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 Medellín Secret, the passionate coffee
This case was written by Wim Kwakernaat and Chris Buijsman, Faculty of Marketing Studies, Inholland University, The Netherlands as a part of Leonardo da Vinci project “Moving towards the case method” 
It is intended to be used as the basis for class discussion rather than to illustrate either effective or ineffective handling of a management situation.
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1. In short: the organization and its background
Medellín Secret BV is a Dutch company founded in December 2004. A Dutchman called Arnold Noorduijn and his Colombian brother-in-law had been discussing the enormous problems the Colombian coffee growers were facing, for a long time. For years coffee prices in the world market had been decreasing mainly because of the bursting in 1989 of the international ‘coffee pact’ (a system of quota and price-control). As Arnold said: “at the moment the Colombian coffee growers earn more from the banana plants that they grow for borders than they earn from selling coffee beans!!”  
This while in Holland the interest in coffee-specials (e.g. Starbucks) and the willingness to pay a good prize for this coffee and all kinds of coffee-related products, only seemed to increase.

According to the Colombian president Alvaro Uribe, better prices and the increase of the drinking of Colombian coffee throughout the world would help to prevent illegal crops (like coca or hemp) from being grown thus leading to a decrease of terrorism in this beautiful country. Other circumstances that affect the coffee growers situation as well as the whole of Columbia, are the constant threat of violence and kidnapping with FARC guerrillas and paramilitaries, groups that are financed through the revenues of drugs.  

Arnold, having a full time job as a manager for a dairy company in The Netherlands, together with the owner of a beautiful coffee plantation in the Medellin hill area (finca “La Luisa-Sierra Antioquia”) and the marketing advisors of the Dutch company “Business Openers” (www.businessopeners.nl; also information in English available) decided to start Medellín Secret BV. Purpose is to sell Colombian high quality coffee directly to The Netherlands with the use of smart and creative marketing instruments, with passion for the product and without enormous marketing budgets…  
A commercial operation but also partly driven by idealism: profits will benefit not only the Dutch shareholders and investors in the company but also the seven families that work at the “finca”.

1.1. The finca, its people and its passion….
For years the coffee produced at Finca La Luisa-Sierra has been of the highest quality, even before anyone thought of having it rated. This coffee, used only for local consumption until the end of 2004, has flourished in the shadows of a secluded plantation, dotting the steep volcanic slopes near the village of Los Farallones in Antioquia. 

While the real coffee experts agree unanimously on the fact that the finest Colombian coffee is deemed to come from the Medellín region, this is the perfect area and place for the Arabica bean to grow. 
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 the finca area
After the 5-6 years that it takes for a coffee plant or tree to mature, it takes another 6 months to harvest while the beans are hand-picked. The major difference between a lot of fincas in the area and La Luisa Sierra is the fact that the harvested “secret” beans are not mixed by co-operation Café de Colombia. This means that Medellin Secret is a “single-malt arabica coffee” which is very rare and special.
Coffee is a very difficult crop to harvest and one coffee tree only produces one pound of coffee per year. This makes the harvest process very precious and therefore the work involved requires a lot of “love and passion” from the workers, who consist of “regular workers” (seven employees who live with their family on the finca) and “seasonal workers”, around 100 extra workers who hand-pick the red coffee cherries during the harvest seasons in March and October. 

These “paisas” – the nickname given to people in Antioquia – are tremendously motivated. They are strong, earnest and joyful people who are fond of the small yet infinite number of things life has to offer. One of the nicest things in life for the paisas is sipping a tasty “tintico”, which is how paisas call the string of tiny cups of home-grown coffee they drink during the day. 
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 impression of the harvesting by a ‘paisa’ 
Its Colombian origin, the plantation's altitude (1700 - 1900 m.), the particular stock of Arabica coffee, the passion driving La Luisa-Sierra's workforce and the strict hand selection (1 out of 10 kilos of coffee cherries are graded suitable!) explain the superb quality of the coffee. The taste of Medellín Secret is associated with chocolate and caramel with a round, aromatic and strong character. 
For its achievements and permanent quality, the finca received a top-rating by the National Federation of Coffee Growers of Colombia. 

