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This case study was written by Maja Makovec Brenčič and Monika Lisjak, Faculty of Economics, University of Ljubljana, Slovenia, as a part of the Leonardo da Vinci project “Moving towards the case method”. It is intended to be used as a basis for class discussion rather than to illustrate either effective or ineffective handling of a management situation.

There was an atmosphere of tension before the management meeting at DON DON headquarters on 24 February 2005. The board members and regional sales managers were impatiently waiting to discover what was on the corporate agenda of Aleš Mozetič, the cofounder and chairman of the board of directors of the DON DON company. When Mozetič, a young, charismatic, and very ambitious manager, rushed into the room, the tension reached its peak. He briefly greeted the small group of highly committed managers and then energetically started his speech:

Dear colleagues, we have been in the same boat for a long time. Most of you have known the DON DON company since its earliest stages of development, when my sister and I started the business. I still remember the excitement and the enthusiasm when we returned from visiting our relatives in Canada in 1993 and announced to our parents that we would enter the doughnut business . . . and the fervour while setting up machinery for baking doughnuts in the family garage. This was followed by a phase of intense work to open the first plant in Škofja Loka and set up the business process. It was a very intense period of time because Alenka and I performed most of the work ourselves. It took us time to realize that we needed professional help. This acknowledgement represented an important milestone in DON DON’s history because it paved the way for a new transition phase , the passage from an entrepreneurial to a management decision-making system. This phase was characterized by intense growth as we consolidated our position on the Slovenian market, set up new plants, and entered the Croatian market. In recognition of our achievements, we received the bronze gazelle award. None of this would have been possible without your contribution. Thank you, my dear colleagues.

For a moment, Mozetič stopped. It was evident that the words he had said evoked many memories in his mind. The managers were also clearly touched by his speech. However, before they managed to recall the most significant events that characterized each phase of the company’s history, Mozetič continued his speech:

Nonetheless, we cannot rest on past success. We must look ahead, and I feel that it is time to embark on new international challenges. There are enormous profit opportunities out there and we have the knowledge, capability, and dedication to exploit them. Internationalization is our new strategic imperative!

DON DON

The Don Don company is a family success story. The company’s beginnings date back to the 1990s, when Alenka and Aleš Mozetič visited their relatives in Canada and tried American doughnuts. This was a breakthrough experience because they immediately envisioned the commercial potential of American doughnuts on the Slovenian market. Following their business intuition, in 1993 the two established a small specialized bakery in Bela Krajina, one of Slovenia’s least developed regions. In this first stage, their parents’ financial support was essential because they used the family vineyard as collateral for a loan to buy the first doughnut-baking machinery. The core products marketed under the initial corporate brand name DON DONATS were doughnuts and other fried pastries. Although initially the corporate brand name enjoyed considerable success because it elicited many positive associations connected with the wealthy American lifestyle, it later became a liability. In fact, customers associated the corporate brand name with unhealthy American eating habits. Hence, the two partners decided to shorten the corporate name to DON DON and develop a new brand name for pastry products: TVOJIH 5 MINUT (“your 5 minutes”). This strategic decision turned out to be very successful because DON DON became the first Slovenian bakery to brand its fried pastry, which represented a strong differentiation element compared to the competition. Moreover, the brand name choice proved appropriate because it encouraged people to take a short break and relax.

In a decade, DON DON grew into a medium-sized company with 200 employees working either at the company headquarters or at the five production-distribution plants. These production facilities served the entire Slovenian market and part of the Croatian market. Although DON DON gradually expanded its product assortment, the company kept its supremacy in the segment of fried pastries. In fact, in 2005 DON DON was among the leading suppliers of fried pastries on the Slovenian market, as the result of years of development, research, and experience.

DON DON’s annual turnover in 2004 amounted to SIT 1.60 billion
 (approximately €6.68 million), which represented a 28% increase compared to the previous year. Similarly, the company’s profit increased by 36% and amounted to SIT 49 million. From 1998 to 2003 the average annual growth rate was 62%, which clearly indicates DON DON’s fast growing nature (cf. financial figures in Appendix 1). In fact, in 2004 the company received the Slovenian bronze gazelle award. At the ceremony, Mozetič said the following to the audience: “I am always looking forward and not backward. Therefore, I do not have the impression that we have accomplished something big. Modesty and balance are necessary so that you are not insulated from reality.”
 In January 2005, to everyone’s great surprise, the Mozetič partners sold their stake of SIT 270 million (approximately €1.13 million) to the Amal Limited company of Liechtenstein.

The global bakery product market
The bakery product market comprises breads, pastries, cakes, biscuits, and breakfast cereals. In 2003 it represented a €219.5 billion business globally. At that time, artisan products (mainly baked goods such as bread, pastries, and cakes) continued to dominate the global bakery market. In fact, these products proved to be more resistant to consolidation due to the long-standing customer habit of purchasing artisan products at specialized stores. However, sales of bakery products were slowly shifting to big multinational food companies, particularly in the biscuit and in breakfast cereal segments. Some of the key trends influencing the development of the industry in mature core markets such as North America and Western Europe were the following:

· Changing eating habits and the breakdown of traditional meal structures created a demand for packaged, industrially produced bakery products, to the detriment of fresh products.

