2006).  The city of Grand Forks can offer business, property, and sales tax exemptions as well as assistance with construction projects to qualified businesses (“Business” 1).  Overall, the city of Grand Forks is rated sixth in the national for its overall quality of business conditions (“Community”, 2006).  

On the national level, rising inflation rates have greatly impacted consumer spending and business borrowing.  The Chairman of the Federal Reserve, Ben Bernanke, predicts that inflation rates will begin to slow by 2008 (Ip, 2006, page 1).  As high energy prices cause many consumers to cut-back on spending, the economy is experiencing slower growth, which may lower inflation (Ip, 2006, page 3).  Many analysts inferred from Bernanke’s statement that the Federal Reserve would begin to lower interest rates soon.  (Ip, 2006, page 2).  However, Bernanke predicts that the psychological perspective that consumers hold of the economy as well as decreasing consumer confidence will be difficult to change.  The inflation is evident in the fact that the consumer price index, excluding necessities like food and energy, increased 0.1 percent in July 2006, up 2.4 percent from 2005 (Smart, 2006, page 1).  Slowed growth and decline in some of America’s largest industries including the housing market and auto industry have also impacted the economy and consumer spending (Pethokoukis, 2006, page 62).  Nouriel Fouini, a Profession of Economics at New York State University suggests a 70 percent probability that the American economy is headed into a recession (Petholoukis, 2006, page 63).  Because prices are not dropping along with demand, many analysts suggest that the economy will soon experience stagflation (Pethokoukis, 2006, page 63).  Stagflation is a situation when economic growth slows while unemployment rates are high and inflation rates rise (Pethokoukis, 2006, page 63).

Looking more closely at the record high fuel prices, one can see that it has changed consumer spending patterns and risen costs of operation.  In 2005, the National Restaurant Association noted that this change has potential to drastically impact the industry, but has only dampened profits thus far (“Restaurant”, 2005).  According to a survey conducted by Technomic, a research firm for the foodservice industry, 18 percent of consumers have cut back on spending at fast food restaurants as a direct result of higher fuel prices (“Gas”, 2005, page 18).  As seen in the below figure, increasing energy prices have more significantly affected lower-income households, whose average gasoline expenditures are 5.3 percent of their pre-tax income.  Where as, the average higher-income household spends only 1.7 percent of their pre-tax income on fuel (“Restaurant”, 2005).  The effect these factors have on the economy impact demand for products and services like Red Pepper food.  Please refer to Figure 1, which depicts the distribution of these expenses throughout each class.  

Figure 2-2:  Annual Expenditures on Gasoline as a Percentage of Total Household Income
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Source:  National Restaurant Association, based on data from the Bureau of Labor Statistics

In addition to its affect on consumer spending, high fuel prices have increased operational costs.  As the cost of transporting food from suppliers is increasing, the Red Pepper is forced to face additional expenses.  This trend also increases the costs of distributing Red Pepper Chip Sauce to local grocery stores.  

Technology

The Red Pepper’s product is the food that they serve. They work with fresh ingredients and hand prepare each order. Therefore the only machinery involved is the kitchen equipment including stoves, microwaves, and ovens. Although, there are highly integrated and totally automated systems available for commercial kitchens such as Smart Commercial Kitchen (SCK), a subsidiary of Food Automation Service Techniques, Inc. (FAST), the Red Pepper does not have any menu item requiring complex preparation (“M2M Technology”, 2006).  The secret of the unique taste does not lie in the process in which they prepare the food, but in the quality ingredients, recipes, and most importantly a special spice mix. The state of technology for preparing the product is very low because the processes are simple.  Considering the whole restaurant, the available state of technology is somewhat higher for services.  

The technology of the restaurant service is a different issue than product preparation. Since the 1960s, the appearance of fast food restaurants, technology has improved a lot. With the expansion of the different fast food brands, competition in every geographical area has become tighter. Fast food businesses need to exploit the new technologies to gain competitive advantage.

The primary goal of fast food restaurants is to serve as many customers quickly with the highest possible profit margin.  Technology and new developments have been created to support this goal.  Below are a few of the latest innovations for the fast food industry and how they can help restaurants to better serve their customers.

Food Automation - Service Techniques, Inc.

As previously mentioned, FAST Inc. the leading company for commercial kitchens and networking solutions has designed systems to enhance production and quality of foodservice products.  

Innovative Solutions

FAST works with the industry’s leading restaurant chains to develop innovative solutions. These products are already implemented and being tested in a variety of environments, ensuring complete control of the entire product cycle. “The result: The customers can focus on key objectives such as exceeding customer expectations and maintaining a healthy bottom line” (“M2M Technology” 2006).

Maximized Productivity

FAST products make appliance operation easier, maximizing employee productivity by allowing them to manage multiple functions by following simple prompts that allow managers to spend more time with customers and less time supervising the kitchen staff (“M2M Technology” 2006). 

Food Safety

Often times, food-borne illnesses are spread because of insufficient heating and reheating of food. Workers can not rely solely on personal judgment to calculate adequate cooking times, nor can they approximate temperatures. With the availability and quality of the labor pool at an all-time low, it is very important to implement and ensure food quality control systems. FAST products help businesses meet comply state and federal food preparation laws and make food preparation faster, easier, and safer by monitoring and maintaining safe cooking times and temperatures (“Product Overview”, 2006).

Point-of-Sale System (POS)

   Integrated Point-of-Sale Systems (POS) can help fast food restaurants:

· To deliver an overall faster and more efficient workflow

· Increase time-savings and accuracy in daily operations by freeing up manpower on manually tracking transactions and update inventory records

· To substantially reduce errors in processing orders, transactions and inventory records that result in faster turnaround and better customer service.

“After computerizing our organization, it took less time to restock our inventory and as a result, we were able to manage our suppliers much more efficiently. In addition, we were also able to see our sales report instantly instead of spending one to two hours each night calculating and cross-referencing sales to our inventory,” says Lam Sros, Operation Manager at Mando Burger (“Serving”, 2006).

HyperActive Bob

“HyperActive Bob” is the name of a camera system designed to monitor restaurant parking lots and calculate possible orders in the next few minutes based upon the number and size of incoming cars.  With a small mounted camera on a restaurant's roof "Bob" spots vehicles entering the parking lot. It then considers how much food is already prepared and how many employees are needed before telling the kitchen when and what to throw on the grill or put in the fryer. "Bob" also evaluates the size of the vehicles, a big SUV could mean more food to prepare, a run-of-the-mill sedan likely would mean less. The computer system equipped with touch-screens and easy-to-follow instructions and the total cost is about $5,000 (“Fast Food Assistant”, 2006). HyperActive Bob is now at seven area McDonald’s, a Burger King and a Taco Bell (“Predictive”, 2006).  Please refer to Figure 2-3, which illustrates the “HyperActive Bob” system in a restaurant building and parking lot.

Figure 2-3:  HyperActive Bob System
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Source: www.mindfully.org/technology/2004/hyperactive-bob8sep04.htm. 
Radio Frequency identification devices (RFIDs)

Radio-Frequency Identification (RFID) is a small electronic device that consists of a tiny chip and an antenna. The chip typically is capable of carrying 2,000 bytes of data or less. 

The RFID device works similar to a bar code or a magnetic strip on the back of a credit card or ATM card; it provides a unique identification for an object. The RFID device must be scanned to retrieve the identifying information, just like the bar code or magnetic strip.

“Some common problems with RFID are reader collision and tag collision. Reader collision occurs when the signals from two or more readers overlap. The tag is unable to respond to simultaneous queries. Systems must be carefully set up to avoid this problem. Tag collision occurs when many tags are present in a small area; but since the read time is very fast, it is easier for vendors to develop systems that ensure that tags respond one at a time” (“What is RFID”, 2006).

The people are often crunched for time during lunch, and the food industry is sampling all sorts of technologies to move customer lines more quickly through the payment bottleneck. McDonald's, the nation's largest fast food chain, is a leader if speedy customer processing as this month it began testing a system from FreedomPay Inc. which uses RFID’s linked to a credit or debit card.  To use the system, consumers simply wave a small plastic cylinder, similar to the Mobil SpeedPass, at the register or drive-through. The payment takes approximately 15 seconds and the company is able to collect data about who you are and what you bought (“New Tech Speeds”, 2006).  

There are some other processes that are useful to boost speed and quality as well.  Paying for the order before eating can reduce the waiting time up to 30 to 50 percent, increasing the number of people who can be served (Anderson, 2006, page 60).  The Red Pepper already utilizes this strategy.  
Some restaurant chains have begun using television advertisements to attract users to use their new online ordering systems. Domino’s television campaign features two characters arguing over whether it’s quicker to order by phone or via the Internet (“New Media Age”, 2006).  Ordering both over the phone and online for home delivery is widely available today. It has to be standard service of restaurants to stay competitive in today’s environment.  

Product Life Cycle

The product life cycle for the technologies used in the fast food industry is in the mature stage of the product life cycle, because there have not been any recent innovations contributed to this field.  

Politics

At this time, no political issues directly affect the marketing of Red Pepper food products and services.  Indirectly however, the effects of inflation, interest rates, taxes, and fuel prices on consumer spending habits -- all of which are impacted by political decisions --negatively affect the demand for Red Pepper products.  

Laws and Regulations

There are a number of permits and licenses required by local, state, and federal government regulations to operate a restaurant.  The most important is a food service permit; regulations to issue this permit vary by state.  Many other needed permits are for the building itself, including fire alarms and sprinklers (“Starting”, 2006).  Other permits are for public assembly, for the usage of certain equipment, and for permission to display a sign (“Starting”, 2006). 

In the state of North Dakota, all businesses that serve food and beverages must follow the North Dakota Chapter 33-33-04 “North Dakota Requirements for Food and Beverage Establishments” (“North Dakota”, 2003).  Please refer to Appendix A to review this entire document.  Some of the standards set by these policies are guidelines that address:

· Care of Food Supplies

· Food Protection

· Food Storage

· Food Preparation

· Food Transportation

· Management and Personnel

· Employee Health

· Employee Cleanliness

· Usage of Equipment and Utensils

· Design and Fabrication

· Equipment Location

· Cleaning and Sanitizing

· Water Supply

· Sewage and Plumbing

· Garbage and Refuse

· Insects and Rodents

· Construction and Maintenance of Flooring

· Lighting and Ventilation

· Mobile Food Service (“North Dakota”, 2003)

These policy topics are followed by numerous sub-topics and pages of guidelines compiled by the North Dakota state government to provide a suitable environment for food preparation and service.

B.  Neutral Environs
Financial Environment

In the Grand Forks area, access to funding is readily available through numerous banks offering loans for small businesses, support from the Small Business Association (SBA), as well as state and local financing programs available to qualified businesses.  At this time, banks are very willing to lend because of increasing interest rates.  With interest rates for average simple loans reaching 8.25 percent nation-wide, financing any growth within a business may be difficult (“Selected”, 2006).  There are several possible solutions to this problem.  Through the SBA, businesses can receive short-term, low-interest loans called “Micro-Loans” for up to $35,000 (“Financing” 1).  The SBA also helps businesses find other types of financial support such as venture capital and grants.  Because of cooperative programs developed between the Grand Forks Economic Development Corporation and the Bank of North Dakota, small businesses can apply for reduced interest loans as well as receive other financial incentives if they are qualified (“Business”, 2006).  Also, the Grand Forks Growth Fund offers financial support to new and growing businesses if they create more employment for the community (“Business”, 2006).  Despite increasing interest rates that may make traditional borrowing more difficult, businesses in North Dakota and the city of Grand Forks do have many alternative opportunities to receive capital for growth.  

As interest rates have increased, inflation has followed suit.  In 2006, the annual average interest rate was 203 percent, a 4 percent annual increase per inflation rate from 2005 (“Consumer”, 2006).  This means that an item purchased for $1.00 in 2005 now costs $1.04 in 2006, thus decreasing the value of assets and making new assets more difficult to acquire.  

On the other hand, because interest rates have consistently risen in recent years, return on relatively risk-free investments have grown as well.  Business investing in short-term municipal bonds can earn approximately 4.3 percent (“Selected”, 2006).  Investments in short-term certificates of deposit return 5.3 percent (“Selected”, 2006).  Government bonds and T-bills are currently returning 4.5 to 5.0 percent (“Selected”, 2006).  

Government Environment

Several issues related to the fast food service industry have received attention from state and federal governments.  Two of these most popular issues include reactions to litigation for obesity-related health problems and nutritional labeling on food items.  

As obesity has become an American epidemic, many of those afflicted are trying to find the cause and make someone accountable for the problem.  In 2002, a group of people in New York brought litigation against the McDonalds Corporation for the health problems they have experienced because of obesity.  Though it did cause a stir in the media and among nutritionists and legal professionals, the plaintiffs were not successful and received no compensation from the McDonalds Corporation (Mello, 2004, page 207).  Among many other lawsuits covered by the media, Caesar Barber, sued four different fast food restaurants in 2002 for obesity-related health problems caused by the fatty foods that he consumed several times a week for many years, even after he had a heart attack (“Fast-food”, 2002).  John Banzhaf III, a Law Professor from George Washington University noted that most lawyers direct their cases against fast food restaurants to their marketing strategies (“Fast-food”, 2002).  In recent years, the McDonalds Corporation has seen numerous challenges from obese customers, which were induced by the McDonalds Corporation’s high fat products, advertising techniques, and lack of consumer nutritional education (Mello, 2004, page 208).

“Financial analysts at UBS Warburg and J.P. Morgan Chase and Company have warned that more litigation is likely, creating a ‘clear long-term risk’ to the revenues of fast food” makers (Mello, 2004, page 208).  Many restaurants have reacted to this trend by cutting the most harmful types of fat out of their food products and by adding lower-fat, healthy food choices to their menus (Mello, 2004, page 212).  Congress reacted to lobbyists from the food service industry in June of 2003 by introducing legislation that would stop consumers from pressing charges against restaurants for any reason related obesity (Mello, 2004, page 208).  Quite the opposite, many nutritionists, analysts and legal professionals have illustrated a correlation between obesity-related lawsuits against fast food companies and cancer-related lawsuits against tobacco companies.  Though many see this as an unfair comparison, it may have a future impact on all food service businesses if legislation protecting fast food restaurants does not pass. Currently, the legislation banning obesity-related lawsuits is pending.  

Though fast food restaurants are not currently required to print nutritional information on their package wrapping, some industry giants are choosing to do so.  This may be a proactive decision in anticipation of legislation requiring such information for consumers.  Many nutritionists feel such labeling is necessary for any food item sold to consumers (“Nutrition”, 2002, page 12).  All food producers, except for restaurants, have been required since 1994 by the Food and Drug Administration to clearly print nutritional facts on food product packaging for consumer education and safety (“Food Labeling”, 2006).  If this were to become a law, the Red Pepper’s packaging expenses would increase. 

Media Environment

It seems that the American public has mixed opinions about fast food.  While many seem to despise the empty calories, people are drawn to the low prices, convenience, and taste of fast food products.  The recently released movie, Fast Food Nation directed by Eric Schlosser, has created a media stir about the dangers of fast food.  Schlosser reviews the history of fast food and its impact on Americans and the economy, offering nothing but negative publicity for members of this industry (“Fast Food Nation”, 2006).   

At a local level, the Red Pepper’s best media attention has been through word-of-mouth advertising.  Nearly every resident of Grand Forks and the surrounding area has at least heard of the Red Pepper, if not eaten there and most likely has a positive or even nostalgic memory of it.  Word-of-mouth advertising is a very common form of advertisement for restaurants, especially for those that are locally-owned.  

Special Interest Environment

There are very few special interest groups that could possibly affect the marketing of Red Pepper products and services.  First, University of North Dakota alumni have had a positive affect on the Red Pepper.  Many alumni enjoy the nostalgia of the restaurant they frequented during their college years, drawing them into the Red Pepper during visits to Grand Forks.  These customers are also likely to promote the Red Pepper through word-of-mouth advertising and to order Red Pepper products through the online ordering service.  Other groups could potentially have a negative impact.  Nutritionists and activists are fighting to eliminate certain types of fat from food products sold and to require all food items to have nutritional labels (“Nutrition”, 2002, page 12).  Such changes could force the Red Pepper to alter ingredients of their menu items.  If a nutritional information label was required on each food item, the cost of product packaging would increase and some consumers may make different food selections because of newly available information. 

C.  Competitor Environs

The Red Pepper’s main competitors are fast food restaurants that provide Mexican food and sandwiches in the Grand Forks area. All of their competitors are franchises of large corporations; whereas, the Red Pepper has a local image, close relationships with customers, and homemade food.  Another unique factor of the Red Pepper is that it sells both Mexican food and submarine sandwiches, unlike the competitors which typically sell one or the other.  The competitors described in this plan are Taco Bell, Subway, Qdoba, and Jimmy Johns.  Red Pepper also faces indirect competition from other fast food restaurants which do not serve Mexican food and submarine sandwiches, such as McDonald’s, Wendy’s, and Hardees.

