Calyx & Corolla

Introduction

· In 1990, Calyx & Corolla (C&C) executed 150,000 transactions yielding revenues of $10 million

· Strategic decision facing the company: 

· Was C&C a mail order operation or should it compete against retail florists, such as Florist Telegraph Delivery?

Management Team

· Ruth Owades, founder and CEO, had previously founded Gardener’s Eden (GE)

· GE sold gardening equipment through direct mail

· GE was sold to William Sonoma in 1982; Owades remain with WS for 4 years following the sale

· At C&C, Owades focused on selection and pricing of flowers and other merchandise

· Fran Wilson, VP operations, worked with Owades at William Sonoma

· Responsible for customer service and orders, day-to-day communications with the growers, systems management and accounting

· Ann Hayes Lee, VP Marketing, veteran in catalog business; spent 20 years with Roger Horchow Co.

· Merchandise development, catalog creation and production

Fresh Flower Indusrty

· Total U.S. sales of $9 billion in 1990, grew at 7.7% from 1985-1990

· Majority of flowers grown in U.S., but 50% of carnations, 33% of rose and a variety of other flowers were imported from over 50 countries

· Highly fragmented industry with small family-owned cos. dominant among growers, distributors, wholesalers and retails

· Typical distribution channel: growers ( regional distributor ( wholesalers ( retailer

· Retail market (1987):  25,000 florist nationwide account for 59% of sales, supermarkets 18%, and nurseries and other accounted for the remaining 23%

· Distributors marked flowers up 50% to wholesalers, who in turn marked them up 100% of their cost, and retailers marked them up 150-200% of their cost.

· The final customer would pay $40 for a flower that the grower sold for $5

· In U.S., flowers were primarily purchased for events (wedding, funerals, b-days), but some regularly kept fresh flowers at home and office

· Americans spent $36/capita annually on flowers vs. $60 in Europe

· Perishability is a huge issue – roses last 1-2 weeks after being picked; other types last 2-3 weeks

· The value of a flower diminishes each day it remains unsold

· Perishability means that efficient distribution is key; however, fragmentation resulted in inefficient distribution; may take 7-10 days for flowers to reach retailer

· Some flowers taken away by purchaser; most delivered by retailer

Flower Telegraph Delivery (FTD)

· FTD was a member-owned worldwide cooperative of 25,000 florist

· Member florist took orders from local customers for delivery my member florists in other locations (no guarantee it would be the freshest in inventory)

· FTD made deliveries for florists outside their delivery radius

· FTD appealed to households with incomes above $35,000

· Customers paid an extra transmission fee of $3.50 and delivery fee of $6.50

· FTD processed 21 million orders in 1990 (more than 500K/day during holidays)

· Of the total charge, the florist that originated the order received 20%, the florist that delivered received 73% and FTD 7%

· During the holidays, incoming orders accounted for 21.7% of FTD florists revenues and outgoing orders accounted for 18.7%

· During non-holiday periods, the above numbers averaged 17.9% and 15.1%

· Total value of FTD orders filled was over $700 million in 1989

· In 1989, FTD had revenues of $49MM and spent $24 million on advertising

· FTD ads focused on TV 73%, newspaper 14% and radio 8%

1-800-Flowers

· One of the largest FTD members, started in 1984

· Orders taken over the phone and transmitted to other FTD florists for fulfillment

· Minimum orders of $35 and increased in $5 increments

· Charged customers $2.96 for a relay fee and $5.99 for a delivery fee

· 800-Flowers received 25% of the revenue generated by an order

· Revenue of $16 million in 1990 with ad expenses of $5 million

Supermarkets

· Moving price point up from $10 toward the average florist order of $32

· 65% of the 17,460 chain stores sold flowers, 35% of the 13,290 independents

· Floral departments in supermarkets had average annual sales of $105,000

· Florists believed that supermarkets lacked the expertise to be a serious threat

· Large chains purchased directly for growers, distributors and importers

Calyx & Corolla

· Purchased directly from growers and delivered directly to customers via FedEx

· Delivered roses in 1-2 days after flowers were cut, anthuriums 3-4 days

· FTD delivered roses 1-2 weeks after cutting, anthuriums 2-3 weeks

Operations

· Headquarters in downtown San Fran housed all management, sales and customer service staff

· 5 full time sales staff during normal demand times rose to 60 before Mother’s Day

· Sales salaries were comparable to equivalent positions in the Bay area supplemented by various contests and incentive programs

· Company supplied by a network of 30 growers located in CA, FL and HI

· Most had sales under $1MM, but several had sales over $5MM

· 8 largest growers supplied 80% of C&C’s flowers

· Sales to C&C represented no more than 25% of any growers’ revenue

· Contract prohibited these growers from selling to another mail order firm

· C&C provided growers with shipping boxes, labels, vase, etc.

