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I.  Executive Summary

Calderon Textiles (“CTI” or the “Company”) with headquarters in Indianapolis, Indiana, is an Indiana corporation founded in 1983. 
The company year-end is December.

	
	Sales
	Gross Margin
	Gross Margin %
	S G&A %
	
% Sales

Increase

	6 months ended June  2005
	$38,763,743
	5,693,365
	14.7%
	11%
	9%

	2004
	$66,672,913
	9,425,960
	14.1%
	15%
	16%

	2003
	$56,004,601
	8,737,693
	15.6%
	14%
	11%

	2002
	$49,600,257
	8,294,103
	16.7%
	14%
	1%

	2001
	$49,375,631
	7,333,730
	14.9%
	12%
	5%


Calderon mainly imports its products.  Some of what is imported requires additional “value added” processes when it arrives in the U.S.  The value added process is mainly packaging related for selling bulk imports in smaller packages to specific retailers.  In addition, there is some cutting and sewing of fabrics for the Healthcare and Hospitality markets.

Currently , the Company has two primary divisions:

Institutional Division – imports and distributes textile products, such as towels, bed sheets, table linens, aprons, blankets and bedding 





Retail Division (“Concordia” Division) – imports and distributes automotive body care products 

These divisions have a broad range of customers and subsets of business within their line of business and share accounting, G&A, purchasing, and warehousing resources of the Company.  

The Company’s products and services are provided to a worldwide customer base and its customers are primarily from the following industries: 

Institutional: 

	
	% of Sales

	
	2004
	2003
	2002

	Healthcare / Hospital Laundries
	11%
	14%
	14%

	Hospitality / Travel

Franchises

Resorts/Water Parks

Spas

         Convention Centers
	12%
	10%
	11%

	Textile Rental
	40%
	42%
	42%

	Direct Import

         Cruise Lines 

         (Carnival, Holland America)
	10%
	10%
	9%


Retail: 

	
	% of Sales

	
	2004
	2003
	2002

	Retail Centers

          Wal-Mart

           Target
	25%
	23%
	23%

	Automotive

         Canadian Tire
	2%
	1%
	1%


COMPANY HISTORY

· 1983 – Company founded in the president’s garage – initial product line
focused on bath towels, washcloths and linens

· 1991 – Full-fledged textile rental division established

· 1995 – Company moved to 75,000 sq ft facility on 8 acres 

· 1995 – Purchase of Concordia – a distributor for retail body care products

· 1998 – Purchase of Milin industries in Detroit adding multiple distribution 
center locations 

· 2001 – Garment manufacturing division established

· 2001 – Company leased 105,000 square foot facility to house inventory 
for the retail segment of the business 

· 2003 – Purchase of Swobbit™ Products – a producer of utility poles to 
wash large recreational vehicles


Calderon has been in business for twenty- two years. Its longevity in this industry and past successes can be attributed to its ability to be an innovative importer and provide solutions to the customers’ verses being viewed as solely a commodity supplier.  In the past, the Company has mostly relied on imports and its overseas relationships to provide solutions at a competitive price.  Over the last eight months,  Calderon has been making changes to its business model.


During 2003, 2004, and 2005,  Calderon encountered several business challenges. As the Company grew, Calderon lost some of its agility.  Recent changes in the industry,  specifically the lifting of all textile import quotas in January of 2005,  have forced Calderon to re-evaluate how it does business and what changes are needed to succeed in its new environment in the future. 
 In addition to industry changes,  Calderon has faced internal operational challenges related to:

1. Significant growth in the retail portion of the business and education in dealing with Wal-Mart and Target

2. Installation of a new software package

3. The inability to finance its growth within the existing credit facility,  which has resulted in an inability to properly maintain inventory levels and receivable terms that the company demands.

Recently, the Company has placed a concerted focus on :

· controlling costs

· improving working capital
· realigning its core business opportunities
· exiting businesses or business strategies that are no longer profitable and will not fit with the future business model  
The results of these efforts can be seen in the Quarterly Financial summary and working capital analysis below:

	CALDERON TEXTILES

	QUARTERLY FINANCIAL SUMMARY

	
	
	
	
	
	
	
	

	
	
	2nd Qtr
	1st Qtr
	4th Qtr
	3rd Qtr
	2nd Qtr
	1st Qtr

	
	
	2005
	2005
	2004
	2004
	2004
	2004

	
	
	
	
	
	
	
	

	Sales
	$
	22,228,976 
	16,534,767 
	15,124,883 
	16,047,727 
	20,266,823 
	15,233,478 

	
	
	
	
	
	
	
	

	Gross Profit
	$
	3,487,557 
	2,205,808 
	2,141,200 
	2,123,665 
	2,954,356 
	2,119,951 

	
	%
	15.7%
	13.3%
	14.2%
	13.2%
	14.6%
	13.9%

	
	
	
	
	
	
	
	

	Sales, General & Administrative
	$
	2,341,599 
	2,023,230 
	2,142,421 
	2,515,122 
	2,702,319 
	2,341,700 

	
	%
	10.5%
	12.2%
	14.2%
	15.7%
	13.3%
	15.4%

	
	
	
	
	
	
	
	

	Operating Income
	
	1,145,958 
	182,578 
	(1,221)
	(391,457)
	252,037 
	(221,749)

	
	
	
	
	
	
	
	

	Interest Expense
	
	235,238 
	230,528 
	209,184 
	252,904 
	203,821 
	181,261 

	Other Inc / (Exp)
	
	(18,193)
	25,948 
	(162,418)
	(139,207)
	(236,767)
	(178,945)

	
	
	
	
	
	
	
	

	Extraordinary Expense
	1
	(1,283,242)
	 
	
	
	
	

	
	
	
	
	
	
	
	

	Net Income (Loss)
	
	(390,715)
	(22,002)
	(372,823)
	(783,568)
	(188,551) 
	(581,955)

	
	
	
	
	
	
	
	

	EBITDA ( excludes extraordinary)
	
	1,229,978 
	302,517 
	(92,337)
	(439,279)
	106,605 
	(309,522)

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	1)  Notes on 2005 Extraordinary Expenses
	
	
	
	
	

	The charges consist of write-downs for discontinuing operations and related expenses for restructuring. See detail in Financial analysis.
	

	
	
	
	
	
	
	
	



The quarterly working capital trends and momentum can be seen in the quarterly overviews below:

	CALDERON TEXTILES

	WORKING CAPITAL TRENDS

	
	
	
	

	Quarter
	Accounts
	Quarterly
	Days

	Ending
	Receivable
	Revenue
	Outstanding

	
	
	
	

	Mar 04
	10,116,768 
	15,233,478 
	61

	June 04
	11,601,872 
	20,266,823 
	52

	Sept 04
	10,478,069 
	16,047,727 
	60

	Dec 04
	8,756,044 
	15,124,883 
	53

	Mar 05
	10,517,216 
	16,534,767 
	58

	June 05
	12,195,429 
	22,228,976 
	50

	
	
	
	

	
	
	Quarterly
	Days

	
	Inventory
	Cost of Sales
	Outstanding

	
	
	
	

	Mar 04
	16,325,377 
	13,113,527 
	114

	June 04
	19,164,914 
	17,312,467 
	101

	Sept 04
	20,632,383 
	13,924,062 
	135

	Dec 04
	17,031,813 
	12,983,683 
	120

	Mar 05
	16,171,725 
	14,328,959 
	103

	June 05
	16,880,331 
	18,741,419 
	82

	
	
