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ENGLISH RETREADS

It was October 1, 2009, and Heather English was sitting at a coffee shop in downtown Boulder,
Colorado. English, founder of English Retreads recycled handbags and accessories, had just
returned from a meetwith her advisory team.

The focus of the meeting had been around the strategiztidim for English RetreadsThrough

the dayOs discussions, it had become clear that there were two viable dptiorsscenario,

English could simply sustain thempanyat the same pace asdale with projections for

modest annual sales growtBhe wouldcontinuein her current role as head @berations and

sales, business development, and product design and development. The company would remain
small but profiable, allowing English to make a comfortable living. Alternatively, she could

shift thestrategiadirectionin an effort to grow the business, working toward an eventual exit
strategy of a merger or acquisition.

At the meetingOs conclusitine Engli$ Retreads team, including English, agrtetthe
companyshould begin making strongereffort to grow the business beyond its current state.
However, English wasot suraf she was truly comfortable relinquishinguich contral The

next steps requirei grow the businessustainablywerealsounclear. She knew she needed to
make some changes in order to take the business to the next level, but what@exheihge

and howto implement changé&s English knevshe had some important questions to answe

COMPANY BACKGROUND
History

Englishgot inspired to stathe companyn a day she spefibating ona creeknear ler

Coloradohome She had been looking for a handbag that was stylish and durable, yet would
appease her vegetarian and environalesttside. Glandng down at the inner tube on which she

was floating, she decided to try her hand at making handbags out of discarded inner tube rubber.
Englishmade a trip to the hardware store and had soon created her first hamtivats $tarted

askng to get one otheir own,and,in 2001, English Retreads was born.

The Product

English Retreadssedreclaimed truck tire inner tubes to construct various styles of handbags
and accessoried.ining and accents made frgmolyethylene terephthalatBET or material

made of recycled plastic bottlegrovided a spldsof color and distinctiveness. Bag handles and
strapswere made ofinused seatbelt materfabm automotive productiorCugomers were able
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to choose @ombination of product styles and ligiicolors, and with the unique markings

inherent on each piece of repurposed rubber, each ERgisbads product becaroreof-a-

kind. The products came with a lifetime warranty: English Retreads would make repairs free of
charge if damage occurred diwenormal wear and tear. The products were a unique, durable,
100% vegan alternative to leather.

In 2009, the English Retreadsllection included eight different styles of womenOs handbags,
one menQ=rryallbag, one business card/PDA case, two stgfevallets, belts, dog collars, and
key chaingExhibit 1).

In addition to itseenvironmental commitmend making products from repurposed and recycled
materials English Retreadmtegratedsocial responsibilityaluesinto other areas of its business.

The company was a member of the Green America Business Network? and df@qtercent

of its carbon emissions from manufacturing, shipping, and employee commutes via carbon offset
provider NativeEnergy. Additionally,rglishRetreadgroducts were madsat alocal facility
thatsuppotedthe local economy and minimizéidnsportation emissions. English considered
U.S-based production @nomegotiableO element of the compamy@mess model.

Within the past year, English haddam outsourcing producin of English Retreadsroducts to

J.S. Sewing in Boulder, Colorado; until that time, she had been making all inventory herself.
This move had given her more time to focus on other areas of the business and had resulted in
significant cost efficiencieof the company. English had also begun using a local packaging
firm, M & D Kitting Solutions, for warehousing, packaging, and shipping the products.
Accounting, legal, and graphic design/website functions were also outsourced.

Sales

EnglishRetreadssdd its first bag in 2001, and by 2008, sales had grown to over $30&6000
the same time, the company sustained net losses of $150,000 in&®@Righ projected sales
for 2009were down from 2008 levels, moderate sales growth was expected in the geansg

Pricing per product ranged from $8209 for bags, $5$109 for wallets, and $1$45 for daher
accessories. (See Exhibit 5 fmoduct pricing and margins.) The top fivedlish Retreads
products in terms of 2008 unit sales were ranked as fallows

1. Beetle Handbag

2. Tote Luxe Handbag

3. MenOs Bold Wallet

4. Fan Belt and Seat Belt

5. Mini Luxe Handbag

EnglishRetreadgroducts could be found in boutiques and gift stores in 39 states across the
country; online sales were executed through vegdilers such as eBags, Amazon, and
Uncommon Goods, as well as via the ER websttales were to be analyzed by channel starting
in 2009, with initial indications that approximately gércentof its revenue would be generated
by direct sales and the remiag 75 percentvould come from wholesale customers.