Taco Bell

Glen Bell opened the firs Taco Bell restaurant on March 21, 1962 in Downey, California. Today Taco Bell has 5,800 restaurants nationwide, with over two billion customers and more than 278 restaurants world-wide. There are two Taco Bell restaurants in Grand Forks. One located on South Washington and the other on 32nd Avenue South.  Taco Bell offers a huge variety of Mexican food made fresh. Their menu contains many traditional Mexican foods.  To pursue growth within their market, Taco Bell has consistently been innovative with their menu items.  In recent years, the restaurant has developed the Crunchwrap Supreme, the Mexican Pizza, the Enchirito, and the Taco Salad Express. Through a partnership with the Pepsi-Cola company, Taco Bell is the only restaurant to offer Mountain Dew Baja Blast as a soda choice.  Taco Bell is a traditional, word-wide, dynamically growing franchise with very strong support from the world largest restaurant company, Yum!  Over the years, they have put a lot of effort into advertising. Nearly 150 million people see a Taco Bell commercial once a week – that’s more than half of the United States population.  Over 2 billion tacos and 1 billion burritos of all varieties are served in Taco Bell restaurants each year.  Through its history and advertising, Taco Bell has built a strong image with a fun-loving environment (“Our Company: History”, 2006).
Figure 2-4:  Taco Bell Menu Prices

	Menu Item
	Item Price

	Soda
	$1.25

	Chips
	$0.99

	Tacos
	$1.79

	Burritos
	$2.69

	Gorditas
	$1.49

	Chalupas
	$1.49

	Nachos
	$2.69

	Quesadillas
	$2.69

	Salad
	$3.99

	Soup
	$2.39


Source:  In Store Taco Bell Menu
A major strength of Taco Bell restaurants has been its corporate headquarters, which provides a lot of valuable support.  Some of this support is directed toward advertising and marketing, franchise recruiters, coaching and training from Yum! University, standardized building plans from Yum! Development Services, and a Unified Foodservice Purchasing Co-op, LLC (“Our Company: History”, 2006).

To grab more of the market share, Taco Bell came up the idea of a fourth meal, meal between dinner and breakfast, which they call “fresco” (“Our Company: History”, 2006).  The company’s continued innovation and low prices are very attractive to its customers.  However, the downside of franchises is a limited responsiveness to the local communities, as the corporation focuses on the larger market.  Though their food is inexpensive, it is of is lower quality and served in smaller portion sizes than its competitors.  In Grand Forks, Taco Bell is widely known for its late hours and has a large percent of the “late night” market share.  

Taco Bell is essentially managed through the franchise and will look to continue its aggressive product innovation.  Taco Bell will continue it’s current advertising efforts to reach a large target market through radio and television.
Subway

Fred DeLuca established the first Submarine Sandwich Shop in the 1960s to finance his tuition. Today Subway is the world’s largest submarine sandwich chain with more than 26,500 restaurants in 83 countries.  As a matter of fact, the Subway chain operates more units in the United States, Canada and Australia than McDonald’s does.  Countless awards and accolades have been bestowed upon Fred DeLuca and the Subway chain over the past 40 years (“Subway Restaurant Timeline”, 2006). Subway has ten restaurants in Grand Fork.  

In the United States, the Subway chain serves nearly 2,800 sandwiches and salads every 60 seconds.  If placed end-to-end, all of the sandwiches made by Subway restaurants in one year would wrap around the Earth at least six times.  Some of the most popular sandwiches include Turkey Breast, Italian B.M.T.,  Tuna and the Subway Club. Fresh Toasted favorites include Chicken Parmesan, Meatball Marinara, the Chicken & Bacon Ranch, and our Subway Melt subs (“Subway Restaurant Timeline”, 2006).

Subway has had an incredibly strong financial background. Revenues in 2004 were:

· United States $7.17 billion 
· Canada $816 million 

· International $1.06 million 
· Worldwide Total of $9.05 billion (“Subway Restaurant Timeline”, 2006)
Figure 2-5: Subway Menu Prices
	Menu Item
	Item Price

	Soda
	$1.19

	Chips
	$0.89

	6-inch Subs
	$2.69 to $3.99

	Foot-long Subs
	$4.59 to $6.39

	Salads
	$4.69

	Wraps
	$3.59 to $4.59

	Soup
	$1.99


Source:  In Store Subway Menu

Subway represents healthy, fresh food with endless choices. There are more than two million different sandwich combinations available on the menu. The franchise has a history of product promotion,  as its products have appeared in many popular movies including Lethal Weapon II, Terminator 2., Austin Powers in Goldmember, Ace Ventura: Nature calls, etc (“Subway Restaurant Timeline”, 2006).

One of Subway’s biggest advantages against its competitors is that it realizes how important healthy diets, and more specifically the weight control, are to consumers.  Jared Fogle is the young man who lost 245 pounds by eating nothing but Subway sandwiches for almost a year in a diet program of his own design that included lots of walking in addition to his diet.  Jared came to our attention after Men’s Health magazine ran an article that featured his amazing weight-loss success story. Appearing in a series of Subway television commercials beginning in January 2000, Jared has since inspired many others to follow his lead. These days, he keeps busy by traveling throughout the United States and Canada, making public appearance and doing thousands of interviews for television, radio, newspapers and magazines, continuing positive publicity for the Subway Corporation (“Subway Restaurant Timeline”, 2006).  

The Subway Corporation is also involved with many civic, educational and charitable organizations such as the American Heart Association, the American Red Cross, Habitat for Humanity, Junior Achievement, March of Dimes, and the United Way. On a local basis Subway franchisees are involved with many schools and religious or community organizations (“Subway Restaurant Timeline”, 2006).
Subway has ten different locations in Grand Forks.  Some of these restaurants are standalone buildings, but most are attached to high-traffic businesses or conveniently located in a food court or deli area.  As a local marketing effort, Subway participates in many coupon promotion programs including coupon mailers and Sunday paper inserts to advertise their newest special promotions.  These promotions, such as a daily sandwich at a reduced price, have attracted many customers.  
Subway looks to continue it’s expansion strategy though aggressive contracts with numerous shopping centers and organizations.  Subway will also look to sponsor many athletic events that promote their healthy style of fast food.  This will also be continued through product development and publication of nutrition information.
Qdoba

In 1995 the first Qdoba Mexican Grill was opened in Denver, Colorado.  Currently there are more than 200 branches all over the United States because of their continued effort to offer franchise opportunities (“About Us”, 2006).  Qdoba has one franchise location in Grand Forks, located on 32nd Avenue South, near the popular shopping area of Target, Best Buy, and Old Navy.

Qdoba offers a wide variety of Mexican food including different kinds of burritos, tacos, nachos and quesadillas.  They also offer a catering service and a standard box lunch, as the restaurant mainly focuses its efforts on the day-time crowd.  They appear to have less advertising experience compared to competitors, despite their large financial, human, and capital resources.  The Qdoba website offers a nutrition calculator and application for their customer loyalty program’s burrito card. Many of their past marketing efforts in the Grand Forks area have included radio, newspaper ads, and coupons. 

Figure 2-6:  Qdoba Menu Prices

	Menu Item
	Item Price

	Soda
	$1.25

	Chips
	$1.09

	Salad
	$4.49

	Soup
	$2.39

	Nachos
	$5.49

	Quesadillas
	$5.99

	Chicken Burrito
	$5.39

	Steak Burrito
	$5.79

	Chicken Taco
	$1.89

	Steak Taco
	$1.99

	Box Lunches
	$7.50

	Catering / 20 People
	$150


Source:  In Store Qdoba Menu

Qdoba’s biggest strengths lie in its food, which is fresh daily, and its huge variety of salsa.  Also customers are attracted to their loyalty program, which allows customers to earn more food with the more they purchase.  Though Qdoba has a prime location on the south end of Grand Forks, they are unable serve possible customers on the north side of the city, where the crowd is typically high during the day. Its location is central to several popular strip malls in Grand Forks, making it a convenient place to eat while shopping.  The price range of Qdoba products is considerably higher than competitors, which may deter some customers.  Qdoba is a relatively new member of the Grand Forks fast food market, but has quickly acquired a strong customer base.  

Qdoba has a non-aggressive advertising strategy within the industry.  Qdoba will most likely look to continue its past marketing efforts with radio, newspaper and business to business advertising efforts.
Jimmy John's

In 1983 the first Jimmy John's restaurant was opened in Champaign, Illinois. Currently, there are more than 450 restaurants in the United States, with 60 additional units scheduled to open by the end of 2006 and another 150 are planned for 2007 (“A Taste of Gourmet History”, 2006). Jimmy John's has two branches in Grand Forks; one on 32nd Ave. south, in the same strip mall as Qdoba and the other is on 10th Avenue North, near the Ralph Engelstad Arena.  The Jimmy John's restaurant on the south end of town operates from 10:30 a.m. until 10:00 p.m., while the restaurant on the north end of town is open Sunday through Wednesday from 11:00 a.m. to Midnight and from Thursday to Saturday from 11:00 a.m. to 2:00 a.m.

Jimmy John's main product is gourmet sandwiches. Their sandwich menu includes items like Tuna, Turkey, Roast Beef, and Ham. They offer their sandwiches in two sizes, the 8 inch sub and the Giant Club. Similar to Qdoba, Jimmy John’s offers a catering service and a box lunch.  Jimmy John's has significant financial, human, and capital recourses and they are expanding tremendously (“A Taste of Gourmet History”, 2006).  Their marketing effort is very slight compared to their main competitors. They have a very interesting website where Jimmy himself will guide you through each page.  Past marketing efforts have included television, radio, and newspaper advertisements, along with various sponsorships.        
Figure 2-7:  Jimmy John’s Menu Prices

	Menu Item
	Item Price

	Soda
	$1.29

	Chips
	$0.89

	8 “ Sub Sandwiches (Ham, Roast Beef, Tuna, Turkey)
	$3.99

	Giant Club Sandwiches (Ham, Roast Beef, Tuna, Turkey)
	$4.99

	Box Lunches
	$8.00

	Catering (20 People)
	$78.00


Source:  In Store Jimmy John’s Menu

The primary strength of Jimmy John's is its delivery service, especially in Grand Forks, because of cold winter weather that makes customers more likely to have something home-delivered than to eat out.  Another of Jimmy John’s strengths is that both of their locations are easily accessible and reach both north and south sides of the community.   One of Jimmy John's weaknesses is that it has a limited menu and uses sparse amounts of their main ingredient and sometimes too much topping, such as mayonnaise.  Like Qdoba, Jimmy John’s is also a relatively new member of the fast food market in Grand Forks.  However, it has quickly planted itself in the community and gained a favorable customer base.  
Jimmy John’s has a very aggressive advertising strategy.  They will look to continue to use radio advertising as their main means of advertising.  They will also continue to aggressively advertise to college students.
D.  Company Environs

The Red Pepper offers a unique Mexican cuisine at an affordable price.  The company prides itself on having a college atmosphere but providing a great product as well.  The Red Pepper offers a variety of Mexican food and is constantly looking to deliver new customer favorites.
Figure 2-8: Red Pepper’s current Menu and Pricing
	Menu Item
	Description
	Price

	Grinders


	Our grinders are our signature item. They are similar to a submarine sandwich and can be ordered half or whole. The standard ingredients are: our special white sauce, lettuce, hot sauce, and Swiss cheese. 

In addition are these options:

· Ham 

· Turkey 

· Salami 

In addition to one or all of the above meats the following items may also be added:

· Taco Meat 

· Colby Cheese 

· Double (Ham, Turkey, Salami, Swiss Cheese)
	Half: $2.40
Whole: $4.35

	Taco
	Red Pepper’s tasty tacos, hard shell or soft with meat, lettuce, hot sauce, and Colby cheese.
	$0.99

	Beef, Bean, or Combo Tostada
	A flat, hard corn tortilla shell with your choice of beef, beans, or combination, with lettuce, hot sauce, and cheese on top.
	$1.90

	Cheese Tostada


	A customer favorite! 
A flat tostada shell with colby cheese and hot sauce melted on top. Great as a side for any menu item.


	$1.15

	Burrito


	A soft flour tortilla shell with beef, beans, lettuce, and colby cheese.


	$0.99

	Taco Burger


	Red Pepper’s taco on a round bun.


	$1.15

	Beef, Bean, or Combo Enchilada


	Your choice of beef, bean, or combo meat rolled in a flour tortilla, with lettuce on the inside and out and our own special enchilada sauce and Colby cheese melted on the outside.


	$2.75

	Taco Salad
	Lettuce, taco meat, Colby cheese and our famous chip sauce.
	$5.75

	Hot Ham and Cheese
	Warm ham and Colby cheese on a fresh bun. 
	$1.15

	Mexi Burger


	A spicy Mexi meat and Colby cheese on a round bun.


	$1.15

	Coney Island


	A hot dog smothered with Mexi meat and Colby cheese.


	$2.50

	Chili


	Red Pepper’s chili is medium on the spicy meter, with beans, beef, tomatoes, and colby cheese on top.


	$2.25

	Chips and Sauce


	Red Pepper’s world famous chip sauce served with a plate of our handmade corn tortilla chips.


	$4.25

	Tortilla Soup
	Warm and spicy chicken tortilla soup.  
	$2.25

	Pop
	Coke and Pepsi Products Available
	$1.15

	Milk
	
	$1.29


The Red Pepper recently began selling t-shirts, sweatshirts, and other apparel with their theme front and center.  The apparel can be purchased at either location in Grand Forks, or by contacting Jeff or Nicki Tellmann at (701) 775-4979.



Services

The Red Pepper offers a comfortable environment for the consumer to enjoy the delicious Mexican cuisine.  Along with its casual dining, the Red Pepper has the ability to cater its services to areas in the Grand Forks area.  These catering opportunities are something that the Red Pepper is looking to do more often.  Also, if catering is not something the customer desires, customers can reserve the Red Pepper Trailer.  The Red Pepper trailer is a movable unit that delivers Red Pepper food for any special occasion.  A customer looking to rent the trailer unit must contact management for approval.

Strategies

The Red Pepper has a favorable position within the fast food industry.  While the giants in the industry continue to level off or decline in profitability, the Red Pepper is looking at expansion in many different areas of the company.  This past summer, the Red Pepper opened its second location and is also looking to do more with its catering and special occasion plans.  The Red Pepper understands its position within the market and will make strides in its marketing and distribution plans to foster more growth.

Experience

Jeff Tellmann is the current owner of the Red Pepper.  Jeff has a long standing history in this industry; in particular with Red Pepper.  Mr. Tellmann has worked at the establishment since his days in junior high school.  His Father, Bruce, passed on the ownership of the company when he passed away after flood in 1997.  Jeff’s wife, Nicki, has been very influential in the company’s operations.  Nicki has a strong background in finance and management and has been the central cog in managing the Red Pepper’s new store on 42nd Avenue.

The Red Pepper has strong customer loyalty.  The biggest stronghold in customer loyalty comes from the student population.  University of North Dakota graduates are dispersed all over the country, but all remember and usually come back to their experience at the Red Pepper.  Also, the Red Pepper sponsors numerous community activities such as the 4th of July and Spring Fest.  The Red Pepper makes a commitment in their business to support local and regional community activities, which also increases their network as well.

Resources 
Financial Resources
              

The Red Pepper is a family run business that has secured financing through hometown banking relationships.  The Red Pepper did not want to disclose who their lending institution is, but Jeff Tellmann, owner of the Red Pepper, did infer that debt has been accrued up to this point from one lending institution in the area.  Having a favorable margin on product sold and having POS cash transactions, the Red Pepper is able to pay expenses with monthly profit.  Very rarely does the Red Pepper have any type of financial trouble.  

One point that was emphasized in a personal interview with Jeff Tellmann, owner of the Red Pepper, was that external shocks are really the only time when the Red Pepper has been in financial crisis.  The flood that occurred in 1997 was the biggest shock the Red Pepper has had to face in over thirty years of business.  The Red Pepper was adversely affected by the flood and received no financial help from the City of Grand Forks.  In this instance the Red Pepper had to take out a loan to repair damages and purchase flood insurance.  In 2000, the Red Pepper took out another loan for renovation and capital purchases.  The biggest of the capital purchases being their new “Red Pepper Trailer”, a mobile trailer that can be placed at various outdoor events in the area.
Human Capital
The Red Pepper is an equal opportunity employer in Grand Forks, North Dakota.  The employment process or system at the Red Pepper is relatively simple.  The management decides if they have enough employees to efficiently execute transactions, and makes hiring decisions based off of that.  Jeff Tellmann stated in a personal interview, “I hire employees that I know will be honest and show up for their shift on time.”  There is no strict hiring procedure, but new employees build trust by being honest, hardworking, and punctual.  If the Red Pepper is looking to hire, they have put advertisements in the Grand Forks Herald from time to time.  

