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1.0 Executive Summary


The Cutting Edge is a landscaping company based in Miami, Florida. The Cutting Edge offers lawn maintenance and landscaping services as well as minor irrigation equipment repair. Landscaping services include lawn-cutting, debris-blowing, and edge trimming services. Other services The Cutting Edge will be also offer reseeding, landscaping, and foliage/tree planting, tree trimming, and light irrigation system repair. The Cutting Edge landscaping will target mainly upscale neighborhoods with household income of $110,000 or more in the proximities of Miami to customers who demand a well-cared and well-maintained lawn. Homeowners hire The Cutting Edge for their reliability for being timely when their services are needed, for providing quality lawn service, and for their ability to maintain lawn sprinkler systems in good condition. 

The Cutting Edge-Landscaping positions itself as a local, knowledgeable, and customer-oriented lawn service business. The price of charging customers $150 a month for lawn service supports the company strategy because the price is competitive with other lawn services in the area. The Cutting Edge-Landscaping prides itself in providing reliable service and quality lawn care. The Cutting Edge-Landscaping believes it is operating with fair pricing due to the demand of well-cared and manicured lawns for upscale neighborhoods. The company also provides full cost pricing for irrigation repairs, lawn cutting, landscaping, tree trimming, tree or foliage planting with a customer satisfaction guarantee. The company’s strategy of place is in good position. The company caters to upscale neighborhoods with home ranging from $110,000 or more with customers who want a nice manicured lawn. As far as promotion, the company will advertise free consultations and reduced markups for lawn services. The Cutting Edge-Landscaping also participates in local community events to promote its services to local community citizens. The company provides seasonal mailings promoting new services or discounts and utilizes local grocery stores or local businesses for flyer placement. 

The initial investment required to purchase the route of 100 is $120,000. The Cutting Edge-Landscaping was granted a business loan repayable over 10 years at about 6% to 7% for current small business loans. As far the daily operations of the business, the owner will use personal funds. The Net Present Value for the Cutting Edge-Landscaping does not present a positive value. The annual cash flow for the first year was only $19,195 which the company did not generate enough cash flow due to the initial investment required for the business. The growth rate is only at 1% increase per year. As the Net Present Value forecasts, the value is at a negative $44,281.07. With no profit, the company is losing money unless the company refinance at a lower rate, provide more services, charge more for all services, and gain some free advertising by local events. The Rate of Return for the company is at 10.7% which is quite low but it is understandable for the first year for a startup company. Two key figures from the Income Statement are the income from mowing and the salaries for employees. To reduce the salary expense for employees, the Cutting Edge will have to reduce manpower in the months that homes don’t need fertilization or mulching in order for the company to make more profit. A key figure in the Cash Flow Statement is the Operating Cost. The closing balance after cash received minus operating cost is at $2,636.67 which is not much for the company. The company will have to reduce manpower in order to reduce salary expense. From the Balance Sheet, The Cutting Edge-Landscaping has $66,333 in Assets. Accrued Interest Expense is at 7% percent for small business loans. A recommendation that would best suit the company at this point would be to refinance in the second year at a lower rate. 






















2.0 Sales Forecast


The sales forecast section will attempt to predict sales for the next five years. Forecasting sales will help us in building a sales plan to help us maintain and manage our business. Forecasting sales for the next five years, it will also help us manage the amount of staff members that are needed, and manage our financial needs more effectively so as to avoid any unforeseen cash flow problems. Forecasting will help us in any increase or decrease in sales and marketing our business. The first year goal for the Cutting Edge-Landscaping is to obtain all 100 homes on the initial route that will be purchased at $120,000 with annual subsequent growth of 1% per year for the next five years. 
[bookmark: _Toc232996667]
2.1 Sales Forecast
Sales are forecasted for an annual economic growth rate of 1% per year for the next five years. The sales forecast amount is from the calculations of the lawn service plus the irrigation repairs and landscaping services. The lawn service the Cutting Edge is charging per customer per month is $150. The first year of lawn care sales total $180,000 which includes $150 multiply by 12 months for the first year multiply by 100 homes. Irrigation repairs for the first year sales total $5000.00 which is derived from the Cutting Edge-Landscaping charging $50 per year per customer. Landscaping sales total $20,000.00 for the first year which is obtained from The Cutting Edge-Landscaping charging customers $200.00 per customer per year multiplied by 100 homes. The Cutting Edge-Landscaping’s contract route is 100 homes. 

