Photo Framing

BUSINESS PLAN

This business plan for a mulitmedia application for photo displays outlines how extensive market vesearch and
an advanced product launch can create a profitable place in the booming photograph frame industry. The plan
Jfeatures discussions of the company's two products and its marketing strategy. This business plan has not been
disguised, but the product names have been changed.
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SUMMARY

Talking Photo Technology is focused on the manufacturing and marketing of patentable products that integrate
multiple pictures with sound or speech at an affordable price. The simplicity of the technology, though
designed for the consumer market, can easily be adapted for business applications. The first two products are
"PortraiTalk" and "SoundPhoto."

The photo-frame business has doubled every year for the last ten years. We have advanced the current stage of
high-tech "talking picture frames” to the next level with our unique multi-photo talking concept. "PortraiTalk"
is a wall-mounted eight-picture photo display. Each of the standard size, 3.5" x 5" pictures, is set within a light-
illuminating frame. A different 20-second recorded message, synchronized to the lighted plexiglass shell, plays
back when that photo frame is illuminated. Each picture can be recorded or rerecorded independently from the
others. "PortraiTalk" has a high perceived value so it can easily be sold at the full price of $79.95 or a
discounted price of $69.95.

"SoundPhoto," the desktop version, displays photos in a continuous loop. As each picture is displayed within
the window, a 20-second synchronized message plays back the message attached to that 3.5" x 5" photo. This
smaller version, holding the same number of portrait photos as the wall unit, is ideally suited for an office or

coffee table. "SoundPhoto" can be sold at the full price of $49.95 or a discounted price of $39.95.

The company has dramatically broadened the photo frame market by combining multiple pictures with
recorded messages. This combination has merged the simplicity of individual photos and the sound recording
of a VCR into a visually appealing product. Offering two different but similar products to retailers at two
different price points greatly enhances the company's chances of success. Both of these low-tech tape products
have distinct advantages over the high-tech digital products in cost, recording longevity, twin channels or
simulated stereo, and the adaptability to other markets.

The estimated number of projected sales during the first five full years, through all channels of distribution,
could reach two million for the desktop unit and one million for the wall unit. The estimated cost of
manufacturing and assembly, in minimum production, is $9.00 for "SoundPhoto" and $15.00 for "PortraiTalk."

Larry Koenig, the CEO and inventor, has over 12 years in cataloging and selling cutting-edge consumer
products. Ken Tarlow, the prototype designer and engineer, has over 20 years in product development. Jules
Sacks, Bill Adelman and Sam Friedman, the marketing and sales team, have 60 years in the combined fields.

The company is seeking investment capital of $600,000 for tooling and molding, marketing, operations,
preliminary orders for 25% of the company's stock. This should return $5.9 million after an IPO at the end of
the third full year, representing a 9.8% return on investment, based upon a 10 to 1 ratio.

THE MANAGEMENT TEAM

Larry Koenig, CEO and creator of the products in Talking Photo Technology, has over 12 years of experience
in selecting, marketing, and selling high and low tech products. His knowledge in marketing and promotion
came as the founder and president of The Price of His Toys, a nationally known catalog company and retail
operation. His use of creative promotions and public relations made his company appear like a giant in the
industry to its competitors, suppliers and customers.

Mr. Koenig has been involved with marketing and cataloging since the late 1970s. During this period he
occasionally developed and successfully sold original products through his catalog and retail operation. As
president of this 30-person company, Mr. Koenig has had to wear many hats from CEO, CFO, and computer
programmer to catalog designer and writer.

During and before this period, Mr. Koenig had successfullyowned and operated a series of small professional
pharmacies in the Southern California area.

Kenneth Tarlow, the prototype designer, has over 20 years experience in the field. He was founder and



president of T-2 Design, where for eight years he worked with hundreds of inventors by guiding them through
the various stages of product development.