· The bakery product market faced increased competition from alternative snack food markets such as breakfast cereals and savoury snacks.

· Internationalization and increasingly sophisticated consumer tastes boosted demand for ethnic bakery products such as pita or focaccia.

· Increasing consumer health awareness stimulated a demand for low-fat, low-sugar, and low-calorie products. Moreover, bakery products supplemented with ingredients such as vitamins, minerals, and omega-3 fatty acids were also gaining in market share.

· Supermarkets and discount stores were driving price-based competition because they were aggressively expanding and promoting their private labels.

· In-store bakeries were proliferating. Similarly, outlets that baked “fresh” bread from frozen dough were also showing strong growth.

Manufacturers responded to these trends by (1) developing premium products, (2) developing new packages to enhance convenience and portability, and (3) tailoring the marketing programme to selected customer segments. Specifically, trends toward healthier eating and a continuum demand for premium products led manufacturers to develop a broad range of novel bread varieties. Packaging innovation also became increasingly important as manufacturers sought to adapt the product package to new eating habits and lifestyles. Successful packaging strategies included smaller-sized packs, new zipper-bag technology to provide longer storage life, keyword labelling of products to promote health benefits, re-branding, and the use of comic book and cartoon characters to appeal to children. Finally, most manufacturers refined their segmentation strategies to better tailor their marketing programme to selected customer segments.

Bakery products in the Slovenian market

In the first decade of the 21st century, the Slovenian bakery sector is mature and highly fragmented, although there are some consolidation trends taking place. Bakeries’ bargaining power is worsening due to strong competition between retailers. In fact, some retailers use bread as a loss leader to increase customer traffic. In 2005 approximately 300 companies and independent entrepreneurs were involved in the production of bread, fresh pastries, biscuits, and cakes. The biggest player, with a 14% market share in 2004, was the Žito Group, which included Žito Gorenjka, Pekarna Vrhnika, Kruh-pecivo Maribor, and Dolenjske Pekarne. The second place in terms of market share was occupied by Pekarna Grosuplje, which was owned by the biggest national retailer Mercator and by Mlinotest. Both of them had an 8% market share. In addition to a modest number of medium-sized private bakeries, such as Pekarna Pečjak, the Slovenian market had a high number of family-owned artisan bakeries.

Figure 1: Share of brand spontaneous recall in the fresh sweet pastries segment
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Source: DON DON internal data.
Note: Data were collected by AC Nielsen in an omnibus study conducted in 2002–2003 in the Slovenian market. The sample included 999 interviewees.
In most of the baked goods categories, the market leadership was held by large companies. However, this was not always the case. In fact, as is evident from Figure 1, Pekarna Pečjak and DON DON had a leading position in the fresh sweet pastry segment. Pekarna Pečjak was a medium-sized bakery with a turnover of SIT 3.1 billion in 2004 (approximately €12.5 million; cf. Appendix 1, Table 3) operating in the Slovenian and Croatian markets. The company developed a production philosophy and pursued a differentiation strategy based on quality. In fact, in 2002 the company built a new 6,000 m2 factory in Trzin, which at that time was the most state-of-the-art plant for manufacturing frozen dough products in the entire ex-Yugoslav region. In 2004 Pekarna Pečjak expanded into the Austrian market by opening stores in Vienna, Klagenfurt, and Villach. In addition, the company tried to penetrate the northern Italian market.
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DON DON products
The DON DON Company was a niche player that specialized in the fresh fried pastry segment. The company’s selection consisted of three product lines: baked, sweet, and frozen products. The baked line encompassed a wide variety of loaves, buns, and rolls made from local ingredients (cf. Figure 2).

Figure 2: DON DON’s baked products
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The dessert line consisted of fried pastry and various puff-pastry products such as croissants, pockets, ready-made mini puff pastries, TIFINI, and so on (cf. Figure 3).

Figure 3: DON DON’s sweet products
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The DON DON frozen line included bakery products, which were distributed to shops in pre-baked (frozen) form. In this way the products could be baked at the point of sale, thus providing customers with the freshest product possible. The most recognized product within this line was TIFINI, a tiny leavened puff pastry.

DON DON was also in the fast food business. In 2005 the company had six TVOJIH 5 MINUT fast food restaurants in major Slovenian cities: two stores in Ljubljana, one in Kranj, one in Novo Mesto, one in Nova Gorica, and one in Jesenice (cf. Appendix 2). The menu included a broad selection of sandwiches, various salads, soups and stews, slices of pizza and burek,
 DON DON pastry, homemade yoghurt with fresh fruit, and various drinks. In addition, three out of the six restaurants organized children’s birthday parties with experienced activity coordinators.

DON DON’s business model

DON DON was a marketing-oriented company, constantly searching for new market opportunities. In fact, the company’s major strength was its ability to recognize customer needs and wants, and to fulfil them with tailor-made products and services. Although DON DON progressively developed a broad product range, its expertise lay in the fried pastry business. Accordingly, the company positioned itself as a fried pastry leader. This strategic positioning also enabled the company to maintain its technological leadership. In fact, most of the technological and marketing innovations occurred in this segment of the business.