	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Sales
	$205,000.00
	$207,050.00
	$209,120.50
	$211,211.71
	$213,323.82




[bookmark: _Toc232996668]2.2 Methods and Assumptions

Sales forecast for the next five years for The Cutting Edge-Landscaping will be an annual increase from the assumption of economic growth of 1% per year for the next five years. The Cutting Edge-Landscaping acquired 100 homes from the initial route that was for sale from a previous owner. For the first year, The Cutting Edge-Landscaping charged its customers $150 per month for lawn services. $150 multiply by 100 homes multiply by 12 months equals $180,000. The Cutting Edge-Landscaping also charges $50 per customer per year for irrigation repairs and $200 per customer per year for landscaping and other services. For the first year The Cutting Edge-Landscaping made total sales of $205,000.00. For the second year with annual growth of 1% added to the sales of year 1 assuming compound interest, the total sales for the second year was $207,050.00. The Cutting Edge-Landscaping forecast sales for year three were $209,120.00, year four were $211,211.71, and year five with $213,323.82.  



3.0 Capital Expenditure Budget



[image: ]

	Line item
	Source Data
	Assumptions

	Lease Office Space 400square foot
	http://www.officelist.com/officespace/city/Florida/Miami
	Average office space cost $500 and up

	Desk
	http://www.officedepot.com
	Least expensive cost of desk according to office depot inventory


	Office Supplies
	http://www.officedepot.com
	Supplies such as paper, pencil, pen, ink should average about $200 a month.

	Desktop computer
	http://www.walmart.com/
	Average cost of Vizio PC

	Laptop
	http://www.walmart.com/
	Closest cost to Asus silver laptop

	Pickup Truck
	http://autos.aol.com
	Used pickup truck price range from $5000

	Open Trailer
	http://www.bestpricetrailers.com
	Average cost of trailer in good condition ranges from $1000 and up

	Large riding lawnmower
	http://www.northerntool.com
	Lowest cost of Husqvarna lawnmower with Briggs and Stratton engine range starting at $2399.99

	Small riding lawnmower
	http://www.lowes.com
	Price range for small lawnmower at Lowe’s Improvement starting at $1000

	Push mower
	http://www.lowes.com
	Push mower starting at $250 

	2 gas trimmers
	http://www.lowes.com
	Gas trimmers starting price range $100

	2 gas lawn edgers
	http://www.lowes.com
	Lawn edgers price starts at $200 to $400

	Eye and ear protection equipment
	http://www.constructiongear.com

	The cost of disposable foam ear plugs is $1.50 per pair. Cheapest safety glasses starting at $1.75. $25 dollars will be budgeted for eye and ear protection

	Tools
	http://www.overstock.com
	Starting price for 160 piece tool set is $139.

	2 gas blowers
	http://www.sears.com
	Craftsman gas blower priced at $139

	2 tree/hedge trimmers
	http://www.sears.com
	Good Black and Decker Hedge Trimmer priced at $152.

	2 ladders
	http://www.google.com
	Cost of aluminum folding ladders starting at $80

	Buck saws
	http://www.google.com
	Cheapest buck saw was $32.



Total invest for the Cutting Edge-Landscaping to start up their lawn service business equates to a little more than $56,000. The amount of $56,000 included the lease of office space, the purchase of a new computer and laptop. Also included in the total investment for this company are the purchases of riding lawnmowers, push mowers, trimmers, eye and ear protection, gas blowers, ladders, and buck saws. The major items necessary for the Cutting Edge-Landscaping to achieve the company’s strategy are the pick-up trucks, large riding lawnmowers, and push mowers. Tools are also important because lawnmowers need maintenance to keep it running smoothly.  

	











4.0 Investment Analysis



4.1   Cashflows
[image: ]


The Cash Flow Statement consists of Cash flows from operating activities, investing activities, and financing activities. The Cutting Edge-Landscaping is a start-up company with no prior investing activities such as acquisition of plant assets or cash receipt from sale of plant asset. The Cutting Edge-Landscaping also did not issue any common stock or notes payable; thus the cash flow from investing and financing was not used in the Cash Flow Statement. The company decided to use the Year 2011 as its’ planning period starting in January 2011 and ending in December 2011. The sales figure of $17,083.33 was achieved by using the sales forecast for the first year of $205,000 divided by 12 months and the amount of $17,083.33 was carried through December under the assumption that the initial route of 100 homes used the services of The Cutting Edge-Landscaping. There were no depreciation expense for equipment as of yet because the company is just starting up. Total Cash Available included adding Sales, Receivables, Depreciation Equipment, and Sale of Long-term Asset. Operating activities also included variable expenses such as fertilizer, mulch, and soil text kits. Fertilizing, mulching, and soil testing does not begin until April and runs through the end of July. All the other months, customers did not require these services; thus there were no expenses for those months. Fixed expenses included salaries for 10 employees at minimum wage of $7.25 per hour for 40 hours of straight pay for the month of January through December. Business Insurance was estimated at $1000 per year; thus the monthly payment would be $83.33 (1000/12). Equipment maintenance is allowed a budget of $100.00 per month from January through December. Phone and Internet service bundled is about $80.00 based on a local Internet Service Provider. The Cutting Edge-Landscaping rented a small 400 square foot office space for about $250.00 a month. Utility is estimated at $50.00 monthly. Totaled variable and fixed expenses came out to be $21,618.33. The net cash flow was arrived by subtracting Total Cash Available by Total Variable and Fixed Expenses. 