	
	

	
	Accounts
	Quarter
	Days

	
	Payable
	Cost of Sales
	Outstanding

	
	
	
	

	Mar 04
	8,338,636 
	13,113,527 
	58

	June 04
	11,596,665 
	17,312,467 
	61

	Sept 04
	11,149,063 
	13,924,062 
	73

	Dec 04
	7,713,204 
	12,983,683 
	54

	Mar 05
	8,626,654 
	14,328,959 
	55

	June 05
	9,807,686 
	18,741,419 
	48

	
	
	
	

	
	Line of
	
	

	
	Credit
	
	

	
	
	
	

	Mar 04
	14,178,302 
	
	

	June 04
	13,664,608 
	
	

	Sept 04
	15,994,185 
	
	

	Dec 04
	14,666,148 
	
	

	Mar 05
	14,915,062 
	
	

	June 05
	15,518,831 
	
	


Additionally, over the last three months, the Company has reduced the advance rates on its revolving Line of Credit with its lender from 85% on receivables and 65% on inventory to 80% on receivables and 60% on inventory.

Management is in the process of implementing additional initiatives to further improve its business model.  Most of these have been announced and implementation begun:

1.) Management has decided to eliminate the West Coast operations.  Over the past three years the West Coast warehouse and sales have not been profitable and have required warehousing and inventory on the West Coast that has historically been very slow moving.

2.) Management is eliminating its relationship and sourcing from WIP-X, a captive supplier based in Atlanta.  The products made at WIP-X can now be sourced at a lower price from overseas.  Maintaining this investment, inventory, and working relationship is not expected to be beneficial or profitable in future years as the industry moves beyond this type of sourcing.

3.) Management is contemplating the elimination of Mexico manufacturing, sourcing, and inventory.  This resource has helped address timely needs of quality, shorter-run production requirements in the past, however, it has required maintaining inventory in Mexico and the expense of managing the production schedules, inventory, and shipping.  In future years it is anticipated that this need may be met by overseas sourcing from Pakistan at a lower cost.

4.) The Company is in the process of changing its inventory mix, purchasing, and supply chain management.  Calderon still experiences shortages of product in its high volume items too often, which results in missed sales or substituting products at lower margins.  The Company has recently eliminated many slow moving items from its inventory and is changing how it forecasts future needs and minimum inventory levels.  In addition, it is addressing vendor reliability and performance to eliminate or reduce the late shipments, and has made changes in its purchasing department and supply chain management. The Company is also initiating a search for a high level purchasing associate to lead purchasing and inventory management. This person will be recruited from outside the current organization.  It is anticipated that some of these benefits will not be seen until late 2005 and early 2006.

5.) The Company has restructured its credit policies and management.  Many of these benefits can be seen in the most recent two months and are expected to continue to show improvements.  These restructurings have included implementing timely and efficient credit applications and research , establishing limits and terms for all customers, aggressively reconciling all customer accounts,  pursuing collections for past problem accounts, and ensuring timely and accurate cash application.               Although much progress has been made over the summer, it is expected that it may take until November or December to put in place all procedures and have all open issues within the credit department addressed. The goal is to become more proactive vs. reactive in managing customer credit.

6.) Calderon is moving toward improving on time delivery and shipping performance.  In addition, the Company desires to become more flexible and agile in revising  warehousing and shipping needs as customer needs and product mix change.  Over the last year, Calderon has expanded its Direct Import program in which products can be imported and delivered directly to the customer without involving internal warehousing and shipping.  As far as internal management of a warehouse, Calderon is looking to outsource its warehousing and logistics to a third party warehouse management firm that specializes in warehouse management for distribution companies.  This benefit should be seen in 2006.

7.) Calderon is improving its communication, knowledge sharing, and training with sales associates and customer service personnel to enhance its ability to ensure that each sale is profitable and to increase margins. This in turn should allow the Company to become more responsive, easier to work with and better communicators with the customers.  Internally the goals are to reduce the significant amount of small orders, implement handling charges, reduce backorders, and move toward a business model more focused on selling items with higher margins and service vs. a business model focused on just growing sales. This will require changes with-in customer service, sales, communication systems and improved web based tools.
II.  Business Overview

Industry Overviews

1.) Healthcare and Hospitality Division

Pursuant to the agreement drafted by the World Trade Organization (WTO) on January 1, 2005, virtually all import quotas on textiles were lifted.  Many companies have been scrambling to establish a presence in the manufacturing and sourcing of textile products off shore.  Given the realities of the post-2005 textile marketplace, Calderon Textiles will build its business by excelling in providing quality products that are better than domestic goods manufactured in the U.S. at prices that will be attractive to both the healthcare and hospitality markets. Calderon has a unique advantage over competitors in that the Company has over 20 years of experience manufacturing and sourcing products overseas.  Currently Calderon imports from Pakistan, Bangladesh, China, Turkey, India, and Nepal, among others.  In 2004 the Healthcare and Hospitality division accounted for $11.5 million in total sales.  Of this total $5.2 million was sold to healthcare customers, $5 million to hospitality customers and the remaining $1.3 million to distributors, colleges, universities and other industries that do not fit into the healthcare or hospitality industries.

Objective

Calderon will continue to place an emphasis on growing the overall sales and maintaining the profitability of the Healthcare/Hospitality division.  Sales and margins over the last 3 years have been as follows:

	
	Sales
	Gross Margin %

	2002
	$10,046,106
	24.82%

	2003
	$11,097,134
	24.43%

	2004
	$11,562,235
	22.37%

	2005 (6 months)
	$6,045,184
	21.70%


Market Share Analysis

Management has estimated market share based on the number of customers who ordered within a 16-month period compared to the number of facilities in the Info/USA database.  Recent data indicates that there are currently approximately 60,000 hospitality entities in the U.S.  This data also suggests that there are approximately 40,000 healthcare facilities throughout the U.S.  Therefore, the Company’s current market share is estimated by management to be 2% for Hospitality,  while the Healthcare market share is approximately 3%.  The Company’s strength is mainly in the Midwest.  Both markets are experiencing rapid change and Calderon’s “agility” and response to the markets’ changing needs and demands will be a strength.

Competitive Analysis

Calderon’s management believes it has nine primary competitors in the Healthcare/Hospitality arena (discussed below) and at least ten secondary competitors.  The following is an overview of the nine primary competitors:

Guest Supply

· All inclusive supplier – linens, amenities (shampoo, soap), vacuums, coffee pots, etc. 


· Competitive pricing

· Good sales force 

· Free delivery on orders over a certain dollar amount

American Hotel Register

· All inclusive supplier – linens, amenities (shampoo, soap), vacuums, coffee pots, etc.

· Competitive pricing

· Service is their weakness

· Poor customer service

Medline (Healthcare Only)                                             

· Good quality products

· Competitive pricing

· All inclusive supplier – linens, amenities (shampoo, soap), gloves, medical supplies, etc.

Kahn and Company

· All inclusive supplier – linens, amenities (shampoo, soap), vacuums, coffee pots, etc.

· Good import products 

· "Room Ready" program – linens ready for use upon delivery, no need to launder 

· Poor customer service

Direct Supply                                       

· Décor for healthcare – furniture, wallpaper, carpeting, etc.