DON DON’s business model consisted of three main pillars:
1. Development. The company was involved in intense R&D activities in order to deliver additional value to its customers through its innovative products. These ongoing innovative activities in the areas of product, promotion, and marketing channels were supported by the company’s innovative organizational culture. In fact, Mozetič was convinced that the only way to maintain market leadership was to pursue aggressive marketing strategies, mainly through intense product innovation activities and through great dynamism at the point of sale.

2. Production and distribution. Strongly interrelated and supported by a sophisticated IT system, production and distribution functions were at the core of DON DON’s business strategy. The special feature of DON DON’s production and distribution system was that the orders were not placed by customers. Instead, the orders were placed by regional managers, who had the best knowledge to forecast sales. In fact, regional managers had access to sales data, which were collected on a daily basis by DON DON employees (i.e., merchandiser-distributors), who were in charge of distributing and marketing the product at the point of sale.

In 2005 DON DON had four production-distribution centres in Slovenia (Kranj, Maribor, Metlika, and Kozina) and one in Croatia (Zagreb) that were highly specialized for baking specific product categories (cf. Appendix 2). Most of the production was carried out at these centres; subcontractors performed only a minimal part of the job.

The daily production-distribution cycle at DON DON took place in sequential phases. The first phase (from 6 am to 3 pm) comprised order collection through the company’s sophisticated information system. The second phase (from 3 to 4 pm) encompassed the following activities: processing orders, and preparing and sending production plans to regional distribution centres. Once the orders were collected, the production process could take place (usually from 4 to 11 pm). Then the goods were distributed to the respective production-distribution centres (from 1 am onwards), allowing the merchandiser-distributors to supply the stores and take back bakery products that had not been sold the previous day. After the merchandiser-distributors had delivered all the goods to the respective stores, they revisited each buyer to arrange documentation and to record sales data. On that occasion, merchandiser-distributors had the possibility to communicate with store managers and to cultivate relations.


Although the production and distribution systems were extremely efficient, things did not always run smoothly. In fact, in the past the two partners also made some unfortunate decisions. For example, they franchised production, which turned out to be a serious mistake because quality standards dropped. After this experience they immediately stopped franchising.

3. Branding. [image: image11.png]ol Wy miauT




DON DON was the first Slovenian bakery to develop a separate brand name for fried pastry in addition to a corporate brand name. In this respect, DON DON was a market innovator because it tried to build a solid brand in the bakery industry, which was quite uncommon in the Central and Eastern European countries. Mozetič was convinced that aggressive building and marketing was crucial for success. In fact, he believed DON DON’s success lay in the ability to adopt an American marketing approach and adapt it to both a traditional product category and a specific environmental context. Due to intensive marketing efforts, the brand name TVOJIH 5 MINUT and its logo (a red hand) enjoyed good recognition in Slovenia. To sustain this competitive advantage, Mozetič tried to systematically develop marketing capabilities by personally recruiting experienced marketers.
Organizational & HR aspects of the business


In the early stages, Mozetič did not dedicate much of his attention to organizational and HR aspects of the business. In fact, he invested most of his energies in improving the production, distribution, and information systems. However, while the business was growing more people were needed to manage operations in various markets. In fact, the company was experiencing a progressive shift from an entrepreneurial to a management decision-making system. This shift in turn increased the need for a number of ambitious and well-trained managers. Thus Mozetič became personally involved in recruiting activities.

In 2005 DON DON had a management decision-making system. In fact the company was managed by four members of the board: a chairman of the board, and three members covering finance and general affairs, marketing, and production, development, and quality. The company employed two sales managers, who were subordinated to the board of directors and in charge of sales in their respective markets. Each of them supervised the work of a group of regional managers (6 in Slovenia and 8 in Croatia), who were in charge of coordinating a team of three to five merchandisers-distributors, selling to hotels and restaurants, and catering.

Pricing

DON DON adopted a market-pricing policy, meaning that the final selling price was influenced by a range of market factors: from intensity of competition to customers’ willingness to pay for the product. In fact the regional managers set the selling price by assessing market forces and performing customer price-sensitivity analyses. Then the company used the selling price to compute the respective costs (thus performing a retrograde calculation). Finally, this information was used by technologists to select the ingredients and the machinery used in the production process. On average, material costs represented 40% of the final selling price.

Marketing channels
DON DON marketed its products through three main channels. Approximately 70% of revenues were made through retail chains, 20% through the catering sector, and the remaining part through its stores. The retail sector in Slovenia was highly concentrated. The market leader was the retail chain Mercator, through which DON DON achieved 26% of its retail revenues. Its second most important retail partner was Tuš. In 2001 DON DON made 10% of its revenues through this retailer. Interestingly enough, only 5% of DON DON’s revenues in retailing were made at Spar stores, which was the second largest retail chain in Slovenia. DON DON also sold its products to the catering sector. In fact, the company supplied bakery goods to preschools, elementary schools, high schools, and some company cafeterias. Finally, DON DON also sold its product assortment in its own stores. A graphic representation of DON DON sales by customer segment is presented in Figure 4.