2008 sales figures had shown a clear GlaitQ effect vthin the wholesale channel: 53 percent
of wholesale sales were ctime orders, with a median first order amount of $508 and a median
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total ader of $664. Further data analysis had indicated a strong correlation between total sales
and amount of first sale, with median first sal§382 for the top 25 perceat its wholesale
custaners and $178 for the bottom 25 percefihe companyOs ordeceiving and dispatching
process is shown in Figure 1 below.

Figure 1. Receiving and Dispatching Process

Target Market

The majority of lglishRetreadsonsumers were women aged 29% Household income was
not a critical consideration; reseatwdd shown that if there was perceived value, women would
spend money on handbags and accessories regardless of income.

Customer research conducted in 2009 showed that handbag consumers rarely considered the eco
friendly characteristics of a handbagtlasir leading purchase motivator, listing factors like style
and price as more important. The research also indicatedrtgkgtRetreadsarget consumers

were attracted to brands when a companyQOs values reflected their own core values, creating a
cusbmer who was passionate and enthusiastically loyal to the brand. The artisan component of
EnglishRetreadgroducts was important to these consumers, who eschewegrodssed
merchandise and wanted to support and connect with the artist behind the.pfdduresearch
showed that the compastory- encompassing everything from the founderOs inspiration for the
products to the companyOs commitment tefiéeodly business practicesvas the competitive
advantage that drew customers in and earnedltyailty, overpowering their tendencies to buy

less expensive products made overseas and/or by a larger corRem®arch by independent

firms hadproven that this target market was skeptical of typical marketing efforts, and that word
of-mouth drove a gnificant amount of purchases for these consumers.

The research had also indicated several impediments to consumer purchaglesbRetreads
products. For new consumers, there was a lack of understanding about the brand story and,
therefore, a lackf motivation tojustify the cost of the products. For repeat customers, the lack
of productupdates and new selectiams preventing repeat purchases.

The companyQsarketing efforts to date had typicabgen focused around several key

! Mintel Research Report. 2009 HandHadustry.
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messaging pointwith regard to its products:
* Environmentallyconscious

* Vegan
* High-fashion
e Durable

Management Team

Heather English was founder, owner, and CEOrgflish Retreads Her roles included product
design and production, business development, and sales atetintar English held a B.A. in
Geology from the University of lowa and had worked for a mamage consulting company for
three years prior to founding the company (Exhibit 2).

Throughout the years, English had hired a number of employees to help moths\@usiness
functions, including an opations manager in 20G@d a Sales and Marketing Manager in 2007.
In 2009, however, the business consisted of just twdifn# employees: English as CEO and
Kate Starr as Business Manager. Starr was in cludrgieler fulfillment and customer service
for EnglishRetreads English also engaged a team of advisory board members touiadphgr
business strateg¥khibit 3).

English had discovered throughout the years that she did not particularly enjoy gareagpte,
although up to the current time she had played this role by default. Additionally, although she
enjoyed talking to potential customers about her business, she also did not consider herself a
Osalesperson,0 and knew she would prefer havingragmertben leading those efforts in the
long-term. In EnglishOs ideal world, she would be able to focus solely on the creative aspects of
the business that were her passions: product design and development.

INDUSTRY BACKGROUND

Fashion Industry

In 2009, the U.S. fashion industry could be divided into three sectors:Fighion (OCoutureO),
Mid-Level Fashion, and Maddarket. Figure 2 gives general description of each category and

example brands

Figure 2. Fashion Categories and Brands

Category General Description Example Brands
Core competency: cutting-edge design/trending Louis Vuitton
High Fashion Brand image: "exclusiwe" Burberry
Price point: high (several hundred to seweral thousand dollars) Prada
Core competency: value for price, individuality Urban Outfitters
Mid-Lewel Fashion Brand image: resonant with consumer's personal values lululemon athletica
Price point: medium (fity to several hundred dollars) Nau
Core competency: mass appeal/accessibility, low price H&M, Forewer 21, brands
Mass-Market Brand image: "inexpensiwe style" found in mass retailers
Price point: low (under fity dollars) such as Target or Wal-Mart
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Styles ad trends within the U.S. fashion industry were driven by lwamthe HighFashion
category from companidzmsed in either New York City or Los Angeles.

