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Khobareh Khosh Retail Store:
Exit Strategy and Project Evaluation
March 2005

Executive Summary

All of the right ingredients exist for Khobareh Khosh to eventually blossom. In Bakhtnazera Niazi, CARE has identified a talented, hard-working entrepreneur. She has previous experience running a successful business, understands both the capabilities and limitations of her workforce, and has clear ideas about the products she would like to make for her target market. However, she has inherited an unwieldy and unprofitable business structure from CARE, and in this final phase of the project, she needs freedom to make decisions and reorganize the business in a more efficient manner. 
Current market demand does not warrant a workforce of 30 seamstresses; therefore, many of them will likely not continue to be employed by the business when the CARE subsidies end. Those women who do continue to produce for Bakhtnazera will need to switch to piece rate work at a wage that is more in line with the prevailing wage in the market for similar work. In addition, the store’s product mix will need to be more clearly defined, ideally working towards building up an expatriate customer base, which is the group that Bakhtnazera is most interested in targeting, in addition to cultivating commercial clients for contract work.
The attachments include financial projections for monthly operating costs, product costs, and sales for the business when the CARE subsidies end. These figures were worked out with Bakhtnazera during the consultancy. If Bakhtnazera stays in her current store location and reduces her costs by eliminating the tailoring center, she needs to sell approximately $1300 per month (combination of retail and/or contract work) to break even. She is conservatively projecting sales at closer to $1500 per month, which would result in a small profit. In March her total sales were more than $3000 due to sizeable contract orders, which indicates that her projections are reasonable and attainable.
The second section of the report outlines recommendations for future projects. When undertaking future small business start-up projects, CARE should be careful that it is not creating an unworkable business formula from the beginning. This problem can be avoided by involving more business people in the preparation and review of the project, allowing the entrepreneur involved in the project to make more of the key business decisions, more thoroughly researching the market and common business practices in the sector before undertaking such a project, and ensuring that CARE’s administrative procedures, such as finance and procurement, do not restrict the enterprise from conducting business in a normal fashion. In addition, stricter attention must be paid to product quality and design, ensuring that high-quality, marketable product is being produced at a competitive price.
Exit Strategy
As CARE begins to phase out its involvement in the Khobareh Khosh retail store and tailoring center, Bakhtnazera needs to be given increasing levels of control over materials procurement, production, finances, and overall decision making in the business. In addition, she needs freedom to reorganize the structure of the business in a way that reduces costs and increases productivity and efficiency so as to remain competitive in the market. The below sections detail recommendations on how CARE can work with Bakhtnazera on transitioning to greater levels of autonomy.
1. Allow Bakhtnazera More Control over Business Decisions
Up until now, CARE has paid for raw materials out of the project budget and procured the items through the CARE procurement unit. The tailors are paid directly by CARE on a monthly basis. Income from any contract orders has been put directly into a bank account for Bakhtnazera’s use when the project finishes.( 

With CARE controlling most of the business finances, Bakhtnazera has little experience in truly managing the business. She cannot get an overall picture of the true costs of running the business in its present form if major pieces of the business are being managed without her involvement. CARE has stated that they are providing nearly 100% subsidies to the project, and they would like to see Bakhtnazera invest more of her own money into the business; however, until this time, CARE has even managed all of the revenue from the business, without really giving her the chance to pay for or manage things on her own.
Recommendation #1 – Give Bakhtnazera freedom in the final few months of the project to purchase her own materials, to pay the women for their work at a fair piece rate (see item 4B in the evaluation section below), and to pay her own bills directly with revenue from sales. I recommend that someone at CARE with business experience (not necessarily someone from the HAWA program) monitor this process and review the monthly financials from the point at which Bakhtnazera takes over management of the finances until the CARE project ends. Because Bakhtnazera does not have a computer, the financials will likely be a hand-written statement of income and expenses, but I have found her to be very accurate in her accounting. This experience will begin to allow her to make a more personal investment of time and money into the business. 

If, due to CARE’s policies, it is not possible for Bakhtnazera to make these decisions and payments on her own, then plans should be made for Bakhtnazera to sit with the CARE finance manager and have her physically hand out the money on behalf of the finance manager to the tailors and her bills and creditors, if only as a symbolic gesture, so that she knows exactly how much is getting paid to whom at what time.

2. Reduce Costs

As ownership of Khobareh Khosh shifts to Bakhtnazera Niazi, costs need to be reduced because the current structure, as it was originally conceived, is unsustainable. Several clear opportunities exist for cutting costs:

A. Eliminate tailoring center
The women working in the tailoring center indicated that, while they have enjoyed their classes at the tailoring center, their actual preference would be to work from home, rather than coming to the center. They each have been given ownership of the sewing machines that they use in the center. The machines are hand-crank, rather than electric, and therefore do not require electricity, which means they can be operated from home. By eliminating the training center, the business will be saving $80/month in rent.

Another benefit of working from home is that women can use their sewing machines and tailoring skills to pick up additional clients (neighbors, extended family, etc.) to supplement their income. Four women at the tailoring center indicated that they have the skills necessary to produce items independently. The other women are able to sew; however, they have not mastered cutting fabrics, which may prevent them from taking on additional clients.