· Large variety of inventory

· Poor industry reputation

Standard Textile            

· Proprietary fabric line for décor – furniture, etc.

· Good installation team

· Professional sales force

· Healthcare focus

Phoenix Textile Company           

· Small décor presence 

· No customer loyalty – often a reflection on poor sales relationships

· Marginal prices

· Poor service

Encompass (Healthcare Only)                                 

· Healthcare focus

· No customer loyalty

· Poor service

· Low quality

A-1 Textiles                                      

· Bait - n - Switch 

· Competitive prices – only when using bait–n–switch tactics, otherwise pricing is   marginal

· Inferior quality

Calderon attempts to differentiate itself from the above listed competitors through a variety of different means.  Since its inception in 1983, Calderon has developed a professional and personalized sales force and the Company has been able to maintain a loyal customer base.  Many of the inside sales representatives have been with the company for 10 or more years.  Combined, the sales representatives have over 70 years of experience selling linens to the healthcare and hospitality markets.  Additionally, Calderon has spent the last 22 years developing a vast network of overseas suppliers.  These suppliers represent the best manufacturers in several different countries.  Because the Company’s President, Azher Khan, is a native of Karachi, Pakistan, the Company has unparalleled contacts within Pakistan.  By maintaining this diverse mix of vendors, Calderon’s goal is to obtain a continual supply of the best quality products at the fairest market prices.  In turn, the Company is able to supply its customer base with good quality products at fair market prices while maintaining good profit margins.

Market Opportunities

Management believes the Company has the ability to increase its customer base and as a direct result the gross sales.  The majority of all hospitality entities are franchised by Choice Hotels International, Best Western International, Cendant Corporation and Intercontinental Hotels.  Calderon is already an approved vendor for Choice Hotels and has seen its sales to franchised hotels increase from $300,000 in 2003 to $1 million in 2004.  Calderon senior management continues to work with Best Western, Cendant Corporation and Intercontinental Hotels to develop specifications for bedding and bath linens.  It is anticipated that as hotels move toward increasingly luxurious goods throughout their properties, Calderon will have the opportunity to enhance profit margins.  Apart from franchised hotels,  management has also identified a target market of 4 and 5 star independent hotels to sell its higher end products.  

The Healthcare and Hospitality Division has also realized initial success in working with design firms that are starting to specify linens in the Hotel Industry.  Presently Calderon is working with a design firm on a project that will utilize all of the luxury items, Luxuria towels, sheets and robes.  The first phase of this project will open in July and will be approximately $250,000 in volume with a 25% gross profit.  This will hopefully be a market that may lead to many other opportunities within the changing hotel design community.

Opportunities for new markets include:

· Government

· University/College

· Conference/Event/Hotel/Residential Services

· Athletic Departments

· Food Service

To penetrate each of these markets, unique approaches would need to be formulated.  Calderon does have an approval for a Federal CAGE number; therefore, the Company has the ability to bid on Federal procurement contracts.  As an example, Calderon can bid on terry and bedding for military bases and officers housing as well as military institutions.

2.)  Textile Rental Division

Although Calderon sells nationwide, Calderon management believes its’ strength is in the Midwest textile rental market place.  The Company will maintain this strength through continued efforts to provide superior import products at prices that are attractive to the market place.  In addition, Calderon will continue to work with its customers and vendors to provide new and innovative products at the best prices possible.

Objective

The objective of the Textile Rental Division continues to be growing sales and margins as it has for the last 3 years:
	
	Sales
	Gross Margin %

	2002
	$20,138,353
	14.89%

	2003
	$22,857,063
	14.86%

	2004
	$25,247,956
	15.14%

	2005 (6 months)
	$12,263,631
	12.16%


However, management believes future growth and margin opportunities will not come from institutional linens as in past years.  Rather, the Company expects to shift its focus on growth through increased sales of table linen and garments that are all higher margin goods.  

Market Share Analysis

Calderon currently engages in business with a wide variety of Textile Rental customers throughout the U.S.  Management estimates that annualized industry sales for the segments of the market that Calderon presently serves are roughly $10 billion.  In 2004 the Textile Rental Division’s sales reached $25.2 million, or 2.5% of the projected market.  The company is contracted to provide various items to ARAMARK, Cintas Corporation, and Van Dyne Crotty, all of whom are corporations with industrial laundry plants dispersed throughout the country.  Calderon also continues to service and grow its business relationships with CSC Network and UniLink, the country’s two largest industrial laundry consortiums.  For example, since contracting to supply table linen to ARAMARK in January of 2005, Calderon has taken over 25% of the total business, $2.5 million, which equates to nearly $700,000 in annual table linen sales for the division.  

Competitive Analysis

Calderon has five major competitors in the Textile Rental arena (discussed below) and a few secondary competitors who will not be discussed here.  An overview of the five major competitors follows:

American Dawn, Inc.

· Competitive pricing – often willing to sell at low or no margin

· Free delivery of merchandise

· Several warehouses throughout the country

Baltic Linen

· Decent quality goods

· Steady revenue

· Longevity: 65 years

· Future: Retail to drive growth, esp. large chains like Dollar General and Federated

Best Manufacturing

· Industry reputation

· Manufacturer

· Competitive pricing

· Longevity: 88 years

Venus Textiles

· Quality merchandise

· Many route-ready products – products that do not need laundered prior to first use

Calderon has spent years developing a dedicated Textile Rental sales force that boasts more than 60 years of dedicated industry experience.  As is the case with the other divisions, Calderon has spent over 22 years developing a vast network of overseas suppliers.  The goal is to supply innovative, quality products at the best market prices.    The Company also differentiates itself by providing an online, web-based store for order entry and currently is one of the few textile vendors in this market segment to offer online ordering.  This system allows customers to place orders online 24 hours a day.  This system is required in order to do business with large corporate customers such as Cintas Corporation and Van Dyne Crotty who mandate that their plants place orders online.

Improving this resource and its ease of use will be a focus for Calderon in 2006.  .  

Market Opportunities

Calderon’s priority in new market development for 2005 is the manufacture and import of garments and table linens from overseas.  These goods represent another $500 million in annual industry sales and currently Calderon has no significant market share in this area.  With new import items,  the Company will realize increased market opportunities as well as increased margins for the division as a whole. 
3.) Retail (Concordia) Division
Calderon purchased Concordia in 1995. Concordia mainly imports and distributes automotive body care products. In addition,  Concordia has a private label line known as Swobbit Products™ ( “Swobbit”).  Swobbit’s  products include utility poles, brushes and products used to wash large recreational vehicles and boats. Swobbit was purchased in 2003.
Concordia warehouses and distribute products from Indianapolis, Indiana and also has a warehouse and distribution center in Montreal, Canada. The main customer for the Canadian warehouse operations is Canadian Tire.

 Over the last 5 years, its growth has been as follows:

	
	Sales
	Gross Margin
	Sales Growth

	2000
	$9,556,667
	17.49%
	11%

	2001
	$11,625,382
	16.87%
	22%

	2002
	$11,436,025
	19.30%
	(2%)

	2003
	$12,892,948
	15.40%
	12%

	2004
	$16,487,442
	13.90%
	22%

	6 months ended  June 2004
	$10,263,992
	14.40%
	46%

	6 months ended June 2005
	$13,239,002
	17.90%
	29%


The major retail  customers are Walmart and Target:

	
	% of Concordia

Sales 2005
	% of Concordia

Sales 2004
	% of Concordia

Sales 2003

	Wal-Mart
	60%
	50%
	59%

	Target
	18%
	21%
	17%

	Total 
	78%
	71%
	76%



The retail division has been challenged by its growth and the pressures it receives from its major customers (i.e. Wal-Mart and Target).