Prior to T-2 Design, Mr. Tarlow was President of Olympic Group, Inc., a full service and product development
company. He was responsible for the aesthetic and engineering design of over 15 consumer products, some of

which are still on the market today. Mr. Tarlow was directly or indirectly responsible for the design, production
and marketing of over 200 successful products. These products resulted in $400 million in retail sales.

Jules Sacks, VP for Sales and Marketing, is thoroughly experienced in sales, marketing and product
development. He has recruited, trained and managed a large sales force for several successful companies. Mr.
Sacks has developed excellent national contacts among power retailers, discount chains, mass merchandisers,
department stores, membership clubs, and home shopping networks. He achieved a marked degree of success
as Executive Vice President at Datawave where he increased their business by 230% and reduced their
expenses by 30% over a three year span. Before that, he had worked for Sanyo Fisher (USA) for five years,
with his last year as a National Sales Manager, Special Markets. He has always managed to increase sales and
reduce overhead in the five major companies he has worked for since 1980.

Bill Adelman, National Sales Manager, has spent the last 13 years working as regional manager for Jack Carter
Associates, where he has been exposed to all types of consumer electronic and personal care products from
manufacturers like Sharp, Nintendo, Maxell, Harmon Kardon, Bell Atlantic, Mitsubishi and Betty Crocker. In
many instances, he has managed to increase sales volumes within his territories by improving merchandising
concepts and acquiring new accounts. Mr. Adelman has developed a personal relationship with many large and
small accounts in California and across the country. He has never worked less than five years with any
company since 1970, and has always improved their financial and customer relations positions.

Sam Friedman, computer coordinator, has an extensive background in sales, marketing and computer
integration. He was president of Datacon Computer System, a three million dollar marketing and graphic
company. He has a degree in advanced programming and systems design, and has worked for a variety of
major companies from Coca-Cola Bottling Company and TRW Information Systems Group to Universal
Studio/MCA and Ralphs Markets. Mr. Friedman has set up direct sales systems and has worked with a number
of sales representatives from various fields.

Rob Frankel, president of Frankel & Anderson, is an experienced marketing/advertising person with a broad
range of capabilities. He has worked with a variety of startup companies ranging from computer software to
catalogs. He understands their needs and budgets by focusing on strategic planning. Mr. Frankel has run his
company since 1986. He has started in the advertising field as an entry level writer and worked his way up to a
creative director. He has held that position in several top level firms.

Additional management professionals, ranging from regional managers to financial experts, can be hired from
the vast pool of talented people available due to the recession.

THE PRODUCTS

The prototypes stages have evolved from an initial book version to the free standing unit, using eight wallet
pictures, to the final version wall unit. The evolution was necessary to determine how the public perceived the
product and to finalize the mechanical system. Prototyping is the only effective way to prove the product
would work cost effectively. The mechanics and the lighting system work the same in the prototype and the
final version of "PortraiTalk."

"PortraiTalk" uses standard size 3.5" x 5" photos that are set within their own light-illuminating frame. Starting
with the first of six vertical pictures and ending with two horizontal pictures, the frames light up sequentially.
This illumination is synchronized to a 20-second message that can be recorded and/or rerecorded
independently from the other pictures, so a total story can be told. The controls are set on the right hand side
for easy access while the unit hangs on the wall. The frames are illuminated by separate back lights, which can



be clear or in color. The customer can determine this by inserting the desired colored filters.

"SoundPhoto," is the lower priced, desktop version. Eight 3.5" x 5" vertical pictures are set in a continuous
loop inside of a cube, measuring 6" x 6" x 7.5". As each photo is displayed in the framed window, a 20-second
synchronized message plays back the recorded information attached to that individual picture. The desktop
version has a different design, but still takes advantage of the mechanical principle used in the wall unit.

The 20-second record/playback message was chosen based upon testing with shorter and longer play time. A
30-second message is approximately 100 words based upon a prewritten script. A 20-second message equals 60
to 65 words or four to five independent sentences. This will depend on the clarity of thoughts and the speed of
speech.