The major storyor U.S. fashion industrin 2009was the economic downturmn the fall of
2009,industryorders from departmentoses were down 30 perceaind consumespending on

most luxury goods, including handbagas declining. Noted fashion designer Vera Wang, a
mainstay in higkend stoes such as Bergdorf Goodmiaad recently launched aw-priceline in
KohlOs departmestores anavas quoted as saying, Oln my 40 years in fashion, IOve never seen
women scared to shept all price levels?O

At this time ®veralkey trends with relevance to English Retreladd emerged:
* Department®res were struggling, while channels with more intimate consumer-touch
points were thriving.
* Consumers were placing greater emphasis on classic styles as opposed to logos and
trendiness.
* Consumers were seeking out custorade (rather than mapsoducel) merchandise and
smaller nitie brands to satisfy their desfoe luxury goods.

Handbag Industry

The U.S. handbag industry saw $6.64 billion in sales in 2007; historic industry growth rates were
between 2 to 5 percehtThe handbag industry was larged crowded. Coach was the clear

leader, with 1Jpercentof all handbag puftases in 2008. Nine West tel percentLiz

Claiborne and Dooney & Bourke had 3 perceath; the remaindef the industry players held a

2 percenshare or lesSGross profimargins vithin the industry averaged 51 percemargins

for comparable companiescinded Coach at 72 percent, Louis Vuitton at 64 percent, and Fossil
at 54 percent

Conscious Consumerism

EnglishRetreadsonsidered itself aonscious consumerism brand defining the term as
Ocompanies providing an explicit social or environmental value for consumers.O Although the
term was nebuloyshe overarching element for English Retreads that these companies
provided some value to consumdrswever that valkel was defined, beyond tipeoductitself. It

is important to note thdlhe ecefriendly attributewas considered just one componeh

conscious consumerism; the comparfg@ss on local production and its artisan roots were also
important elements of thiclassification.

Other Sectors

English had also been consithgy what positioning, if any, the compaslyould considewithin
several other industries. She knew from recent customer research that the artisan, handcrafted

2 Horyn, Cathy. OHigh Fashion Faces a Redefining MomBhu.Qew York Times Online, September 10, 2009
* Mintel Research Report. 2007 Handbag Industry.
4 -

Ibid.
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story behind BglishRetreads ppducts was a major purchadever for manyof its customes.

She also recognizesbmerelevance ofhe gift industry; many of the companyOs retail customers
were giftfocused boutiques. In past years, she had attended th¥ dikwnternational Gift

Far, the major gift, lifestyle, and home producideshow, held twice per year to support that
segment. But shielt that her booth presencetire OgreenO products sectiocated off the

main show floorhad not produced enough sdkesdsto justify the cost of attendance.

GUIDING PRINCIPLES
English held a set of overarching, Roeagdiable guiding principles for her company

* Environmental consciousness: using responsible materials and striving for a zero or
negative carbon footprint.

* High level of customer service: being accommodating and transparent, and providing a
lifetime warranty on all ER products.

* Employee responsibility: providing living wages, flexible working conditions,
transparency, andihg-term career developmentemployees.

* Growth: fostering growth within the compamand its employees.

“Feel-good fashion:” making fashionable products with a low environmental impact.

HEATHER’S CHALLENGE

English pondered her next movendlishRetread$had begun asfan side projecthat provided
acreative outleand fulfilled her desird¢o producdashionable accessories she could feel good
about wearing, unlike typical mapsoduced department store items. However, with her
location in Boulder, Coloradoecognized as major markefor greerproducts and services, and
the increased consumer demand for-gimmdly fashion, the company hdgcomdarger than

she hadmagined when she made thest bag. English had been working at maximum capacity,
and the business was at a critical junctuéhat did she need to do to take the business to its
next stage ofjfrowth, and how could shmosition the company to sustain that growth in the years
to come?

STUDY QUESTIONS

* How is English Retreads an example of diffusion of innovation?

« What are thenajor challenges associated withglish Retreadsfirrent strategy, and
how should they be addressed in light of the companyQOs goals?

e What are the key components of Oconscious consumerism?0O How might this
classification play into the overdlinglish Reteadsstrategy?

* What do you feel are the most significant areas of opportunityriglish Retreadsand
how would you propose capitalizing on them?