Concordia has to “re-earn” its business every year with its major customers.  Their goal is to do this by providing about 40% of the new product ideas for the customers each year for the product lines they provide.

Key Presentation dates in 2005 for 2006 Sales

	June 22
	 Sam’s Club Canada

	June 23
	 Canadian Tire – in Canada

	July 5
	Costco in Canada

	July 15
	Wal-Mart Global in China

	August  4
	 Target in U.S.

	August 9
	Wal-Mart Domestic

	September
	Lowes and Home Depot


Pursuant to the agreement drafted by the World Trade Organization (WTO), on January 1, 2005, virtually all import quotas on textiles were lifted.  As a result, many companies are scrambling to establish a presence in the manufacturing and sourcing of textile products off shore.  Given the realities of the post-2005 textile marketplace, Concordia will develop its business in the retail market by excelling in providing products at competitive prices that are better than domestic goods manufactured in the U.S.  
Concordia has developed a reputation for developing exciting new products from microfiber for the automotive retail market. Concordia has used its 20 years of experience manufacturing and sourcing products overseas to develop the microfiber business.  Currently Concordia imports from Pakistan, Bangladesh, China, Turkey, India, and Nepal, among others.

Objective

Concordia will continue to place emphasis on growing the overall sales and profitability of the automotive retail market through current and new customers.  The major customers are Walmart, Target, Sam’s, BJ’s, and Canadian Tire. 
Concordia is positioned for strong growth over the next two years by pursuing the paint textile segment of Home/Hardware Centers and the household textile segment of grocery and mass merchandisers. In addition,  Concordia has begun to introduce the Swobbit line of products to the major retail market and the Swobbit product sales growth appears to be  an opportunity to increase margins as well as sales.
Market Share Analysis

The U.S. Automotive Retail Market is estimated at $150 million in retail sales.  Customer breakdown by sales contribution are as follows:

Sam’s 

$ 24m


Costco

$ 22m

Walmart
$ 20m


AutoZone
$ 9m

Target

$ 8m


Advance
$ 8m

Kmart

$ 6m


CSK

$ 4m

O’Reilly
$ 3m


Meijer

$ 3m

BJ’s 

$ 3m
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Competitive Analysis

Concordia has six major competitors in the Automotive retail marketplace:

· Ohmmeter – Sam’s, Costco, Wal-Mart

· Sunshine Products – Advance Auto, Costco

· Subtext – Costco

· Schroeder & Tremayne – CSK, Auto Zone, O’Reilly

· Clean Rite – Wal-Mart, Walgreen’s, Home Depot

· Procter & Gamble – all retail with Mr. Clean Products

Market Opportunities

Concordia management estimates it currently has a 12% share of the automotive retail segment.  Over the next three to five years  the Company looks to expand sales and market share in automotive and enter new markets through the following objectives:

1) Gain new automotive distribution with current product mix and look for opportunity gaps to develop innovative new products

2) Enter the Paint/DIY market with current product mix and innovative new products

3) Expand into new departments with Wal-Mart, Target, Sam’s, and BJ’s – Paint, Hardware, Household Cleaning

4) Assess opportunity in large DMA Grocery and Mass Merchandiser Household Cleaning Department. 

5)  Utilize products Calderon Textile has developed for the commercial market and develop packaging for Mass Merchandisers, Department Stores, and Specialty Linen Retailers.
6) Introduce Swobbit products to the major retail market.  
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Key Retailers:

Paint/DIY:  Home Depot, Lowe’s, Menard’s, Ace Hardware, Tru Value, Do It Best, Sears, Sherwin Williams, Porter Paints, Scott Paints, Kmart, Wal-Mart

Household:  Wal-Mart, Target, Kmart, Meijer, Kroger, Safeway, Albertson’s, Ahold, Publix, HEB, Food Lion, Winn Dixie, Super Value

By leveraging the Company’s core strengths in the automotive market, developing new innovative products and maintaining competitive pricing, the Company believes it can capitalize on these new trade channel opportunities.

FACILITIES

CTI currently utilizes the following facilities: 

	Location
	Ownership
	Approx Sq Footage
	Use
	Monthly

Rental
	O/S

Debt

	Guion Road, Indianapolis, IN
	Rimini, LLC 1
	75,000
	Commercial inventory warehousing,  shipping and office space
	$ 20,046
	current

	Coffman Rd

Indianapolis, IN
	Coffman Partners, LLC 2
	105,000
	Retail inventory Warehousing & shipping
	$ 5,000
	current

	Montreal, Canada
	
	19,000
	Packaging & warehousing
	$ 3,211
	current

	Los Angeles, California
	GE Polymerland / sublease
	8,640
	warehousing
	$ 3,888
	current

	Mexico 
	
	38,000
	Production facility for garments
	n/a


	

	Atlanta, Georgia
	Bobby Thomas , Co - Owner of WIP-X with CTI
	
	Production, packaging, & warehousing
	n/a
	


1  same ownership as CTI 

2 80% same ownership as CTI, 20% Star Real Estate 

Based on recent business decisions, by the end of October 2005, CTI expects to be out of the Atlanta, GA facility and out of the Los Angeles, CA facility.  The Company also expects to eventually be out of the Mexico facility in early 2006. The Company will attempt to sub-lease the California space.
EQUIPMENT

The Company had a net book value for fixed assets of $1,165,580 as of December 31, 2004.  Below is an outline of some of the larger fixed asset items:

	Calderon Textiles Fixed Asset Analysis
	

	
	Asset
	
	
	Date 
	
	
	
	 12/31/04 
	
	
	
	

	
	#
	
	
	Purchased
	
	 Cost 
	 A/D 
	 Net 
	
	
	
	

	
	57
	Warehouse Conveyor System
	
	3/1/2001
	
	    21,198 
	  (14,576)
	         6,622 
	
	
	
	

	
	73
	Clippership
	
	1/1/2002
	
	    20,548 
	  (14,630)
	         5,918 
	
	
	
	

	
	202
	Training Software
	
	1/1/2003
	
	    15,057 
	    (6,022)
	         9,035 
	
	
	
	

	
	203
	Peoplesoft Consulting ( Phase 1) 
	
	11/1/2003
	
	  144,105 
	    (4,803)
	     139,302 
	
	
	
	

	
	211
	Peoplesoft Software ( Phase 1)
	
	11/1/2003
	
	  190,323 
	    (6,344)
	     183,979 
	
	
	
	

	
	226
	Forklift and Attch California
	
	7/1/2004
	
	    16,054 
	    (1,605)
	       14,449 
	
	
	
	

	
	219
	Computer Equipment
	
	7/1/2004
	
	    27,393 
	    (4,565)
	       22,828 
	
	
	
	

	
	220
	Cognos Software and Implement
	
	10/1/2004
	
	    25,703 
	    (1,285)
	       24,418 
	
	     394,011 
	Computer Systems

	
	221
	Bar Tacker Machine - 2 Used
	
	5/1/2004
	
	      5,530 
	       (737)
	         4,793 
	
	
	
	