Kodak recently did a test and selected a 30-second record/playback for their single photo based upon a test
market survey of over 1,000 people. The company feels that viewers' attention spans are very short. While 30
seconds might work for a single photo it would be too long for multiple pictures. This was further proven after
demonstrating multiple photos with either seven or 30 second recording. Four sentences (60 words) was the
maximum amount of time that people would stay focused on a picture. The company's initial prototype was
seven seconds, which was too short. The second prototype had used 30 seconds (100 words) per photo, and
appeared to lose the focus of the audience after two photos.

The company's patentable concept allows for easy recording and rerecording of any of the individual time
slots. The tape and pictures can be easily removed and replaced by a new combination. Additionally, as both
units use mechanical synchronization, the assembly can be readjusted for a longer or shorter record/playback
time for the next generation. This can be done by having an inset gear assembly designed to change speeds. An
eight-photo display was chosen for each unit based upon the ratio of perceived value to size and cost.

The twin channel recording capability of the products allows for the overlay of music on one channel while
speech can be recorded on another. This concert-hall effect, which is not available with digital technology in
this price range, adds to the enjoyment of the products.

INITIAL MARKET PENETRATION

The marketing of new products is rapidly changing. The uses of advertising and public relation's editorial copy
are the recognized formulas that still work in promoting retail and catalog sales. New methods consist of
infomercials, TV shopping services, multi-level marketing, interactive computer sales, and interactive TV.
Most of these new ways, though sales oriented themselves, can be uses as a bridge for promoting the retail
market, which accounts for 75% of total sales.

Manufacturers' representatives are the primary sales people that small- and medium-sized companies use to sell
their products within the retail and catalog markets. It is important to coordinate with the representative who
has major connections and who can meet with top level buyers. The company's sales team can set up a national
organization.

The company feels it could have preproduction units within 60 to 90 days from initial funding. If time is
available, these units can be used to solicit last minute wholesale orders from the retailers and catalogers for
the Christmas season.

TV home shopping can be solicited quite late into the Christmas buying season. The two major TV home
shopping companies operate under different premises. Home Shopping Network places an order and buys the
product directly on a guaranteed sales basis (they can return what doesn't sell). TV shopping does not have the
same time constraints that retailers or catalogers have. They usually expect a 40% discount off of the retail
price, with another 10% going for commissions.

The company feels that the direct sales method will be the initial marketing direction for the first Christmas
season regardless of wholesale, catalog, or TV home shopping. Direct sales establishes the correct markets, the
proper pricing and the initial advertising for retail. Promotions and sales at the end of the first year for these



year-round products serve as an excellent jumping-off point for the following year.

The direct marketing promotions will start 60 days before the product is received by using the pre-production
models. Brochures can be printed, ads can be designed and placed in magazines, short-form infomercials (one
minute spots) can be produced, and TV air time can be bought or bartered.

The brochures for each product will be produced in individual full-color one-page format. These brochures can
be used as part of the direct sales campaign, informational public relation pieces, bounce back inserts for
selective catalogers, and a wholesale marketing campaign.

The print advertisements consist of a variety of small placement ads inserted in newspapers and magazines.
These are more effective than only a few large ones. The company hopes to place as many as possible through
barter and PI (per inquiry), with the balance purchased directly.

Direct TV sales for short form (one minute spot) can be produced for under $5,000. The company intends to
place as many of these spots through barter and PI as possible. Both items will be tested in different locals,
time slot, and prices. A bounce back advertisement could be inserted in the orders for the version not offered in
that particular ad.

Bounce back inserts is a method many catalogers use during the fulfillment process. This method of generating
extra revenue can be used at the last minute as long as a deal can be structured with certain catalogers.

Life Extensions, a Multi Level Marketing (MLM) company has expressed an interest in the product and in
promoting it to their 50,000 downline members.

The company's catalog knowledge and writing skills will aid us in these areas. A public relation campaign will
start 30 days before receiving our first shipment and will continue through year end in hope of enticing retailers
and direct sales.

ADVANCED MARKETING

Once the products have been launched and the retail and catalog sales force are in place, the next stage will be
emphasized. Major resellers from department stores to catalogers will be contacted directly and through trade
shows.