* What is your recommendation for Heather English, and what spectiicteps would
you advise sheake?
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EXHIBIT 1: ENGLISH RETREADS PRODUCT LINE (OCTOBER 2009)

Cruiser Roadster

Clutch Model T Tote Classic

Bentley

Wallet Sidecar Belt Dog Collar Key Chain Wallet Luxe
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EXHIBIT 2: MANAGEMENT TEAM

Heather English

Education

University of lowa lowa City, IA
Bachelor of Arts, Geology, May 1997

Work History

English Retreads Boulder, CO
Founder/CEO/Product Designer 2002- Present
Founded English Retreads and is still behind the wheel designing new products, driving the company in
an upward fashion, making big, executive decisions and turning the fashion world from black to green.

Booth Company Boulder, CO
Accounts Manager 1999- 2002
Managed the Intel and Oracle accounts for a survey processing company which helps upper-level
management to become better managers.

Interpretive Imaging Lakewood, CO
Well Log Calibrator 1997- 1999
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EXHIBIT 3: ADVISORY TEAM

Sandja Briigmann

Founder/Owner of ReFresh Agency, a full service communications agency specializing in public
relations, product marketing and merchandising in Boulder, Colorado. Ghiehtde Crocs,

Golite, SterlingRice Group, Chocolove, JustinOs Nut Butter, and Addis Creson.

Bill Capsalis

Owner/Consultant, MarkEnomics LLC in Boulder, CO. Senior Vice President, Fresh Ideas
Group, a fullservicestrategic public relations firmatiorally knownin the natural ad organic
products industry Executive VP of Marketing, Gaiam, Inc., a Broomfield, Colorhdsed
healthy lifestyle products company. VP of Marketing, Central Division, KinkoOs-1B2g5.

Richard Cogswell

Founder/Owner, Lst Coast Vineyards in Northern California. Founder/CEO, Laurel Motors
Automotive Group, encompassing seven luxury vehicle dealerships in the Chicago area (1980
2002).

Richard Lappen

Founder/President and Director of National Account Sales, Fresca Foqds pnivatdabel

food manufacturer of natural and organic energy bars, entrees, frozen dough products and sauces
and soups (1992007). Prior to Fresca, Richard spent nine years as the Founder/President of
Chinook Foods Inc., in Denver, Colorado.

Liz Myslik

Founder of the Zam Group, a marketing and sales strategy firm. Clients include Mix1, Eco
Products, Jergens, Halo Purely for Pets, McNeil Nutritionals, Embodi, and Georgia Pacific. Prior
to Zam, Liz led marketing and business development at Ga&ping theBroomfield,
Coloradebased healthy lifestyleroducts compangrow to over $200 million in sales by

pioneering new products and new channels of distribution
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EXHIBIT 4: INCOME STATEMENT

INCOME STATEMENT

Sales 2007 2008 Jan 1-0ct 14, 0 Q4 09 (Pro Forma) 2009 (Pro Forma
Retail Revenue $ 15516 $ 20,907 $ - $ - $ -
Wholesale Revenue $ 190,859 $ 111,916 $ - $ - $ -
Sales Income $ (59) $ 158,522 $ 142,120 $ 44550 $ 205,337
Service Income $ 173 $ 877 $ 978 $ 330 $ 1,438
Promotions/Discounts $ (313) $ 4,771) $ (1,251) $ (550) $ (1,981)
Freight Income $ 8579 $ 13,408 $ 7,051 $ 2,200 $ 10,176
Returns $ (1,247) $ - $ - $ - $ -
Total Revenue "$ 213,508 "$ 300,859 $ 148,897 $ 46,530 $ 214,970
COGS $ 85,221 $ 235,104  $ 43,172 $ 9,900 $ 58,379
Gross Profit $ 128,287 $ 65,755 $ 105,725 $ 36,630 $ 156,591
Expenses
SG&A $ 54,596 $ 57,339 $ 16,423 $ 5500 $ 24,115
Advertising Expenses $ 220 $ 1,656 $ 116 $ 77 % 212
Donations $ 173 $ 2,257 $ 583 $ 275 $ 944
Graphic Design/Photography $ 564 $ 3,026 $ 1,553 $ 770 % 2,555
Printing $ 4,141 $ 6,837 $ 1834 $ 1485 $ 3,651
Total Trade Show Expense $ 29,175 $ 34,147 $ 11,169 $ - $ 12,286
Web Design $ 10,695 $ 1,100 $ 3,609 $ 2,200 $ 6,390
Other $ 1,070 $ 789 $ 873 $ 220 $ 1,203
Marketing Expenses $ 50,643 $ 54,793 $ 21,711 $ 5530 '$ 29,965
Insurance $ 5039 $ 11,585 $ 717 $ 1,136 $ 2,038
Interest Expense $ 1,907 $ 8,096 $ 5686 $ 1,527 $ 7,934
Professional Fees $ 6,846 $ 20,222 $ 11,111 $ 1,650 $ 14,037
Wages $ 28,856 $ 70574 $ 47,610 $ 13,200 $ 66,891
Payroll Taxes $ 197 $ 7336 $ 4,478 $ 1,045 $ 6,076
Payroll Service fees $ - $ 708 $ 1565 $ 319 $ 2,073
Salaries/Wages "$ 31,958 '$ 86,480 $ 59,019 "$ 16,020 "'$ 82,543
Sales Commission $ 179 $ 1,460 $ 7,100 $ 1,210 $ 9,141
Sales Tax $ - 8 (43) $ 139 $ 22 $ 177
Sales Expense/Commission $ 197 $ 1559 $ 7,962 $ 1,355 "$ 10,249
Property Rent/Taxes $ 9,835 $ 21957 $ 6,553 $ 2640 $ 10,112
Total Expense '$ 161,020 " $ 262,031 $ 129,182 " $ 35,358 $ 180,995
Net Ordinary Income $ (32,733) $ (196,276) $ (23,457) $ - $ (24,404)
Interest Income $ - $ 41 $ 1513 $ 1514 $ -
Total Other Income $ - $ 45 $ 1,664 $ 1,666 $ -
Net income $ (32,733) $ (196,321) $ (25122) $ (1,666) $ (24,404)
" Note: The actudinancial datan this casestudy haseen disguised.
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EXHIBIT 5: PRICING & MARGINS