	
	213
	LHI Electric and Misc
	
	8/1/2003
	
	    70,483 
	  (19,970)
	       50,513 
	
	
	
	

	
	216
	LHI Carpet and Wallpaper
	
	8/1/2003
	
	    33,216 
	    (9,411)
	       23,805 
	
	
	
	

	
	217
	LHI - 11 Heater Units
	
	4/1/2004
	
	  110,949 
	  (16,642)
	       94,307 
	
	
	
	

	
	231
	LHI - 11 Heater Units
	
	11/30/2004
	
	    20,345 
	       (141)
	       20,204 
	
	     188,829 
	LHI
	

	
	
	
	
	
	
	
	
	     600,173 
	
	     582,840 
	
	

	
	
	
	
	
	
	
	
	
	
	50%
	
	

	
	Concordia
	
	
	
	
	
	
	
	
	
	
	

	
	115
	Forklift - Concordia
	
	2/1/2002
	
	    23,700 
	  (13,334)
	       10,366 
	
	
	
	

	
	Mexico
	
	
	
	
	
	
	
	
	
	
	

	
	185
	AVP-Pullers Mexico
	
	3/1/2002
	
	    20,841 
	  (11,726)
	         9,115 
	
	
	
	

	
	199
	10 Sewing Machines - Mexico
	
	12/18/2003
	
	      9,750 
	    (1,950)
	         7,800 
	
	
	
	

	
	
	
	
	
	
	
	
	       16,915 
	
	
	
	

	
	Swobbit
	
	
	
	
	
	
	
	
	
	
	

	
	230
	Swobbit - Web Site Design
	
	6/1/2004
	
	    13,851 
	    (2,694)
	       11,157 
	
	
	
	

	
	201
	Swobbit - Air Cooler Unit
	
	6/26/2003
	
	      4,419 
	       (947)
	         3,472 
	
	
	
	

	
	215
	Swobbit - Machinery and Equipment
	
	5/1/2003
	
	    29,226 
	  (16,236)
	       12,990 
	
	
	
	

	
	
	
	
	
	
	
	
	       27,619 
	
	
	
	

	
	Leased Equipment
	
	
	
	
	
	               -   
	
	
	
	

	
	191
	Peoplesoft Consulting ( Phase 1) 
	
	11/1/2003
	
	  344,054 
	  (80,278)
	     263,776 
	
	
	
	

	
	193
	4 Dell Computers
	
	11/1/2003
	
	      8,496 
	    (3,304)
	         5,192 
	
	
	
	

	
	194
	3 Printers
	
	11/1/2003
	
	    10,053 
	    (2,345)
	         7,708 
	
	
	
	

	
	197
	Server Software
	
	11/1/2003
	
	    32,885 
	    (7,672)
	       25,213 
	
	
	
	

	
	196
	2 Servers
	
	11/1/2003
	
	    94,697 
	  (22,095)
	       72,602 
	
	
	
	

	
	198
	Computer Switches
	
	11/1/2003
	
	      5,604 
	    (1,307)
	         4,297 
	
	
	
	

	
	210
	Toyota Forklift
	
	12/1/2003
	
	    22,939 
	    (3,550)
	       19,389 
	
	
	
	

	
	214
	Dell Desktop Computers
	
	11/1/2003
	
	    15,566 
	    (6,052)
	         9,514 
	
	
	
	

	
	229
	Toyota Forklift
	
	8/1/2004
	
	    23,819 
	    (1,984)
	       21,835 
	
	
	
	

	
	
	
	
	
	
	
	
	     429,526 
	
	37%
	
	

	
	
	
	
	
	
	
	
	  1,084,599 
	
	
	
	

	
	
	TOTAL NET FIXED ASSETS AT 12/31/04
	
	
	
	  1,165,580 
	
	
	
	

	
	
	
	
	
	
	
	
	93%
	
	
	
	


The above analysis outlines that of the total fixed assets:


34% is computer equipment 

16% is leasehold improvements 


37% is leased assets 


13% is other owned assets 

MANAGEMENT 

The company currently employs approximately 65 employees and has 3 actively employed shareholders: 

Azher Khan – President (35% shareholder) - native of Karachi, Pakistan.  He is credited with the original concept of importing quality linens and distributing them to the U.S. market.  He brought to the company years of experience in purchasing import linen items from countries such as Pakistan, Bangladesh, Egypt, Hong Kong, and the People's Republic of China.  He holds a Bachelor’s Degree from the University of Minnesota a Master's Degree in Public Administration from American University.  His primary areas of focus are textile rental, retail, and direct import sales as well as overseas production and purchasing. 
Sam Calderon – Chief Operating Officer (35% shareholder) – brought ten years of sales experience to Calderon Textiles. He is credited with developing a network of contacts that became the foundation of Calderon’s current customer base.  Currently oversees national account sales for health care and hospitality industries, marketing, and customer service. 

Elaine Kaplan – Senior Vice President of Administration (30% shareholder) – joined CTI in 1988 and oversees administration, warehouse operations, finance, and inventory for the Company.  She is credited with the creation of the inside sales department.  She holds a B.S. degree in Business Administration from Indiana University. 

Paul Stokes - Chief Financial Officer - joined Calderon Textiles in 2002.   He brought 17 years of experience in the financial management of manufacturing and distribution organizations.  He holds an M.B.A. from Indiana University in Finance and a B.A. in Math and Economics from Denison University.

Mike Elkin  - VP Operations – joined the Company in 2004.  Oversees information technology and human resources.
Rob Poirier – VP Retail Sales – founder of Concordia, a Canadian textile company that merged with Calderon in 1995.  He brought 18 years of retail sales experience to Calderon Textiles.  Currently he is responsible for all of Calderon’s retail sales efforts as well as oversight of Swobbit, Calderon’s marine products division.  He holds a Bachelor of Commerce degree from Concordia University.  

There is an open position for a VP of Purchasing and Inventory control which needs to be filled.

RECENT OPERATIONAL EVENTS FOR 2005 AND 2006

Over the past twenty-two years, Calderon has focused on growing its business.  Although successful, the infrastructure and financing have not kept up with the growth.  With the recent industry changes, elimination of textile import quotas and increasing margin pressures, the Company has decided to refocus on its core business and make changes to improve its competitive capability for 2006 and beyond.

Detail of some of the recent changes in 2005 have included:

1.) Decision to close the West Coast operations and Warehouse.  
Over the last year this warehouse and market had been losing money.  Calderon 
did not have a meaningful market share and the working capital investment was 
 in excess of $1,000,000 which management has decided to reallocate to better 
 opportunities.


Analysis of West Coast Operations:

· In June of 2005, the West Coast operations consisted of a warehouse lease and approximately $486,512 of inventory.
· The lease was entered into June 2004 and goes through October 31,2006.  Its terms call for monthly payments of $3,888 or $46,656 annually.
· There were 2 full time employees on the West Coast whose annual salaries were approximately $205,000 (one salesperson, one warehouse associate).