B. Switch to piece rate payment system

The women tailors are presently being paid at a rate that is above the prevailing market wage rate for similar work. Furthermore, they earn a monthly salary, whereas most tailors are typically paid on a piece rate this kind of work.

The women are presently earning a monthly salary of $50/month for an average of two hours of work per day (six days per week). To continue paying the women at that wage rate after the grant subsidy ends, particularly with only several productive hours of labor each day, the cost of their production will be too high to sell; it would be priced out of the market.

Furthermore, by switching to a piece rate, efficiency will increase. When a big order is received, women know that the more they work, they more they will earn. As opposed to the current situation, when a big order is received, the women have no particular motivation to increase their production in order to make a deadline because they will receive the same wage regardless of how much or little they produce (see evaluation section below for more discussion on this issue).

Bakhtnazera has stated that she plans to continue providing employment to approximately Bakhtnazera has stated that she plans to continue providing employment to at least eight of the widows, all who have shown excellent tailoring skills. The financial projections that I worked on with Bakhtnazera support this plan. Bakhtnazera estimated her monthly retail sales in the future at slightly more than $1500 per month, with labor making up approximately $364 of that figure. Three hundred sixty four dollars per month in wages represents approximately $46/month to eight women, so Bakhtnazera’s plans to retain at least eight of the tailors are clearly in line with her sales estimates.
Recommendation – The piece rate payment system can be phased in slowly and its introduction should be discussed openly with the women as part of the natural conversation with them about the management transition. For example, their base salary can be reduced starting from April to $40/month with the understanding that they will produce a specific number of items in a month’s timeframe (i.e., 10 items at $4/piece). For anything they produce in addition to the designated number of items, they would receive a piece rate. The base salary can then be further reduced to $30/month in May, $20/month in June, $10/month in July, so that the women are earning more and more of their salary from piece work, and then eventually switch over to a total piece rate system. 

As discussed with Bakhtnazera, the tailor trainer will continue working with Khobareh Khosh after the project ends and will also earn a piece rate for his cutting work, oversight, finishing, and potentially some production work as well. 
3. Renew Lease at Current Store Location

After much discussion and a number of inquiries made at other retail store locations near Roshan city tower, Chicken Street, Flower Street and Qalai-Fateullah across from the DACAAR shop, Bakhtnazera has decided that she would prefer to stay in her existing location for another year. More central locations where there is more pedestrian foot traffic cost significantly more than her current location. For stores of a similar size, we were quoted prices ranging from $500 to $1000 per month, in addition to a sizeable (and nonrefundable) one-time fee that is required up front (one place quoted us a nonrefundable down payment of $10,000). 
Though the present location in Qalai-Fateullah is not ideal, the decision to stay at that location for another year was made for the following reasons:

A. At $200/month, the rent is relatively inexpensive and financial projections show that monthly rent in that range can be covered through revenues.

B. Even though the store front is not on the main street in Qalai-Fateullah, it is less than a block off the main street and visible from the main street. A number of other clothing stores are located in the region. The days that I was in the shop they had both walk-in customers, as well as customers who called ahead to make an appointment for shopping.

C. In addition to clothing stores, a number of popular restaurants, NGO offices and housing compounds for expatriates are also located in the neighborhood, so there are target customers within close distance of the store.
D. As a very new business, Khobareh Khosh feels it needs to further solidify its operations, experience and customer base before shifting to a new location. Bakhtnazera’s husband Khanaga indicated that, though the location is not perfect, they are quite happy overall with the store, and that they want to continue building and solidify a customer base from there that will then follow them later if/when they move.
Recommendation - Khanaga will be meeting with the building owner to discuss rent payment for the upcoming year. Bakhtnazera and Khanaga would like to use part of their income from their orders that is sitting in the CARE account to pre-pay their rent for the coming year, which will give them some base of security as they work on increasing sales.

4. Define Image
Bakhtnazera currently has a broad mix of product targeting a variety of widely different clients: party clothes for upper middle class Afghan women; maternity wear and dresses for pregnant women; uniforms for teachers, nurses, etc; and embroidered shirts and beaded jewelry made with foreign clientele in mind. In addition to the retail customers, Bakhtnazera is also producing sheets, curtains and uniforms for commercial clients.
Through February, Bakhtnazera’s $2000 in total sales had been fairly evenly split between contract work ($750 or 37.5%), store sales ($750 or 37.5%), and exhibitions ($500 or 25%). In recent weeks, she has completed another $3425 in contract work.

Though contract work may likely be the backbone of her business, in order to develop her retail business, she needs to further refine her image and more precisely define her target customer. Before entering in to the CARE project, Bakhtnazera targeted primarily foreign women with her beaded jewelry business. When asked during the consultancy who she would prefer to target as a customer, she again stated that her primary interest is selling to foreigners living and working in Kabul. 