Finca La Luisa-Sierra Antioquia, that is partly owned by Arnold Noorduyn and and his family member Diego Gonzalez (the latter is also operational manager of the finca), is able to produce at least 100 tons of Arabica high quality coffee on a yearly basis.

2. Logistics,  processing and packaging  
Before the beans are shipped to Holland , they undergo a final selection process by colour, size, shape and consistency. The importation of the coffee from the finca and the selection process go through the ‘Federacion Nacional de Cafeteros’ in Colombia. The best of the crop will be packed by a company owned by the Federacion and leaves La Luisa-Sierra to be shipped to the Rotterdam port. In Rotterdam the administrative handling of importation is taken care of by a Dutch third party. From there the coffee is transported to a specialized coffee-roasting outlet in the city of Zwolle named Algra (www.moccador.com). Here, Medellín Secret is roasted to espresso quality in a miniature oven. 
Roasting is a crucial process in a coffee's ‘personality’, because its full flavour can only be drawn out via roasting. Beans are spun around in a closed drum under blazing heat and when their aroma wafts out, roasting stops. Medellín Secret is then poured gently into a cooling sieve. As its temperature turns modestly perfect, Medellín Secret is packed in 1 kilo bags in the form of beans or grinded coffee.
Because it is essential that Medellín Secret's aroma is released straight into a cup of coffee, the product is packed in foil fitted with an air valve and a puff of carbonic acid is blasted into each pack. It is preferred not to vacuum pack the coffee, since it releases gases after roasting. The carbonate and the air valves prevent these gases from affecting the coffee, leaving it intact. This method guarantees that Medellín Secret's taste and scent will not escape before drinking.
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 1 kilo bag and tin for preserving the coffee and its taste
3. Medellín Secret BV: structure, intended strategy and businessplan
Structure
Medellín Secret BV is a Dutch ‘limited’ with its ownership divided in shares (BV is the abbreviation for ‘besloten vennootschap’ which is the equivalent for the English ltd.). The company is originally owned by Arnold Noorduyn and Business Openers, the company that helps ‘building the brand’ in The Netherlands. Next to these named owners a network of “Friends of Medellín Secret” (FOMS) is being created through issueing shares of € 1,000.- each.  
Intended strategy

Below one can find some textparts copied from the initial Medellín Secret business plan that was written at the end of 2004. These quotations explain more about the intended strategy, the “feeling” related to the brand and the goals for the first year of existence.
The Business Dream:

· A new branded coffee for all real coffee lovers. Medellin Secret is the first brand in the market appearing as single finca, single Arabica beans.

· Medellin Secret appears in the middle of the night and creates silently roots in the market. The brand occupies the top 10 of most inspirational brands, different prizes are won.

· It is the talk of the coffee drinking connoisseurs! Medellin Secret, the brand for those wanting intensively to enjoy their coffee-moment : with superior taste, feelings and expressions.

The Brand Values:

· Raw,Top Quality, Commitment, Intriguing, Honest

Business Objective: 

· To establish a premium coffee brand with real lovers as proud customers.

Strategies:

· Smart and small organization primarily financed by ‘Friends of Medellin Secret’

· Creation of a superior product and a story telling brand based on the brand values and the Colombian origin

· Word of mouth campaign via the Friends and supported by selected PR

· Selling via internet and network of specialized facilities
Goals (for the first year):

· Turnover of € 350,000.—

· Minimum of 4000 customers

· Net break even result or minimal loss

· Investors for about € 100.000,--  
More specifically, Medellín Secret tends to focus on those people who feel a need not just for any coffee, but choose to turn drinking coffee into an “experience of beauty”: “experiencing its in Colombia hand-picked single Arabica beans roasted in Holland in the shortest span possible and with the minimum amount of people involved……….”. 
A lot of brainstorming and four product taste tests conducted by experts (showing and proving the enormous potention of Medellín Secret as a winner among other top-rated brands) led to the following “client profile” (in three words “lovers of life”):

· Cosmopolitans

· Consumers, generally belonging to social class A/B

· Appreciators of quality 

· People who “like to show what they have” 

· Active “life participators” 