· Sales and margins for the West Coast (before any allocation for management, overhead, or interest) have been as follows:
	CALDERON TEXTILES
	
	
	
	
	
	

	WEST COAST HISTORICAL PERFORMANCE
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	YTD  April
	YTD  May

	
	2000
	2001
	2002
	2003
	2004
	
	2004
	2005

	
	
	
	
	
	
	
	
	

	Sales
	106,144 
	888,749 
	1,042,223 
	1,349,642 
	1,416,806 
	
	329,335 
	497,183 

	
	
	
	
	
	
	
	
	

	Cost of Sales
	90,858 
	739,811 
	862,825 
	1,165,557 
	1,249,611 
	
	287,429 
	461,858 

	
	
	
	
	
	
	
	
	

	Gross Margin
	15,285 
	148,938 
	179,398 
	184,085 
	167,194 
	
	41,906 
	35,325 

	% of Sales
	14.4%
	16.8%
	17.2%
	13.6%
	11.8%
	
	12.7%
	7.1%

	
	
	
	
	
	
	
	
	

	Operating Expenses
	
	
	
	
	
	
	

	Commissions
	0 
	1,129 
	1,805 
	3,300 
	17,791 
	
	3,905 
	

	Sales Salary
	0 
	0 
	0 
	0 
	130,625 
	
	34,375 
	34,375 

	Travel & Entertain.
	0 
	0 
	0 
	0 
	28,943 
	
	5,579 
	12,664 

	WC Warehouse
	0 
	8,304 
	16,153 
	20,619 
	88,281 
	
	6,223 
	51,566 

	Total Expense
	0 
	9,433 
	17,958 
	23,919 
	265,640 
	
	50,082 
	98,605 

	
	
	
	
	
	
	
	
	

	Operating Margin
	15,285 
	139,505 
	161,440 
	160,166 
	(98,445)
	
	(8,176)
	(63,280)

	% of Sales
	14.4%
	15.7%
	15.5%
	11.9%
	-6.9%
	
	-2.5%
	-12.7%


The shutdown of the West Coast operation was implemented in July of 2004.  The Company took a restructuring charge of $114,992 in June to accrue for the expense of the shutdown and discontinuing the operations.

2.)  Discontinue its Atlanta (WIP-X) relationship.  
Calderon has owned 50% of WIP-X and WIP-X has been a captive supplier only supplying Calderon for the past 2 years.  In 2004 Calderon wrote down its investment and equipment located at WIP-X.  This resulted in restructuring charges of $550,000 in 2004 and an additional $373,000 in May of 2005.  In May 2005 this investment was written down to $0.00.

Historically, WIP-X, located outside of Atlanta, GA, has provided services such as the processing and dyeing of shop towels sold in the Company’s Textile Rental Division and the processing and packaging of retail products sold by the Concordia Division.  Calderon historically maintains approximately $1,000,000 in inventory in this Atlanta location.  In 2004 and 2005 WIP-X has not been able to match the cost of products now being imported.  Many of the products previously provided by WIP-X can be imported at a cost that is 20% to 30% less.  By the end of 2005, Calderon expects to reduce the $1,000,000 of inventory it maintains at WIP-X.  To be competitive in 2006, a majority of these items will be processed, dyed, and/or packaged overseas prior to being imported by Calderon.

2.) Discontinue its manufacturing operation in Tamp, Mexico.  
Over the past 3 years, Calderon has developed an ability to produce aprons, napkins, and tablecloths in Mexico.  Calderon has maintained approximately $400,000 of raw material inventory in Mexico which it uses based on orders and sets the production schedule accordingly.  By maintaining the raw material inventory in Mexico, the advantage has been the ability to obtain product quickly, when needed, at prices less than would be possible with U.S. manufacturers.  Recently management has decided to begin to source this product from Pakistan.  Management believes that as long as quality can be maintained, the cost from Pakistan may be 15% to 25% less.  Instead of carrying raw materials, they will carry finished goods and longer-term will improve the ability to compete in a cost-competitive market.  It is currently estimated that it will take approximately six months to work through sourcing needs in Pakistan and eliminating the Mexico arrangement.

Sales of products made in Mexico are as follows:

	
	Sales
	Gross Margin

	2003
	$ 1,648,909
	12.5%

	2004
	$ 2,475,228
	20.6%

	Estimated 2005
	$3,600,000
	



A Pakistan supplier has been asked to quote product and send samples.  These samples are currently in Quality Control for testing.  If products from Pakistan can meet expectations, the Mexico operation, inventory and related resources at Calderon will be eliminated.  

Requirements (in process):

· Complete analysis and plan

· 90 day notification Mexico supplier is part of the agreement

· need to schedule production of on-site inventory

· need to sell equipment (sewing machines owned by Calderon) 

4.)  Outsource its warehouse management and operations to a third party.

Calderon has not ever had a proactive warehouse layout or plan that is aligned with its current needs and addresses the future business needs.  As a result it has lacked planning and it impacts costs, quality, training and safety.  In the future management believes its business demands will require increased planning, agility and professionalism by its warehouse group.  In recognizing that it has not been a core competency, management has recently begun to work with warehouse management companies and is entertaining proposals to outsource its warehouse management and operations to a third party.

5.)Vendor Delivery and Performance
 One of the greatest challenges Calderon has faced over the last two years has been vendor delivery and performance.  Lack of timely delivery and supply by vendors many times has resulted in “out of inventory situations,” lost sales and lost customers.  In addition to on-time delivery, quality and “social compliance” issues need to be monitored at the manufacturing providers’ facilities prior to accepting shipments.


In 2005 employee performance within the buying group has been addressed and personnel changes made.  More recently, the Company has begun to work with a third party in Pakistan to monitor supplier quality and social compliance.  The Company is also now working with Expeditors International and utilizing its Cargo Management Services.  The third party relationships will assist in tracking supplier performance, measure supply chain reliability, improve freight spending and utilization, improve supplier controlled document delivery, help achieve flexibility in purchasing quantities, and improve container space optimization.

6.)  “Sell Smarter “

Calderon has been evaluating its sales, customers, and margins.  As a result it has initiated an effort to “sell smarter”.  This has included multiple reviews and decisions.
a.) The Company reviewed its SKUs for slow-moving items to discontinue.  This resulted in the following analysis and decisions:

	based on 05/31/05 inventory
	
	
	
	Slow Moving /Discontinue

	(excludes inventory in transit, in Atlanta, Mexico and Canada)
	
	
	
	
	
	
	

	Division 
	# of SKU's 
	$
	
	# of SKU's 
	% of Total 
	$
	% of Total 

	
	
	
	
	
	
	
	

	Retail 
	451
	      5,123,304 
	
	75
	17%
	      1,801,632 
	35%

	Healthcare/Hospitality 
	299
	      1,233,328 
	
	64
	21%
	         209,831 
	17%

	Hospital Laundry 
	1
	            14,836 
	
	0
	0%
	                     -   
	0%

	Textile Rental 
	565
	      4,296,494 
	
	84
	15%
	         367,456 
	9%

	Shared - Healthcare/Hospitality/Textile Rental 
	66
	         526,071 
	
	8
	12%
	         118,448 
	23%

	Qualitex 
	5
	            17,519 
	
	0
	0%
	                     -   
	0%

	Other - Raw 
	135
	         545,575 
	
	2
	1%
	            13,889 
	3%

	
	
	
	
	
	
	
	

	Total 
	1522
	    11,757,127 
	
	233
	15%
	      2,511,256 
	21%


The above detail outlines the initial list to move as discontinued items.  As of the end of June, these items and orders for discontinued are tracked separately.  Short–term special sales incentives and order instructions have been put into place to focus on moving the discontinued inventory.  