Suppliers
The majority of the Red Pepper’s product is supplied by Hugo’s.  Hugo’s Bakery supplies the Red Pepper with 30 dozen buns a day.  Also, the deli at Hugo’s supplies Red Pepper with 100 pounds of ground beef per day.  Jeff Tellmann also stated in a personal interview that Food Service of America and Sam’s Club were the two other suppliers they have used in the past.  The Beverage supplier for the Red Pepper is Pepsi Co.
Red Pepper Mission Statement

To consistently provide customers with high quality food, quick and friendly service, all at a reasonable price, while giving back and supporting the Grand Forks community through donations of time and resources.
Marketing Channels

The Red Pepper has many options that are available for their marketing efforts.  Currently, the Red Pepper is using television advertisements on local media stations to lead their effort in market channeling.  Since the Red Pepper has never had a strict budget when it has come to marketing efforts, Jeff Tellmann allocates money to different channels when he feels it is appropriate.  In the past, the Red Pepper has done newspaper advertisements, strategic promotions with other local businesses, and many University of North Dakota promotions to target the student population.  To reach the desired Generation X target market, the Red Pepper will use business to business promotions and strategic partnerships.  Such business channels are currently underused and have been identified as a target for future promotions.

Strengths

The Red Pepper has a unique position within the fast food industry in the local market and will continue to use its strengths to foster growth in regional markets.  The Red Pepper’s biggest strength is providing the customer with a great product.  Red Pepper’s food is prepared quickly and is a delicious alternative to traditional, greasy fast food.  Although there is strong competition in this market, the Red Pepper continues to distinguish itself by a great product and a unique nostalgic college atmosphere.  Red Pepper has a strong hold in the community as well.  Sponsoring many community activities and events, the Red Pepper has associated with positive interaction with Grand Forks and the surrounding communities.  

Weaknesses

Though the Red Pepper has a number of strengths, it also faces several weaknesses.  With the opening of its second restaurant, many customers are confused by conflicted designs and appeals of the stores.  Customers often have faced limited parking and seating at the downtown Red Pepper location, as well as long waiting lines at both locations, which may be caused by product operation inefficiencies.  As technology is becoming a more important business tool, the Red Pepper may also want to begin accepting credit cards as a method of payment, build a more robust website, and overcome distribute channel inefficiencies using information systems.  

III. Target Market
A.  Demographics for Target Market

The Red Pepper’s primary target market is the average worker in the working class of Grand Forks with a particular focus on the Generation X age range of 25 to 34 years of age.  As previously stated, the geographic coverage area for this target market includes all counties surrounding Grand Forks County.  All demographic data analyzed below is a compilation of data from those counties and was gathered from the United States Census Bureau’s most recent census in 2000.  There are several demographic groups that could be used to analyze this segment; however, this analysis will examine age statistics, educational background, types of occupations, and income ranges for members of the Grand Forks area workforce.  Fast food purchases are common among nearly all demographic segments; therefore, other characteristics that could be examined, including marital status, gender, homeownership, race, and ethnicity, do not provide identifiable information about the target market that the Red Pepper wishes to serve.  

Population Segmented by Age

Figure 3-1 illustrates the distribution of ages for typical workers making up the population of the Grand Forks area.  The 25 to 34 year-old age group, which the Red Pepper is targeting, makes up nearly 12 percent of the entire possible workforce of the City of Grand Forks, as well as its surrounding counties.  The rest of population not identified in this figure equals 43.21 percent and represents people who would traditionally not have entered the workforce yet or would be retired from it.

Figure: 3-1: Grand Forks Area Population Segmented By Age

	Age Range
	Segment by Age
	Total Population
	Percent of Total Population

	20-24
	13,766
	148,056
	9.30%

	25-29
	8,947
	148,056
	6.04%

	30-34
	8,621
	148,056
	5.82%

	35-39
	10,649
	148,056
	7.19%

	40-44
	11,162
	148,056
	7.54%

	45-49
	10,435
	148,056
	7.05%

	50-54
	8,501
	148,056
	5.74%

	55-59
	6,497
	148,056
	4.39%

	60-64
	5,510
	148,056
	3.72%


Source:  U.S. Census Bureau available at http://factfinder.census.gov/. 

Population Segmented by Educational Background
Figure 3-2 illustrates the different educational backgrounds of the population over the age of 25 in the Grand Forks area.  The Red Pepper’s target market most closely identifies with middle class workers who typically do not have a bachelor’s degree, but may have an associate’s degree or another type of training, certification, or education.  Most of these individuals have high school diplomas.  However, some may have not completed high school.  It is not possible that people in Generation X could have left school before completing the ninth grade because of common state legislation that legally requires students to be least 16 years of age before dropping out of school; therefore, that segment of the population was not included.  The segment in the Grand Forks and surrounding areas that best fits this description of educational backgrounds is over 70 percent of the total population.  

Figure 3-2:  Grand Forks Area Population Segmented by Educational Background
	Education Background
	Segment by Education
	Total Population over age 25
	Percent of Total Population

	Less than 9th grade
	7,511
	91,685
	8.19%

	9th to 12th grade, no diploma
	6,907
	91,685
	7.53%

	High School graduate
	26,267
	91,685
	28.65%

	Some college
	23,526
	91,685
	25.66%

	Associate Degree
	8,254
	91,685
	9.00%

	Bachelor's Degree
	13,598
	91,685
	14.83%

	Grad/Professional Degree
	5,622
	91,685
	6.13%


Source:  U.S. Census Bureau available at http://factfinder.census.gov/.  

Workforce Segmented by Occupation

Next, the occupations that make up the Grand Forks area workforce are displayed in the below figure.  Continuing to analyze the target market as members of the middle working class, it can be inferred that the members of this target market are most likely to hold positions in the areas of service, agriculture, construction, maintenance, production, transportation, and material moving.   Combined, these occupations make up nearly 45 percent of the workforce in the Grand Forks and surrounding areas.  Figure 3-3, on the next page, compares the population of these occupational areas to others in the Grand Forks area.  

Figure 3-3:  Grand Forks Area Population Segmented by Occupation

	Occupation Type
	Segment of Workforce
	Total Workforce Surveyed
	Percent of Workforce

	Management, Professional
	22,318
	71,402
	31.26%

	Service
	12,966
	71,402
	18.16%

	Sales and Office
	17,126
	71,402
	23.99%

	Farming
	1,439
	71,402
	2.02%

	Construction, extraction, maintenance
	7,550
	71,402
	10.57%

	Production, transportation, and material moving
	9,868
	71,402
	13.82%


Source:  U.S. Census Bureau available at http://factfinder.census.gov/. 

Workforce Segmented by Household Income

Lastly, household incomes of the workforce in Grand Forks and the surrounding areas are displayed in Figure 3-4, shown below.  Following along with the characteristics of this target market, the Red Pepper would like to market to middle income households.  This group of income levels makes up over 50 percent of the population in Grand Forks and the surrounding areas.  The rest of the population not identified in this figure, represents 31 percent of the population which is made up very low-income households and very high-income households, neither of which would be examined for this target market.  

Figure 3-4:  Grand Forks Area Population Segmented by Household Income

	Annual Household Income Range
	Segment of Households
	Total Households Surveyed
	Percent of Households

	$15,000-$24,999
	8,478
	52,271
	16.22%

	$25,000-$34,999
	8,054
	52,271
	15.41%

	$35,000-$49,999
	9,811
	52,271
	18.77%

	$50,000-$74,999
	9,720
	52,271
	18.60%


Source:  U.S. Census Bureau available at http://factfinder.census.gov/.  

Figure 3-5 further analyzes pieces of this information to determine an estimated size of this target market.  This estimation is based on the population size of 25 to 34 year olds in the Grand Forks workforce area and the number of people holding occupations associated with this target market.  The occupations included in this calculation are described by the U.S. Census Bureau as Service Occupations; Farming, Fishing, and Forestry Occupations; Construction, Extraction, Maintenance, and Repair Occupations; Production, Transportation, and Material Moving Occupations.  

Figure 3-5: Analysis of Target Market Populations in each County

	County
	Total Population
	Target Market

Age 25-34
	Selected

Occupations
	Average

	Grand Forks, ND
	66,109
	9,419
	14,147
	11,783

	Nelson, ND
	3,715
	259
	701
	480

	Steele, ND
	2,258
	186
	440
	313

	Traill, ND
	8,477
	839
	1,866
	1,353

	Walsh, ND
	12,389
	1,191
	2,953
	2,072

	Marshall, MN
	10,155
	980
	2,186
	1,583

	Pennington, MN
	6,688
	1,558
	2,968
	2,263

	Polk, MN
	31,369
	3,140
	6,535
	4,838

	Total
	
	
	
	24,685


Source:  U.S. Census Bureau available at http://factfinder.census.gov/. 

With an estimated workforce of 65,000 people, Grand Forks statistical data suggests that just fewer than forty percent of the 65,000, or 25,000 people would be considered part of Generation X and a member of the middle working class in the Grand Forks area.  

B.  Geography for Target Market

The geographic coverage area of the Red Pepper’s target market includes the Grand Forks workforce who mostly reside in Grand Forks County and the surrounding counties from which most of the Grand Forks workforce commutes.  These counties include Nelson, Steele, Traill, and Walsh Counties in North Dakota and Marshall, Pennington, and Polk Counties in Minnesota.  Please see the below figure for population of individuals between the ages of 25 and 34 years of age in each county.  The information displayed in Figure 3-6 was collected from the U.S. Census Bureau’s most recent census in 2000.  

Figure 3-6:  Populations of Counties in Grand Forks Region

	County
	Population of Target Market (25-34)
	Percent of county population

	Grand Forks, ND
	9,419
	14.20%

	Nelson, ND
	259
	 7.00%

	Steele, ND
	186
	 8.20%

	Traill, ND
	835
	 9.90%

	Walsh, ND
	1,191
	 9.60 %

	Marshall, MN
	980
	 9.70%

	Pennington, MN
	1,558
	11.50%

	Polk, MN
	3,140
	10.00%


Source:  U.S. Census Bureau available at http://factfinder.census.gov/.  

Within these counties, some of the more populous cities include Grand Forks, Larimore, Mayville, Portland, Hillsboro, Grafton, Minto, Park River, and Crookston.  All of the above counties are rural and agriculturally-based, meaning many residents live outside of city limits and may not have just one community with which they associate.  The average worker in Grand Forks travels 11 minutes to get to work.  However, some travel up to 40 minutes, especially when traveling from communities in other counties (“Labor” 4).  Though some of this population does not necessarily work in the city of Grand Forks, most work near Grand Forks or travel to Grand Forks on a regular basis.  

Because of their website and online ordering system, the Red Pepper has had customers from around the United States and around the world.  Online customers have visited the Red Pepper website from counties including Argentina, Bulgaria, Columbia, Ecuador, Germany, India, Japan, Namibia, Peru, South Korea, Taiwan, Venezuela, Zimbabwe, and dozens of other counties (“Red Pepper”, 2006).  Even though online sales are an important part of the Red Pepper business, marketing efforts will be directed toward sales made in their restaurants in Grand Forks because of a higher growth potential of that market at this time.   

C. Psychographics and Life Style

The targeted market is the younger working age crowd, namely Generation X. This unique generation varies from ages 25 to 34 and has some very unique characteristics that must be considered in order for the Red Pepper to gain more appeal toward this generation. 

As children, many members of Generation X felt neglected by their parents and families because of the career-before-family attitudes of their Baby Boomer parents. Divorce rates began rising drastically in these same years leaving many Generation X children in single parent homes. Impacted by the feelings of neglect and poor family life, today’s Generation X members are very family-oriented and much more likely to put their families before their careers. According to studies of 2,800 employed adults conducted in 1977 and 2002, mothers are spending about the same amount of time with the families as they do at work, but fathers are spending much more time away from the office to be with their families (Elias, 2004). It is still evident, however, that working mothers are equally as dedicated to their families relative to their work. During the same study, working mothers rated job flexibility a 9.2 and career advancement a 5.5 on a scale from 1 to 10 (Elias, 2004).  Parents’ involvement in the lives of their children leaves a lifetime impact and many traditions, such as parent-child activities are continued far after the child has grown up and moved out of the home. Appeal to the family and children is an important factor for anybody trying to market to Generation X.

Growing up through the years of the Kennedy assassination, Watergate scandals and watching their loyal parents be laid off due to corporate downsizing has left those in Generation X skeptical realists. Being the first generation exposed to mass media from a young age, they are very aware of manipulation in advertising and often view ads with a distrustful eye. This generation is not said to dislike advertising, but to dislike “hype” (Mitchell, page 26).

Generation X is the most educated and technologically savvy generation to ever enter the workforce, which also makes them fast-paced and rather impatient (Mitchell, page 26). In order to serve such a group, one must make it quick and efficient. The group is said to eat nearly twice as many fast food meals as other generations (Benezra, 1995, 33). People from Generation X are also greatly influenced by perceived value and quality.  Brand loyalty is not nearly as much of a concern to the generation as is a quality product at a good price (Mitchell, page 28).  The group is said to often prefer eating establishments that offer all-you-can-eat salad bars and buffets (“How to start”, 2006). 

While Generation X is often stereotyped as one large group, there are several psychographic types within the generation that should not be ignored when marketing to them. According To Karen Benezra’s article “Don’t Mislabel Gen X.” there is four basic psychographic groups which include the following:

Yup & Comers: Accounting for about 28 percent of Generation X, this group has the highest average income and are also the most educated. They are often more focused on intangible rewards than material wealth. They are more likely to be “comfortable and confident about themselves, their choices and their future.” And as older members of Generation X, they are likely juggling family and their career.
Bystanders: A predominantly female group with a large percentage of African-Americans and Hispanics, representing some 37 percent of the Generation X population. “Practical and hardworking, with a hunger for romance and fantasy,” this component regards status brands as an important means of expression. They have a flair for fashion and love to shop, but have the lowest disposable income.

Play-Boys: As the name suggests, they are self-absorbed, fun-loving, impulsive types, who typically live on the edge. The mostly single, white and male group accounts for 19 percent of Generation X and adheres to a “pleasure before duty” mantra. They are materialistic and proud of it.

Drifters: Perhaps the closest to the Generation X stereotype, they are frustrated by their lot in life, among the least educated, with heavy concentrations in the South. They seek security and status and look for brands that offer a sense of reward, belonging and self-esteem (Benezra, 1995, page 32).
Red Pepper should take into special consideration the most obvious characteristics of its target group. Members of Generation X are motivated by good perceived value, enjoy quick service, and are willing to switch brands to find such characteristics. Marketing the Red Pepper brand on such platforms will help attract members of the targeted market. 
Reason for Targeting

Red Pepper is very popular to most demographics throughout the Red River Valley, but ultimately UND college students. The students allow the shop to maintain extended hours and make large profits -- when school is in session. The problem with focusing mainly on the college crowd is that when classes are not in session, the city empties out considerably, creating large seasonal fluctuations for businesses. The owners of Red Pepper have decided to target the working members of Generation X because they can provide a stable customer base especially during the lunch hours. Whether living here or commuting in, a lot of people work in the many Grand Forks businesses and they all have to eat.  By targeting this group of customers, the Red Pepper can smooth out some of the seasonal fluctuations and create long-term customers. 

One must also remember that members of Generation X are very family-oriented. By appealing to Generation X, Red Pepper will likely gain business from the families of the new customers as they share the experience. The experience of the Red Pepper could become as ingrained in the traditions of the family as it is in the culture of the city itself. 

Market Size

As previously calculated, there are approximately 25,000 members of this target market in Grand Forks and the local area workforce.  This represents just less than 40 percent of the total current workforce (“Community”, 2006).

Estimated Market Purchases for 2007 Calendar Year

In the beginning stages of this marketing plan, it is not possible to calculate a completely accurate estimation of market purchases at the Red Pepper for the 2006 calendar year.  However, using the data expressed above, a general estimate can be made.  

First, one must consider the 25,000 people in the target market.  Second, one must estimate the percent of this target market that the Red Pepper will be able to effectively reach.  For the sake of this estimation, that will be 35 percent.  Third, one must estimate the number of times the average new customer would eat at the Red Pepper during one week.  For this estimation, two meals will be considered average.  This number is valid because many of the Red Pepper’s current consumers patron the store at least twice a week.  Finally, one must estimate the amount spend during each visit to the Red Pepper.  Considering the prices of their menu, it is reasonable to estimate $8.00 as the average cost of a meal at the Red Pepper.  The equation to calculate the market purchases would look like this (25,000 x .35) x 2 x $8.00.  Now, putting all of these estimations together, it is determined that this marketing plan will offer an estimated $140,000.00 worth of purchases for the 2006-2007 calendar year.  

IV. Problems and Opportunities

A. Opportunities for Red Pepper

There are several opportunities available for Red Pepper to increase its sales and appeal to attain a wider range of customers.  A few of these opportunities are listed below.