Figure 4: DON DON sales by customer segments (2001 data)
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Source: DON DON internal data.
Despite a well-developed distribution system, Mozetič was always looking for new marketing channels with the objective of being as close as possible to the target customers. For example, Mozetič saw the potential to sell fresh pastry to employees at work and therefore placed vending machines in cafeterias at some of Slovenia’s biggest firms.

Advertising and promotion
As a medium sized company, DON DON had limited financial resources to dedicate to advertising and promotion activities. In the past the company did not advertise its brand in the media, but took advantage of promotion instead. In fact, in the 1990s DON DON engaged in several aggressive promotion activities with retailers, including trials, price offs, contests, merchandising, and innovative packaging. However, because the company was growing in size, Mozetič decided to run an advertising campaign on TV. In spring 2005 the company launched an informative corporate ad Dobro je vedeti (“it’s good to know”). The DON DON advertising budget in 2005 was in the range of SIT 25–30 million, which amounted to approximately €104,000 to 125,000. The budget was determined by using the objective and task approach method. In fact, the company was very pragmatic in its advertising decisions and from year to year it evaluated the need to make additional investments in advertising. Advertising plans for 2006 were only broadly defined. In fact, the company did not systematically engage in marketing communication planning.

In the catering sector, communications activities were carried out by regional managers, who periodically visited customers on the B2B market, acquainted them with new products, and maintained business relationships.

Internationalization challenges
In 2003 DON DON entered the Croatian market, which offered great development potential. DON DON enjoyed a competitive advantage in this market compared to Western bakeries due to geographic and sociocultural proximity. In 2005 DON DON was still penetrating the market, mainly by developing new market channels and engaging in in-store promotion activities. In fact, DON DON’s strategic objective was to increase its market share and thus gain the economies of scale needed to undertake more comprehensive advertising and promotion activities.

“There are three groups of potential market segments for DON DON,” Mozetič continued his speech, “which differ significantly in terms of market development, country risk, customer perception of Slovenian companies, and so on. These are: (1) Italy, (2) Austria and Germany, and (3) the Visegrád group of countries.
 I suggest first researching these markets through secondary and then also though primary data.”

Bakery products and Eastern European markets

In 2004 the bakery product market in Eastern Europe was worth €11.77 billion. The sales leader was bread (€8.19 bn), which had a central role in the Eastern European diet (cf. Appendix 4). However, rising levels of disposable income (see economic figures by country in Appendix 3) in several markets encouraged consumers to try the growing variety of packaged bakery products offered by new national and multinational retail chains. A changing lifestyle also served to alter consumption patterns, particularly in the region’s most developed markets. In Poland, for example, packaged baked goods with their longer shelf life and storage convenience become increasingly attractive to busy consumers that lacked the time to shop regularly. Similarly, in the Czech Republic, packaged bread and cakes become attractive to a growing segment of health-conscious consumers due to their added value in terms of vitamins, minerals, and so on. A new trend in the region was also the growing popularity of novelty breads (especially ethnic bread).


The Eastern European bakery product market was highly fragmented with numerous local manufacturers and small-scale artisans (cf. Figure 5). However, the market was slowly consolidating as multinational producers were gaining scale. In fact, the market share of private-label baked goods was increasing, which was a clear consequence of the development of the region’s retail system. Although all the countries in the region were undergoing a transition towards a market economy, market dynamics differed enormously among countries. For example, whereas private labels did not reach Russia, their popularity began to take off in Poland (cf. Table 1 and Appendix 5).

Table 1: Volume retail sales of bakery products by country: % growth 1998–2003

	
	2003 

(000 tons)
	2002–2003 % growth
	1998–2003 CAGR

	1998–

2003 Total

	Russia
	9,388.3
	−1.5
	−0.9
	−4.3

	Poland
	3,356.5
	0.3
	1.3
	6.8

	Romania
	2,279.4
	−1.1
	−0.6
	−2.8

	Ukraine
	1,529.5
	3.7
	−3.7
	−17.4

	Bulgaria
	1,081.8
	−1.0
	−1.7
	−8.2

	Czech Republic
	816.3
	−0.9
	−0.4
	−1.8

	Hungary
	789.3
	−0.1
	–
	0.2

	Slovakia
	738.2
	0.3
	1.4
	7.2

	Other Eastern Europe
	3,676.1
	0.6
	−1.0
	−4.8

	Eastern Europe total
	23,655.3
	−0.4
	−0.7
	−3.4


Source: Market Research Europe, July 2004.

The entrance of multinational producers was also facilitated by the development of a system of new intermediaries (mainly local business partners), who were willing to engage in new business opportunities. Slovenian companies enjoyed a good reputation in the market.

Figure 5: Concentration curve in Eastern European grocery retail

[image: image14.wmf]. 

Kozina

. 