These incentives include: 

· 5% commission on the gross sale price of discontinued inventory

· commission will only be paid upon collection to encourage cash in advance or credit card sales

Further reviews are done weekly and the list is amended to reflect changes as needed.  Weekly reports are published Company-wide to track the status and progress of moving these discontinued items.  In addition, it is anticipated that the discontinued list of items will change as the strategic business reviews of the divisions and the customers are conducted.

b.) The Company has completed a sales analysis that indicates over 50% of the transactions result in less than 10% of sales:
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As a result, the Company further broke down the small transactions and the Company and sales people are making changes.  It is felt some benefits will be immediate and some will take 4 to 6 months to see benefits.  These changes include:

· The Company is making changes to purchasing and inventory in order to reduce the significant backorder shipments and invoicing which accounts for many small transactions.

· Sales people are moving toward eliminating customers who constantly order small quantities.  To accomplish this, they are mandating minimum order sizes or surcharges for small shipments and credit card payments for small orders.  Recognizing that some key accounts may still need small quantities shipped as a service, sales people are implementing these decisions.  In the future sharing more knowledge and information with sales people will also be critical.

7.) Service  
Over the past year, “service levels” with Wal-Mart have been below Wal-Mart expectations.  In addition to “service” Wal-Mart and retail customers demand their suppliers continually have innovative ideas, best pricing and that the vendors maintain suppliers who meet “social compliance” expectations.  

To improve the 2006 retail service and margins, the following is being implemented:

· outsourcing of warehousing to improve planning and management of warehouse and related shipping needs.  Expected to be implemented by 2006.

· hiring of third parties to audit suppliers which will include social compliance audits.  This is being implemented in Q-3 of 2005.

· sell “Swobbit” related products to mass retailers if possible in 2006.  Swobbit would represent innovative, high margin products.  These product introduction sales presentations are being made in summer of 2005.

8.) Credit Management 

Since May of 2005 there has been an ongoing effort to restructure the credit department. Prior to May 2005, customer credit limits and terms did not get approved through a credit review process. Each individual order was released by credit but many times credit information and files were not part of the process. Many times cash received was put on the account but not applied to invoices. Credits and deductions were taken but many times not resolved. Collections were done more on a reactive basis. During the summer of 2005, The credit organization was changed to become more proactive. Credit limits and terms have begun to be set and used. Collections calls have been made to clear up past due accounts, customers are being contacted to reconcile accounts so all cash and credits may be applied. It is anticipated it will take through the end of the year to have all accounts cleared up and credit files documented. This effort has also involved personnel changes in the credit department, new procedures , policies and re-training the sales people on how to work with the Credit department. 
The following outlines the trends for  A/R credits, unapplied cash and deductions :
	See below
	Credits
	
	Unapplied Cash
	
	Deductions

	
	Open $ Amount
	# of Items
	
	Open $ Amount
	# of Items
	
	Open $ Amount
	# of Items

	
	
	
	
	
	
	
	
	

	06/03/05
	$442,185.12 
	377
	
	$388,929.68
	680
	
	$356,989.98
	841

	
	
	
	
	
	
	
	
	

	06/10/05
	$545,353.75 
	423
	
	$362,077.75
	685
	
	$398,900.29
	661

	
	
	
	
	
	
	
	
	

	06/17/05
	$553,916.23 
	432
	
	$331,165.87
	657
	
	$393,043.68
	660

	
	
	
	
	
	
	
	
	

	06/30/05
	$507,336.55 
	342
	
	$303,523.42
	481
	
	$351,274.51
	458

	
	
	
	
	
	
	
	
	

	07/08/05
	$390,137.58 
	333
	
	$368,903.26 
	490
	
	$357,028.95 
	471

	
	
	
	
	
	
	
	
	

	07/31/05
	$542,217.00 
	353
	
	$340,229.00 
	489
	
	$386,114.00 
	526

	
	
	
	
	
	
	
	
	

	08/05/05
	$410,062.00 
	311
	
	$343,266.00 
	492
	
	$384,055.00 
	529

	
	
	
	
	
	
	
	
	

	08/12/05
	$415,891.00 
	324
	
	$356,566.00 
	509
	
	$384,329.00 
	535

	
	
	
	
	
	
	
	
	

	08/22/05
	$296,010.00 
	265
	
	$280,283.00 
	468
	
	$359,019.00 
	503

	
	
	
	
	
	
	
	
	

	08/29/05
	$252,765.53 
	225
	
	$292,861.46 
	487
	
	$332,372.34 
	460

	
	
	
	
	
	
	
	
	


As can be seen in the above chart, at the beginning of June there were 1,898 total unapplied # of items. At the end of August the total # of unapplied items were 1,172.

Credits > 
posted in A/R but not applied against open invoices 

Unapplied Cash > posted in A/R but not applied against open invoices, some represent pre-payments 

Deductions > posted in A/R – represent short payments mainly by Walmart and Target being researched , therefore not applied 

RISK DISCUSSION
1.) Inventory Mix

The Company needs to improve its inventory mix and sell the slow-moving and obsolete inventory.  Improving inventory mix would reduce “out of stock” items and rebuild customer confidence.  To accomplish this, this investment in inventory needs to be realigned.  Several key decisions have already been made such as eliminating the inventory on the West Coast and in Atlanta and identifying and selling slow moving items.  As a result, the following needs to be sold and new inventory levels to maintain need to be re-established.






May Balance
July Balance
Goal by Dec. ‘05


Discontinued Inventory
$2,511,256
$2,311,825
$750,000



Retail


$1,801,632
$1,804,496
$600,000



H/H


$269,055
$139,347
$50,000



Textile Rental

$440,569
$367,982
$100,000


Atlanta Inventory

$1,170,788
$1,242,183
$0


West Coast Inventory

$482,365
$96,730
$0

As of July,  the Company has made progress on many fronts.  The major concern remaining is movement of the retail inventory.  As of August 12, 2005, Wal-Mart committed to taking this inventory beginning in October.

In addition in May of 2005, Calderon did increase its inventory reserve to $793,000 by taking a one-time charge of $310,000 to allow for potential sales below carrying cost in order to make sure they move all inventory.

2.) Collection of significant receivable balances.  
During 2005 Calderon changed credit personnel, along with the credit policies and procedures to become more pro-active in managing its receivables.  To recognize the cost of “cleaning-up” past due accounts along with discounts and credits customers were claiming, the Company took a one-time charge of $320,000 based on the analysis below:


Analysis for Account Receivable Reserves

Below is a recent analysis prepared by the Company’s CFO, Paul Stokes, in evaluating the Company’s current allowance for returns and allowances: 

	As of May 31, 2005

	 A/R Reserve for Returns & Allowances 

	Reserve Needed for Wal-Mart & Target Open AR
	

	Outstanding AR
	5,458,120

	Less:  Deductions on these accounts
	(292,898)

	Net Open A/R subject to customer deductions
	5,165,222

	% of Open AR to Reserve
	on3.0%

	Reserve Needed
	                     154,957 

	Reserve Needed for all Other CALCO and Schroeder & Tremayne Open AR
	

	Outstanding AR
	                 1,533,213 

	Less:  Deductions on these accounts
	                    (16,380)

	Net Open A/R subject to customer deductions
	                 1,516,833 

	% of Open AR to Reserve
	1.0%

	Reserve Needed
	                       15,168 

	Incremental Schroeder & Tremanye
	                       11,000 

	Total Reserve Needed
	                      26,168 

	Reserve Needed for all Other Customers
	

	Outstanding AR
	                5,613,000 

	Less:  Deductions on these accounts
	                   (56,480)

	Net Open A/R subject to customer deductions
	                 5,556,520 

	% of Open AR to Reserve
	0.30%

	Reserve Needed
	                      16,670 

	Reserve needed on Open AR based upon experience
	                     197,795 

	
	
	

	Reserve Needed for Unresolved Customer Deductions
	

	
	
	

	Open Deductions
	                    365,758 

	Reserve %
	
	90%

	Reserve Required for unresolved customer deductions
	                   329,182 

	Total Reserve Required
	                   526,976 


Based on the above analysis, the reserve for trade receivables increased by $320,000 and the total reserve as of May 31, 2005 was $650,000.

