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INTRODUCTION 
CURRENT SCENARIO AND PROPOSED REMEDIES 

CURRENT SCENARIO 

In Q2 the West Coast Division was approximately $4 million below its EBITDA 
budget. Three areas contributed to this: profit shortfalls in service ($1.6 million) and sales 
($1.3 million) and very high G&A expense ($1.8 million above budget).  

The sales profit shortfall can be almost entirely attributed to a lack of top line revenue 
as total hardware margins came in above plan (25.3% v. plan of 24.5%). Service top line 
revenue also was short of plan ($24.8 million v. plan of $25.7 million), but margins were 
far below plan (40.1% v. plan of 45.1%) due to high parts and labor costs. Facilities and 
bad debt expense greatly exceeded plan, $4.1 million on a budget of $2.3 million. Bad 
debt expense alone exceeded $1.8 million for Q2. 

Achieving profitability in Q3 and Q4 in the West Coast Division is achievable, though, 
by selectively reducing costs, improving margins and aggressively attacking our aging A/R 
which would positively impact our bad debt expense. 

PROPOSED REMEDIES 

The attached analysis will detail the following measures that will restore profitability to 
the West Coast Division: 

• Increasing hardware margins from 25.3% in Q2 to 27.9% in Q3 with hardware 
revenue increasing 9.8% quarter over quarter. This would increase hardware 
margin dollars from $4.5 million in Q2 to $5.5 million in Q3—approximately 
$400K above Q3 plan. 

• I am projecting service profitability to come in at approximately $11.3 million 
on a margin of 46.2%. This would be about $100K below Q3 plan, but a large 
step forward from Q2 where the margin was 40.1%. It should be noted, 
though, that service management is confident of coming in at or above Q3 
plan. 

• SG&A expenses are projected to be at $9.9 million, approximately $300K 
above Q3 plan. However, this projection would be $1.3 million less than Q2. 
This reduction is factoring in bad debt expense at $650K for the quarter—a 
substantial drop from the prior ($1.8 million) quarter. Additionally, sales salary 
expense is being reduced to $2.8 million for Q3, down from $3.6 million in 
Q2. 

The plan is to impact for Q3 and Q4 what can be impacted, so while there are 
plans to reduce sales headcount in some areas, for example, overall productivity will 
not be significantly changed.  
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In all, the West Coast Division is projecting to be at 40.7% profitability and 18.3% 
expenses to total revenue. EBITDA would be $200K-300K above Q3 plan, and a ratio 
of 24% to total revenue. 
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ANALYSIS BY REGION 
SOUTHWEST REGION 

HARDWARE REVENUE AND PROFITABILITY 

The Southwest Region is forecasting hardware revenue of $4 million on a plan of $3.8 
million. Margins are projected at only 20.8% due to two events: a 9% margin on 
approximately $600K in Staples installations, and a $350K charge to cost of goods for 
buying out an American Express lease with GECC. This is due to a side letter written by 
the National Account Manager based in New York about a year and a half ago letting 
American Express, which traditionally rents equipment, to terminate lease contracts 
prematurely without penalty. 

This is worst case, however. While the region will absorb the $350K charge this 
quarter, the equipment returned from American Express is in excellent shape and will be 
resold quickly—which is not factored into the margin. Profitability is projected at $830K 
on a Q3 plan of $959K. 

ANNUITY (SERVICE,  SUPPLY & RENTAL) REVENUE AND PROFITABILITY 

Service revenue is projected coming in at $4.9 million on a plan of $5.2 million with 
margins at 45%. YTD service margins have been running at 44%, so the Q3 margin 
projection is not unreasonable. Service profitability is projected at $2.2 million on a plan 
of $2.3 million. 

The supply annuity in this region is very strong, with both revenue and margins 
exceeding plan YTD. The Q3 projection of $2.3 million with margins of 63% is within 
YTD averages. Profitability is targeted at $1.4 million on a plan of $1.3 million. 

The rental annuity is projected to bring $18K of profitability on a plan of $61K. 

SALES SG&A 

The region will reduce sales headcount by 8-10, with the reductions coming from the 
ranks of the least productive. There would be no severances. Management headcount 
would reduce by one, and this would be a severance which is factored into employee 
comp projections. In all, employee comp is projected to be $578K on a plan of $812K. 
Commissions are targeted to be at $480K on a plan of $379K due to the enhanced new 
compensation plans. 