Recommendation - Though the population of foreigners in Kabul is relatively small in size when compared with the domestic Afghan market, foreigners do hold significant purchasing power. Since Bakhtnazera has experience in selling to and wants to expand her work with this market, I recommend that she purse this avenue in the coming six months to capitalize on her enthusiasm and natural areas of interest, evaluating her sales figures at the end of the six months to determine if she is hitting her targets. 
5. Refine Product Mix in Store
While Bakhtnazera can still produce items for other types of customers, if she wants to primarily target expatriates, then the look of the store (from the mannequins outside to the displays inside), the merchandise mix, and the price points should all appeal to her target customer.
Recommendation - Bakhtnazera is currently attending an eight-week course on fashion design offered by the ILO, which provides her with a great opportunity to design a new collection and overall merchandising theme for Khobareh Khosh. CARE might also want to consider contracting the course trainer, Gabriella Ghidoni, for some one-on-one consulting on developing a refined product mix specifically for the shop. At the end of the course, when Bakhtnazera’s new design concept is finalized, the existing product in the store that does not blend well with the new theme should be liquidated through a sale. A special event can be organized in the store to launch the new collection. 
6. Suggestions for Re-directing Remaining Project Funds

I am uncertain what total balance remains in the project budget or exactly how much flexibility exists in terms of rearranging some of line items. In my opinion, the CARE HAWA income generation officer and assistants are providing relatively little useful support or inputs to Khobareh Khosh. The HAWA staff appears to be receiving 28% ($5828) of the funds in the current budget. If the goal of this grant is to create a truly sustainable business that will provide income to HAWA project clients, then I recommend reducing the amount of funding that is covering CARE HAWA staff time and redirecting the remaining project funds to invest in the below outlined areas that will allow the business to further grow and develop: 

A. Purchase vehicle

Using remaining funds from the project budget, I recommend that a used vehicle be purchased for the business that will stay with the business when the project finishes. The distance between the store location and District Eight where the tailors live is quite far, and often several trips are needed daily to do things like visit the bazaar to purchase raw materials, take the materials to the training center, visit contract clients, deliver orders and transfer inventory from the tailoring center to the store. Using taxis for all of these meetings is inefficient and will not be cost-effective in the long term. 

Bakhtnazera estimates the cost of using taxis to be $200/month. Monthly petrol costs for a car are estimated at $120/month, which represents a savings of $80/month, plus savings in time and increased efficiency by being able to make multiple trips 

B. Invest in promotion and advertising

Bakhtnazera needs different types of promotional materials for her different client bases. 

Contract business - During the consultancy, Bakhtnazera, Khanaga and I discussed some basic ideas for inexpensive promotional materials. We also made simple swatch books for the New Millennium curtain order to present different fabric selections to them. However, funding should be used to create some more professional, materials that can be used in work specifically targeting contract clients. These materials would include some simple pages that show photographs of the work that she has done for the New Millennium (the canteen with her table clothes, rooms with her sheets and curtains, etc.) and listing the categories of products that she can make along with a list of client names as references (and even quotes from them as testimonials). She should also prepare some standard swatch books of fabrics that are regularly available in the market and that would be most commonly used by these types of clients (curtain fabrics, bed lining fabrics, etc.).

New Millennium has indicated that they may also start a small bazaar or gift shop at the base. We presented a range of products to them for possible inclusion in the gift shop, and they are currently under consideration. For wholesaling (domestically) gift items, a product line sheet and price sheet should be made. Products need to be coded, and the price list includes the product description, corresponding code and wholesale price. So if, for example, New Millennium wants to carry her beaded necklaces to carry in their gift shop, they just have to call and give her a code number and quantity, rather than trying to describe each item that they want. I reviewed some examples of line sheets and price sheets together with Bakhtnazera and Khanaga. I took digital photographs of the items that they are able to wholesale, and have put them on a CD-rom for Bakhtnazera. Bakhtnazera and Khanaga are working on developing a product coding system for these items.
Retail store - Since Bakhtnazera has decided to stay in her current location, I recommend a new advertising campaign promoting the store to expatriates living in the area. A simple postcard with professionally photographed product images (i.e., jewelry or embroidered blouses) can be produced and left at the restaurants (B’s Place, L’Atmosphere, Flower Street Catering, etc.) in the region, as well as NGO offices such as Mercy Corps, Oxfam and CNFA.

As mentioned above, a special event can be held at the store to launch Bakhtnazera’s new look or collection. This type of event could also be held later this summer to celebrate their one-year anniversary. Invite press to the event to play up the women-owned business angle.
Retail Store and Exhibitions - Using the computer in the HAWA office, I worked with Bakhtnazera on upgrading her existing hangtags. In addition to the company name and price, we added the phrase “Made by Afghan women” and a contact telephone number for Khobareh Khosh. If a customer purchases the item at an exhibition, they now at least have a way to contact Bakhtnazera if they wish to make additional purchases. The tags are currently just made from a word document and printed out on white office paper.

Producing and printing a more professional hangtag would be very useful and is something that Bakhtnazera can use well beyond the life of the project. The hangtag should contain a visual that captures the spirit of the store, a few sentences about how Khobareh Khosh is supported by CARE and employs widows, and the complete contact details for the store. Expatriates buying gifts to take home to their friends and families appreciate having informative hangtags so that the recipient knows the story behind the gift that they are being given. 