ITEM Y Metal WS Retail Retail WS Price as%
WS Price COGs Logo Margin Price Margin  of Retail Price

BEETLE large $ 99.00 $40.95 $ 1.62 57% $ 209.00 80% 47%
BEETLE small $ 79.00 $35.50 $ 1.62 53% $ 169.00 78% 47%
BENTLEY LARGE $ 79.00 $22.40 $ 0.48 71% $ 169.00 86% 47%
BENTLEY SMALL $ 69.00 $20.80 $ 0.48 69% $ 149.00 86% 46%
COUPE $ 39.00 $9.50 $ 0.48 74% $ 85.00 88% 46%
CLUTCH $ 19.00 $8.00 $ 0.63 55% $  45.00 81% 42%
CRUISER $ 29.00 $7.42 § 0.48 73% $ 65.00 88% 45%
DOG COLLARS LG $ 17.00 $5.29 § 0.60 65% $ 26.00 77% 65%
DOG COLLARS MEDIUM $ 17.00 $4.73 $ 0.58 69% $ 24.00 78% 71%
DOG COLLARS SMALL $ 17.00 $4.65 $ 0.08 2% $ 22.00 79% 77%
KEYRINGS $ 6.00 $1.87 $ 0.48 61% $ 15.00 84% 40%
MINI LUXE $ 49.00 $19.14 $ 1.97 57% $ 109.00 81% 45%
MODEL T LUXLARGE $ 79.00 $25.61 $ 1.97 65% $ 169.00 84% 47%
MODEL T LUX SMALL $ 69.00 $23.96 $ 1.77 63% $ 149.00 83% 46%
MODEL T LARGE $ 59.00 $9.25 $ 0.48 84% $ 129.00 92% 46%
MODEL T SMALL $ 49.00 $8.25 $ 0.48 82% $ 109.00 92% 45%
ROADSTER $ 29.00 $9.71 § 0.48 65% $ 65.00 84% 45%
FAN BELT $ 19.00 $4.10 $ 0.48 76% $  45.00 90% 42%
SEATBELT $ 19.00 $4.98 $ 0.93 69% $  45.00 87% 42%
SIDECAR LARGE $ 19.00 $6.94 $ 0.63 60% $  45.00 83% 42%
SIDECAR SMALL $ 17.00 $8.76 $ 0.63 45% $ 39.00 76% 44%
WALLETS $ 24.00 $3.64 $0.48 83% $ 55.00 93% 44%
WOMEN'S WALLET $ 49.00 $15.54 $1.23 66% $ 109.00 85% 45%

Average $ 41.35 $§ 13.09 $§ 0.83 67% $ 88.96 84% 48%
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