Facilities are projected at $504K on a plan of $451K and bad debt expense is projected 
at $175K—approximately half the run rate of the region. In all, sales expenses are targeted 
at slightly more than plan at $2 million, even with the extra facilities cost and bad debt 
expense. 
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EBITDA PROJECTION 

The Southwest Region is projecting EBITDA of $2.6 million on a plan of $2.8 million, 
an improvement over Q2 EBITDA of $1.8 million. 

ANALYSIS BY REGION 
SOUTHERN CALIFORNIA REGION 

HARDWARE REVENUE AND PROFITABILITY 

The Southern California Region is forecasting hardware revenue of $5.6 million on a 
plan of $5.1 million. The region will receive the benefit of a large Staples installation 
(approximately $2 million) at an average margin of 9%. However, the region is projecting 
an overall 27% hardware margin due to significant dealer install transactions which will 
positively impact cost of goods approximately $250K. Profitability for Q3 is projected at 
$1.5 million on a plan of $1.3 million. 

ANNUITY (SERVICE,  SUPPLY & RENTAL) REVENUE AND PROFITABILITY 

Service revenue is projected coming in at $5.8 million on a plan of $6.1 million with 
margins at 46%. YTD service margins have been running at 40%, so the Q3 margin 
projection is aggressive. Service management has projected a 49.7% margin, though. 
Service profitability is projected at $2.6 million on a plan of $2.5 million. 

The supply annuity in this region is steady. The Q3 projection of $1.9 million with 
margins of 53% is within YTD averages. Profitability is targeted at $1 million on a plan of 
$913K. 

The rental annuity is projected to bring $27K of profitability on a plan of $76K. 

SALES SG&A 

The region has already realized the benefits of consolidation when the Southern 
California Region and the Los Angeles Region merged effective July 1st. However, the 
benefits of this consolidation were not realized as much in Q2 due to vacation accruals 
that were paid out to terminated employees per state law. These benefits, plus the 
removal of one manager and 5-7 sales representatives due to performance, will reduce 
employee compensation to a projected $622K on a plan of $860K. Commissions are 
expected to come in slightly higher at $560 on a plan of $506. 

Facility costs are fairly reasonable due to the limited number of offices and the San 
Diego relocation (and its related costs) was already realized in Q2. Overall facilities are 
projected at $392K on a plan of $329. Bad debt expense is expected to come in at 4150K, 
half the regional run rate. 
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EBITDA PROJECTION 

The Southern California is projecting EBITDA of $3.3 million on a plan of $2.9 million, 
an improvement over Q2 EBITDA of $1.7 million. 
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ANALYSIS BY REGION 
NORTHWEST REGION 

HARDWARE REVENUE AND PROFITABILITY 

The Northwest Region is forecasting hardware revenue of $3.6 million on a plan of 
$4.4 million. The region will receive the benefit of a sizeable Staples installation 
(approximately $600K) at an average margin of 9%. The region is projecting an overall 
24.5% hardware margin, which has been the region average the past six months. 
Profitability for Q3 is projected at $894K on a plan of $1.1 million. 

ANNUITY (SERVICE,  SUPPLY & RENTAL) REVENUE AND PROFITABILITY 

Service revenue is projected coming in at $6.1 million on a plan of $6.4 million with 
margins at 45.5%. YTD service margins have been running at 43.6%, so the Q3 margin 
projection is aggressive, but attainable. Service profitability is projected at $2.7 million on 
a plan of $2.9 million. 

The supply annuity in this region is steady. The Q3 projection of $1.9 million with 
margins of 53% is within YTD averages. Profitability is targeted at $1 million on a plan of 
$819K. 

The rental annuity is projected to bring -$23K of profitability on a plan of $110K. This 
is due to the loss of a large rental account in the Bay Area where we are still being hit 
with the depreciation with no offsetting revenue. The division is attempting to resell this 
equipment. 

SALES SG&A 

The Northwest Region suffers from poor productivity in the Bay Area, where the 
region director and three sales managers are located. Consequently, I would move to 
eliminate the region director position in this region immediately. This region could be 
overseen by the very capable senior area manager in Seattle, and with the new fiscal year 
we can potentially consolidate this region with other regions. 

Additionally, one manager would be removed for performance, as would 7-10 sales 
representatives. Total sales headcount would be 28-32, and the total employee 
compensation projected would be $473K on a plan of $841K. Commissions are expected 
to come in at the plan of $440K. 

The region gets hammered on facilities, projecting $660K on a plan of $418K. Bad 
debt expense is projected at $175K for the quarter, half the regional run rate. 
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EBITDA PROJECTION 

The Northwest Region is projecting EBITDA of $2.8 million on a plan of $3.1 million, 
an improvement over Q2 EBITDA of $1.6 million. 