To ensure the success in selling to the larger companies, a number of separate deals will have to be worked out.
Price and terms are their primary concerns. The negotiations will depend on how successful the products
appear to be initially and their perceived value or recognition in the marketplace.

The company's projected sales are driven in the two following ways. The first is through advertising and
promotion.

Tipe Diriver B

Direct Sales Consumer Advertising

Catalog Trade Advertising and Sules Marketing
Retailers or Resellers Trade Advertising and Sales Marketing
Specialty and Premium Promotions

Type Driven By
Direct Sales Consumer Advertising
Catalog Trade Advertising and Sales Marketing

Retailers or Resellers ~ Trade Advertising and Sales Marketing
Specialty and Premium Promotions

The second is based on the time of year. The following chart will illustrate the months of the year versus the
percentages of sales and the reasons. The last three months of the year are approximately equal to the first nine
months in sales volume. The percentages could vary depending on promotions and seasonal events.



Month % KReasons

January 4 Year end sales Christmas bonus purchases

February £ Valentin,

March 4 Winter Vacations

April 4 Spring Break/Income tax refunds

May ¥ Mothers Day

June 8 Fathers Day/Weddings Graduations

July [ Summer Vacations Weddings

August 6 Surmmer Vacations Weddings

September 5 Back o Sc Beginning Catalog Season

October 12 and Start of Christmas Buying

November 15 tmas Buying

December P2 Christimas

Total Percentage 100

Month %  Reasons

January 4 Year end sales/Christmas bonus purchases
February 6  Valentines Day

March 4 Winter Vacations

April 4 Spring Break/Income tax refunds

May 8  Mothers Day

June 8  Fathers Day/Weddings/Graduations

July 6  Summer Vacations/Weddings

August 6  Summer Vacations/Weddings

September 5  Back to School/Beginning Catalog Season
October 12 Catalog Season and Start of Christmas Buying
November 15 Strong Christmas Buying

December 22 Christmas

Total Percentage 100

Media Results

The price of a direct sales ad is related to size, media circulation, and use of four-color printing. A small ad (2"
x 2" or 1/12 page for a magazine) will probably average $500, based upon a 500,000 circulation. This should
return ten orders for the desktop or five orders for the wall unit in the base months of January, March or April
(4%). February (the 6% month) will show a 50% increase for the same amount of advertising. These
assumptions are based upon a quality ad placed in a receptive media.

Wholesale and catalog sales are more difficult to measure when matched against trade advertising. These ads
usually just open doors for sales reps to close the deals. The sales of retail versus catalog have a ratio of 4 to 1.
Therefore 20% of every trade advertisement will be devoted to catalog sales and 80% to retail. These trade
expenses are listed as a single entry but drive the combination of both products, since many companies are
active in both fields. Direct mail is the optimum method of solicitation to this industry. Every $500 spent
should generate 1,000 direct mail pieces. This should produce a 0.75% return or 7.5 orders per 1,000,
especially if some form of telemarketing was used as reenforcement. The average order should be ten desktop
units and five wall units per order. The same seasonality that affects direct sales also affects wholesale and
catalog sales.

The company will initially focus on the prestigious resellers. These resellers set a pricing standard and have
customers who can afford the higher perceived value of the products. These non-discount retail stores and
premium catalogs should establish and retain the full price for the first year or two. It is important to keep that
level of distribution because once the discounters enter the market the price will drop. If that happens a
majority of the initial resellers either cannot or will not sell the product. Additionally, the discounters do not
want a product that either is not well recognized or is priced higher than they feel their customers will pay.