· Espresso Machine owners
Based on the above mentioned components, initial and planned promotional activities and characteristics of the Dutch consumer (without conducting extensive market research), the business plan for 2005 contained the following prognoses.  
	B2C prognoses (1 kg bag orders)
	Q1
	Q2
	Q3
	Q4
	Total 2005

	Demand based on website and

free tin promotion

Friends of MS (100) ordering

FOMS spin offs (3 clients per friend)

Effects PR (free publ., WOM, ..)
Total selling B2C 1 kg (@ € 20.-)
	1250

    50

  150

  750

2200
	2000

    50

  150

1000

3200
	2600

     -

  150

1500

4250
	3100

     -

  150
2500

5750 
	 8950

   100

   600

 5750

15400


table 1
	B2B prognoses (1 kg bag orders)
	Q1
	Q2
	Q3
	Q4
	Total 2005

	Hotels/restaurants

Specialty shops

Total selling B2B 1 kg (@ € 10.-)

	     -

  175

  175

	 100

 250

350

	200

300

500

	400

500

900

	    700

  1225
  1925


table 2
The demand and the costs of sales of these components are presented in the table below :

	Gross margins,
prognoses for 2005
	Qrt1
	Qrt 2
	Qrt 3
	Qrt 4
	Total 2005

	
	 
	 
	 
	 
	 

	Total Net Sales B2C
	€ 44.000,00
	€ 64.000,00
	€ 85.000,00
	€ 115.000,00
	€ 308.000,00

	 
	
	
	
	
	 

	Costs sales 50% Beans (*)
	€ 7.668,24 
	€ 11.153,80 
	€ 14.813,64 
	€ 20.041,99 
	€ 53.677,67

	Costs sales 50 % Grinded (**) 
	€ 7.635,24 
	€ 11.105,80 
	€ 14.749,89 
	€ 19.955,74 
	€ 53.446,67


	 
	
	
	
	
	 

	Gross Margin B2C
	€ 28.696,52 
	€ 41.740,40 
	€ 55.436,46 
	€ 75.002,27 
	€ 200.875,66 

	 
	
	
	
	
	 

	Net Sales B2B
	€ 1.750,00 
	€ 3.500,00 
	€ 5.000,00 
	€ 9.000,00 
	€ 19.250,00

	 
	
	
	
	
	 

	Costs of Sales B2B 
	€ 1.214,70 
	€ 2.429,39 
	€ 3.470,56 
	€ 6.247,01 
	€ 13.361,67

	 
	
	
	
	
	 

	Gross Margin B2B
	€ 535,30
	€ 1.070,61
	€ 1.529,44
	€ 2.752,99
	€ 5.888,33

	
	
	
	
	
	

	Grand Total Net Sales
	€ 45.750,00
	€ 67.500,00
	€ 90.000,00
	€ 124.000,00
	€ 327.250,00

	
	
	
	
	
	

	Total Gross Margin
	€ 29.231,83
	€ 42.811,00
	€ 56.965,90
	€ 77.755,26
	€ 206.763,99

	
	
	
	
	
	


table 3
*) cost of sales for beans can be calculated based on the information listed below

	Costs of Items
	   Net Value 
	    VAT
	Total Value

	 
	 
	 
	 

	Coffee 1 Kg Beans
	
	
	 

	Cost cif Rotterdam 
	           € 2,52
	          € 0,00
	         € 2,52

	Port to Algra Zwolle
	€ 0,29 
	€ 0,06 
	€ 0,35 

	Roasting loss 15%
	€ 0,42 
	€ 0,00 
	€ 0,42 

	Stickers
	€ 0,14 
	€ 0,03 
	€ 0,17 

	Bag
	€ 0,30 
	€ 0,06 
	€ 0,36 

	Box
	€ 0,25 
	€ 0,05 
	€ 0,30 

	Roasting/ Filling
	€ 1,25 
	€ 0,24 
	€ 1,49 

	Handling Orders plus
	€ 1,10 
	€ 0,21 
	€ 1,31 

	InterPay Costs 3,5%
	€ 0,70 
	€ 0,13 
	€ 0,83 

	TPG home delivery (paid
	€ 0,00 
	€ 0,00 
	€ 0,00 

	by customer)
	
	
	 

	Total Costs 1 Kg 
	€ 6,97 
	€ 0,78 
	€ 7,75 

	
	 
	 
	 


table 4
**) for 1 kg grinded, net value is € 6,94 and VAT is € 1.32
The Profit And Loss Total – prognoses 2005
The Costs items directly related to the business are the costs of preparing the product from the green beans into the final one kilo package by Algra. These costs are incorporated in the direct costs of sales as explained in tables 3 and 4.