C. Product design and visual merchandising consultant

As mentioned above, I recommend using some funds to hire a professional designer to assist Bakhtnazera with creating a new product line targeting expatriate customers so that she has something new and distinct to offer to her customers. The designer/merchandiser’s scope of work could include working with Bakhtnazera to develop visual product boards to guide the product development done for the store and advise on a merchandise mix and target price points.
6. Cultivate Contract Clients

Bakhtnazera was quite busy throughout my consultancy overseeing the production and delivery of three separate orders for New Millennium totaling $1347. We spent time calculating actual costs for these orders with proper overhead and profit margins added. We prepared formal price quotations along with fabric swatches for two pending orders. 
Because the consultancy days were filled with work on actual orders (and in addition Bakhtnazera was occupied several half days at an ILO fashion course), little time remained for searching for additional clients; however, we did discuss how to present herself and her business to new clients.
So far Bakhtnazera has had a very positive response to the contract orders, which have led to continued re-orders and larger and larger projects. She has also received referrals from her existing clients. 

She presently has several orders pending. For the time being, she needs to carefully manage what she takes on so that she does not over-extend herself while continuing to cultivate the contacts she’s received from referrals.

7. Alternate Strategy
An alternate strategy to the steps outlined above would be to eliminate the retail store (at $200/month rent) and keep the training center (at $80/month rent) as an office and base of operation, focusing almost solely on contract work. However, when I discussed this idea with Bakhtnazera, it was met with strong disapproval. Maintaining the retail store is clearly very important to both her and her husband. Even if the core of their work may ultimately come from contract work, they still see the store as the face they want to present to their clients and an office from which they can secure additional orders.
8. Additional Comments
CARE had indicated to me that the tailors who work in District Eight had never been to Qalai-Fateullah to see the retail store. However, Khanaga informed me that the women had come in several groups to see the shop. He said the visit was useful for reinforcing with the women the need for quality, and that the women also expressed how proud they were to see their production in the shop. 

Evaluation
While the project did succeed in identifying a very talented entrepreneur to lead the Khobareh Khosh store and tailoring center, unfortunately, the way that the project was conceived and has been managed, Bakhtnazera has been given her little chance for success. The below sections outline areas where the project has been successful as well as lessons that can inform future projects. 
1. Areas of Strength
A. Identification and selection of a true entrepreneur

Through the call for business plans process, the CARE project succeeded in identifying a very capable woman who truly has an entrepreneurial spirit. CARE should be congratulated on selecting a hard-working, motivated female entrepreneur who cares deeply about the business and the success of the project.

B. Expansion of customer network

This project has given Bakhtnazera exposure to a new network of people in the international community in Kabul, which greatly expands the customer base from her previous business. Her participation in exhibitions organized through CARE contacts has brought her new retail customers. Furthermore, her affiliation with CARE has also brought her first contract orders and experience in working with commercial clients. 
C. Developed new production resource
Through the training offered to 30 widows at the tailoring center, Bakhtnazera says at least eight of them have developed strong skills, and she will continue employing them. Four of those women are also capable of taking on orders as individual home-based enterprises. The others may be taken on for large contract orders, or may improve to a point that Bakhtnazera may take them on as her business grows.
D. Experience running retail store

Though Bakhtnazera had previous business experience, this project gave her practical experience and training in retail management. The retail store itself is quite pleasant with a nice layout and comfortable amenities, including a place to sit and a private changing room.
2. Areas for Improvement
A. Structure of business

The project should have allowed for organic business growth rather than starting out immediately as a medium-sized business with 30 employees without really having a clear idea of the market for their volume of production. As an example, if labor cost is estimated at one-quarter of the retail sales price of goods (in addition to materials, overhead, and profit), then the enterprise would need at least $6000 in monthly retail sales (or $72,000/year) in order to provide $50 of income to 30 women. A better scenario would be to begin much smaller and gradually grow to 30 employees as the sales grow, rather than trying to start at and then sustain that level of production without having clear market demand.

Recommendation - Donor funding generally requires a certain scale of impact, so the implementer often faces pressure in terms of demonstrating an adequate return on investment (i.e., number of people who benefited from the investment). In this case, the initial grant could have been spread among several smaller businesses, perhaps three businesses each employing ten people and potentially operating in different sectors (i.e., tailoring, food processing, poultry, etc.). The investment would thus achieve the same impact in terms of number of people and the smaller businesses could more easily absorb and manage a smaller investment rather than trying to start and sustain a medium-sized business and spend down a larger investment in a year time span.

B. Call for submission of business plans
The business plan competition was too restrictive in its structure (requiring the hiring of 30 women, the rental of a tailoring center, the rental of a shop, etc.), and placed too many limitations on the entrepreneur. It started out with unworkable structure and imposed a vision onto the applicants rather than allowing for creative and entrepreneurial solutions for employment creation coming from the applicants themselves.