Coupons are an effective way of introducing a product or simply reminding a customer of a brand.  The coupons could be a simple offering of a discounted grinder meal -- just to catch the eye of the consumer.  The Red Pepper could reach many new and existing customers and also introduce the ambience of the new store.

Red Pepper has an advantage over its competitors which tend to be national franchises because it is a part of Grand Forks, and reaches many customers on a personal and cultural level.  By presenting itself this way and supporting local events such as middle and high school sporting events and charity events.  Red Pepper can remind the public of its local sentiment.

Generation X is a very family-oriented group who spend a great deal of time with their children.  This exposes an opportunity to market to both the Generation X as well as their children.  The Red Pepper could focus on other parent/child activities to promote their brand.  One such idea may to be involved with schools and offer discounts or gift certificates as prizes at games or other activities.  The Red pepper could become a pre- or post-game tradition in Grand Forks much like the Dairy Queen often is in small towns.

Another all-too-familiar event for Generation X and their children is the infamous graduation party.  By using their previously established reputation in Grand Forks, the Red Pepper could be very profitable by catering to these events.

As discussed earlier, Generation X likes values and timely service.  In order to cater to this, Red Pepper could offer a lunch time all-you-can-eat taco or salad bar.

Along with being impatient and in search of value, Generation X is technologically savvy and often works while even on their lunch breaks.  Red Pepper has realized this and implemented a Wi-Fi network in the new store, but also has the capability to implement on in the original location.  

Being fast paced and on the go often leaves little time for Generation X members to sit and eat.  The Red Pepper could offer some new products for such people.  One idea is what is referred to as a “walking taco”, which consists of a bag of tortilla chips with other taco ingredients added in for people who are on the go.  Perhaps some other new products would also regenerate some interest in complacent and sporadic customers.

Like many other establishments, Red Pepper could offer a loyalty program.  They could offer a punch card system so that the customer would get free food after a certain number of purchases.  Such a program would also appeal to the value-oriented Generation X.

A way to attract groups of customers of all ages, year-round would be to offer free food to people on their birthdays.  Most people would come in with a group of people, which in turn would generate more sales.  This program may also instill a sense of gratitude and loyalty to the person celebrating a birthday.

Advertising can be very expensive depending on what type of ads you run and what kind of media medium is used.  Finding other tactics of exposure can be very profitable if done correctly.  One idea is to offer gift certificates, promotional clothing, and other items to radio stations to give away during on-air contests.  For the minimal price of these items, they receive a brief pitch or name exposure to thousands of potential customers.

B. Problems for Red Pepper

Reaching the target market is not always easy.  The Red Pepper has identified Generation X as its target market.  There is a big opportunity to capture lunch and dinner sales of young, middle-class workers looking for alternative eating options.  Below are some of the problems that could be associated with reaching this target market.

The first problem that has become an issue is payment methods within the store and online.  Credit card sales are a necessity in any town and any business. Young, middle class professionals do not always have cash on them and this is a great alternative in the consumers’ eyes.  Sales could see significant increases with this opportunity available to consumers.  This type of payment is now expected at virtually any business establishment, regardless of the industry.  Customers will then have no reason to be dissatisfied with purchases options at the Red Pepper.

Another problem that the Red Pepper is facing right now is the use of their website.  The owner of the Red Pepper, Jeff Tellmann, has expressed that the website should be updated and cleaned up to be more user-friendly.  A clean-cut website is an essential tool for business regardless of the fact that the Red Pepper is a food service sector company.  In order to reach the target market, the website must be first-class and easy to use, meeting the needs of Generation X users.  

A problem that has been in existence since the inception of the Red Pepper has been the waiting lines that customers face when ordering because of the substantial customer flow.  A waiting line is a good problem to have in this type of business, but production management could be an issue.  When promotions and other advertising are used to attract this target market for lunch and dinner, the Red Pepper must be able to efficiently get the cliental in and out in a timely fashion.  To maintain customer satisfaction, the Red Pepper could possibly look at its operating procedure and make the necessary changes.  

Another issue that has plagued the Red Pepper, especially at its downtown location, has been limited parking capacity.  Almost all of the parking at the downtown location is on-street parking which makes it difficult for patrons during a high-traffic time.  Possible solutions may exist, such as parking lots, ramps or negotiated off street parking, however the problem still exists.

As of this moment, the biggest problem in reaching the target market is not any one of the problems listed above.  The problems listed above are barriers that can be somewhat easily overcome.  The biggest problem the Red Pepper faces from here on out is there appeal to Generation X.  The original Red Pepper targeted and appealed strictly to college students and had a rough appearance and demeanor.  Red Pepper now desires all expansion to look and feel like the store on 42nd Avenue, their newest store.  It has a clean, workers feel to it, but still offers the same quality product.  Getting young professionals to think of the Red Pepper as a place where they can sit down and have lunch meeting, is its biggest challenge.  This will come in time with strategic B2B marketing efforts and promotions.  

C. Red Pepper’s Differential Advantage

Everyone has dinner at some point during their day.  Many traditional fast food venues exist as options, but these options exist for every person across the United States.  The Red Pepper is a locally-owned and operated establishment that has proven its product and service within the Grand Forks region.  The Red Pepper offers unique alternative dinner options at a competitive price, with out the greasy or undersized portions.  Generation X focuses on value and timing, both of which can be served by the Red Pepper.  A unique, nostalgic atmosphere, with great food is the new solution for Generation X.

V.  Market Objectives

Broad Goal Statements

1.  To increase overall sales in order to increase Red Pepper’s net income.

2.  To make transactions easier and more convenient for customers.

3.  To diversify product offerings, while strengthening the Red Pepper brand. 

Sales Objectives

1. To increase the number of Red Pepper customers who make purchases at least once a week from the current level of 38 percent to 60 percent by December 31, 2007
.  

2. To increase Red Pepper’s total income from $1,062,580.08 in 2005 to $1,364,825.94 by December 31, 2007 through the strategies and tactics described in this marketing plan.  

a.) Measurement

· The first sales objective will be measured through customer surveys.  A customer survey was completed in October 2006 to determine the current frequency of transactions by customers.  Another survey should be taken after the 2007 calendar year to determine the level of increase in the frequency of customer transactions.  

· The increase in total income will be measured by the income statement at the end of 2007 compared to the 2005 income statement.  

b.) Sales Objective Rationale

· The majority of Red Pepper’s customer base consists of loyal, repeat customers.  Nearly 10 percent eat at the restaurant every day and 25 percent return two to three times a month, in addition to 38 percent that eat there weekly.  By increasing the customer base and then increasing the frequency of customer visits, Red Pepper will gain more revenues from increased sales.  

· The rationale behind increasing the restaurant’s total income is to increase sales by bringing more customers and repeat business into Red Pepper through the strategies and tactics outlined in this marketing plan.  

Product Objectives

1. To attract new customers and create an increase in returning customers by developing and releasing an innovative, new product each quarter beginning April 1, 2007.  Product ideas should be suggested by employees and customers.  

2. To increase customer awareness by adding Red Pepper logos on beverage containers by January 1, 2007.

a.) Measurement

· The effectiveness of the first objective can be measured by the sales records for the new products that have been introduced. 

· To evaluate the number of customers involved in the new product introduction process, customer suggestions can be tracked to keep a quantitative measurement.  

· A survey should be done at the end of 2007 to measure customer awareness created by beverage containers with the Red Pepper logo.  In the survey done in October 2006, customers were asked about where they have seen Red Pepper advertising.  A similar question should be used to determine the number of customers who take note of the beverage containers. 
· Sales records can also be considered to analyze the level of customer awareness created by the Red Pepper logo on its beverage containers, even though these records alone will not indicate if the logo on the beverage containers were the only factor affecting any changes in sales.
b.) Product Objective Rationale

· Through appropriate marketing, new products will increase overall sales.  
· Word-of-mouth advertising about the new products at Red Pepper will attract returning and new customers alike into the restaurant.  
· As mentioned previously in the Competitor section, many restaurants in this market have seen success and increased customer recognition through creating new products and effectively promoting them. 
· This objective will give current, loyal customers a sense of ownership in the restaurant as they make product suggestions.  
· Simply seeing a logo on a cup is often enough to make someone crave a restaurant’s food. By adding the Red Pepper logo on each beverage container, the customers will expose this advertisement to many other people wherever they take that cup after leaving the restaurant. 
· Because product packaging is expensive, Red Pepper will try to get the greatest effectiveness while keeping costs low.  Whether eating in or taking food to go customers often leave with at least their beverage cup in hand.
· All competitors of Red Pepper have logos and advertisements on nearly all of their food packaging items which catch the attention of many hungry customers.  Adding a logo on cups will be a relatively low cost way to catch some additional attention for Red Pepper. 
Service Objective 

1. To reduce customer time waiting in line at Red Pepper from the current wait time which is somewhat long to a shorter wait during busy times of the day by having some popular items pre-prepared, beginning on January 1, 2007.

a.) Measurement

· Qualitatively, this objective could be measured by doing a customer satisfaction survey with a question regarding the length of time waiting in line.  

· Quantitatively, this objective could be measured by comparing the average time spent waiting in line for a customer during a busy time of the day on October 21, 2006 to the average waiting time of a customer during the same busy time of the day in December 2007.  

b.) Service Objective Rationale

· The length of time customers wait in line is crucial in the fast food industry. Improving service time will increase not only the number of customer served, but the level of customer satisfaction, in turn stimulating more sales. 

· By giving Red Pepper a reputation of serving its renowned food with fast service, the restaurant will be more appealing to lunch customers who may have as little as thirty minutes to purchase and eat their lunch meal.  
· As previously mentioned in the Psychographics and Life Style section about this Target Market, these customers live fast-paced lives and tend to be impatient.  This objective will help Red Pepper adapt its atmosphere to meet the needs of this target market.  
Pricing Objective

1. To increase customer’s ease of transactions by accepting major credit cards, including Visa and MasterCard, as a form payment by April 1, 2007.

a.) Measurement

· This objective can be measured by the number of credit card transactions completed during each month and the year after this objective is implemented.

· Sales records can be compared from January 1, 2007 through March 30, 2007 when credit cards are not accepted as a form of payment to sales records from April 1, 2007 to June 30, 2007.  These financial records may or may not be enough evidence of a positive effect from the change.  

· Because credit cards would be accepted purely to make transactions easier for the customer, a customer satisfaction survey could be taken.  The survey should be done after June 30, 2007 to determine if the new form of payment increased customer morale during the second quarter.  

b.) Pricing Objective Rationale

· Most retailers and restaurants accept credit cards as a form of payment; Red Pepper should follow this trend to stay competitive in the local market and reach maximum customer satisfaction through convenience of payment.
· Again, referring to the Psychographics and Life Style section, this target market tends to be impatient and values convenience.  Offering credit cards as a type of payment would be another way to meet the needs of the selected target market.  
Placement Objective

1. To develop and make publicly available Red Pepper Catering promotional materials with a description and pricing system for catering services offered, with the intent of catering five events or meetings each month.  To date, Red Pepper has only catered a few events and has had positive results.  This objective should be completed by June 30, 2007.  

a.) Measurement

· The first segment of the placement objective can be measured by the completion of publication of Red Pepper Catering promotional materials.  The rest of the placement objective can be measured by the actual number of events Red Pepper caters following June 30, 2007.  

b.) Placement Objective Rationale 

· By promoting its catering services, Red Pepper has potential to reach a new group of customers within their target market.  Through catering to business meetings and events, Red Pepper is able to serve customers during a meal time that, in this circumstance, would not have eaten at a restaurant because they are at a meeting or event.  

· By catering events such as family reunions or high school graduations, Red Pepper directly reaches out to the Generation X community, who highly value family, as mentioned previously in the Target Market section. 

Promotion Objectives

1. To increase the number of repeat customer transactions through a customer loyalty program that uses a punch card that offers a free grinder after eight purchases of grinders.  This promotion should begin April 1, 2007.

2. To develop a customer e-mail list by asking customers to provide their contact information when redeeming their completed customer loyalty cards by filling out a short form on the back of the card.  This can begin at the same time as the loyalty program cards are issued on April 1, 2007.  

a.) Measurement

· The usage of the customer loyalty program can be measured by the number of free grinders provided and the number of customer loyalty cards collected from customers.  Sales records can be used to determine the change in sales after the promotion begins on April 1, 2007.  Also, a cost analysis should be done to determine whether the program increased profits or not.  
· The customer e-mail address list can be measured by the number of customers for which Red Pepper has accumulated contact information.  
b.) Promotion Objective Rationale

· Members of Generation X and Red Pepper’s target market seek value in their purchases, as mentioned in the Target Market section.  After purchasing eight grinders and getting their card stamped for each purchase, customers are eligible for one free grinder.  In addition, customers feel a sense of reward and appreciation from Red Pepper.  
· By issuing the promotional cards, customers are carrying around miniature advertisements for Red Pepper in their wallets.  This will increase the awareness of Red Pepper in the minds of the customers.
· Because each grinder purchased gets them closer to a free one, customers may see more value added in each grinder.  This may tip the scale in favor of Red Pepper when potential customers are deciding where to eat their next meal out. 
· Customer contact information is always extremely valuable.  Even if Red Pepper does not have something to promote today, keeping this information on file will be very useful for their next promotion or event.  
Advertising Objective

1. To place a Billboard advertisement on I-29, and U.S. Highway 2 just outside of Grand Forks to increase the number of customers who eat lunch at Red Pepper, by reminding them of the restaurant when they are commuting into Grand Forks.  These signs should be posted by June 30, 2007.  

a.)  Measurement

· A survey should be done at the end of 2007 to find out how many customers have seen the billboards or came to the restaurant because of those billboards.  In the survey completed in October of 2006, customers were asked about where they have seen Red Pepper advertising.  A similar question should be used to determine the number of customers who take note of the sign. 
· Sales records can also be considered, even though these records alone will not indicate if the billboards were the only factor affecting any changes in sales.  
b.) Advertising Objective Rationale

· A large portion of the target market commutes to work in the city of Grand Forks from surrounding communities.  Having these billboard signs on the two primary highways that come into Grand Forks will be great exposure and advertising to the work-force that commutes into Grand Forks.   

Media Objective

1. To update the Red Pepper website with a new modern look, a history of the Red Pepper, more information about Red Pepper as a company, features to enhance current online sales and an automated calendar of Red Pepper trailer reservations in order to better serve its customers.  These updates and changes should be completed by June 30, 2007.  

a.) Measurement

· This objective will be measured by the completion and publication of the updated website, as well as customer feedback provided by web users.  

b.) Media Objective Rationale

· By updating its website, Red Pepper will polish the image of its brand, especially to businesses who wish to purchase catering services or reserve the trailer from Red Pepper. 

Statement of Differential Advantage

Everyone has dinner at some point during their day.  Many traditional fast food venues exist as options, but these options exist for every person across the United States.  Red Pepper is a locally-owned and operated establishment that has proven its product and service within the Grand Forks region.  Red Pepper offers unique alternative dinner options at a competitive price, with out the greasy or undersized portions.  Generation X focuses on value and timing, both of which can be served by Red Pepper.  A unique, nostalgic atmosphere, with great food is the new solution for Generation X.

VI.   Marketing Strategy

Red Pepper sells a variety of unique Mexican food in a comfortable atmosphere.  Red Pepper offers convenient Mexican fast food ranging from tacos to their most popular item, the grinder.  In order to effectively analyze the strategies for this marketing plan, the products will be classified into one group; convenient, but yet quality Mexican Fast Food.  The fast food industry has multiple players. To differentiate Red Pepper from these large, commercial chains, it is most effective to look at what Red Pepper offers as a whole.  This differentiation strategy will effectively distinguish Red Pepper within the industry.  The analysis for Red Pepper’s product as a whole has shown that Red Pepper’s product is positioned as a “star”, in the four cell portfolio matrix.

Quality Mexican Fast Food
Positioning

The following tables and figures use many different methods and approaches to analyze the product line offered by Red Pepper.  From these figures and information, accurate strategies can be determined from the strategic product unit (SPU).  The first table, Figure 6-1, includes the calculation of SPU value for Red Pepper’s business strengths.  The criterion that is important to the product is analyzed, appropriately weighted and ranked according to the industry and Red Pepper itself.  Only the business strengths that are relevant to success in the industry are included in the list.  The weightings must total 100 percent and the Red Pepper’s position within each category will be ranked on a scale from 1 to 5.  These two numbers are then multiplied by each other to achieve a weighted rank and added for a total figure.  This procedure is also done with the next table, Figure 6-2, which is the calculation of SPU value for market attractiveness.  This list is different than the business strengths, and again, only uses criteria that are relevant to success in the industry and Red Pepper.  This table also produces a final number that is the final weighted rank for market attractiveness.  These two numbers are then plotted on a four-cell matrix with market attractiveness on the y-axis and business strengths on the x-axis.  

