PAGE  
10


Strategic Management 

“T&T” Financial Consulting Company
Student:                                  Tatevik Zohrabyan

Instructor:                               Dr. Daniel Dunn
Fall 2002
Term Paper

Abstract
This paper will describe how T&T financial consulting company will operate in the competitive environment and get above average returns. The company will try to change the mentality and also other issues related to this business in Armenia. The company intends to create brand name and possess about 55% of the Armenian market. It also is going to be always the first in providing innovative services. First 3 years the company will operate as a sole proprietor and will not issue any stock. It will also begin with limited number of staff which is enough to operate first 2 years. Initially the company will need $41,175 which will be paid over 4 years. Initially the company will have contract with US brokerage house. After 3rd  year the company will look for the companies in the same industry to form an acquisition. This will enable the company to broad the operation and make innovations in Armenian financial service industry. Within the company the all employees, manager and the president will keep the pleasant atmosphere and will time to time motivate employees and control their work. 

History of the company

T&T financial consulting company was established on January 1, 2003. It operates and provides only services in the field of financial consultation. It is a sole proprietorship; the head of the company is the president. The vice president is responsible for the well being of the company but final decisions of the whole operational and contractual plans the president signs. 

The company provides 5 types of services: development of the business plans, financial consultation for (accepting or rejecting) new projects (investments), directions and advises to correctly implement and reach to the goal of the businesses, inform and represent the customers’ (businesses) financial rights, interpretation and advises for stock trade in both local and foreign (markets) exchanges, and also becoming a link between brokers’ in US and the customers. The company is not innovation but it includes a new service which haven’t been provided in Armenian business market. This is an additional feature to reach to the consumers and become one of the leader companies. 

Financial consultation industry in Armenia 

In Armenia the financial consulting companies have been operating for 8 years. At the first stage there were only one or two such companies which had very limited scope of service. They provided not complete service and that resulted in the generation of the new firms. After the collapse of the Soviet Union the education of that field was very poor and not sufficient to provide good service. The specialists were educated and trained either in Russia or other developed countries. After that only few of them returned and worked for their own country. Today there are about 15 financial consulting companies in Armenia. They provide better and full pocket of the services. This field is better developed today but stock market is still poorly developed and needs a lot of efforts and concentration to be improved. 

No company in Armenia provides a service that will enable the customers to fully understand and even make transactions in the field of stock trade. T&T financial consulting company is the only one that provides a service of interpretation of the stock market, when and how to trade stock in the international stock markets. 

Local environment

The firm is located in the heart of the country- in Abovyan Street – which is the center of the business activities. 

Yerevan is the only city in Armenia that has low unemployment rate compared with the other cities. Here noticed some tends towards improvement of business. Although the population in Yerevan is more educated, there is a lack of modern approach and experience. The specialists who trained abroad have potential to establish the best companies in Armenia.

Cultural issues are those that businesses don’t trust other businesses and thus they are not willing to purchase stocks of other companies. This mentality is going to be “cured” enabling Armenian stock market to be accomplished and successfully implemented. 

These types of businesses are taxed in the same way as other businesses. Political aspect of this business is not stable and in order to become a successful and dominant one businesses have to give bribes or have a good person in high and respected position. Most of the dominant companies in Armenia are those being supported by the governmental bodies.

Local Competition 

Generally, there are about 15 competitors involved in the financial consultation. Though there are a lot of companies, only 6 of them are most serious ones. Most of our competitors are not so big and don’t have big market share. Most influential ones are Ameria, Sed Marsed, AFC, Aucon, Save Star, and Business Consult. We conducted research amongst our competitors and found out the following: the competitors have, on average, 2-3 customers per day. Our company has a unique feature which distinguishes our company from others. That is a new type of service which have never been provided to Armenian customers. Now there is an increasing need for this service, but, because the competitors don’t have such a qualified staff as we have, they cannot provide that service with the best quality. 

General information about T&T financial consulting company

The second research we conducted among the consumers and found out the following: 70% of our consumers will be businesses and only 30% of them will be private persons. For the first month the company is expected, according to the statistics, to serve 2-3 customers per working day, which is becoming on average 40 customers per month and 480 per year. 

The company’s mission is to provide financial services that will help both businesses and individuals to better plan their business. Our mission is also to provide unique services, create an image of the best and one of the solid financial consulting companies in Armenia, possess at least 55% of Armenian market, and get higher returns from the operation.


The following chart shows what the company’s operation results are within 2003-2005 years. 
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To create an image of the best company the company expects to pay much attention and spend a lot of money on advertisement (about $36000 per year). The advertisement should go on the TV, billboards, radio, sales promotions and also publicity. Because of the effect of the advertising and also the improvement of the country’s business, in 2004 the expected number of customers will be 55, which is 37.5% increase in sales. In third year (in 2005) sales will increase by 49%, which is because of the created image, advertising, and also innovations. The company will control its operation spending more hours per customer. At first, the company will spend more than an hour per customer in order to attract them and really make their returns higher. In 2003, the first year of the operation the company will have 7 employees. This number of employees is fully enough to operate and even spend more hours than required or in other words the company will operate with about 50% capacity. Each specialist will serve one customer per 1 hour or less – it depends on the demand. In 2004 the company will not need new specialists because it is expected to have 3-4 consumers per business day and about 55 consumers per month. In 2005 year the company will need to increase the number of its employees by one. There will be 4 specialists in 2005 which will be enough to serve 4-5 consumers per business day or 71 per month. In the first year (in 2003) they will be paid not much – about $1200 monthly, but next year they will be paid $600 more.