In addition, the call for submission of business plans itself could have been framed in a more business-like manner. It contains some confusing questions. For example, question 2iii reads: “Describe what marketing strategy you would use.” However, many of the follow up questions listed in that marketing strategy section are connected with production and inventory management (How would you provide quality control? Ensure adequate stocks in place? ) and have nothing to do with marketing.
Recommendation #1 - One suggestion for future similar projects is to provide applicants with only the desired end result or objective, i.e., employing 30 women trained by CARE’s HAWA Program (could even leave it open to any area in which CARE offers training: pickle making, jam making, poultry, tailoring, etc.), and then allowing the entrepreneur to provide the road map for how to create employment.
Recommendation #2 - If CARE was completely set on the idea of a fashion salon in which to sell the production made by 30 tailors trained through its program, an alternative to the business plan competition, might have been to request donor funds to set up a bigger, more professional CARE retail store, and investing in new product development and merchandising for the store. CARE could have then hired a professional store manager to carry out CARE’s vision and promote the tailors’ production, rather than seeking out a true entrepreneur who has her own vision that may not always completely coincide with CARE’s vision.
Recommendation #3 – Have a businessperson draft or review the call for submission of business plans before it is issued. Include more businesspeople in the review process.
C. Payment of tailors
The 30 widows are currently being paid a salary of $50/month (or $2.08/day based on a six-day work week), and CARE has been subsidizing 100% of their salaries. The normal way that tailors are paid is at a piece rate. The piece rate is based on an hourly wage, and is determined for each item based on the amount of time that it would take an average worker to complete the item. A fair piece rate can be established democratically by asking the women themselves to determine a fair hourly wage for their labor as well as their help in determining how many minutes/hours it takes to produce various items.

Paying a piece rate is important because it improves efficiency and productivity and rewards those who work hard. The more you work, the more you earn. Those who do inferior work get paid less, or lose time by having to re-do items with flaws or problems. Without a piece rate (and because the tailors’ salary has been paid by CARE and not by Bakhtnazera – not even given by CARE to Bakhtnazera to pay out), Bakhtnazera has sometimes found it difficult to motivate workers to meet a deadline.

Furthermore, the women tailors are currently being paid well above the normal market rate, considering the amount of time they are working each day and the volume of their production. They have two shifts: the first from 9am – 12 noon, and the second from 1- 4pm. Sometimes each shift begins with an hour of literacy training, so the women are effectively working a total of only two hours per day. 
An average wage for a woman working eight hours per day in Kabul is currently about 100 Afghani per day (US $2.00, or $0.25/hour). The tailors are currently earning $0.70/hour ($2.08/day for 3 hours of work), nearly three times a standard wage. Bakhtnazera cannot build payment at this rate into her pricing structures, or her clothes will not be competitive in the market. Furthermore, each woman receives the same salary regardless of how much or little she produces. 

Recommendation – Research average wages and payment methods for the sector before setting a wage payment structure. Introducing products into the market at subsidized rates is not beneficial to the producers in the long-term because it is not sustainable. A better option is to pay women normal market rates with bonuses and raises for good work, rather than starting them at above normal wages and then have to reduce their wages. This system, in some ways, has now set Bakhtnazera up to be the “bad guy” – the person who in the end has to make the difficult, but necessary and realistic, decisions to eliminate tailors and to cut wages. It puts her in a negative position with her employees right as she is poised to take over the business.
D. Quality of training

Despite having received intensive training, only four of the tailoring students are at a point where they are able to take on work independently. The others have apparently not yet mastered the art of cutting. When I asked the tailoring trainer why they had not learned cutting he replied that it takes time, just as it takes a university student time to finish his or her courses. While learning a new skill does take time, more emphasis could have been placed on the basics to ensure that women would be able to operate on their own should the business have to close. Another factor at play could be that the tailoring trainer, to some degree, feared that he might be teaching himself out of a job. By maintaining a command over certain skill areas, he makes himself indispensable.

In addition, many of the women are producing garments of low quality. They have uneven sewing and poorly finished seams. Because of the payment system, Bakhtnazera has little recourse for penalizing the women for inferior work, and she has few options of what to do with the work, other than put it for sale in her shop, which then impacts the store’s image. Some of the more complex contract orders have actually been farmed out to people other than the seamstresses at the tailoring center because they cannot produce at an acceptable quantity.
Recommendation  - Monitor training content more rigorously to ensure that the content being conveyed is geared towards making the women as self-sufficient as possible, rather than dependent, and that the quality of production is high. 
E. Purchasing of materials and payment for orders
When Bakhtnazera needs materials, CARE’s procurement unit buys the fabrics. She is required to fill out paperwork specifying the fabric she needs, then a procurement officer goes to the market, often together with Bakhtnazera and/or Khanaga. Depending on the size of the request, the procurement officer collects several quotations before agreeing to the purchase. In the weeks I was working with Bakhtnazera, I observed at least a 48 hour time lag between when she received an order and when the procurement unit was able to accompany her husband to the market to make purchases after he had submitted the necessary paperwork (similarly, requests for an advance take a day or more to process). That means that two days of production time were lost, whereas, if Bakhtnazera had autonomy, she could have made the purchase in one hour and began production immediately. When you combine the delay in procuring materials with the production restrictions imposed by the limited hours that the women are at the tailoring center during the day, it makes it nearly impossible for Bakhtnazera to produce under tight deadlines.
With good intentions, CARE formed a practice of subsidizing the costs of labor and materials for any orders that Bakhtnazera received, and had the total revenue set aside for her in an account with the idea that the money would be reinvested in the business when the CARE subsidies ended. However, this procedure effectively prevents Bakhtnazera from getting her feet wet in the market because she is operating in a completely controlled environment without having any idea of what her operating costs and whether or not she is covering all of her costs with her pricing.   