The four cells have different names and represent a quadrant in which different strategic moves are necessary.  The products in the upper-left quadrant are known as stars and imply additional investment priority.  The SPUs in the lower-left quadrant are called cash cows and suggests that the SPU already exists in an attractive market but has low business strength.  They must utilize selective investment to manage for more earnings.  The SPUs in the lower-right quadrant are known as dogs and usually are products that should be harvested or stripped.  They have low business strength and are in an unattractive market.  Lastly, the products in the upper-right quadrant are known as question marks or problem children.  These SPUs have the business strength but are not in a very attractive market.

Red Pepper’s SPU falls into the “star” category and are suggested to increase their investment priority to increase their high business strength in their attractive markets.  The circle matrix represents the SPU that is being analyzed and the size and color of the circle represent the amount of total sales that Red Pepper had in the 2005 calendar year.  Also, the amount of market share that Red Pepper has with each specific SPU is marked off in each circle.  Red Pepper has established itself as a quality fast food establishment in Grand Forks, North Dakota.  Red Pepper currently accounts for 2.36 percent of the market share in the area.  However, if one considers the size of the market ($45 million), this percentage is over a million dollars in revenue (“Food Expenditures”, 2003).  Although the market has many players and is in a mature stage, there is still opportunity for Red Pepper increase their market share.

Figure 6-1
Business strength computation sheet

Rank = 1-very weak, 2-weak, 3-fair, 4-srong, 5-very strong

SPU # Red Pepper Mexican Cuisine

	Business Strength Criteria
	Weights
	x Rankings
	= Weighted Rank

	
	
	
	

	Customer Loyalty
	.20
	5
	1.00

	Image
	.15
	4
	.60

	Product Quality
	.18
	4
	.72

	Company Culture
	.05
	3
	.15

	Distribution
	.03
	4
	.12

	Price Competitiveness
	.10
	2
	.20

	Proprietary Nature of Product
	.11
	5
	.55

	Advertising Effectiveness
	.08
	2
	.16

	Facility Location
	.10
	4
	.40

	
	1.00
	x Rank
	=         3.90


Figure 6-2
Market Attractiveness computation sheet

Rank = 1-very weak, 2-weak, 3-fair, 4-srong, 5-very strong

SPU # Red Pepper Mexican Cuisine

	Market Attractiveness Criteria
	Weights
	x Rankings
	= Weighted Rank

	
	
	
	

	Strength of Demand
	.3
	5
	1.50

	Size of Market Segment
	.25
	4
	1.00

	Growth of Market Segment
	.20
	2
	.40

	Ease of Entry
	.10
	3
	.30

	Competitive Structure
	.10
	2
	.20

	Availability of Raw Materials
	.05
	3
	.15

	
	1.00
	x Rank
	=          3.55


Figure 6-3
Planning Strategic Moves of SPUs in the Four-Cell Matrix 

Red Pepper Matrix showing sales, size of market, and location of SPU: Business strengths vs. Market Attractiveness

	5.0


4.0

(3.9)
3.0
	   “Stars”
	“Question Marks”

	2.0

1.0

0.0
	 “Cash Cows”
	“Dogs”

	5.0                     4.0         (3.55)            3.0
	          2.0                     1.0                  0.0


 SHAPE  \* MERGEFORMAT 



	$1,000,000+
	$400,000

to

$999,999
	$300,000

to

$399,999
	$200,000

to

$299,999
	$100,000

to

$199,999
	Less than $100,000


Amount of sales is represented by size and color of circle.  

Product Life Cycle

Red Pepper offers a unique Mexican cuisine that is prepared quickly.  The Historical Trend Matrix has been used to establish what stage the SPU is in.  Mexican fast food is found to be in the mature stage of its product life cycle.  However, Red Pepper has increased in sales for the past two years and is looking at expansion.  In a mature industry, Red Pepper is sustaining growth and looking to be even more profitable in the future.

Product:  Fast Food

Figure 6-4
Historical Trend Matrix (Red Pepper)

	
	Period 1
	Period 2
	Trend

	Sales
	$ 877,134.60
	$ 1,062,580.08
	(+) 185,445.48

	Profits
	$ 437,734.57
	$ 651,343.64
	(+) 213,609.07

	Margins
	
	
	

	Market Share
	1.95 %
	2.36 %
	(+) .41 %

	Prices (COGS)
	$ 439,400.03
	$ 411,236.44
	(-) 28,163.59


· Note this data is provided by USDA and Claritas

· Grand Forks spends an average of $45 million every year in this industry (“Food Expenditures”, 2003).

The historical trend matrix provides the data necessary to analyze recent trends in the company’s history.  In Red Pepper’s case, the last two years of income statements show increases in both sales and profits.  Being within a mature industry, any sales growth that Red Pepper incurs will indicate increased market share as well.  One conclusion that came out of this matrix was the fact that Red Pepper was efficient in lowering its cost of goods sold.  In conclusion, Red Pepper increased sales, market share, and profit margin.  These significant increases, along with decreased cost of goods sold, will propel Red Pepper’s growth.  Red Pepper is efficiently growing within a mature industry.

Competitor Positioning

Red Pepper was established in 1973.  They hold a unique position within the market because of their success.  However, being located within a mature industry, Red Pepper must carefully look at its competitor’s positions.  There are many competitors in this market and each holds a market share.  The market share in figure 6-5 was determined by visiting the stores and using basic knowledge to gain perspective on percentage of market share.  These factors are summarized in Figure 6-5 and Figure 6-6.

Figure 6-5
Recent Trends in Competitor market share, strengths, and products

	Competitor
	Market Share
	Strength
	Products

	Subway
	30 %
	VS
	Fast Food

	Taco Bell
	10 %
	W
	Fast Food

	Qdoba
	5 %
	M
	Fast Food

	Jimmy Johns
	5 %
	M
	Fast Food

	Other Fast Food
	50%
	S
	Fast Food


Strength Code:   VW= very weak   W=weak   M=medium   S=strong   VS=very strong

* Note*
There are many competitors in this industry.  This marketing plan accounts for those competitors that most closely rival Red Pepper for sales.  Many factors were taken into consideration when deciding who Red Pepper’s biggest competitors were.  Factors included:  Late night operation, target market, atmosphere, and promotional activities.

Figure 6-6
Recent Trends in Competitor Products

	Company
	Product
	Quality and Performance Characteristics
	Relative Advantages of Each Competitive Product

	Subway


	Sub

Sandwiches
	Very good product &

performance
	Healthy Product variety, good store locations, many promotions

	Taco Bell


	Mexican Food
	Fair product &

performance
	Late night menu, competitively priced, national exposure

	Qdoba


	Mexican 

Food
	Good product &

performance
	Fresh product variety, knowledgeable staff

	Jimmy 

Johns


	Sandwiches
	Good product & performance
	Delivery, fresh product variety,

Great store locations

	Other Fast Food 


	Burgers, Mexican, &

Sandwiches
	Average product & performance
	Many locations, competitively priced, large product variety


Figure 6-7
Sales and Profit Projections

	Year
	 2007
	2008
	2009
	2010
	2011

	Estimated Sales
	$ 1,282,500
	$1,500,000
	$1,701,000
	$1,909,500
	$2,100,000

	Estimated total direct costs
	$ 400,000
	$ 425,000
	$ 450,000
	$ 465,000
	$ 480,000

	Estimated indirect costs
	$ 515,000
	$ 560,000
	$ 575,000
	$ 600,000
	$ 630,000

	Estimated pretax profits
	$ 367,500
	$ 515,000
	$ 676,000
	$ 844,500
	$ 990,000

	Profit ratio (est. total direct costs to pretax profits)
	.918
	1.211
	1.502
	1.816
	2.063


* Note*

Direct Costs = Cost of good sold

Indirect Costs = Total Expenses – Cost of goods sold

Currently, Red Pepper holds a 2.36 percent market share in the fast food industry located in Grand Forks, North Dakota.  Growth rates within this industry are forecasted to be between 16 and 18 percent in the next five years (“North Dakota Employment”, 2004).  Given this information, the growth rate can be broken down and combined with the sales projections for the next five years to come up with estimated profit ratios.  One underlying fact that positively affects the profitability ratios for Red Pepper is that the owners recently acquired a production plant to produce inputs for the production process.  This idea greatly lowers cost of good sold, which positively affects profit ratios.

Strategy Selection

A market strategy for Red Pepper’s quality Mexican food is depicted in the figure below.

Figure 6-8
Strategy Selection Chart

	Emphasis on Promoting Product/Service Differences
	Strategy Selection Factors

                         R = Red Pepper


	Emphasis on Satisfying Market Variations/niche

	Narrow
	Size of Market
	Broad

	
	
	
	
	
	
	
	R
	
	
	
	

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	

	High
	Consumer sensitivity to product/service differences
	Low
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	2
	3
	4
	5
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	Stage of Product Life Cycle
	Saturation
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	2
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	Type of Product/Service
	Distinct

	
	
	
	
	
	
	
	
	
	
	R
	

	
	1
	2
	3
	4
	5
	6
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	8
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	10
	

	Few
	Number of Competitors
	Many

	
	
	
	
	
	
	
	
	
	R
	
	

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	

	Product Differentiation
	Typical Competitor Strategies
	Market Segmentation

	
	
	
	
	
	R
	
	
	
	
	
	

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	


For Red Pepper, the best marketing strategy is to use a market share expansion strategy.  Red Pepper currently holds a small market share for the entire fast food industry, but holds a unique, growing position within this mature industry.  They have a growth strategy in place that compliments this opportunity within the niche they serve.  

The marketing strategy section of this marketing plan has identified the SPU value for business strengths and market attractiveness.  It has also used a four cell matrix to demonstrate sales, market size, and location of the SPU.  Finally, this section compared Red Pepper’s competitors regarding products, market share, and strengths.

Red Pepper is a unique and growing entity within a mature market.  Red Pepper should use a market share expansion strategy because of their quality product and unique nostalgic atmosphere.  They will continue to gain market share because of their good reputation in Grand Forks.
V.  Marketing Tactics

This section of the marketing plan will outline the strategies selected for Red Pepper.  The details of these tactics include what the tactic is, who should act to implement it, where the action should be taken, when the tactic should take place, why the tactic will be valuable to Red Pepper and most importantly, how it can be completed.  The following tactics relate to the areas of product, price, promotion, placement along with other important tactical variables of this environment. 

Product

In the Marketing Strategy section of this marketing plan, it was recommended that Red Pepper use a market share expansion strategy because it offers a unique product and service in a maturing market.  Red Pepper’s most unique product is the grinder, which seventy percent of the customers surveyed indicated as their favorite menu item.  

Product Development

To build more unique products into Red Pepper’s menu, one new and innovative product should be introduced once every three months, or quarterly.  These products should be Mexican food and sandwiches that can be made with the restaurant’s current ingredients.  Red Pepper’s management should utilize the creativity of its staff and loyal customers to develop these new products.  This method of product development would be based ideas of employees and customer suggestions.  Once each quarter, Red Pepper should provide optional comment cards to employees and customers and ask them to make detailed suggestions and recommendations of products they would like to see on the menu.  The comment cards would simply provide a space for customers to write their idea.  There should also be a line where the individual could submit their name if they wish to be recognized for their Red Pepper menu creation.  A prototype of this comment card is included in the Appendix.  The final product choice would be made by management and the product would be placed on the menu for that quarter for a trial period.  At the end of the year after four new and innovative Red Pepper products have been added to the menu, customers should be given a survey to select their favorite of the four products.  The survey would be on a post-card size piece of paper and would list each possible product with a concise description of the product.  Brief instructions would ask the customer to vote for their favorite product by checking the box next to that product and description.  The product with the most votes should become a permanent addition to Red Pepper’s menu.  Because both restaurant locations in Grand Forks have the same menu, the contest should take place for both locations.  

Not only would this process grow Red Pepper’s menu with unique products, it would also gain a lot attention and sense of involvement from its customers.  Employees and customers would feel a sense of ownership through making suggestions and voting on the new products.  If new products were available and customers were asked to vote on their favorite, they would most likely be enticed to try the new products in order to make their decision.  

Each time the contest begins, in-store signage and radio advertisements, such as the ones currently used, should be used to communicate the event with current and potential customers, inviting them to come into the restaurant and make their product suggestion or place their vote.  Also, considering that 55 percent of Red Pepper’s current customers have heard about the restaurant through word-of-mouth advertising, it can be assumed that a contest such as this would gain attention through word-of-mouth advertising as well.  

Product Packaging

By printing the Red Pepper logo to each cup provided to customers, each customer will expose several other potential customers to Red Pepper advertising as they take the cup with them wherever they go.  An image of a prototype for this objective is included in the Appendix.  Many of the target market customers will come from work to get lunch and, being in a hurry, often take what is left back with them to the office or work place.  Other hungry people at their workplace will see the cup which will perhaps remind them of Red Pepper when they otherwise would not have thought of it at that time. 

Currently, Red Pepper uses blank plastic cups for soft drinks.  Red Pepper can order printed cups in bulk online from companies such as Vieco, LLC. Vieco gives bulk discounts, offers very competitive pricing and can have large orders ready within a few days.  When ordering 25,000 printed cups the cost is approximately 19 cents for each cup while unprinted cups cost only around 6 cents (“Foam Cups”, 2006).  Though the cost is significantly more for printing, the reminder to potential customers is likely worth the additional cost.  Additionally, this is a way for Red Pepper to gain market share from competitors who advertise heavily on all of their product packages.  This objective should be implemented as soon as possible by January 1, 2007.  
Service

Customer Waiting Time

The length of time customers wait in line is crucial in the fast food industry. Improving service time will increase not only the number of customer served, but the level of customer satisfaction, in turn stimulating more sales.  By giving Red Pepper a reputation of serving its renowned food with fast service, the restaurant will be more appealing to lunch customers who may have as little as thirty minutes to purchase and eat their lunch meal.  

To measure customer waiting time and calculate the utilization of the service system a queuing model has been constructed using Microsoft Excel.  Using this model will help to minimize cost and maximize revenues from sales.  The results from primary market research were needed to provide valid, accurate data to work with in this model.  Then, an adequate queuing model was constructed.  The first come, first serve (FIFO) system is used to reflect service pattern.
The data from this experiment is in the list of Tables and Figure in the Appendix.  First, two different time frames were examined, one before lunch and one after lunch.  During the 11 a.m. to 12 p.m., or first segment, there was one server working.  Then, during the 12 p.m. to 3 p.m. segment, two servers were working.  
The number of customers entering the restaurant was counted.  The peak time was from 12 p.m. to 1 p.m.  The exact timing of each customer’s arrival is documented in Figure 7-3.  In the below Figure 7-4 and 7-5, these assumptions were used to determine the number of people waiting in line and for how long.  
Figure 7-4
Calculations from Data Collected on October 21, 2006 at Red Pepper from 11:00 a.m. to 12:00 p.m.

	M/M/s Queue

	Inputs
	
	

	Unit of time
	Hour
	

	Arrival rate
	15
	Customers/Hour

	Service rate per server
	20
	Customers/Hour

	Number of servers
	1
	

	
	
	

	Outputs
	
	

	Direct outputs from inputs
	
	

	Mean time between arrivals
	0.067
	Hours

	Mean time per service
	0.050
	Hours

	Traffic intensity
	0.750
	

	
	
	

	Summary measures
	
	

	P(system empty)
	25.0%
	

	P(all servers busy)
	75.0%
	

	Expected number in system
	3.000
	Customers

	Expected number in queue
	2.250
	Customers

	Expected time in system
	0.200
	Hours

	Expected time in queue
	0.150
	Hours

	Percentage of customers who do not wait in queue
	25.0%
	


Figure 7-5
Calculations from Data Collected on October 21, 2006 at Red Pepper from 12:00 p.m. to 3:00 p.m.

	Inputs
	
	

	Unit of time
	Hour
	

	Arrival rate
	25
	Customers/Hour

	Service rate per server
	20
	Customers/Hour

	Number of servers
	2
	

	
	
	

	Outputs
	
	

	Direct outputs from inputs
	
	

	Mean time between arrivals
	0.040
	Hours

	Mean time per service
	0.050
	Hours

	Traffic intensity
	0.625
	

	
	
	

	Summary measures
	
	

	P(system empty)
	23.1%
	

	P(all servers busy)
	48.1%
	

	Expected number in system
	2.051
	Customers

	Expected number in queue
	0.801
	Customers

	Expected time in system
	0.082
	Hours

	Expected time in queue
	0.032
	Hours

	Percentage of customers who do not wait in queue
	51.9%
	


In the above calculations, the collected data is used as the expected average traffic for those times.  Figure 7-4 reflects the utilization for a slower period with one server, and the Figure 7-5 shows the utilization at a peak time.

Based on experience from previous visits to the restaurant, customer traffic is similar in the following times:

· 10:00 a.m. to 12:00 p.m.

· 4:00 p.m. to 8:00 p.m.

· 12:00 a.m. to 2:00 a.m.

Traffic tends to be higher during the following times:

· 12:00 p.m. to 4:00 p.m. 

· 8:00 a.m. to 12:00 p.m.