Kozina


Source: Euromonitor, 2002.
Bakery products and Western European markets


The Western Europe bakery product market in 2004 was estimated at €95.14 billion. The bulk of the market consisted of baked goods (bread, pastries, and cakes), a business worth €77.11 billion (cf. Appendix 4). The market for bakery products in Western Europe was mature and therefore characterized by intense price competition between manufacturers. In fact, leading grocery chains were increasing their private-label assortments of biscuits and cereals and offering large discounts on bakery products. Although per-capita consumption of bakery products in many countries was already high, modest growth was expected to come from demand for premium products such as fancy artisan cakes and so on. Despite the new trend, bulk sales were still expected in baked goods because bread and pastries continued to play an important role in the Western European diet.


The distribution of bakery products was mainly channelled through multiple grocers and other stores (mainly bakeries, pastry shops, and other specialist retailers) as evident from Figure 5. Indeed, supermarkets and other stores accounted for over 83% of the total value of sales in 2000. These data show the dominant role that smaller traditional outlets had in the distribution of baked goods in many major markets, including France, Germany, Spain, and Italy. In fact, these outlets accounted for 43.2% of the value of bakery product sales in 2000. In Italy, for example, sales of bread, cakes, and pastries mainly stemmed from the country’s network of approximately 30,000 bakeries and 20,000 confectioner’s shops. Grocery multiples accounted for over 35% of the value of sales in 2002, with higher concentration in areas where supermarkets were dominant in food distribution. Grocery multiples were increasingly producing artisan bread on-site, in addition to an expanding range of baked goods. Convenience stores faced increasing competition from multiple retailers and from service stations. In addition to long opening hours, service stations were placed at convenient locations such as travel nexuses, encouraging commuters and other travellers to make impulse purchases.
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Figure 6: Sales values of bakery products by retail format and by country in 2000

Source: Market Research Europe, May 2002.

Source: Euromonitor, 2002.

Italy was the second largest consumer of baked products in the region in terms of both volume and value (behind only Finland). Italians consumed a large quantity of baked goods, including many high-priced, premium artisan breads, and cakes. Puff pastry also had a long-standing tradition in Italy. Another characteristic of Italy was the fragmented retail infrastructure, consisting mainly of small, traditional food outlets, which also curbed the impact of price competition through grocery multiples, despite the gradual growth of the latter. The intermediaries system was quite complex and not very transparent. The image of Slovenian brands was relatively low and negative according to Mozetič because Italians viewed Slovenian companies mainly as subcontracting partners.


On the other hand, Austria and Germany had a less negative perception of Slovenian brands. In addition, the puff-pastry product category still had development potential. However, high entry barriers made market penetration difficult.


 “We have to take advantage of our strengths and build them into a competitive advantage. This new adventure is a challenge that requires great dedication. We will face many difficulties, especially due to different cultural contexts. However, if we do our homework correctly, we can make a lot of profit.” The strength of his arguments, as well as his personal conviction, inspired the top managers, who nodded their heads with a feeling of approval. Then the team of committed managers started discussing the action plan and individual responsibilities. After this they left the room and Mozetič remained alone with his thoughts. The firm’s internationalization was a big step. He was fully aware that there was no room for mistakes. Selecting the wrong country or an inappropriate entry strategy could be fatal to a small company such as DON DON. He was filled with a sense of both excitement and anxiety.

Appendix 1: DON DON historical financial figures
Table 1: DON DON historical balance sheets (SIT 000)

	BALANCE SHEET
	1999
	2000
	2001
	2002
	2003
	Avg. growth rate %

	Assets
	421,112
	557,830
	710,095
	850,032
	1,234,795
	31.87

	Fixed assets
	276,014
	353,850
	464,236
	544,091
	525,045
	6.35

	Intangible long-term assets
	5,095
	14,035
	30,211
	62,328
	57,179
	37.57

	Tangible long-term assets
	270,919
	307,245
	397,805
	445,111
	431,772
	4.18

	Property and plant
	209,315
	225,046
	242,897
	n.d.
	245,879
	0.61

	Equipment
	61,604
	82,199
	154,908
	n.d.
	185,893
	9.55

	Long-term investments
	0
	32,570
	36,220
	36,652
	36,094
	-0.17

	Current assets
	145,098
	203,980
	245,859
	305,858
	700,641
	68.81

	Inventories
	8,303
	8,422
	19,688
	23,862
	20,590
	2.27

	Operating receivables
	102,565
	162,025
	193,446
	236,284
	554,013
	69.23

	Long-term operating receivables
	0
	0
	0
	48,750
	403,785
	n.d.

	Short term operating receivables
	102,565
	162,025
	193,446
	187,534
	150,228
	−11.88

	Short-term investments
	4,090
	6,240
	6,240
	26,859
	88,062
	275.67

	Cash in banks, cheques and cash in hand
	30,081
	27,293
	26,424
	18,853
	37,976
	19.88

	Deferred costs and accrued revenues (expenses)
	59
	0
	61
	83
	9,109
	1,122.00

	Equity and liabilities
	421,112
	557,830
	710,095
	850,032
	1,234,795
	31.87

	Capital
	142,650
	174,742
	205,733
	304,386
	340,351
	28.62

	Paid in capital
	n.d.
	n.d.
	n.d.
	270,733
	270,733
	n.d.

	Reserves
	0
	0
	0
	0
	0
	n.d.