Recommendation –When the entrepreneur has to turn around an order under a tight deadline, facilitate her requests so that they can be fast-tracked through the system. Allow her to pay for materials out of her revenue so that she has an idea of whether or not she is truly covering her costs with her pricing on contract orders. Set aside only profit in an account to re-invest in the business at the end of the project rather than setting aside revenue.

F. Location of store

CARE income generation staff selected the location of the Khobareh Khosh retail store, and Bakhtnazera was not part of the selection process. The location has proven somewhat problematic due to the relatively low foot traffic in the vicinity, and the distance between the store and the tailoring workshop, which can be up to 30 minutes by car, depending on traffic.

Recommendation – Involve the entrepreneur in key business decisions from the very start of the project so that the person feels ownership over both the process and the business. 
G. More strategic subsidies
Providing 100% subsidies for major items like rent and salaries over a sustained period, creates a tendency for the business to grow dependent on the subsidy. 

Recommendation - A better strategy is to use subsidies to absorb one-time costs, such as start up expenses or equipment, or to plan for declining subsidies from the beginning of the project so that workers know they need to start producing and selling on their own merits or their income will decline.
Attachments

1. Financial Projections

	Estimated Monthly Operating Expenses when CARE Project Finishes*

	Item
	Per Month
	Total for Year

	Rent
	$200.00
	$2,400.00

	Retail license renewal
	$16.67
	$200.00

	Transportation (fuel)
	$120.00
	$1,440.00

	Bakhtnazera salary
	$150.00
	$1,800.00

	Khanagha salary
	$150.00
	$1,800.00

	Shopkeeper
	$60.00
	$720.00

	Telephone
	$20.00
	$240.00

	Electricity
	$10.00
	$120.00

	Publication / advertising
	$2.00
	$24.00

	Stationary
	$1.00
	$12.00

	Plastic bags
	$2.50
	$30.00

	 
	 
	 

	Total
	$732.17
	$8,786.00

	
	
	

	* Figures provided by Bakhtnazera.
	


	Product Cost Calculations

	Item
	Material Cost
	Labor
	Overhead (46%)
	Product Cost (Afghani)
	Product Cost (USD)
	Profit (USD)
	% Profit
	Current Sales Price (USD)
	# of units selling per month
	Total material cost per month
	Total labor cost per month

	bracelet
	10
	10
	14
	34
	$0.69
	$1.31
	190%
	$2.00
	10
	$2.00
	$2.00

	necklace
	20
	30
	33
	83
	$1.67
	$1.33
	80%
	$3.00
	10
	$4.00
	$6.00

	belts
	50
	60
	77
	187
	$3.73
	$6.27
	168%
	$10.00
	10
	$10.00
	$12.00

	key chains
	10
	10
	14
	34
	$0.69
	$1.31
	190%
	$2.00
	10
	$2.00
	$2.00

	mirror
	15
	15
	22
	52
	$1.03
	$0.97
	94%
	$2.00
	10
	$3.00
	$3.00

	beaded card holders
	20
	20
	29
	69
	$1.38
	$0.62
	45%
	$2.00
	10
	$4.00
	$4.00

	beaded handbags
	80
	100
	125
	305
	$6.09
	-$0.09
	-1%
	$6.00
	10
	$16.00
	$20.00

	handbags, large
	100
	150
	167
	417
	$8.34
	-$2.34
	-28%
	$6.00
	10
	$20.00
	$30.00

	handbags, small
	50
	55
	74
	179
	$3.59
	-$0.59
	-16%
	$3.00
	10
	$10.00
	$11.00

	chardar, beaded
	70
	100
	115
	285
	$5.69
	$9.31
	164%
	$15.00
	10
	$14.00
	$20.00

	chardar, embroidered
	60
	200
	149
	409
	$8.18
	$16.82
	206%
	$25.00
	10
	$12.00
	$40.00

	embroidered shirts for women
	70
	200
	159
	429
	$8.58
	$6.42
	75%
	$15.00
	8
	$11.20
	$32.00

	salwar kameez
	180
	400
	358
	938
	$18.76
	$11.24
	60%
	$30.00
	3
	$10.80
	$24.00

	blouse & scarf, wool with beads
	260
	100
	305
	665
	$13.29
	$4.71
	35%
	$18.00
	3
	$15.60
	$6.00

	embroidered shirts for men
	240
	1200
	774
	2214
	$44.29
	$5.71
	13%
	$50.00
	5
	$24.00
	$120.00

	traditional dress & pants
	675
	200
	764
	1639
	$32.78
	$7.22
	22%
	$40.00
	5
	$67.50
	$20.00

	velvet blouse with mirrorwork
	300
	200
	389
	889
	$17.78
	$2.22
	12%
	$20.00
	3
	$18.00
	$12.00

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	137
	$244.10
	$364.00

	
	
	
	
	
	
	
	
	
	