In order to reduce the time customers spend waiting in line, Red Pepper employees could better utilize down time by pre-preparing some of the most popular items before an expected rush.  Examples would be to prepare grinders and tostadas when a peak customer time is anticipated.  This solution will not cost Red Pepper any additional resources, as no additional staffing is needed to reduce these waiting times.   This tactic should be implemented as soon as possible, by January 1, 2007.  

Positioning of the Product and Services

Red Pepper’s strategy for product and service positioning is market share expansion.  As Red Pepper and its employees promote, sell, and distribute Red Pepper products, it is very important to emphasize the uniqueness of Red Pepper product and experience.  As illustrated numerous times in this marketing plan, the fast food industry is very competitive.  Many of these restaurants rely on cost as their strategy, and tend to all offer very similar products and restaurant environments.  Red Pepper can continue to leverage its unique product line and environment to distinguish itself from other restaurants in the eyes of its customers.  

Pricing

Payment Policies

Currently, Red Pepper does not accept credit cards as a form of payment and the only accepted forms of payment are cash and check.  There are ATM machines located in both restaurants that have a $2.50 withdrawal fee
.  Customers with no cash or check have to use the ATM in order to pay for their meal.  The accumulated transaction fee from ATM machines is a significant part of Red Pepper’s income. According to Jeff Tellmann in 2006, they made $84,380 on ATM deposits; this amount is 8.4 percent of their total income for the year.  Please turn to the Red Pepper income statement in the Appendix for more details. The business could jeopardize this income by implementing a credit card processing system.  

Another factor to consider regarding accepting credit cards as a form of payment is the cost of installation of the system.  The estimated cost for one credit card reader in both restaurants is $1,000 (“Credit Card Reader”, 2006).  This amount can be considered as total installation fee, since it takes only 5 minutes to install and these appliances are easy to use.  Furthermore, every time someone processes a credit card payment on the business website or at the store, Red Pepper will be charged a transaction fee.  Some merchant account providers may add their own percentage to this fee, which is why the base rate is not always consistent.  The base rate can be anywhere between 1 percent and 5 percent, depending on the businesses credit score.  In addition to this percentage rate, some third-party account providers charge transaction fee of $0.25 or $0.50 per transaction.  There may also be setup fees, gateway fees, penalties, and other fees that will be automatically deducted from the businesses account each month (“Credit Card Transaction Fees”, 2006).

Considering the costs of this system implementation, there are benefits that outweigh them.  

“The average ticket for Oklahoma City-based Sonic Corp. and others has been 30 percent higher than those businesses where cash changes hands,” a Visa spokesperson said (Brus, 2005).  

“The almost magical convenience of plastic money is critical to our famously compulsive consumer economy" (“Introduction”, 2004).  

“Consumers now make one-third of their in-store purchases with a debit card—up from 21 percent six years ago,” (“2005/2006 Study”, 2005).

One-third of all in-store purchases are made by debit or credit cards and that statistic is increasing.  It has also been proven that businesses offering many alternative ways to pay make more sales.  By only offering cash or check as forms of accepted payments, Red Pepper may not be reaching the remainder of the potential customers who may not be willing to pay the $2.50 transaction fee to get cash using the ATM.  The below figure containing a comparison chart uses the facts above to calculate the predicted effect of the new system on Red Pepper.  Figure 7-6, which is attached in the Appendix, examines the current restaurant sales without accepting credit cards and predicts the sales for the 2007 year with credit cards being accepted.  Despite system installation charges and transaction fees, revenues are still predicted to increase significantly.  
More and more people are using credit and debit cards to pay for their goods and services than ever before.  In fact, recent studies indicate that over 40 percent of credit card holders say that regardless of the nature of the business, merchants should offer as wide an array of payment vehicles as possible (“Frequently Asked Questions”, 2004).  According to the above calculations, Red Pepper would benefit from implementing a credit card processing system in order to accept this form of payment.  

The price and charges of the credit card system described in this tactic were obtained from a quote by Card Service International, which was voted the number one credit card processing company (“Credit Card Processing”, 2006).  
One credit card reader should be stationed next to the cash registers in each restaurant.  There should also be signage near each cash register to make customers are aware of the new available form of payment.  Red Pepper should include a brief statement, such as “Now accepting credit cards,” in promotional material.  This system should be implemented by April 1, 2007.  

Placement

Restaurant Atmosphere

The importance of a restaurant’s atmosphere is second only to the menu items offered.  The right atmosphere makes customers want to return to the restaurant and often invokes positive memories of their previous experience on their return visit (Quinn, 1981).  Atmosphere consists of everything inside of the restaurant including the demeanor of restaurant staff, wall coverings and colors, decorations on the walls, types of seating, color scheme, and volume of background music, among many other possible factors.  Red Pepper offers a very unique atmosphere that its regular customers appreciate (Quinn, 1981).  The customer survey done in October 2006 indicated that most individuals thought Red Pepper staff was very helpful and offered excellent service.  Its casual and relaxing atmosphere has become a tradition for many Grand Forks residents.  It is very important to recognize these strengths and to continue to build on them.  In each restaurant, it is important to create the same atmosphere that customers remember in the new restaurants, even if the lay-outs of the buildings are different.  There are currently no standards for interior décor, as this has been determined by the owner of each restaurant.  Similar light fixtures, style of booths and tables, artwork, and other pieces that create the atmosphere Red Pepper is known for should be used in every Red Pepper restaurant to promote consistency.  
Catering Services

By developing, promoting, and offering Red Pepper Catering services, the restaurant will be able to distribute its product to individuals at meetings and events who normally would not have eaten at a restaurant under those circumstances because of that meeting or event.  Using the experience it has gained from its past catering endeavors, Red Pepper’s management can build a menu of products it will offer through its catering services, as well as prices for groups.  This menu should be mailed to local businesses, available at both restaurants and on the Red Pepper website no later than June 30, 2007.  

These catering services will be directed toward businesses and individuals alike.  First, if a business is holding a meeting, event, or any type of special occasion, Red Pepper will be able to accommodate to that business’s needs.  Second, individuals can request Red Pepper Catering Services for events such as high school graduation open houses and family reunions in the Grand Forks area. 

The biggest barrier met when catering food from a restaurant is transporting the prepared food items to the destination.  Red Pepper already owns many of the tools needed to offer these catering services.  There is a delivery van available for moving prepared food and supplies.  There is also transportable equipment from the Red Pepper trailer that can be used for catering events to keep food warm in the off-site location before serving.  

By offering this additional service, the restaurant will incur a need for management of logistics.  To manage the scheduling of catering events, Red Pepper management should use calendar management software, such as Microsoft Outlook.  To manage the quantity of food and supplies needed for each event, an inventory management product such as a simple database could be built using Microsoft Access.  These electronic tools would help organize information and make it available to all staff members that need access to it.  Because extra food needs to be prepared and employees are needed for catering events, Red Pepper will want to schedule one to two extra staff members on days that catering events are scheduled.  

Promotion

Catering Services

After doing the necessary planning and preparation, beginning June 30, 2007, Red Pepper should publicize its new service to the Grand Forks community.  This should be advertised on the radio stations on which it currently advertises, through direct mailings of menus and details to local businesses, and through posting detailed information about the new service on their website.  A tactic for collecting business contact information will be addressed shortly.  The cost of postage for sending direct mailings to 250 businesses in the Grand Forks area would be approximately $92.75 according to the online United States Postal Service Business Rate Calculator
.  

Customer Loyalty Program

Red Pepper should introduce a customer loyalty card program called the “Elite Eight” by April 1, 2007.  After the purchase of a half-size grinder, customers should be given an “Elite Eight” card or have their “Elite Eight” card punched.  These cards should be placed near each cash register.  After purchasing eight grinders and receiving eight punches, customers are eligible for one free half-size grinder.  

The card itself should be the size of a business card, on white card stock paper with red lettering.  Five hundred cards can be printed at FedEx Kinko’s in Grand Forks for approximately $70.00
.  The front of the business card should have the Red Pepper logo, website address, phone number, and eight markings to be punched out after each purchase.  The back of the card should have a very short form to collect customer information upon redemption.  

Through this process, customers will gain a sense of reward upon purchasing from Red Pepper. This target market appreciates products that give them a reward such as this loyalty card.  An additional benefit of this program will be that customers will carry Red Pepper advertisements in their wallets until they redeem their loyalty cards.  This will increase awareness of Red Pepper in the mind of customers every time they open their wallets.  The cost of this program will be the cost of giving one free half-size grinder to a customer who has already purchased eight half-size grinders.  

Advertising

Billboards

One billboard should be placed on each of the two main highways that lead into Grand Forks, I-29 and U.S. Highway 2 by June 30, 2007.  People in the Grand Forks workforce who commute into Grand Forks from the surrounding areas will be exposed to the billboards each day on their drive to work.  This signage will remind commuters of Red Pepper on a daily basis.  By sparking interest in the restaurant before people arrive at work; hopefully those individuals will consider Red Pepper as a lunch option later in the day.  

The design should be simple, memorable, and easy to recognize.  It should feature the Red Pepper logo and name in large letters.  The sign should indicate the addresses, phone numbers, and website of all Red Pepper locations in Grand Forks and list at least four of the most popular menu items to catch the attention of individuals driving past.   

The billboard space can be purchased by Newman Signs of Jamestown, North Dakota.  Newman Signs owns most of the billboard signs in the Grand Forks area.  The estimated cost of this endeavor will be $875.00 per sign, per month
.  The size of each sign is 14 x 48 feet.  
Business Contact Mailing List
In order to use direct marketing to promote its catering services to businesses, it is important that Red Pepper begin to collect the names of businesses, business owners, mailing addresses, phone numbers and e-mail addresses.  This information will be very valuable for other promotions and advertisement needs that come up in the future as well.  This contact information can be collected by placing a container, such as a fish bowl, on the front counter with a sign asking businesses to leave their business cards or write down their contact information to be part of a contest for a free menu item or a gift certificate.  
Jeff Tellmann can store this information in either a simple Access database or an Excel spreadsheet.  The majority of this information should be collected in time to begin promoting Red Pepper catering services on June 30, 2007.  

Customer E-mail List

The development of an e-mail list will help Red Pepper stay in contact with customers to provide them with the latest news and to reach customers through direct marketing.  As previously mentioned, customer contact information can be collected from redeemed “Elite Eight” customer loyalty cards.  All of this customer contact information should be stored in either a simple Access database or an Excel spreadsheet.  The collection of this information via the customer loyalty program can begin June 30, 2007.  The collection of customer information through the Red Pepper website can begin upon the completion of website updates after July 1, 2007.  

Website

Red Pepper website is located at http://www.redpepper.com.  The website is functional, as it provides information and allows electronic transactions to take place, but could use a face-lift.  As with any outlet of communication, the appearance of the information is just as important as the information itself.  By updating the website, the Red Pepper will portray a more professional image of their brand to customers ordering grinder kits online and to business customers seeking catering services or to reserve the Red Pepper trailer for an event.  To make schedule of catering services and the Red Pepper trailer more efficient, an online calendar system should be built into the website.  This would allow customers to actually see the days and times of availability and allow those who have either purchased or put a down payment on catering services or the Red Pepper trailer to select the day and time they need.  This would help reduce the amount of time spent by management on scheduling such events.  The website should also allow customers to leave comments or contact Red Pepper management through an online form.  
The website should also allow its visitors to sign up to receive the latest news and promotions from Red Pepper.  This customer contact information should be stored in a database.  At a later time, it can be used for direct marketing as promotions and events arise.  

In order to complete the update, Red Pepper will have to hire a web development company.  There are several locally-owned businesses in the area that offer design and e-commerce solutions that would meet these needs.  Possible companies to consider for this project include ComMark of Mayville, North Dakota; Ecliptic Technologies of Fargo, North Dakota; and K2 Interactive of Bismarck, North Dakota.  All costs are variable for projects of this nature based upon the specifications provided by Red Pepper to the company building the website.  Typically project costs can range from $3,000.00 to $8,000.00, or more depending on the complexity of the website
.  

These tactics have been identified for Red Pepper to implement during the 2007 calendar year.  Each tactic has illustrated how each objective and strategy will be implemented.  

VIII. Implementation and Control

Pro Forma Profit/Loss Statements:  (See Figure 8-1, 8-2, 8-3)

The first area to forecast when preparing a Pro Forma income statement is the projected revenue, or sales.  Using data that was provided to us by Jeff Tellmann, owner of the Red Pepper sales revenue can be accurately forecasted.  Two thousand and five sales were very straight forward, all data that was used was given to us and no predictions were needed.  However, 2006 and 2007 were a different story.  The data that was given for 2006 was up-to-date as of November 11, 2006.  Given this data, the remaining year of sales for the Red Pepper have been generated through forecasting.

Having data up to November 11, 2006, our team decided to calculate the percentage of sales that would be necessary for the remainder of 2006.  Sales through November 11, 2006 are essentially 5/6 or 83 percent of the annual sales number.  Using these percentages and integrating them with the sales figures that were given to our group, one could very accurately project the remainder of sales revenue for 2006.

The Red Pepper did $1,062,580 in sales in 2005, $1,155,260 in 2006, and is projected to have sales revenue of $1,364,825 in 2007.  Sales revenues for 2007 were projected taking into account the sales figures for 2006 and the long-term growth rate of 2.3 percent within the industry (“Food”, 2006).  The sales figure for 2007 also included an increased sales percentage from our promotional and marketing initiatives.  Additional advertising and marketing expenses were also accounted for in the 2007 forecasts.  

The Red Pepper’s sales figures consist of restaurant sales, chip sales, Red Pepper Trailer sales, online sales, ATM deposit sales, and shipping sales.  These different types of revenue streams are very profitable for the Red Pepper.  Having multiple revenue streams diversifies the sales figures and makes the company more profitable in the long-run.  

After income is generated, Cost of Goods Sold (CGS) must be subtracted from the sales revenue.   CGS is a figure comprised of raw material cost for the inputs of the Red Pepper’s product.  Hugo’s Grocery Store supplies Red Pepper with their ground beef, lettuce, cheese, and bread.  This category is broken down into the cost of sales for food, cost of sales for beverage, and cost of other supplies necessary for food preparation.  

Once income and CGS are established, one can figure out gross profit by subtracting cost from total sales revenue.  Once gross profit is established, total expenses are figured and subtracted out of gross profit to get the company’s net income.  Total expenses for the Red Pepper include distributions to owners, state and federal taxes, payroll, advertising, auto expenses, insurance, utilities, professional fees, laundry fees, rent, equipment lease fees, repairs and maintenance, and miscellaneous fees.  One expense that is also listed is charitable contributions.  Red Pepper makes a strong effort to contribute to the community and charitable entities.  These actions have proven that the Red Pepper is a business that cares about community, which will be shed in a positive light in Grand Forks and the surrounding communities.
It is very important to note on these pro forma income statements that sales for the months of November and Decemeber are drastically different than previous months out of the year.  The Red Pepper does the majority of it’s yearly sales in those two months.  In a personal interview with Jeff Tellman, he explained that “The Red Pepper’s sales increase during those two months compares to shopping habits of other consumers during that time period.”  As consumers buy more and more around the holiday season, they also tend to have less time to cook meals, and therefore more of the population is dining out as a result of this.  