From the first of January 2005 – the start of the operation – Medellin Secret has an operational director. The director will be housed in the Business Openers Office in Hilversum.

	Profit and Loss Accounts
	Qrt1
	Qrt 2
	Qrt 3
	Qrt 4
	Total 2005

	
	
	
	
	
	

	Grand Total Net Sales
	€ 45.750,00
	€ 67.500,00
	€ 90.000,00
	€ 124.000,00
	€ 327.250,00

	
	
	
	
	
	

	Total Gross Margin
	€ 29.231,83
	€ 42.811,00
	€ 56.965,90
	€ 77.755,26
	€ 206.763,99

	
	
	
	
	
	

	 
	
	
	
	
	 

	Kg Tins First Orders
	€ 4.060,00 
	€ 4.060,00 
	€ 3.920,00 
	€ 3.920,00 
	€ 15.960,00 

	2.5 Expo per Qrt
	€ 1.000,00 
	€ 1.000,00 
	€ 1.000,00 
	€ 1.000,00 
	€ 4.000,00 

	Website Hosting Etc.
	€ 100,00 
	€ 100,00 
	€ 100,00 
	€ 100,00 
	€ 400,00 

	Textwriter website
	€ 1.500,00 
	€ 1.500,00 
	€ 1.500,00 
	€ 1.500,00 
	€ 6.000,00 

	Ping Pong / Two Vision
	€ 625,00 
	€ 625,00 
	€ 625,00 
	€ 625,00 
	€ 2.500,00 

	2 Sharehold Events
	€ 1.125,00 
	€ 1.125,00 
	€ 1.125,00 
	€ 1.125,00 
	€ 4.500,00 

	PR Quote/Mens/Etc
	€ 10.000,00 
	€ 10.000,00 
	€ 10.000,00 
	€ 10.000,00 
	€ 40.000,00 

	Caviar tins
	€ 8.621,23 
	€ 8.621,23 
	€ 8.621,23 
	€ 8.621,23 
	€ 34.484,90 

	 
	
	
	
	
	 

	Tot Promo Design Exp
	€ 27.031,23 
	€ 27.031,23 
	€ 26.891,23 
	€ 26.891,23 
	€ 107.844,90 

	 
	
	
	
	
	 

	Oper. Costs Algra
	€ 2.250,00
	€ 2.250,00
	€ 2.250,00
	€ 2.250,00
	€ 9.000,00 

	Management Costs
	€ 23.400,00
	€ 23.400,00
	€ 23.400,00
	€ 23.400,00
	€ 93.600,00 

	Start Up costs
	€ 18.804,45 
	€ 0,00 
	€ 0,00 
	€ 0,00 
	€ 18.804,45 

	 
	
	
	
	
	 

	Gross Profit
	(€ 42.789,15)
	(€ 10.940,83)
	€ 2.895,24 
	€ 22.461,05 
	(€ 28.373,70)

	 
	 
	 
	 
	 
	 


table 5
The estimated loss for 2005 is nearly 30.000 Euro. The loss however will disappear in the second half-year….
Cash Flow: prognoses 2005
	Cash Flow Exc VAT
	Qrt1
	Qrt 2
	Qrt 3
	Qrt 4
	Total 2005

	 
	
	
	
	 
	 

	Cash At Beginning
	€ 5.000,00
	€ 26.158,00
	€ 22.848,50
	€ 5.509,00
	€ 5.000,00

	 
	
	
	
	 
	 

	Net Sales
	€ 45.750,00
	€ 67.500,00
	€ 90.000,00
	€ 124.000,00
	€ 327.250,00

	Coffee Purchasing
	€ 28.096,75
	€ 0,00
	€ 0,00
	€ 28.096,75
	€ 56.193,50

	Roasting/Packing/Handling
	€ 8.811,25
	€ 13.170,50
	€ 17.622,50
	€ 24.671,50
	€ 64.275,75