4.2   NPV Analysis

[image: ]

The Net Present Value can be calculated using this formula:
[image: Net Present Value (NPV)] (Investopedia, 2012)
The initial investment the owners of The Cutting Edge-Landscaping needed to investment to obtain the initial route of 100 homes was $120,000. The initial investment is expressed in negative numbers. The annual cash inflow for the first year of business for The Cutting Edge-Landscaping is $19195.00. For the first year of operation, the discount factor was assumed to be 10%. According to the annuity table AI.4 of our text, the first year was at 0.9091 multiply by the first year of cash flow which equals $17450.17. The Net Present Value is negative $44,281.07. The resulting NPV for The Cutting Edge-Landscaping was at negative, which means the company will not receive the required return at the end of the five year. However, even though the projected capital was negative, it may still be worth pursuing. 









4.3   Rate of Return

[image: ]


The initial investment of all Capital Expenditures for the Cutting Edge-Landscaping is $56,689. Depreciation is calculated by subtracting cost which was $56,689 with a salvage value of $25,000 for all Capital Expenditures if at the end of the company’s life cycle should the expenditures be sold. The cash inflow per year for The Cutting Edge-Landscaping was $19,195.00 subtract the depreciation of $6337.80 equals an Accounting Rate of Return of 66.98%. I’m assuming since the Accounting Rate of Return is extremely high, the company is very attractive because it does not include the time value of money.

4.4   Payback Period


[image: ]

The Payback Period is the amount of time it will take the company to recover the cost of investment. The first year of cash inflow for The Cutting Edge-Landscaping was $19,195. The Payback Period is calculated by the Initial Investment/Annual Cash Inflow. For The Cutting Edge-Landscaping, it will take the company 6.25 years to recover the cost of the investment. 



5.0 Pro-Forma Financial Statements

[bookmark: _Toc232996678]
5.1 Pro-Forma Income Statement
[image: ]

Sales figures for mowing for all 100 homes totaled $15,000 a month for twelve months. The Cutting Edge-Landscaping is operating in Miami, Florida, where the lowest average temperature annually is 58 degrees Fahrenheit and the highest average temperature annually is in the eighties (Current Results, 2012).  The Cutting Edge-Landscaping had sales of $15,000 a month for twelve months ($150 per home multiply 100 homes). Sales of fertilization were zero during the cooler months. Sales of customers requiring fertilization on their lawns officially started in April through July. The Cutting Edge-Landscaping charged a reasonable price of $60 per home for fertilization assuming that most homes are of equal lot because the homes are in a sub development. For the months of April through July, The Cutting Edge-Landscaping made sales of fertilization of $6,000 per month. The total sales of mulch totaled $8400 a month for months of April through July. The Cutting Edge-Landscaping paid about $500 for mulch expense from April through July. In order for The Cutting Edge-Landscaping to make any profits off the mulch, the company will charge an extra $34 for the mulch which labor was included in the price. Sales increased for the months of April through July because those months were where customers required soil testing, mulching, and fertilizations. 


[bookmark: _Toc232996679]5.2 Pro-Forma Cash Flow Statement
[image: ]

[bookmark: _GoBack][bookmark: _Toc232996680]Cash sales for January through March were only $15,000 which excludes fertilization, soil testing, and mulching. As April approaches, sales cash sales increased through July which included fertilization, mulching, and soil testing. The Cutting Edge-Landscaping collects 40% of all sales by check or cash, and 60% of all sales by credit card. The company wants to make more profit for the months of January through March and from August to December. In order to raise profits during these months, The Cutting Edge-Landscaping will have to offer other services. Also, in order to decrease the operating cost to, the company will need to reduce phone and internet service or switch to different providers with special offers or lower prices. Fertilizers and mulch are also quite expensive. The company can help increase profits by increasing the charge of fertilizer and mulch slightly but not too much because the company does not want to lose any customers. 







5.3 Pro-Forma Balance Sheets
[image: ]


The first key figure for the Balance Sheet is cash. The cash amount of $17083.33 was the balance of cash available from the Cash Flow Statement. The Cutting Edge-Landscaping did not own any building; thus no amount of money was listed for building under fixed asset. The company owned five trailers at $1000 each. Also included under fixed asset are five large riding lawnmowers, five small riding lawnmowers, five push mowers, and five trucks. The trucks are worth $25,000 total, each truck value at $5000 each. Depreciation is assumed to be $2000 for the year for all assets. 
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7.0  Appendices


7.1 Appendix 1:  [Table A1.4 Net Present Value of Annuity of $1]
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