
Case: Bay City Electronics19

Financial analysis of new products at Bay City Electronics had always been rather 
informal. Bill Roberts, who founded the firm in 1970, knew residential electronics 
because he had worked for almost seven years for another firm specializing in 
home security systems. But, he had never been trained in financial analysis. In 
fact, all he knew was what the bank had asked for every time he went to discuss 
his line of credit. Bay City had about 45 full-time employees (plus a seasonal fac­
tory workforce) and did in the neighborhood of $18 milli n in s le . His products 
aJJ related to home se urity and wer old b his ales manager, wh worked with 
a group of manufacturers' reps, who in tl.U'n call d n wholesalers, hardwar and 
department store chains, and other large retailers. He did some consumer adver­
tising, but not much. 

Bill was inventive, however, and had built the business primarily by coming 
up with new technique . His latest devic was a r mote-controll d lectroni 
closure for any door in the home. The closur was ff ted by a pedal ringing 
of the telephone: For example, if a user wanted to l ave a back do r open w1,til 
9:00 p.m. it was simple to call the house at 9:00 and wait for 10 rings, after which 
the electronic device would switch the door to a locked position. A similar call 
would reopen the door. 

The bank liked the idea but wanted Bill to do a better job of financial analysis, so 
the loan officer asked him to use the forms shown below in the Bay City Appendix 
as Figure 11.11, and Figure 11.12. After some effort, Bill was able to fill out the key 
data form, Figure 11.11, and his work is reproduced here. To date, Bay City had spent 
$85,000 in expense money for supplies and labor developing the closure and had 
invested $15,000 in a machine (asset). If the company decided to go ahead, it would 
have to invest $50,. 00 mor in a new facility, continue R&D to validate and improve 
the product, and-if thing went according to exp ctati ns-invest another $45,000 
in year 3 to expand production capability. 

He also had to fill out the fu,ancial worksheet, for this he used a friend of the 
family who had studied financial analysis in college. The friend had relied on a 
summary of how to do this, and this summary is attached. He also warned 
Bill that there were lots of judgment calls in that calculation, "so don't get into an 
argument with the people at the bank about details." 

While waiting for his appointment at the bank, he spent some time just think­
ing about his situation. Did the numbers look od? Where wer the hak parts 
that the banker might give him trouble on? Mo t of all, he wa curious about 
whether a friend of his at the Lazy Boy cl1air firm in Monroe had t d the sam 
thing, and would 3M requir th same type of form from his daughter who n · W 
work d for them? Frankl , he didn't f el he personally had learned much about 
hi ituation from th xe.rcis and was alread wo11d ring whether th re 
weren't better ways for him to go about reassuring the bank that their loan was 
a good proposition. 
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