Catalogers may have several other requirements besides the lowest wholesale cost. They sometimes request a



product placement fee and/or an exclusive. The exclusive can only be done within the first partial year, and
only if a large enough order is received. A product placement fee will depend on the following:

* Size of the order

e Amount of the fee

* The success of other similarly priced products
e Time of year

» JSize of the picture

¢ Location within the catalog

¢ Final negotiated price

e The number of insertions into additional issues

Locating Resellers

The simplest way to access the numerous resellers are through CD-ROM databases like Marketplace Business
or American Business. Specific business types can be located with an 8-digit classification called Standard
Industrial Classification, which is commonly known as the SIC code. Telemarketers can contact the best
qualified companies by overlaying specific classifications over Scan/US, a database mapping program that
contains multiple income levels and census statistics for the area.

Catalogers can be cross-referenced with the same systems if they maintain retail locations. Additionally, the
company is more concerned with the quality of the catalogs and products in them.

ADDITIONAL MARKETS

The wall unit is ideally suited for commercial applications such as the following:

¢ Point-of-purchase displays in retail locations

* Promotional information pieces in hotels

¢ Product promotions at trade shows

* Sales promotions at seminars or special events

This product will probably have to be modified and reinforced to withstand the constant use for these
applications.

The patentable technology can be used to reconfigure either unit for the children's market, ages four to ten.
Each frame will act as a separate stage setting where characters and scenery from cut-out books can be
displayed. This combination of pictures and words are set as scenes within a play. Kids can use their
imagination to tell an unlimited number of stories.

The singles and related industries are also ideally suited for this product. Individuals can present themselves in
pictures while voicing their description.

The premium markets range from photographic and film companies promoting photo development to
pharmaceutical manufacturers demonstrating new drugs to doctors. Kodak has recently entered the consumer
field and has an Imagining Division designed for developing new products. Motion picture companies are
always looking for new ways to promote their latest entry. Either of the units can be customized by placing
company logos in key locations on the frame.

SALES PLAN AND COMMISSIONS

The company will use manufacturers representatives and will hire specialized sales people called "in-house"
sales reps. The "in-house" reps will be divided between "outside" and "inside" sales.



The average commission will be 15% of sales based upon paid invoices by the resellers. The commissions will
range from 10% for quantity and catalog orders to 15% and 20% for small orders. The Consumer Electronic
representatives usually receive 10% while the Gift representatives range from 15 to 20%. This also depends on
services and trade shows where the products are displayed. The income statements use 15% as an average.
Direct expenses will be reimbursed, especially for "in-house" reps. The reps must fill out their itinerary, the
amount spent, the results and the reasons.

Telemarketers can be employed as either lead generators or closers. As lead generators they will receive a small
portion of the sales rep commission, usually 20% of it. The sales refer to wholesale and/or direct sale retail. In
response to growing direct sales or problems that arise a verifier can be used for spot verifications. The
company's outside and inside sales reps and telemarketers will receive a starting salary against commissions for
60 days and then straight commissions. The management team, in addition to their salary, will receive a yearly
bonus based upon gross profit, starting with the first full year.

THE INDUSTRY

Picture Frame Market

The photo picture frame industry is a booming industry in a niche marketplace. Major manufacturers are
reporting profits in a down economy. The price, an increase in amateur photography, and an upgrade in design
contributed to the photo and picture frame industry's 4.6 percent growth from 1991 to 1992, industry sources
said. These factors, along with mass merchants' increasing control of overall market share, helped lift
wholesale dollar volume to $730.8 million in 1992, and will assure growth of 1993 sales, vendors said.

Summary of report: Photo frame vendors have unveiled a diverse assortment of products this spring. From
trendy theme offerings to the juvenile market to sophisticated woods, manufacturers have managed to present
fresh collections of frames and albums for summer and fall delivery.

Talking Picture Frames

Talking picture frames have been available for several years. Almost all the focus has been on digital and solid
state technology. Sharper Image sold a ten-second version in their June 1993 catalog at $39.95. The starting
prices for wallet-size digital picture frames are $19.95 with a ten-second recorded message.

Hallmark Cards recently marketed a line of greeting cards at $ 14.00 that allows a person to record and
playback a ten-second message with each card. Hallmark claims that the four batteries can be replaced without
loss of memory. A backup system stays active for a limited period for battery replacement probably by keeping
a capacitor charged. As the batteries drain from constant use, the effect of this method is extremely
questionable.