In addition the Company changed its accounting policies in May of 2005.  Each month 3% of retail sales is accrued for credit and return allowance.

Management believes all reserves are now adequate.  However, Calderon does have one key-significant account that is currently slow paying and has notified it will not be able to continue to do business with in 2006.   This account is Schroeder & Tremayne.  Its open receivable balance as of 8/12 is $958,142.

In 2004 Schroeder & Tremayne represented $3,024,473 of revenue and gross margins of 3.43% YTD.  In June 2005 it represented $1,780,695 in revenue and 5.36% gross margin.

3.) Loss of key accounts such as Wal-Mart.
 Loss of key accounts would be critical to any business. Calderon does not have a substantial Capital investment related to its business beyond it’s’ working Capital requirements. It can react to loss of critical customers. Its main risk would be selling obsolete inventory. The Company understands it needs to earn its business each year. Although the Company may decide to discontinue doing business with certain customers as they no longer fit Calderon’s business model, the Company does not foresee an unplanned  loss of any major accounts for 2006. 

FINANCIAL ANALYSIS AND DISCUSSIONS

This section along with projections and discussion are in process of being completed.
	CALDERON TEXTILES

	YTD JUNE 2005 EXTRAORDINARY ADJUSTMENTs

	
	
	

	
	
	

	Description
	Month
	$ Adjustment

	
	
	

	Write-off remainder of Investment in WIP-X
	May
	$372,615 

	Write-off NBV Equipment at WIP-X
	May
	$5,221 

	Inventory - Reserve increase for excess and discontinued products
	May
	$310,000 

	Increase AR Reserve for much higher Wal-mart and Target deductions in 2005
	May
	$193,336 

	Vendor Claims clean up
	May
	$41,123 

	Raise Bad Debt Reserve to 1% of outstanding AR
	May
	$38,751 

	Accrued Property Tax increase to cover higher 2005 tax bills
	May
	$21,305 

	Notes Receivable clean up
	May
	$17,735 

	Reserve for Closure of the West Coast Warehouse & Elimination of VP Textile Rental position Effective 8-1-2005
	June
	$115,000 

	Reserve for Closure of the Mexico Contract Manufacturing operation by 12-31-2005
	June
	$70,000 

	Consulting fees for restructuring
	June
	$49,113 

	Inventory write-off of retail business unit packaging including boxes, bands, and bags
	June
	$31,000 

	Inventory write-off of fabric at outside location Micelli
	June
	$15,000 

	Legal fees for restructuring
	June
	$3,044 

	
	
	

	
	
	 

	
	
	

	TOTAL
	
	$1,283,242 

	
	
	

	
	
	


	UNAUDTIED

000’s omitted
	2001
	2002
	2003
	2004

	Sales 
	$49,375,631
	$49,600,257
	$56,004,601
	$66,672,913

	Cost of Goods Sold
	(42,041,901)
	(41,306,154)
	(47,266,907)
	(57,246,953)

	
	
	
	
	

	Gross Profit
	7,333,730
	8,294,103
	8,737,693
	9,425,960

	
	14.9%
	16.7%
	15.6%
	14.1%

	
	
	
	
	

	S, G, & A
	
	
	4,861,363
	6,576,288

	Sales
	
	
	2,807,345
	3,212,061

	TOTAL sg&a
	
	
	7,668,708
	9,788,349

	
	
	
	14%
	15%

	
	
	
	
	

	Income (loss) from operations
	
	
	1,068,985
	(362,389)

	
	
	
	
	

	Interest
	
	
	624,488
	847,171

	Other Income(expense) 
	
	
	41,168
	(717,338)

	
	
	
	
	

	net income ( loss) 
	
	
	48,665
	(1,926,898)

	
	
	
	
	

	ebitda
	
	
	$1,318,656
	$(134,200)*


· An asset impairment loss write-down of an investment in WIP-X of $ 600K has been excluded for    evaluating EBITDA in 2004

	
	Calderon Textiles, Inc.
	
	
	

	
	Comparative Balance Sheets
	
	
	

	
	
	 Dec 2003 
	 Dec 2004 
	 June 2005 

	
	
	
	
	

	 
	ASSETS
	
	
	

	CURRENT ASSETS:
	
	
	

	
	CASH
	53,379
	           121,755 
	207,900

	
	ACCOUNTS RECEIVABLE
	7,478,106
	        8,637,323 
	11,506,573

	
	INVENTORY
	14,638,334
	      17,031,813 
	16,880,331

	
	PREPAID EXPENSES/OTHER RECEIVABLES
	222,318
	           199,553 
	349,313

	
	TOTAL CURRENT ASSETS
	22,392,137   
	      25,990,444 
	28,944,117

	
	
	
	
	

	
	NET FIXED ASSETS
	1,272,537
	        1,165,580 
	1,052,027

	 
	OTHER ASSETS 
	1,245,826
	           704,515 
	340,142

	
	
	
	
	

	TOTAL ASSETS
	24,910,500   
	      27,860,539 
	30,336,286

	
	
	
	
	

	 
	LIABILITIES &  EQUITY
	 
	 
	

	CURRENT LIABILITIES:
	
	
	

	
	ACCOUNTS PAYABLE - TRADE
	4,820,320
	        7,713,204 
	9,807,686

	
	ACCRUED EXPENSES
	736,153
	           798,752 
	1,035,365

	
	LOANS PAYABLE - SHORT TERM
	339,807
	           482,406 
	482,406

	
	
	5,896,280   
	        8,994,362 
	11,325,457

	
	
	
	
	

	LONG TERM LIABILITIES:
	 
	 
	

	
	BANK CREDIT LINE PAYABLE
	13,119,777 
	      14,666,148 
	15,518,831

	
	LOANS FROM SHAREHOLDERS
	648,053 
	        1,006,700 
	896,368

	
	NOTES PAYABLE
	1,177,499 
	        1,024,353 
	949,951

	
	DEFERRED INVESTMENT LIAB.
	161,963 
	           191,531 
	202,031

	
	CAPITAL LEASE PAYABLE
	389,816 
	           215,372 
	118,268

	
	
	15,497,108   
	      17,104,104 
	17,685,447

	
	
	
	
	

	
	TOTAL LIABILITIES
	                -   
	      26,098,466 
	29,010,904

	
	
	 
	 
	

	 
	TOTAL EQUITY
	3,517,112 
	        1,762,073 
	1,325,382

	
	
	
	
	

	TOTAL LIABILITIES AND EQUITY:
	24,910,500   
	      27,860,539 
	30,336,286
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