ANALYSIS BY REGION 
TEXAS REGION 

HARDWARE REVENUE AND PROFITABILITY 

The Texas Region is forecasting hardware revenue of $6.5 million on a plan of $7.2 
million. The region is projecting an overall 35% hardware margin, which is very attainable 
as the YTD average is 31.2%. Profitability for Q3 is projected at $2.2 million on a plan of 
$1.8 million. 

ANNUITY (SERVICE,  SUPPLY & RENTAL) REVENUE AND PROFITABILITY 

Service revenue is projected coming in at $7.6 million on a plan of $7.8 million with 
margins at 48.7%. YTD service margins have been running at 48.2%, so the Q3 margin 
projection is attainable. Service profitability is projected to come in at plan of $3.7 million. 

The supply annuity in this region is steady. The Q3 projection of $3.3 million with 
margins of 54.7% is within YTD averages. Profitability is targeted at $1.8 million on a plan 
of $1.6 million. 

The rental annuity is projected to bring $100K of profitability on a plan of $163K.  

SALES SG&A 

The region will have a full complement of sales representatives in Q3. However, 
employee compensation will still fall to $981K on a plan of $1.2 million because much of 
the sales force is opting for a lower base salary in the new compensation plan. 
Consequently, the commission projections are slightly higher than plan, $780K v. 728K. 

Facility costs are running high this quarter due to planned relocations that have large 
onetime moving costs. The projection for the quarter is $717K on a plan of $588K. Bad 
debt expense is targeted at $150K for the quarter, which is half the regional run rate. 

EBITDA PROJECTION 

The Texas Region is projecting EBITDA of $5.1 million on a plan of $4.6 million, an 
improvement over Q2 EBITDA of $4.4 million. 



 

 9

SUMMARY 
WEST COAST DIVISION 

HARDWARE REVENUE AND PROFITABILITY 

The West Coast Division is forecasting hardware revenue of $19.7 million on a plan of 
$20.5 million. The division is projecting an overall 27.9% hardware margin, which is 
attainable as the YTD average is 25.4%. Profitability for Q3 is projected at $5.5 million on 
a plan of $5.1 million. 

ANNUITY (SERVICE,  SUPPLY & RENTAL) REVENUE AND PROFITABILITY 

Service revenue is projected coming in at $24.4 million on a plan of $25.5 million with 
margins at 46.1%. YTD service margins have been running at 44%, so the Q3 margin 
projection is aggressive but attainable. Service profitability is projected to come in at $11.3 
million on a plan of $11.4 million. 

The supply annuity in the division is steady. The Q3 projection of $9.5 million with 
margins of 55.9% is within YTD averages. Profitability is targeted at $5.3 million on a plan 
of $4.6 million. 

The rental annuity is projected to bring $121K of profitability on a plan of $410K.  

SALES SG&A 

The division will have a sales headcount between 175-185. The employee 
compensation is projected at $2.8 million on a plan of $3.9 million. Sales productivity will 
not be impacted in any significant way as the poorest performers will be separated from 
the company. Commissions are expected to come in higher than plan ($2.3 million v. $2 
million) due to the impact of the new compensation plan. 

The division will realize high facilities costs ($2.3 million v. plan of $1.8 million), 
although great efforts are being expended in subleasing our properties. We could leave 
some facilities entirely (such as San Francisco), but the reserve for this has been depleted 
at a corporate level. 

Bad debt expense is projected at $650K. Per Kevin Dean, in Q3 and Q4 the field plans 
will be adjusted in Hyperion to reflect the reserve. Additionally, great emphasis has been 
placed on the need to work the aging A/R to limit our bad debt expense exposure. 

EBITDA PROJECTION 

The West Coast Division is projecting EBITDA of $13.1 million on a plan of $12.8 
million, an improvement over Q2 EBITDA of $8.9 million. 
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STRATEGIC POSITIONING 
FY03 AND BEYOND 

For the remainder of FY02, the West Coast Division will have three region directors 
and between 175-185 sales representatives. This structure will allow the division to attain 
greater EBITDA targets while maintaining comparable sales productivity. 

But what regional structure is needed after April 1, 2002? In my opinion, three large 
regions should remain in place, perhaps with some geographic lines changed. I believe 
that the number of sales representatives could grow, but growth should be targeted and 
responsible. For example, Texas would not need additional headcount, while the Bay 
Area—taken down dramatically due to poor performance this fiscal year—needs to be 
brought back up with the right people. 