Kodak is testing a true non-volatile (no loss of memory) photo card as a joint venture with Information Storage
Devices (ISD). ISD sells non-volatile 14-second chip at $3.00. Their 90-second non-volatile chip is selling for
$ 10.00 and they expect the introduce a 300-second non-volatile chip for $25.00 by the middle of 1995.

Several Taiwan companies have recently introduced a four-picture frame unit wholesaling from $29.00 to
$32.00 FOB, with a suggested retail of $99.00. The disadvantages are that this product has no way of
distinguishing which picture is talking and the volatile memory chip will eventually lose its memory. A new
volatile chip was recently introduced by a Taiwan company with a 600-second recording time for $2.00. All
prices are for quantity orders in the millions over several years.

Regardless of the chip used, it still has to be integrated through hardware and software with a microphone and
a speaker, plus an on/off] a play/record, and a start/stop button. This integration can probably be configured for
$3.00 per unit plus the initial R & D. Therefore, an eight-photo frame using eight non-volatile chips and the



same set of buttons would cost $27.00 plus the costs of the individual frame holders and some form of photo
recognition such as lights. This would probably drive the manufactured price above $32.00. The chips with
longer recording time do not appear to have any price advantage. They also have to be integrated with a
"location access" feature for the recorded messages. Volatile chips are really not suitable for this application
even with battery backup, unless the company wants to explain to grandmothers, parents, and lovers why those
precious voice recordings were suddenly lost after several years.

Based upon the five to one formula of retail sales to manufactured cost, the cost of using solid state non-
volatile technology is still too expensive for home use. However, it would probably work in business
applications such as point-of-purchase displays.

MARKET SIZE AND LONGEVITY

The company's product line appears to be in a niche market by bridging the easy viewing of separate photos
with the full viewing of multiple sound pictures on a VCR recording. This hybrid market is almost unlimited as
indicated by the fact that the standard photo frame market is rapidly expanding, along with the video camera
market.

Summary of report: Picture frames had double-digit growth for almost ten years, and as the economy recovers,
picture frames are expected to be even stronger sellers, according to Bill Johnson of Intercraft Industries. The
frame market is dominated by discount stores, which account for 24% of all sales, while drug stores account
for 15%. Of frames sold, 2% are through supermarkets, with the rest sold through photography dealers, card
and gift stores, variety stores, and arts and craft's shops. According to Popular Photography's "The Wolfman
Report," 66% of shoppers buy more than one frame at a time and 33% of consumers buy frames as gifts. Frame
suppliers say that it is essential to position the products near a main aisle in the front of the store. The move
toward fashion frames is also focused.

The talking photo business is in its infancy. This was demonstrated by a recent sale on QVC of several
thousand single-photo talking frames that sold at $39.95 in less than 10 minutes. As the variations increase the
market will expand. Basic single photo frames start under $ 10.00 and a number of decorator frames are priced
over $50.00.

The bridging of sound with photos will change the way people look at and remember those special pictures. It
will also expand the concept of perceived value for a photo frame, especially one with talking multiple photos.

Retailers' Preference

Retailers prefer companies with two or more products in different price points, especially if they start under
$49.95. This price point appeals to a larger customer base than those over $49.95. The $79.95 wall unit fits that
slightly higher marketplace of people who prefer a product with more aesthetic value.

It is just as easy for these retailers to enter a new company in their computers with one SKU as it is with two or
more SKUs. Additionally, the retailers have the benefits of stock balancing and market testing.

Retailers feel that people could easily use multiples of this product either for special events like weddings,
family celebrations, or vacations. Desktop and wall units expand the consumer line dramatically. The longevity
of this product should greatly exceed the norm for new produects, which is usually three to five years.

PROTECTION OF PRODUCTS

Both products are made using standard tape recorders and a patentable drive and display mechanism. This low-
tech method is much less expensive than the high-tech solid state format. In addition, the patent should slow or
prevent other companies from entering the field from this direction.