Figure 8-1: Pro forma Profit/Loss Statements, 2005

	Ordinary Income/Expense
	
	
	

	
	Income
	
	
	
	

	
	4000
	Sales - Restaurant
	
	$952,112.24

	
	4100
	Sales - Chips
	
	$69,093.95

	
	4200
	Sales - Trailer Sales
	
	$20,479.60

	
	4300
	Sales - Shipping "ELAN"
	$9,391.67

	
	4400
	Sales - ATM Deposit
	
	$84,380.00

	
	4500
	Sales - OCMP
	
	$654.86

	
	4600
	Sales taxes paid
	
	$-53,532.24

	
	
	
	
	
	

	
	Total Income
	
	
	$1,062,580.08

	
	
	
	
	
	

	
	Cost of Goods Sold
	
	
	

	
	5000
	Food - Cost of Sales
	
	$312,676.48

	
	5010
	Beverage - Cost of Sales
	$20,375.67

	
	5020
	Supplies - Other
	
	$78,184.29

	
	
	
	
	
	

	
	Total COGS
	
	
	$411,236.44

	
	
	
	
	
	

	
	Gross Profit
	
	
	$651,343.64

	
	
	
	
	
	

	
	Expense
	
	
	
	

	
	       Amy's Distribution
	
	$3,906.00

	
	       Andy's Distribution
	
	$3,906.00

	
	       Andy's MN state tax
	
	$635.00

	
	       Jeff's Distribution
	
	$3,906.00

	
	       Other
	
	
	$50.00

	
	       Unidentified Taxes
	
	$1,668.83

	
	6100
	Payroll Taxes
	
	$6,425.46

	
	6200
	Advertising
	
	$40,080.37

	
	6300
	Auto Expense
	
	$8,123.85

	
	6450
	Charitable Contributions
	$455.00

	
	6560
	Payroll Expenses
	
	$207,895.97

	
	6600
	Utilities
	
	
	$29,650.39

	
	6650
	Insurance
	
	
	$43,270.31

	
	6900
	Miscellaneous
	
	$111,955.61

	
	6955
	Laundry
	
	
	$4,057.16

	
	7000
	Professional Fees
	
	$18,357.66

	
	7100
	Rent
	
	
	$1,680.00

	
	7110
	Equipment lease
	
	$4,697.00

	
	7150
	Repairs and maintenance
	$11,548.04

	
	7600
	NSF
	
	
	$5.89

	
	
	
	
	
	

	
	Total Expense
	
	
	$502,274.54

	
	
	
	
	
	

	     Net Ordinary Income
	
	
	$149,069.10

	Net Income
	
	
	
	$149,069.10

	
	
	
	
	


Figure 8-2: Pro forma Profit/Loss Statements, 2006

	Ordinary Income/Expense
	
	
	

	
	Income
	
	
	
	

	
	4000
	Sales - Restaurant
	
	$1,013,227.38

	
	4100
	Sales - Chips
	
	$81,496.97

	
	4200
	Sales - Trailer Sales
	
	$11,237.33

	
	4300
	Sales - Shipping "ELAN"
	$16,615.58

	
	4400
	Sales - ATM Deposit
	
	$92,169.00

	
	4500
	Sales - OCMP
	
	$802.55

	
	4600
	Sales taxes paid
	
	$-60,288.24

	
	
	
	
	
	

	
	Total Income
	
	
	$1,155,260.57

	
	
	
	
	
	

	
	Cost of Goods Sold
	
	
	

	
	5000
	Food - Cost of Sales
	
	$299,562.21

	
	5010
	Beverage - Cost of Sales
	$21,278.50

	
	5020
	Supplies - Other
	
	$65,122.89

	
	
	
	
	
	

	
	Total COGS
	
	
	$385,963.60

	
	
	
	
	
	

	
	Gross Profit
	
	
	$769,296.97

	
	
	
	
	
	

	
	Expense
	
	
	
	

	
	       Amy's Distribution
	
	$745.98

	
	       Andy's Distribution
	
	$13,848.99

	
	       Andy's MN state tax
	
	$635.00

	
	       Jeff's Distribution
	
	$8,113.04

	
	       Other
	
	
	$50.00

	
	       Unidentified Taxes
	
	$134.96

	
	6100
	Payroll Taxes
	
	$14,853.97

	
	6200
	Advertising
	
	$46,343.43

	
	6300
	Auto Expense
	
	$6,777.55

	
	6450
	Charitable Contributions
	$475.00

	
	6560
	Payroll Expenses
	
	$229,925.31

	
	6600
	Utilities
	
	
	$29,897.22

	
	6650
	Insurance
	
	
	$45,585.42

	
	6900
	Miscellaneous
	
	$92,336.00

	
	6955
	Laundry
	
	
	$5,000.00

	
	7000
	Professional Fees
	
	$42,890.55

	
	7100
	Rent
	
	
	$1400.00

	
	7150
	Repairs and maintenance
	$12,000.00

	
	7600
	NSF
	
	
	$12.00

	
	
	
	
	
	

	
	Total Expense
	
	
	$551,024.42

	
	
	
	
	
	

	     Net Ordinary Income
	
	
	$218,272.55

	Net Income
	
	
	
	$218,272.55


Figure 8-3: Pro forma Profit/Loss Statements, 2007

	Ordinary Income/Expense
	
	
	

	
	Income
	
	
	
	

	
	4000
	Sales - Restaurant
	
	$1,220,954.60

	
	4100
	Sales - Chips
	
	$83,000.00

	
	4200
	Sales - Trailer Sales
	
	$13,000.00

	
	4300
	Sales - Shipping "ELAN"
	$18,000.00

	
	4400
	Sales - ATM Deposit
	
	$97,350.00

	
	4500
	Sales - OCMP
	
	$955.25

	
	4600
	Sales taxes paid
	
	$-68,433.91

	
	
	
	
	
	

	
	Total Income
	
	
	$1,364,825.94

	
	
	
	
	
	

	
	Cost of Goods Sold
	
	
	

	
	5000
	Food - Cost of Sales
	
	$346,878.25

	
	5010
	Beverage - Cost of Sales
	$22,922.60

	
	5020
	Supplies - Other
	
	$65,557.49

	
	
	
	
	
	

	
	Total COGS
	
	
	$435,358.34

	
	
	
	
	
	

	
	Gross Profit
	
	
	$929,467.60

	
	
	
	
	
	

	
	Expense
	
	
	
	

	
	       Amy's Distribution
	
	$1,775.46

	
	       Andy's Distribution
	
	$16,011.89

	
	       Andy's MN state tax
	
	$1,900.35

	
	       Jeff's Distribution
	
	$19,923.21

	
	       Other
	
	
	$2,150.00

	
	       Unidentified Taxes
	
	$2,398.23

	
	6100
	Payroll Taxes
	
	$25,111.54

	
	6200
	Advertising
	
	$71,398.88


	
	6300
	Auto Expense
	
	$10,423.00

	
	6450
	Charitable Contributions
	$2,500.00

	
	6560
	Payroll Expenses
	
	$295,221.87

	
	6600
	Utilities
	
	
	$33,114.82

	
	6650
	Insurance
	
	
	$59,892.23

	
	6900
	Miscellaneous
	
	$54,445.87

	
	6955
	Laundry
	
	
	$6,951.25

	
	7000
	Professional Fees
	
	$56,979.89

	
	7100
	Rent
	
	
	$1,700.00

	
	7150
	Repairs and maintenance
	$9,000.00

	
	7600
	NSF
	
	
	$15.00

	
	
	
	
	
	

	
	Total Expense
	
	
	$670,913.49

	
	
	
	
	
	

	     Net Ordinary Income
	
	
	$258,554.11

	Net Income
	
	
	
	$258,554.11


Basis of Forecast

Pro Forma Balance Sheet: (Figure 8-4, 8-5, 8-6)

The Pro Forma Balance sheets are comprised of data that we collected in a personal interview with Jeff Tellmann, owner of the Red Pepper and financial statements he provided as well.  

A Pro Forma balance sheet for the Red Pepper consists of assets, liabilities, and owners equity.  The first section that is broken down is the asset section of the balance sheet.

The assets account is broken down into current assets, fixed assets, and other assets.  The current asset section is comprised of checking and savings accounts of the Red Pepper, the most liquid asset accounts in the business.  Other current assets of the Red Pepper include cash in the ATM, inventories, loans to shareholders, and un-deposited funds.

Fixed assets for Red Pepper include automobiles, equipment, leasehold improvements, and accumulated depreciation on all three of the previous categories.  

After assets are accounted for, liabilities and owners equity must be established.  There are both current and long-term liabilities for Red Pepper.  Current Liabilities include payroll, state withholdings, Federal Unemployment Tax Act payable, State Unemployment Tax Act payable, and sales tax payable.  Long-term liabilities include vehicles loans, capital improvements and commercial loans.  These liabilities are added to the equity accounts of capital stock, paid in capital, retained earnings, and distributions.  Assets have to equal the amount of liabilities plus owners equity on the balance sheet.

Data for the balance sheets for 2005 and through November 11, 2006 was provided by Jeff Tellmann.  The same approach was used in the balance sheets as was used in the income statements.  The same percentage (83 percent) was used the figures for 2006, and then the long-term market growth rate (2.3 percent) was used to predict the figures for 2007.  

Current assets in the balance sheet did not change at all for Red Pepper.  Red Pepper allocates certain amounts of money for cash in the ATM ($500.00), inventories ($3000.00), and loans to shareholders ($3648.00), and un-deposited funds ($872.00).  However, fixed asset accounts change because the value of the fixed assets depreciates over time.  These numbers change slightly because of the depreciation schedule.  

Liabilities and owners equity is also affected by the growth of sales revenue.  To support this growth certain expenditures must increase as well.  The same percentage (2.3 percent) was used in both financial statements for long term growth.  Payroll liabilities were the account that was most affected by the growth.  As payroll increases, so do the liabilities that are associated with them, including tax payable, and withholdings payable.  These increases are reflected in Figure 8-4, 8-5, and 8-6.

Figure 8-4 Pro forma Balance Sheets, 2005

	Assets
	
	
	
	
	

	      Current Assets
	
	
	
	

	
	Checking / Savings
	
	
	

	
	1020
	Checking
	
	
	$107,103.92

	
	1060
	Savings
	
	
	$6,424.15

	
	
	
	
	
	

	
	Total Checking / Savings
	
	$113,528.07

	
	
	
	
	
	

	
	Other Current Assets
	
	
	

	
	1070
	Cash in ATM
	
	$500.00

	
	1300
	Inventories
	
	$3,000.00

	
	1450
	Loans to Shareholders
	$3,648.34

	
	1499
	Undeposited Funds
	
	$872.63

	
	
	
	
	
	

	     Total Current Assets
	
	
	$121,549.04

	
	
	
	
	
	

	     Fixed Assets
	
	
	
	

	
	1500
	Automobiles
	
	$115,849.97

	
	1520
	Equipment
	
	$97,678.16

	
	1530
	Leasehold improvements
	$130,814.23

	
	1700
	Accum. Depr - Automobiles
	$-92,417.84

	
	1720
	Accum. Depr - Equipment
	$-86,122.04

	
	1740
	Accum. Depr - Leasehold
	$-14,159.59

	
	
	
	
	
	

	     Total Fixed Assets
	
	
	$151,642.89

	
	
	
	
	
	

	     Other Assets
	
	
	
	

	
	1850
	Loan Fees
	
	$32,705.29

	
	
	
	
	
	

	     Total Other Assets
	
	
	$32,705.29

	
	
	
	
	
	

	Total Assets
	
	
	
	$305,897.22

	
	
	
	
	
	

	
	
	
	
	
	

	Liabilities & Equity
	
	
	
	

	     Liabilities 
	
	
	
	

	
	Current Liabilities
	
	
	

	
	     Other Current Liabilities
	
	

	
	2100
	Payroll Liabilities
	
	$-37,154.31

	
	2330
	State W/H payable ND
	$-6,920.59

	
	2331
	State W/H payable MN
	$-721.00

	
	2350
	FUTA payable
	
	$-4,191.62

	
	2351
	SUTA payable
	
	$554.25

	
	2360
	Sales Tax payable
	
	$5,894.68

	
	
	
	
	
	

	
	Total Other Current Liabilities
	
	$-42,538.59

	
	
	
	
	
	

	     Total Current Liabilities
	
	
	$-42,538.59

	
	
	
	
	
	

	
	Long Term Liabilities
	
	
	

	
	2500
	Van - Vehicle Loan
	
	$8,433.12

	
	2510
	Chevy Pick Up Vehicle Loan
	$13,004.69

	
	2525
	Trailer - N/P Community
	$-8,450.13

	
	2530
	N/P Community - improvements
	$90,040.18

	
	2535
	Avalanche - Vehicle Loan
	$19,690.01

	
	2540
	N/P Community Bank
	$34,869.78

	
	
	
	
	
	

	     Total Long Term Liabilities
	
	
	$157,587.65

	
	
	
	
	
	

	Total Liabilities
	
	
	
	$115,049.06

	
	
	
	
	
	

	Equity
	
	
	
	
	

	3000
	Capital Stock
	
	
	$3,000.00

	3050
	Additional paid in Capital
	
	$1,468.44

	3500
	Retained Earnings
	
	
	$56,169.52

	3550
	Distributions
	
	
	$-18,858.90

	        Net Income
	
	
	
	$149,069.10

	
	
	
	
	
	

	     Total Equity
	
	
	
	$190,848.16

	
	
	
	
	
	

	Total Liabilities & Equity
	
	
	$305,897.22


Figure 8-5 Pro forma Balance Sheets, 2006

	Assets
	
	
	
	
	

	      Current Assets
	
	
	
	

	
	Checking / Savings
	
	
	

	
	1020
	Checking
	
	
	$112,016.61

	
	1060
	Savings
	
	
	$6,424.15

	
	
	
	
	
	

	
	Total Checking / Savings
	
	$118,440.76

	
	
	
	
	
	

	
	Other Current Assets
	
	
	

	
	1070
	Cash in ATM
	
	$500.00

	
	1300
	Inventories
	
	$3,000.00

	
	1450
	Loans to Shareholders
	$3,648.34

	
	1499
	Undeposited Funds
	
	$872.63

	
	
	
	
	
	

	     Total Current Assets
	
	
	$126,461.73

	
	
	
	
	
	

	     Fixed Assets
	
	
	
	

	
	1500
	Automobiles
	
	$115,849.97

	
	1520
	Equipment
	
	$100,999.94

	
	1530
	Leasehold improvements
	$130,814.23

	
	1700
	Accum. Depr - Automobiles
	$-95,662.91

	
	1720
	Accum. Depr - Equipment
	$-89,636.22

	
	1740
	Accum. Depr - Leasehold
	$-16,274.78

	
	
	
	
	
	

	     Total Fixed Assets
	
	
	$146,090.23

	
	
	
	
	
	

	     Other Assets
	
	
	
	

	
	1850
	Loan Fees
	
	$56,867.02

	
	
	
	
	
	

	     Total Other Assets
	
	
	$56,867.02

	
	
	
	
	
	

	Total Assets
	
	
	
	$329,418.98

	
	
	
	
	
	

	
	
	
	
	
	

	Liabilities & Equity
	
	
	
	

	     Liabilities 
	
	
	
	

	
	Current Liabilities
	
	
	

	
	     Other Current Liabilities
	
	

	
	2100
	Payroll Liabilities
	
	$-53,509.69

	
	2330
	State W/H payable ND
	$-13,896.51

	
	2331
	State W/H payable MN
	$-2,722.00

	
	2350
	FUTA payable
	
	$-6,386.88

	
	2351
	SUTA payable
	
	$754.25

	
	2360
	Sales Tax payable
	
	$5,894.68

	
	
	
	
	
	

	
	Total Other Current Liabilities
	
	$-69,866.15

	
	
	
	
	
	

	     Total Current Liabilities
	
	
	$-69,866.15

	
	
	
	
	
	

	
	Long Term Liabilities
	
	
	

	
	2500
	Van - Vehicle Loan
	
	$8,433.12

	
	2510
	Chevy Pick Up Vehicle Loan
	$13,004.69

	
	2525
	Trailer - N/P Community
	$-8,450.13

	
	2530
	N/P Community - improvements
	$90,040.18

	
	2535
	Avalanche - Vehicle Loan
	$19,690.01

	
	2540
	N/P Community Bank
	$34,869.78

	
	
	
	
	
	

	     Total Long Term Liabilities
	
	
	$157,587.65

	
	
	
	
	
	

	Total Liabilities
	
	
	
	$87,721.50

	
	
	
	
	
	

	Equity
	
	
	
	
	

	3000
	Capital Stock
	
	
	$3,000.00

	3050
	Additional paid in Capital
	
	$1,468.44

	3500
	Retained Earnings
	
	
	$60,169.52

	3550
	Distributions
	
	
	$-41,213.58

	        Net Income
	
	
	
	$218,273.10

	
	
	
	
	
	

	     Total Equity
	
	
	
	$241,697.48

	
	
	
	
	
	

	Total Liabilities & Equity
	
	
	$329,418.98


Figure 8-6 Pro forma Balance Sheets, 2007

	Assets
	
	
	
	
	

	      Current Assets
	
	
	
	

	
	Checking / Savings
	
	
	

	
	1020
	Checking
	
	
	$120,224.89

	
	1060
	Savings
	
	
	$6,424.15

	
	
	
	
	
	

	
	Total Checking / Savings
	
	$126,649.04

	
	
	
	
	
	

	
	Other Current Assets
	
	
	

	
	1070
	Cash in ATM
	
	$500.00

	
	1300
	Inventories
	
	$3,000.00

	
	1450
	Loans to Shareholders
	$3,648.34

	
	1499
	Undeposited Funds
	
	$872.63

	
	
	
	
	
	

	     Total Current Assets
	
	
	$134,670.01

	
	
	
	
	
	

	     Fixed Assets
	
	
	
	

	
	1500
	Automobiles
	
	$130,849.97

	
	1520
	Equipment
	
	$104,124.46

	
	1530
	Leasehold improvements
	$130,814.23

	
	1700
	Accum. Depr - Automobiles
	$-99,721.11

	
	1720
	Accum. Depr - Equipment
	$-92,676.17

	
	1740
	Accum. Depr - Leasehold
	$-18,007.35

	
	
	
	
	
	

	     Total Fixed Assets
	
	
	$155,384.03

	
	
	
	
	
	

	     Other Assets
	
	
	
	

	
	1850
	Loan Fees
	
	$68,268.75

	
	
	
	
	
	

	     Total Other Assets
	
	
	$68,268.75

	
	
	
	
	
	

	Total Assets
	
	
	
	$358,322.79

	
	
	
	
	
	

	
	
	
	
	
	

	Liabilities & Equity
	
	
	
	

	     Liabilities 
	
	
	
	

	
	Current Liabilities
	
	
	

	
	     Other Current Liabilities
	
	

	
	2100
	Payroll Liabilities
	
	$-76,509.69

	
	2330
	State W/H payable ND
	$-19,896.51

	
	2331
	State W/H payable MN
	$-4,722.00

	
	2350
	FUTA payable
	
	$-8,386.88

	
	2351
	SUTA payable
	
	$954.25

	
	2360
	Sales Tax payable
	
	$6,894.68

	
	
	
	
	
	

	
	Total Other Current Liabilities
	
	$-101,666.15

	
	
	
	
	
	

	     Total Current Liabilities
	
	
	$-101,666.15

	
	
	
	
	
	

	
	Long Term Liabilities
	
	
	

	
	2500
	Van - Vehicle Loan
	
	$8,433.12

	
	2510
	Chevy Pick Up Vehicle Loan
	$13,004.69

	
	2525
	Trailer - N/P Community
	$-16,900.26

	
	2530
	N/P Community - improvements
	$90,040.18

	
	2535
	Avalanche - Vehicle Loan
	$19,690.01

	
	2540
	N/P Community Bank
	$34,869.78

	
	
	
	
	
	

	     Total Long Term Liabilities
	
	
	$149,137.52

	
	
	
	
	
	

	Total Liabilities
	
	
	
	$47,471.37

	
	
	
	
	
	

	Equity
	
	
	
	
	

	3000
	Capital Stock
	
	
	$3,000.00

	3050
	Additional paid in Capital
	
	$1,468.44

	3500
	Retained Earnings
	
	
	$63000

	3550
	Distributions
	
	
	$-80,529.47

	        Net Income
	
	
	
	$323,912.45

	
	
	
	
	
	

	     Total Equity
	
	
	
	$310,851.42

	
	
	
	
	
	

	Total Liabilities & Equity
	
	
	$358,322.79


Market Potential compared to Sales Potential

Before analyzing the market potential and sales potential for Red Pepper, it is important to understand what each term means.  Market potential is the total possible sales for a product or service in a particular market during a specified time period (Cohen, 2006, page 73).  On the other hand, sales potential is the capability of that particular market to consumer products or services during that specified time period (Cohen, 2006, page 73). For instance, even though a business might have the capability to serve 100 customers an hour, there may only be 50 customers an hour because of the structure of the market.  