	Total liabilities
	278,057
	383,027
	504,301
	545,048
	894,377
	33.17

	Long-term liabilities
	39,785
	43,699
	193,533
	201,157
	505,605
	61.63

	Short-term liabilities
	238,272
	339,328
	310,768
	343,891
	388,772
	11.85

	Accrued costs (expenses) and deferred revenues
	405
	61
	61
	598
	67
	4.80


Source: www.gvin.com, August 2005

Note: Balance sheet was prepared according to SAS

Average growth rate was calculated for the period 2001–2003.

n.d. = no data.

Table 2: DON DON historical income statements (SIT 000)

	INCOME STATEMENT
	1999
	2000
	2001
	2002
	2003
	Avg. growth rate %

	Net sales revenue
	349,040
	499,470
	818,565
	1,130,174
	1,242,860
	23.22

	Cost of goods, materials, and services
	217,141
	328,112
	512,209
	785,378
	860,263
	29.60

	Cost of materials purchased and used
	117,398
	184,105
	347,061
	504,946
	556,950
	26.68

	Cost of services
	99,743
	144,007
	165,148
	280,432
	303,313
	35.52

	Labour cost
	78,003
	110,402
	161,097
	198,416
	231,909
	19.98

	Wages and salaries
	58,998
	79,235
	111,917
	140,674
	163,356
	20.81

	Depreciation and amortization
	38,059
	39,069
	65,267
	80,278
	105,039
	26.86

	Operating income
	349,104
	502,947
	820,453
	1,133,468
	1,246,751
	23.27

	Operating expenses
	333,796
	479,430
	777,908
	1,065,971
	1,198,901
	24.14

	Operating profit (EBIT)
	15,308
	23,517
	42,545
	67,497
	45,033
	2.88

	EBITDA
	53,367
	62,586
	107,812
	147,775
	150,072
	17.98

	Financial revenue
	12,232
	12,839
	6,803
	24,116
	15,034
	48.66

	Fin. rev. from investments
	0
	0
	152
	0
	0
	−100.00

	Interests from long-term receivables
	n.d.
	n.d.
	n.d.
	0
	0
	n.d.

	Interests from short-term receivables
	n.d.
	n.d.
	n.d.
	24,116
	15,034
	n.d.

	Financial expenses
	7,967
	16,959
	30,589
	59,383
	22,031
	−15.13

	Fair value adjustments
	n.d.
	n.d.
	n.d.
	4,234
	731
	n.d.

	Interest expense
	n.d.
	n.d.
	n.d.
	55,149
	21,300
	n.d.

	Profit from ordinary activities
	19,573
	19,397
	18,759
	32,230
	38,036
	42.39

	Extraordinary revenue
	n.d.
	n.d.
	n.d.
	1,539
	1,012
	n.d.

	Extraordinary expenses
	0
	0
	0
	548
	108
	n.d.

	Total revenues
	361,336
	515,786
	827,256
	1,159,123
	1,259,980
	23.41

	Total expenses
	341,763
	496,389
	808,497
	1,125,902
	1,221,040
	22.89

	Taxes
	0
	0
	0
	0
	3,035
	n.d.

	Net profit
	19,573
	19,397
	18,759
	33,221
	35,905
	38.35


Source: www.gvin.com, August 2005

Note: Income statement was prepared according to SAS.

Average growth rate was calculated for the period 2001–2003.

n.d. = no data.

Table 3: Benchmarking of DON DON with competition and industry in 2004 (in 1000 SIT)

	 
	DON DON
	Pekarna Grosuplje
	Pekarna Vrhnika
	Pekarna Pečjak
	Bread industry average

	Assets
	1,351,204
	3,638,498
	3,458,637
	4,605,435
	58,952,059

	Fixed assets
	501,984
	2,971,793
	2,858,759
	3,842,278
	43,992,811

	Tangible long-term assets
	453,379
	2,706,247
	1,376,967
	3,687,559
	29,784,754

	Current assets
	849,220
	666,378
	598,475
	758,080
	14,894,876

	Inventories
	37,346
	46,427
	135,352
	252,132
	2,255,067

	Operating receivables
	683,009
	516,137
	440,744
	452,186
	9,056,509

	Equity and liabilities
	1,351,204
	3,638,498
	3,458,637
	4,605,435
	58,952,059

	Capital
	388,767
	2,300,778
	1,948,405
	1,993,189
	34,503,767

	Total liabilities
	962,100
	1,336,677
	1,409,749
	2,612,246
	23,960,331

	Net sales revenue
	1,597,356
	4,854,332
	3,578,771
	3,135,879
	55,728,673

	Operating expenses
	1,507,312
	4,696,418
	3,518,241
	2,864,575
	56,509,653

	Operating profit (EBIT)
	92,267
	274,526
	93,062
	305,137
	473,509

	Profit from ordinary activities
	55,957
	235,072
	84,789
	−892
	−163,321

	Net profit
	48,908
	235,072
	84,605
	9,558
	575,749


Source: www.gvin.com, August 2005

Table 4: Benchmarking of DON DON with competition and industry in 2004

	 
	DON DON
	Pekarna Grosuplje
	Pekarna Vrhnika
	Pekarna Pečjak
	Bread industry average