 The company will conduct market researches on the basis of the company’s operation. Each customer will be provided a survey list to fill out. Based on this, the company will control daily operations, and also according to monthly surveys both by e-mail and telephone, and by personnel (face to face basis). The company will not open a branch since 2006. 

 
The start up cost is $41175, from which $1175 is personal funds. The loan is taken from the HSBC which provides loan with 28% interest year. The loan will be paid over 4 years. The company’s expenses are high in the first period because of the initial costs (equipment, materials, legal costs). The company has depreciable items that have to be sold over 4 years using straight-line method. The expected income for first year is $30,825 which is forecasted to increase by about 5,000 next year and about half of that in third year. As the company borrows money from the bank, it should put collateral which pledged on real estate. The main entrepreneurs’ personal homes are pledged. In addition to this amount the company has also personal savings in amount of $1,175. The company initially requires $40,000 loan to be paid off over 4 years plus the personal savings. The company will annually pay fixed amount of principal and interest (Loan Amortization Schedule). The company’s annual sale is $184,800 in 2003, from which the costs are $118,000. Initial costs that are spent only on acquiring materials that are necessary for establishing the firm are $26.900. 

The company will spend $1,200 monthly and $14,400 annually to pay wages. Besides them, the company will hire market researcher and will conduct market research over some periods. They will be hired whenever the company will need personal (face-to-face) surveys. The company will also hire some other researchers who will do researches seeking new ventures that will be innovations in Armenia. This expense will be R&D. R&D with market research will require $860 annually and will require uneven monthly cash outflows. Cash inflows generated from sales of the services are on average  $15,400 monthly and $184,800 per first year. Operating costs are 25.8% of the total sales per year, second year that will rise as a result of increase in the number of consumers. It will be $190,000 in 2004 and $196,900 in 2005. 

Depreciation, subtracted from the profit, is calculated on straight – line method for 4 years per item and for different salvage values. It is calculated per each item and then added up as a total depreciation per year. 

The company’s total depreciation is $4,225 over 4 years which will be added to annual net income to get net cash flow (for first year NCF = NI+Dep. = $35,050). 

The company also pays 28% interest rate quarterly.  The company will pay off the whole amount (principal) on 4th year. The annual payments will be fixed per year which is $17,849.17 including the amount of principal paid in that year and interest. Totally, it will pay $31,398.25 and $40,000 interest and principal respectively. Company’s objective is to pay the loan soon and attain cash not to borrow again and pay interest. At the end of the first year the company’s net income will be $30,825 which the company expected to put into the business and develop it. Its cash on hand is much more higher which means that the company has a higher liquidity ratio. The company has high working capital and it is expected to increase over year. 

The company pays profit tax, inventory tax, and value added tax (VAT); they are counted totally about 40% of the company’s operating income before taxes (EBT) which is totaled in the first year amount of $20,550. 

The company’s IRR for 3 years is greater than the cost of the capital. As NPV is positive and quite big number, then we can surely say that the business is very successful and can reach its mission after operating several years in future. 

The company will provide services itself. It has no contractors in Armenia, only a contract with the brokerage house in US. “Mary Lyne”. They will offer the following services: trade with stocks of the customers and vice versa. They charge on average $550, which will become more for the customers (including transaction costs). According to the contract, the contractors will provide the service whenever they will be asked for.

The company has the following organizational structure:

T&T has competitive advantage as it has a very intelligent staff most of whom have been trained in US firms. The vice president is very talented person who has worked for 5 years for one of the advanced companies in US. He took also responsibility for substituting the CEO of that company for few weeks. The company has its own accountant who will keep daily records according to the cash inflows or outflows. He works with the maximum preciseness by using computer software packages. We also have our own web site. Present time it is not used for online transactions, because not all consumers have Internet access. The web designer who will work as a part-time employee will perform this activity. In 2005, when the company will hire new part-time specialist on the basis of selection process, the company will organize training for that new specialist in order to make him/her perform as qualified as other specialists in the company. Selection process will go with the following title “Who is ready to face difficult job applying modern methods?” Internet, TV, and other means of mass media will advertise this. Then, on the basis of interviews and resumes the company will select the best one. 

Within the company the compensation system will be developed to support the company’s operation. It is known that in Armenia salaries are very low and almost no bonuses exist; on the other hand the labor market is in very bad situation because its demand exceeds supply. 

Future challenges 

The company also will face future challenges. It has several key strategies one of which is making transactions online saving the consumers’ time. Through this type of service the company will also attract Internet based consumers and will get Internet users’ market share. Second, the company will also modify its organizational status into corporation. In other words, the company will issue stocks and will be distributed amongst different, but not large group of shareholders. They will be centralized, which will enable the monitoring system over the manager to be more effective. Third, it will also trade its stocks through its partner in US – “Mary Lyne” brokerage house. Via stock distribution into the US companies and individuals, the rating and the price of the stock in Armenia and US will increase. This will result in the increase in number of clients. Forth, the company will expand and will open new subsidiaries throughout the country approximately 4-5 years later. This long duration is connected with the change in the mentality and culture of Armenian firms and just population. The economic situation during those years will be changed and there will be established stock markets for the Armenian firms. Fifth, the company will also seek for high-reputation companies and will form an acquisition with those companies. Through the acquisitions the company will broad its operations throughout Armenia and will also make innovations. The company will make acquisition with the firms in the same industry which are involved in the financial operations (i.e. banks, mutual funds, other financial institutions). In the case of Armenian economic depression, the probability of being able to operate successfully will be very low, the company will be acquired by the “Mary Lyne” brokerage house according to the contract. 

So far the company is ready to face future challenges implementing above-mentioned strategies. 
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