	Big Tins
	€ 0,00
	€ 7.000,00
	€ 0,00
	€ 7.000,00
	€ 14.000,00

	Small Tins
	€ 0,00
	€ 4.020,00
	€ 4.020,00
	€ 2.680,00
	€ 10.720,00

	Advertisement & Promo
	€ 14.350,00
	€ 14.350,00
	€ 14.350,00
	€ 14.350,00
	€ 57.400,00

	Algra Management
	€ 2.250,00
	€ 2.250,00
	€ 2.250,00
	€ 2.250,00
	€ 9.000,00

	Management Costs 
	€ 23.400,00
	€ 23.400,00
	€ 23.400,00
	€ 23.400,00
	€ 93.600,00

	 
	
	
	
	 
	 

	Cash At End
	€ 26.158,00
	€ 22.848,50
	€ 5.509,00
	€ 27.060,75
	€ 27.060,75


table 6
According to the Cash Flow analysis the maximum financial needs for the business operation are 30.000 Euro plus the payback of the loans of the two shareholders. 

4. Medellín Secret BV: real life experiences so far, an overview 
What has been achieved of the businessplan that was written in December 2004? And what appeared to be completely different in “real life”? Which marketing actions proved tot be successful? And which definitely didn’t?
Below a list of taken actions, achievements, characteristics and other facts regarding the first 11 months of 2005:

Marketing & promotion:
· A “Marketing Council”, consisting of 10 enthusiastic Dutch marketers of several multinational companies such as Heineken, Philips, Coca Cola and Ahold, meet once every three weeks to have brainstorm sessions thus advising the young brand on marketing strategy and actions. These marketers, who also bought a share in the company for € 1000,--, come from the network of Business Openers 

· Up and running website with beautifully designed “secret” look & feel for gathering information and ordering: www.medellinsecret.com 
· Free publicity (1): articles in several Dutch magazines such as Playboy magazine and the marketing & communication magazine “Adformatie”. In the June 2005 edition of the well read magazine “Nieuwe Revu”, Medellin Secret was rated the highest among competitors as Illy by a famous (and crazy!) Dutchman and excellent cook Pierre Wind, as the article 
- completely written in Dutch but the grades say more than words can do - below shows (“bakkies” is the Dutch popular equivalent for “cups of coffee”…)…
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 Medellín Secret rated 9….
· Free publicity (2): participating in contest “The Coolest Pitch” organised by Dutch advertising company
· Participating in all kinds of lifestyle based fairs (e.g. a “country fair” for the happy few and events (e.g. an event for readers of “Elle” magazine in cooporation with the dutch design center) to enable the “lovers of life” to taste the secret…
· co-promotion with Krups (www.krups.com): free Medellín Secret–package when buying a new (just introduced) coffee machine 
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· practicing “neighbourhood marketing” in the areas of the outlets where Medellín Secret is sold, especially in Laren (see distribution) where a local marketing event combined with advertising at local tennis- and hockeypitches proved to be succesful..
....… thus resulting in 177 “Google-hits” for “Medellín Secret” by the beginning of December 2005….
Distribution:
· website www.medellinsecret.com: ordering of 1 kg bags of beans or grinded coffee
· delivery through TPG; payment currently via credit card

· currently 6 (small) specialty stores in North and South Holland in the western part of the Netherlands:

· Espresso Sicilia in The Hague (Medellín Secret not yet to be found on the website);
· Kitchen Café Laren

· Noroc Espresso Service

· Wijs & Zonen (Medellín Secret not yet to be found on the website);
· ’t Zonnetje (Medellín Secret not yet to be found on the website);
Sales achievements:
· …at least 12000 kg is needed to get break even……

· Laren more and more successful: recently 100 kgs in one month (see note on “neighbourhood marketing” at page 13) 
· other (newly acquired) specialty stores seem not yet that committed and therefore sales contributions are still negligable 