	Liquidity 

	Current ratio 
	0.94
	0.53
	0.56
	0.54
	0.81

	Quick ratio
	0.86
	0.49
	0.43
	0.36
	0.68

	Debt management
	 
	 
	 
	 
	 

	Debt ratio
	71.20
	36.74
	40.76
	56.72
	40.64

	Capital ratio
	28.77
	63.23
	56.33
	43.28
	58.53

	Asset management

	Inventory turnover
	49.10
	92.50
	24.07
	11.66
	24.26

	Operating receivables turnover
	2.59
	10.10
	8.28
	7.50
	6.26

	Number of days inventories in stock
	7.43
	3.95
	15.16
	31.31
	15.04

	Days sales outstanding
	48.47
	36.14
	44.08
	48.70
	55.25

	Profitability

	Profit margin on sales
	3.01
	4.71
	2.22
	0.30
	0.98

	Return on total assets (ROA)
	3.78
	6.86
	2.53
	0.21
	1.00

	Return on common equity (ROE)
	13.42
	10.77
	4.61
	0.48
	1.69


Source: www.gvin.com, August 2005
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Appendix 2: Location of DON DON production-distribution centres (circular) and TVOJIH 5 MINUT fast food restaurants (rectangular)
Source: Adapted from http://www.infoplease.com/atlas/country/slovenia.html, August 2005

Appendix 3: Economic and demographic indicators by country in 2004.

	
	GDP in national currency (mn) 1
	Real GDP growth (%) 2
	Unemployment rate 3
	Exchange rate against euro 4
	Annual inflation rates (%) 5
	Population (in 000) 6

	Austria 
	EUR 235,108 
	2.0
	4.5
	1
	2.05
	8,118.12

	Belgium 
	EUR 283,117 
	2.7
	7.8
	1
	2.09
	10,408.54

	Denmark 
	DKK 1,450,387 
	2.3
	5.9
	7.44
	1.16
	5,412.78

	Finland 
	EUR 149,743
	3.7
	8.8
	1
	0.19
	5,217.81

	France 
	EUR 1,623,159 
	2.3
	9.7
	1
	2.13
	60,133.24

	Germany 
	EUR 2,177,000 
	1.7
	9.2
	1
	1.67
	82,671.82

	Greece 
	EUR 164,400 
	4.2
	8.9
	1
	2.9
	10,652.52

	Ireland 
	EUR 146,272 
	5.1
	4.5
	1
	2.19
	3,994.61

	Italy 
	EUR 1,351,794 
	1.2
	8.3
	1
	2.21
	58,291.50

	Netherlands 
	EUR 464,879 
	1.3
	4.6
	1
	1.24
	16,313.39

	Norway 
	NOK 1,685,550
	2.9
	4.4
	8.42
	0.47
	4,593.52

	Portugal 
	EUR 135,035 
	1.0
	6.8
	1
	2.36
	10,467.87

	Spain 
	EUR 798,672
	2.7
	10.8
	1
	3.03
	40,813.51

	Sweden 
	SEK 2,542,850
	3.5
	5.5
	9.15
	0.38
	8,986.72

	Switzerland 
	CHF 444,642
	1.7
	3.5
	1.54
	0.82
	7,327.06

	Turkey 
	TRY 430,511,000,000 
	8.0
	10.5
	1,751,188
	8.6
	72,314.00

	United Kingdom
	GBP 1,160,339
	3.1
	4.8
	0.67
	2.96
	59,707.12

	Bulgaria 
	BGN 38,008 
	5.7
	19.0
	1.95
	6.35
	7,728.32

	Czech Republic
	CZK 2,751,070 
	4.0
	7.4
	31.99
	2.83
	10,196.60

	Hungary
	HUF 20,216,200 
	4.0
	5.6
	254.13
	6.78
	10,079.73

	Poland
	PLN 883,656 
	5.3
	21.3
	4.6
	3.52
	38,569.09

	Romania 
	RON 2,387,910,000
	8.3
	7.8
	40,760.4
	11.88
	22,223.69

	Russia 
	RUB 16,778,800
	7.1
	13.1
	35.62
	10.89
	142,062.10

	Slovakia 
	SKK 1,325,490 
	5.5
	17.6
	40.22
	7.55
	5,368.29

	Ukraine 
	UAH 345,943 
	12.1
	10.1
	6.72
	9.04
	47,118.89


Source: Euromonitor

1 Euromonitor from International Monetary Fund, International Financial Statistics

2 Euromonitor from International Monetary Fund, International Financial Statistics and World Economic Outlook /UN national statistics

3 As % of economically active population: International Labour Organization/Euromonitor International

4 European Central Bank/ Euromonitor Research

5 Euromonitor from International Monetary Fund, International Financial Statistics and World Economic Outlook /UN national statistics