· C&C account managers stationed at the grower supervised order processing, selection of the flowers, handwriting the messages and preparation of the FedEx packages

· C&C paid growers wholesale prices plus a surcharge for additional labor

· C&C achieved gross margins around 76%

· Expenses included:

· Sales and marketing costs – primarily catalog prod. & mailing ($.32/cat)

· Mailing list rental - $0.08/name

· Freight out – ($9.00/order)

· Order Processing and fulfillment - $5/order

Relationship with FedEx

· Partnering with FedEx was important because customer perceived FedEx to be the most reliable

· C&C used FedEx exclusively for perishable goods; sometimes used UPS for vases and dried flowers

· By 1991, Owades had negotiated a price that varied little by weight

· FedEx placed computer terminals at C&C offices and the growers to allow for on-line tracking of shipments – higher customer service

· Drivers became aware of C&C packages and wouldn’t leave them on doorsteps in freezing weather – dead flowers don’t get you Valentine’s Day lovin’

C&C Product Line

· Product line included fresh and dried flowers, a selection of plants, vases and floral accessories

· Prices including delivery charge ranged from $23 (single protea) to $60-70 several dozen flowers; vases and accessories started at $12

· Continuity programs – ex. “Year of Orchids” selection of orchids delivered the first week of every month ($450)

· Most single items ranged from $30-60

· C&C had substantial everyday business, but holidays were highly pronounced (see Exhibit 7)

Customers and Communication

· 70% of C&C’s revenues were derived directly from the catalog; 20% from corporate clients and promotional “tie-ins”; 10% from telemarketing to previous flower recipients or senders

· 6 catalogs produced each year and mailed out under 8 or 9 covers

· In 1991, 100,000 prior customers received one cat/month providing 60,000 orders

· 500,000 recipients of C&C flowers and others who called in received 6 cat/year

· Remaining 7,855,000 catalogs mailed in 1991 were to rented mailing list names

· Prior customer mailings yielded 5-10%; recipients and rented mailing list 1-2%

· Active buyers defined as those who purchased at least twice/year

· 85% of active buyer were women between the ages of 30-55 

· Most worked and had disposable income

· Largest potential market – those who patronized florists and were unaccustomed to mail order

· Corporate clients used flowers for reception areas, worker incentives and customer gifts

· Proposed promotions had to meet 6 requirements: 

· coincide with available resources 

· fit with the C&C image

· open doors to new business opportunities 

· be profitable

· not aggravate seasonal peaks

· permit C&C to do a good job

· Bloomingdale’s used C&C to promote vases (priced $150-1000) for Mother’s day

· Purchaser designated a recipient of five orchids free of charge

· These orchids (normally priced at $34) were discounted to Bloomingdale’s

· This tie-in program was very successful and C&C looked for similar opportunities

· SmithKline Beecham Mother’s Day promotion for Contac decongestant

· Flowers sent to SB retailers to spruce up stores and promote Contac

· $10 coupons for C&C flowers were given to employees

· 3 coupon placed in 50 million newspapers offer $5 off any C&C w/o a Contac purchase and two coupons offering $10 off different C&C orders with proof of Contac purchase

· After the Contac promotion, SB sent bouquets to all participating retailers

· This program was very profitable and the only sales target from the coupon stage missed plan

· Two other tie-in programs were under consideration 

· Including a selection of C&C flowers in another major mail order catalog

· Offering discounts to doctors who were members of Volunteer Hospitals of America

· C&C had not yet committed to either program

· C&C also found new customers through positive press articles (Time, WSJ)

C&S Ultimate Positioning

· C&C wanted to capture more gift business from traditional florist and possibly increase flower sales to people who did not active use mail order

· C&C considered a test ad campaign in the Minneapolis/St.Paul market

· Planned to double the FTD ad budget ($0.21/household) in the first year, 1.5 times the FTD budget in the 2nd year and remain at parity thereafter

· C&C did not want the customer acquisition cost to exceed the the cost of existing ad channels

· TV ads would emphasize the freshness and longevity of C&C flowers

· Newspaper ads would consist of “mini-catalogs” ($0.09/copy printing costs) in Sunday editions
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Recipients and call-ins (500,000 * 6 times/year)
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Names from rented mailing lists

7,855,000

          

 

Total satalogs sent
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Customer Acquisition Analysis (Mailing Lists):

Mailing list rental ($/name) (1)

0.08

$                 

 

Production and mailing cost ($/catalog) (1)

0.32

$                 

 

Total cost per catalog

0.40
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Catalogs sent to prospective customers (1991)

7,855,000

          

 

Total customer acquisition cost

3,142,000

$        

 

Order Yield/Catalog (2)

1.5%

Order from new customers

117,825

             

 

Average Order Size (3)

45.00

$               

 

Total revenue generated from new customers

5,302,125

$        

 

Gross Margin (based on '90-'91)

75%

Gross profit from new customer orders

3,976,594

$        

 

(Note:  C&C more than recovers acquisition cost thru these 1st time orders)

Value of an "Active Buyer" Customer

Catalogs mailed to regular customers/year
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0.32
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Total catalog cost for existing client

3.84
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Annual revenues from existing client

90.00
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Gross margin

75%

Gross profit from existing client

67.50
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Total operating cash flow from new client

63.66

                 

 

Value of existing customers

$309.92

Assumes annual operating cash flow/customers of

$16.41 for 7 years (arbitrary) discounted at 10%

Minneapolis/St. Paul Market

Households

1,352,400

          

 

C&C per household ad expenditures in 1st 12 months (4)

0.42

$                 

 

Total ad expenditures in 1st 12 months

568,008

$           

 

(1) Per top of page 8.

(2) Prospective customer yield (lower part of page 9).

(3) Mid-point of average single item price range (top of page 9).

(4) Double FTD per household budget of $0.21.
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