In the Marketing Strategy and positioning section, it was estimated that Red Pepper accounts for 2.36 percent of the market share for Grand Forks.  Also, as mentioned in the Marketing Strategy, the food service market has a considerable size of over $45 million.  This means that the market size is much larger than that of Red Pepper’s market share.  Because Red Pepper only has two restaurants, or channels, and is a locally-owned business with more limitations on resources than the larger franchised businesses with which it competes, there are limits to its sales potential.  It has limitations of how effectively it can reach current customers and potential customers.  Even though there are over 25,000 people in the Target Market for this marketing plan, the sales potential for Red Pepper is made up of a much smaller group.  In the Market Size section of this marketing plan, it was estimated that 35 percent of that 25,000 would become regular Red Pepper customers and therefore the sales potential for Red Pepper in this market.  The level of restaurant sales revenues forecasted for 2007 is $1,220,954.60.  
 Break Even Analysis

The break even analysis is used to find the amount of sales necessary to cover all the costs with no profit, or to break even. The expenses can be categorized as fixed and variable. Fixed costs are the expenses of running the business every day which include rent, maintenance, utilities, insurance, etc. The total of this cost does not change with the change in the number of products manufactured or sold, but the fixed cost per unit will decrease with more products sold. The variable costs, like the cost of ingredients, packaging, or delivery are directly related to the number of units sold. This cost is the same for each unit produced, and the total variable costs changes with the number of units sold.  

The break even analysis uses the equation of break even revenue equals fixed costs divided by price per unit less variable cost per unit.  For 2007, the fixed cost of $295,008.82 is divided by the estimated $8.00 price per transaction less the variable cost sold of $3.00.  The break even point is estimated to be 59,001 units.  By multiplying the break even point for revenue by the estimated cost per transaction, it can be determined that the break even amount of sales revenue will be $472.014.  This will occur on the 163rd day of the year.  for the number of transactions will be 7,375.  All of these forecasts are outlined in Figures 8-7 through 8-10.  

Figure 8-7: Break Even Analysis, 2007

	Sales
	

	Sales - Restaurant
	$1,020,954.60

	Sales – Chips
	$83,000.00

	Sales - Trailer Sales
	$13,000.00

	Sales - Shipping "ELAN"
	$18,000.00

	Total Sales

	$1,058,912.642

	Average Order Total

	$8.00 

	
	

	Fixed Costs
	

	Advertising
	$71,398.88

	Auto Expense
	$10,423.00

	Charitable Contributions
	$2,500.00

	Utilities
	$33,114.82

	Insurance
	$59,892.23

	Professional Fees
	$86,979.89

	Rent
	$1,700.00

	Repairs and maintenance
	$29,000.00

	Total Fixed Costs
	$295,008.82

	
	

	Variable Costs

	$3.00 


Figure 8-9:  Formula to Calculate the Breakeven Point

	Formula Used:  U = F / p-V

	Variable
	Variable Description

	U
	Breakeven Revenue

	F
	Fixed Costs

	P
	Price per Unit

	V
	Variable cost per Unit

	Breakeven Day
	163rd day of year

	Number of Units
	59,001

	Breakeven Revenue
	$472,014.00


Figure 8-10: Graph of Break Even Analysis
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Implications of Pro forma Statements and Break Even Analysis

Long term implications can be drawn from the projected financial statements (Figure 8-1 through Figure 8-6).  As sales revenues continue to increase, so does the profitability of Red Pepper.  Red Pepper has profitable margins and these will continue long into the future with their efficient supply chain.  Net income showed an increase every year between 2005 and 2007.  However, Red Pepper operates at almost full capacity now during peak times, so the opportunity to increase the profitability is limited.  There are ways to improve customer satisfaction and, in turn produce more and more business from repeat customers.  

Red Pepper manages its assets efficiently.  With Red Pepper’s profitability increasing, it has the ability to retain more earnings.  More retained earnings mean more opportunity to expand or reinvest back into the company.  This will have a positive effect on the balance sheet.  Asset accounts will continue to rise and overall growth of the company will be stimulated.  All these factors ensure that future growth is eminent and the overall health of the company is very strong.

Considering the results of the break even analysis, it is evident that Red Pepper is managing its variable costs and CGS very efficiently.  In 2006 Red Pepper had a total income of $1,155,260.57 and in 2007 is forecasted to have a total income of $1,364,825.94.  Considering its historical trends, the revenue of $472,014 needed to reach the break even point is a small part of the total sales reached each year by Red Pepper.  This not only illustrates the profitability of Red Pepper but reaffirms that if expenses are maintained, as they have been in the past, this probability will continue.  

Liquidity Ratios

Figure 8-11: Liquidity Ratios for 2005, 2006, and 2007

	
	2005
	2006
	2007

	Current Ratio
	2.857383
	1.810057
	1.32463

	Quick Ratio
	2.786859
	1.767118
	1.295121

	Avg. Inventory
	3000.00
	3000
	3000

	Inventory Turnover
	137.0788
	128.6545
	181.7861


Current Ratio

The current ratio measures a company’s liquidity in terms of its ability to pay its short-term liabilities using short term assets. Short-term assets generally consist of cash, receivables, and inventory while short term liabilities consist of payables and debt. The ratio divides the total current assets by the total current liabilities. The resulting value indicates that by converting all current assets to cash, the business can cover its current liabilities that many times. Obviously, the higher the current ratio, the more capable the company is to pay its obligations and the more liquid the company is. In contrast, a current ratio less than 1 is a bad sign because the company cannot easily pay its current obligations. 

The current ratio tells a story about the company’s operating cycle. Red Pepper’s current ratio is nearly 2.9 in 2005, drops to 1.8 in 2006 and then to 1.32 in 2007. They can cover their current obligations nearly three times in 2005 and the industry average is only 1.5 (“BizStats.com”, 2006, website). Being a small company with a long history is helpful for a company like Red Pepper because they have had time to build up cash and assets in the company and are not forced to take out lines of credit to finance most things which would likely drop the current ratio. In 2006 and 2007 the current ratio dropped. The likely cause of this drop is the new store that was built in early 2006. This would affect the current ratio because it would cause more liabilities and thus reduce the current ratio. Even after this expansion, Red Pepper is looking close to the industry average and will likely increase back to the 3.0 range in coming years. 

Quick Ratio 

The quick ratio tells us basically the same thing as the current ratio, except it excludes inventories. Inventories are seen as the least liquid of current assets because, by nature, if inventories could be sold immediately, they would be. The quick ratio is simply a more conservative approach to a liquidity measurement. 

Red Pepper’s quick ratio calculates out to be 2.8, 1.8, and 1.3 in 2005, 2006 and 2007 respectively. The quick ratio is very close to the current ratio and will most likely follow the same trends. Red Pepper’s average inventory is only about 3 percent of the total current assets during any given year. This little amount of money tied up in inventories helps keep money free for other uses rather than being tied up. 

Average Collection Period 

Because Red Pepper is a food service and all of its transactions are at point of sale, it has no significant receivables. For this reason, the average collection period is near zero. This is also an advantage for Red Pepper because it does not have money tied up in other people’s hands and they can use the money immediately. 

Inventory Turnover Ratio

The inventory turnover ratio tells us how many times per year the company burns through and then replenishes its entire inventory. When analyzing the ratio, which is CGS divided by average inventory, it is easier to understand. CGS basically represents the year’s total inventory. Average inventory tells how much is on hand at one time. When dividing the two, the answer indicates how many times, over a 365-day period, the business can replenish the inventory on hand. 

Red Pepper’s inventory turnover is 137, 128, and 181 in 2005, 2006, and 2007 respectively. Compared to the industry average of only 13.1, this is extremely good (“BizStates.com”, 2006, website). The reason for such a difference can be tied to Red Pepper’s long history. They have had the experience to know what and how much to order, and they have quick access to new inventories through relationships with local suppliers and vendors. Unlike larger franchises, Red Pepper does not have to stock up during large shipments of inventories. 

Profitability Measures

Figure 8-12:  Profitability Measures Ratios for 2005, 2006, and 2007

	Financial Ratios
	2005
	2006
	2007
	Industry Average


	Asset Earning Power
	.66
	.85
	.91
	.55

	Return on Owner's Equity (ROE)
	.78
	.90
	.83
	.15

	Net Profit on Sale
	.13
	.23
	.23
	.025

	Investment Turnover
	3.65
	3.69
	4.00
	3.4

	Return on Investment (ROI)
	.49
	.66
	.78
	.30


Asset Earning Power

Asset earning power is determined by the ratio of earnings before interest and taxes to total assets. This is calculated by dividing the total operating income into total assets.  Referring to Figure 8-12, the operating income was 66 percent of assets in 2005, and projected to reach 91 percent by 2007. This indicates how effectively Red Pepper assets are being used to generate profits. Comparing the Red Pepper’s Asset Earning Power to the industry average, it can be seen that Red Pepper is performing above and beyond the rest of its industry.  This means that Red Pepper is using its assets efficiently to generate revenue.  Because of this, Red Pepper has some room to use some of its assets to invest in activities that will provide growth for the business.  

Return on Equity

Return on the owner's equity (ROE) shows the return received by for investing equity in a business. This ratio is calculated by dividing the net income by the average owner's equity for the year. ROE for Red Pepper was 78 percent in 2005 and expected to reach 83 percent by 2007; however, there was a decrease between 2006 and 2007. This decrease is in part due to increased advertising expenses incurred from this marketing plan, but net income will continue to grow as previously illustrated in the income statement.  Compared to industry averages, Red Pepper’s ROE is extremely high.  

Net Profit on Sales

The profit margin indicates how much profit a company makes for every dollar generated in revenue. This ratio is calculated by dividing net income by net sales. The net profit on sales projected to increase from 13 percent in 2005 to 23 percent in 2007, due to the forecasted increase in number of unit sold.  Currently, Red Pepper’s net profit on sales is slightly below the industry average.  Through closely monitoring expenses and increasing the quantity of transactions that take place, this value will increase.  

Investment Turnover

Investment turnover measures trading activities over a specified period of time. This ratio is calculated by dividing annual net sales by total assets. Investment turnover is growing rapidly because of the increase in sales. In 2005, Red Pepper’s investment turn over ratio was 3.65.  According to the forecasts for 2007, it will be 4.00.  Compared to the industry average turnover of 3.4, Red Pepper’s ability to efficiently use assets to generate sales is depicted.  

Return on Investment

Return on Investment (ROI) is the ratio of money gained or lost on an investment to the amount of money invested. The amount of money gained or lost may be referred to as interest, profit (loss), gain (loss), or net income (loss). The money invested may be referred to as the asset, capital, principal, or the cost basis of the investment. The ROI is calculated by dividing the net income by total assets. In 2005 the return on investment was calculated to be .49, and .66 for 2006.  Red Pepper’s net income will increase to 78 percent of the total assets, due to increasing net profit and stabilizing the total assets in 2007.  Looking at the industry average, again Red Pepper is significantly higher than the industry average.  

Implications of Liquidity and Profitability Ratios

Strategic asset management has resulted in very healthy liquidity ratios.  As previously mentioned, this success can be largely attributed to Red Pepper’s past experience and knowledge of trends.  The high level of net income has played a major role in determining growing profitability for Red Pepper. From Figure 8-10, Red Pepper profitability ratios are above average as compared to industry averages.  This high level of profitability will allow Red Pepper to reinvest in the business for future growth.  The equations used to calculate each these financial ratios are listed in the Appendix.  
IX. Summary
The overall mission of Red Pepper is to consistently provide customers with high quality food, quick and friendly service, all at a reasonable price, while giving back and supporting the Grand Forks community through donations of time and resources.
In this rapidly growing fast food industry of Grand Forks, North Dakota, Red Pepper has the opportunity to attract new and returning customers from the Grand Forks workforce.  In specific, the target market is middle class workers between the age of 25 and 34.  Currently, this segment of the population frequents the restaurant, but there is untapped potential to generate more business from this market segment through the tactics, strategies, and objectives outlined in this plan.  
The primary goals of these initiatives are to increase sales and net income, make transactions easier for customers, and to diversify product offerings and menu items.  This was done through suggestions of tactics, strategies, and objectives in the areas of product, pricing, placement, and promotion.  Through using the initiatives this marketing plan offers, it has been forecasted that Red Pepper would experience a 15 percent increase in revenue in the 2007 fiscal year.  
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Business Strengths





Approx. 25% of Market Share by Population





2.36% Market Share ($)





Market Attractiveness











� Value of 38 percent found through customer survey taken in October 2006.


� Financial Information provided by Jeff Tellmann, owner of Red Pepper, please turn to the Appendix to see more of this information.


� This transaction fee was provided by Jeff Tellmann, owner of Red Pepper.


� This rate was calculated for 250, 1-ounce, pre-sorted letters being sent locally to the Grand Forks area.  This information was obtained from � HYPERLINK "http://dbcalc.usps.gov/ieframe.htm" ��http://dbcalc.usps.gov/ieframe.htm�.  


� This price was determined by pricing provided by FedEx Kinko’s.  There are10 cards on each sheet at a cost of $1.24 per sheet and $1.50 per cut for 50 sheets.  


� This information was collected through a phone conversation with Newman Signs of Grand Forks, North Dakota.  


� This price range is a typical industry estimate for this type of project. 


� This information is based on financial statements provided by Jeff Tellmann through November 11, 2006.  Forecasting based on historical trends was used to determine the financial information through the end of the 2006 calendar year. 


� This financial document contains financial forecasts based on trends shown in 2004, 2005, and 2006.


� The forecast for Advertising Expenses includes the amount calculated to complete the activities outlined in this marketing plan.  Please refer to the Budget and Activity schedule for more details.  





� This information is based on financial statements provided by Jeff Tellmann through November 11, 2006.  Forecasting based on historical trends was used to determine the financial information through the end of the 2006 calendar year. 


� This financial document contains financial forecasts based on trends shown in 2004, 2005, and 2006.


� Total Sales for the breakeven analysis excludes revenues from ATM and OCMP that were indicated on the Income Statement.  In addition, Sales Taxes were deducted from this total.  


� For this scenario, an average order was determined to be a grinder at $4.35, soft drink at $1.15, and a side order of chips and sauce at $1.95.  


� For this scenario, the cost of goods sold (per unit) was determined by using the equation of (Cost of Goods Sold/Sales) * (Average Order Total).  


� “This industry average was for the restaurant industry.  It was found at 


BizStats.com”, 2006, website
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