	$652.44
	$384.00

	
	
	
	
	
	
	
	
	
	
	$896.54
	$748.00

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	 total monthly direct costs (materials + labor)
	=
	$1,644.54

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	total monthly operating costs
	=
	$732.17

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	overhead percentage (total monthly direct costs ÷ total monthly operating costs)
	=
	45%


	Bakhtnazera's Monthly Sales Projection for Re-vamped Retail Store

	Item
	 
	 
	Per Month 

	
	Sales Price (Afghani)
	Sales Price (USD)
	Quantity
	Estimated Sales (Afghani)
	Estimated Sales (USD)

	Bracelet
	100
	$2.00
	10
	1000
	$20.00

	Necklace
	150
	$3.00
	10
	1500
	$30.00

	Belts
	500
	$10.00
	10
	5000
	$100.00

	key chains
	100
	$2.00
	10
	1000
	$20.00

	Mirror
	100
	$2.00
	10
	1000
	$20.00

	beaded card holders
	100
	$2.00
	10
	1000
	$20.00

	beaded handbags
	300
	$6.00
	10
	3000
	$60.00

	handbags, large
	300
	$6.00
	10
	3000
	$60.00

	handbags, small
	150
	$3.00
	10
	1500
	$30.00

	chardar, beaded
	750
	$15.00
	10
	7500
	$150.00

	chardar, embroidered
	1250
	$25.00
	10
	12500
	$250.00

	embroidered shirts for women
	750
	$15.00
	8
	6000
	$120.00

	salwar kameez
	1500
	$30.00
	3
	4500
	$90.00

	blouse & scarf, wool with beads
	900
	$18.00
	3
	2700
	$54.00

	embroidered shirts for men
	2500
	$50.00
	5
	12500
	$250.00

	traditional dress & pants
	2000
	$40.00
	5
	10000
	$200.00

	velvet blouse with mirrorwork
	1000
	$20.00
	3
	3000
	$60.00

	 
	 
	 
	 
	 
	 

	Total monthly sales
	 
	 
	137
	76700
	$1,534.00


	Sales Projection Combining More Modest Retail Orders with Contract Orders

	Item
	 
	 
	Per Month 

	
	Sales Price (Afghani)
	Sales Price (USD)
	Quantity
	Estimated Sales (Afghani)
	Estimated Sales (USD)

	Bracelet
	100
	$2.00
	5
	500
	$10.00

	Necklace
	150
	$3.00
	5
	750
	$15.00

	Belts
	500
	$10.00
	5
	2500
	$50.00

	key chains
	100
	$2.00
	5
	500
	$10.00

	Mirror
	100
	$2.00
	5
	500
	$10.00

	beaded card holders
	100
	$2.00
	5
	500
	$10.00

	beaded handbags
	300
	$6.00
	5
	1500
	$30.00

	handbags, large
	300
	$6.00
	5
	1500
	$30.00

	handbags, small
	150
	$3.00
	5
	750
	$15.00

	chardar, beaded
	750
	$15.00
	6
	4500
	$90.00

	chardar, embroidered
	1250
	$25.00
	6
	7500
	$150.00

	embroidered shirts for women
	750
	$15.00
	6
	4500
	$90.00

	salwar kameez
	1500
	$30.00
	3
	4500
	$90.00

	blouse & scarf, wool with beads
	900
	$18.00
	3
	2700
	$54.00

	embroidered shirts for men
	2500
	$50.00
	1
	2500
	$50.00

	traditional dress & pants
	2000
	$40.00
	1
	2000
	$40.00

	velvet blouse with mirrorwork
	1000
	$20.00
	3
	3000
	$60.00

	contract orders
	25000
	$500.00
	2
	50000
	$1,000.00

	 
	 
	 
	 
	 
	 

	Total monthly sales
	 
	 
	76
	90200
	$1,804.00


	PRO FORMA PROFIT AND LOSS

	 
	May 2005 - April 2006

	Sales:
	 

	Sales
	$18,408

	Direct Costs of Goods
	$2,929

	Production Payroll
	$4,368

	 
	------------

	COST OF GOODS SOLD
	$7,297

	GROSS MARGIN     
	$11,111

	GROSS MARGIN %
	60%

	 
	 

	Operating Expenses: 
	 

	Sales and Marketing Expenses:
	 

	Sales and Marketing Payroll
	$2,520

	Advertising/Promotion
	$24

	Transportation
	$1,440

	 
	------------

	TOTAL SALES & MARKETING EXPENSES
	$3,984

	SALES & MARKETING %
	22%

	 
	 

	General and Administrative Expenses:
	 

	Utilities
	$120

	Telephone/Fax
	$240

	Rent
	$2,400

	Retail license renewal
	$200

	Other (office supplies)
	$42

	 
	------------

	TOTAL GENERAL & ADMINISTRATIVE EXPENSES
	$3,002

	GENERAL & ADMINISTRATIVE %
	16%

	 
	 

	Other Expenses:
	 

	Other Payroll (security/Khanaga)
	$1,800

	 
	------------

	TOTAL OTHER EXPENSES
	$1,800

	OTHER %
	10%

	 
	------------

	TOTAL OPERATING EXPENSES
	$8,786

	 
	 