6 National estimates at mid-year: National statistical offices/UN/Euromonitor

Appendix 4: Sales value of bakery products by country in 2004

	 
	Bakery products
	Bread
	Pastries
	Cakes
	Biscuits
	Breakfast cereals

	Austria (EUR mn)
	1,620.91
	739.67
	53.65
	563.53
	192.55
	71.51

	Belgium (EUR mn)
	2,756.41
	1,345.9
	164.92
	591.63
	529.75
	124.21

	Denmark (DKK mn)
	8,812.83
	5,344.9
	488.58
	1,187
	1031.2
	761.19

	Finland (EUR mn)
	1,709.45
	548.74
	382.36
	503.41
	173.35
	101.59

	France (EUR mn)
	15,261.67
	4798.7
	3,992.3
	3,445.9
	2,338.3
	686.49

	Germany (EUR mn)
	15,491.61
	9,450.9
	1,399.4
	2,581.4
	1,414.8
	645.16

	Greece (EUR mn)
	2,251.63
	860.16
	898.54
	266.95
	170.43
	55.55

	Ireland (EUR mn)
	818.97
	455.36
	32.8
	87.5
	155.35
	87.96

	Italy (EUR mn)
	18,056.21
	6,932.4
	5,849.5
	3,094.9
	1,894.1
	285.38

	Netherlands (EUR mn)
	2,587.67
	1,003
	80.55
	590.43
	838.72
	74.95

	Norway (NOK mn)
	10,150.24
	5,795.7
	700.65
	1,594.6
	1,493.3
	566.04

	Portugal (EUR mn)
	957.94
	533.16
	43.45
	84.26
	182.15
	114.93

	Spain (EUR mn)
	5,693.95
	3,471.3
	781.82
	356.3
	831.79
	252.78

	Sweden (SEK mn)
	16,823.05
	9,796.7
	553.2
	2,610.6
	2,087.4
	1,775.15

	Switzerland (CHF mn)
	3,093.83
	1,752
	169.8
	333.91
	666.07
	172.07

	Turkey (USD mn)
	9,445.49
	8,152.1
	32.37
	575.16
	655.37
	30.45

	UK (GBP mn)
	7,635.75
	2,251.5
	652.32
	1,829.4
	1,596.2
	1,306.45

	Western Europe (USD mn)
	117,456.78
	55,480
	19,114
	20,601
	16,008
	6,253.1

	Bulgaria (BGN mn)
	946.46
	756.34
	92.62
	31.77
	51.4
	14.34

	Czech Republic (CZK mn)
	19,841.21
	10,686
	906.66
	884.31
	6,570.5
	793.49

	Hungary (HUF mn)
	181,611.88
	119,158
	6,243.1
	19,369
	23,079
	13,763.05

	Poland (PLN mn)
	9,982.85
	6,641.4
	109.45
	1,190.2
	1,630.4
	411.4

	Romania (RON bn)
	63,336.41
	48,570
	412.05
	8,361.3
	5729
	264.36

	Russia (USD mn)
	4,233.56
	2,888.5
	50.99
	326.29
	739.95
	227.89

	Slovakia (SKK mn)
	13,350.75
	10,723
	169.34
	656.51
	1,743.9
	58.16

	Ukraine (UAH mn)
	5,870.2
	3,845.2
	268.72
	452.48
	1,208.4
	95.44

	Eastern Europe (USD mn)
	14,530.84
	10,114
	345.12
	1,384
	2,200.2
	487.39


Source: Euromonitor

Appendix 5: Value retail sales of bakery products by country: % growth 1998-2003

	
	2003 (USD mn)
	2002-2003 % growth
	1998-2003 CAGR
	1998-2003 Total

	Russia
	3,754.1
	0.4
	3.5
	19.0

	Poland
	2,731.6
	0.9
	2.1
	11.0

	Romania
	1,172
	4.1
	3.3
	17.7

	Czech Republic
	799.7
	−0.5
	−0.7
	−3.4

	Ukraine
	611.4
	7.7
	2.2
	11.7

	Hungary
	572.1
	−0.7
	−0.6
	−3.1

	Slovakia
	524.4
	−0.4
	−3.3
	−15.4

	Bulgaria
	513.4
	−0.6
	−2.0
	-9.0

	Other Eastern Europe
	2,144.6
	–
	–
	–

	Eastern Europe total
	12,823.4
	–
	–
	–


Source: Euromonitor, July 2004.
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� The fixed SIT/EUR exchange rate with the adoption of the euro in 2007 was 239.64.


� Source: Manager, 1 October 2004


� Source: Uradni list: 007/2005.


� Source: Market Research Europe, February 1998 and May 2002


� Source: Euromonitor web page, http://www.euromonitor.com/article.asp?id=3239, 17 May 2004


� Source: Gospodarski vestnik, 21 June 2004


� Source: Pekarna Pečjak homepage, http://www.pekarna-pecjak.si/


� A burek is a characteristic Balkan pastry filled with feta cheese.


� Source: DON DON homepage of, http://www.dondon.si


� Source: Manager, 1 October 2004


� DON DON mainly supplied food to preschools, schools, and company cafeterias.


� The Visegrád group countries are Hungary, the Czech Republic, Slovakia, and Poland.


� Source: Market Research Europe, July 2004


� Source: Market Research Europe, July 2004


� CAGR = compound annual growth rate.


� Source: Market Research Europe, May 2002
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