· Website-ordering and traffic far beyond expectations. In tables 7 (where number of “visits” and “pages” seems to be the most important information) and 8 below one can find the traffic data and sales figures through the internet channel: 
	Summary by Month

	
	
	
	
	
	
	
	
	
	
	

	Month
	Daily Avg
	Monthly Totals

	
	Hits
	Files
	Pages
	Visits
	Sites
	KBytes
	Visits
	Pages
	Files
	Hits

	
	
	
	
	
	
	
	
	
	
	

	Dec 2005
	4433
	3595
	492
	59
	471
	219253
	828
	6895
	50339
	62063

	Nov 2005
	2554
	1414
	365
	54
	816
	313889
	1623
	10951
	42440
	76639

	Oct 2005
	3455
	1962
	421
	58
	806
	397191
	1823
	13072
	60845
	107127

	Sep 2005
	2498
	1144
	358
	62
	1010
	316473
	1864
	10740
	34343
	74947

	Aug 2005
	2888
	1476
	453
	74
	1228
	453055
	2320
	14072
	45775
	89558

	Jul 2005
	1238
	576
	195
	40
	543
	232860
	1248
	6068
	17868
	38382

	Jun 2005
	1444
	757
	261
	36
	505
	243925
	1104
	7849
	22735
	43332

	May 2005
	1110
	703
	205
	36
	567
	165072
	1132
	6361
	21811
	34423

	Apr 2005
	1591
	947
	331
	39
	568
	230397
	1170
	9956
	28414
	47754

	Mar 2005
	1499
	856
	282
	32
	471
	210821
	998
	8759
	26565
	46473

	Feb 2005
	2695
	878
	291
	29
	382
	170204
	835
	8157
	24591
	75477

	Jan 2005
	2429
	1035
	378
	22
	335
	244117
	699
	11743
	32094
	75305

	
	
	
	
	
	
	
	
	
	
	

	Totals
	3197257
	15644
	114623
	407820
	771480


table 7
	
	Jan 
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug
	Sep
	Okt
	Nov
	TOTAL jan-nov

	Websales (kgs)
	25
	11
	14
	16
	15
	14
	35
	36
	28
	32
	38
	264

	Number of orders
	18
	10
	15
	13
	11
	12
	19
	24
	17
	18
	21
	178 


table 8 
5. Resume and “how to further spread the secret around”…. 
Buzz marketing with low budgets is a slow process and the experimenting is continuing…. The loading of the brand appears to be increasingly successful given the list of free publicity, the mentioned 177 “Google-hits” and while competitors are getting a little nervous: a marketer of a major competitor has decided to work for Medellín Secret from 1st January 2006. 
At the same time the first year of existence has proved that the “lovers of live-client profile” is not easy to catch following one “best” marketing strategy. The combining of free publicity in all kinds of magazines (Playboy!), the fairs for the better-situated people, the distribution through very small specialty shops (while at present only “Laren” seems to be successful…) and the more “massive” client approach through the “Krups-joint promotion”, does not immediately show a very consistent idea about “how to market this product”. It seems more like a strategy of “learning by doing”.  On the other hand, one could say the described marketing “strategy” fits the secret and mysterious brand-image and if 10-12 specialty stores alike Laren are acquired selling 100 kgs monthly (see “sales achievements”), break even sales will be realised…
It is clear, however, that the prognoses for sales and income in the initial business plan (tables 2 – 5) by far exceed the actually realised figures. A place “among the 10 most inspirational brands” (see chapter 3) is indeed still a beautiful “business dream”. Especially the internet channel still offers an enormous challenge. The “buzzing” of the brand apparently has not attracted many customers yet to “visit the secret digitally” and moreover, the conversion rate (buyers to visitors rate) is reason for serious worry (tables 7 and 8). The entrepreneurs already decided to launch a Dutch version (up and running by the end of 2005) next to the existing English website and the credit card payment obligation will be replaced by the new (and safer) payment system I-deal (developed by the Dutch banking industry). 
Nevertheless, additional creative thinking and advise on all aspects of “how to make the Medellín webshop successful”, also in respect to the global character of the dotcom-channel and the (future) international ambitions of the Medellín entrepreneurs, is desperately needed………… 
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