	NET PROFIT   
	$2,325 

	NET PROFIT / SALES
	13%


2. Sample of Price Calculation for Contract Order
	Plain Curtains
	Unit
	Quantity
	Total (Af)
	Total (USD)

	Curtain fabric 
	150
	205
	30750
	$615.00

	Curtain pleating
	8
	210
	1680
	$33.60

	Thread
	4
	48
	192
	$3.84

	Labor
	400
	48
	19200
	$384.00

	Overhead
	
	45%
	23072
	$461.43

	Profit
	
	15%
	11234
	$224.68

	Total for plain curtains
	86128
	$1,722.56

	 
	Cost per window
	1794
	$35.89

	
	
	
	
	

	Curtains with Lining
	Unit
	Quantity
	Total (Af)
	Total (USD)

	Curtain fabric 
	150
	205
	30750
	$615.00

	Lining fabric
	240
	48
	11520
	$230.40

	Curtain pleating
	8
	210
	1680
	$33.60

	Thread
	4
	48
	192
	$3.84

	Labor
	450
	48
	21600
	$432.00

	Overhead
	
	45%
	29269
	$585.38

	Profit
	
	15%
	14252
	$285.03

	Total for curtains with lining
	109263
	$2,185.25

	 
	Cost per window
	2276
	$45.53

	
	
	
	
	

	Curtains with Tassels
	Unit
	Quantity
	Total (Af)
	Total (USD)

	Curtain fabric 
	150
	205
	30750
	$615.00

	Tassels
	70
	48
	3360
	$67.20

	Hooks for tie backs
	90
	48
	4320
	$86.40

	Curtain pleating
	8
	210
	1680
	$33.60

	Thread
	4
	48
	192
	$3.84

	Labor
	400
	48
	19200
	$384.00

	Overhead
	
	45%
	26491
	$529.82

	Profit
	
	15%
	12899
	$257.98

	Total for curtains with lining
	98892
	$1,977.84

	 
	Cost per window
	2060
	$41.20

	
	
	
	
	

	Curtains with Lining & Tassels
	Unit
	Quantity
	Total (Af)
	Total (USD)

	Curtain fabric 
	150
	205
	30750
	$615.00

	Lining fabric
	240
	48
	11520
	$230.40

	Tassels
	70
	48
	3360
	$67.20

	Hooks for tie backs
	90
	48
	4320
	$86.40

	Curtain pleating
	8
	210
	1680
	$33.60

	Thread
	4
	48
	192
	$3.84

	Labor
	450
	48
	21600
	$432.00

	Overhead
	
	45%
	32688
	$653.77

	Profit (15%)
	
	15%
	15917
	$318.33

	Total for curtains with lining
	122027
	$2,440.54

	 
	 
	Cost per window
	2542
	$50.84


3. Sample Quotation Form Prepared for New Millennium
	KHOBAREH KHOSH

	New Clothing Design for Women

	Street 4, Qalai Fatullah

	Kabul, Afghanistan

	Tel: 079-388071

	
	
	
	
	

	
	
	
	
	

	PRICE QUOTATION

	
	
	
	
	

	
	
	
	
	

	Prepared for:
	
	Date:
	

	New Millennium
	
	22 March 2005
	

	Jalalabad Road
	
	
	

	Kabul, Afghanistan
	
	
	

	Tel: 070-010037
	
	
	

	
	
	
	
	

	
	
	
	
	

	Quantity
	Size
	Description
	Unit Price
	Extended Price

	6
	S
	Chef jackets
	$10.00
	$60.00

	30
	M
	Chef jackets
	$10.00
	$300.00

	18
	36
	Chef pants, checked
	$18.00
	$324.00

	12
	34
	Chef pants, checked
	$18.00
	$216.00

	6
	32
	Chef pants, checked
	$18.00
	$108.00

	18
	36
	Chef pants, black
	$15.00
	$270.00

	12
	34
	Chef pants, black
	$15.00
	$180.00

	9
	32
	Chef pants, black
	$15.00
	$135.00

	 
	 
	 
	Total cost chef clothing
	$1,593.00

	 
	 
	 
	 
	 

	48
	-
	Curtains, no lining
	$36.00
	$1,728.00

	48
	-
	Curtains with lining
	$46.00
	$2,208.00

	48
	-
	Curtains, no lining with tassels
	$42.00
	$2,016.00

	48
	-
	Curtains with lining and tassels
	$51.00
	$2,448.00

	 
	 
	 
	 
	 

	Additional remarks:
	
	
	
	 

	Chef jackets and pants will take 20 days from confirmation of order.
	 

	Curtains will take 15 days from confirmation of order.
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( CARE project staff has referred to the revenue generated from these contracts as “profit,” telling Bakhtnazera that they were putting the “profits” into the bank for her to later invest back in to her business. However, they were actually putting total revenue into the bank, and it should be noted that profit is different from revenue. Profit equals revenue minus expenses. Total profit on contract orders (the sale price minus materials, labor, and overhead) was never calculated, making it difficult to know whether a true profit was being generated by the contracts and also giving a false understanding of how to think about and reinvest true profit back into a business.
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