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Executive Summary
In 4 Words…

Setting digital entertainment free.

In 1 Paragraph…
KillPod is a company, formed by two highly–motivated Eastern Europeans. Driven by our youth energy, curiosity, and enthusiasm, we have decided to change the way people listen to music, watch movies, and play games. By combining existing devices, such as cell phones, game consoles and car stereos, with our subscription-based services, we would be aiming to bring unlimited content choice directly to our customers. In the short term, we will begin by producing cell phone/music player hybrids, that allow on-demand listening to music virtually anywhere. Customers will be able to pick any song and listen to it in real time, thanks to the high-speed data delivery provided by 3rd generation cell phone networks (3G) or WiMax. A contract with a music distribution service companies, such as MusicNet or LoudEye OD2, would provide us access to approx. 1.5 million songs. Listening to virtually all the music one needs, all through a legal process, for $15 a month, together with sharing playlists, sampling to unsubscribed people, and online access to the same database we believe is unbeatable combination. After establishing our presence in the cell phone and music subscription market, we are going to expand the same service to home entertainment centers (smart set-top boxes and/or game consoles) so that your remote control allows you to browse/listen/edit the same playlists. In time, we will launch movies and games on demand, which are going to be distributed through the same already purchased systems. Expansion to car stereos, full sound systems, online stores, contracts with NetFlix, and EA Electronics are only some of the numerous areas of development we could conquer.  
In 1.5 pages…
Music distribution has greatly evolved in the recent years. The huge leaps from magnetic tapes to CD’s to MP3’s brought prices down, expanded tremendously the market, and changed our lives. Two more transformations are about to happen: 1) music will be rented, not sold, and 2) music will migrate online, becoming accessible from everywhere in any possible way, such as cell phones, lap tops, televisions, car stereos. Very little has been done up to the moment. For months, Napster has been struggling to establish this new vision. Hindering connection to a computer and unavailable replacement for the well established hard-drive MP3 portable players market will force them to keep tight margins. Online stores of music have been charging high prices on a per-song basis, trying to squeeze out as much as possible from the wealthy public. Cell phone carriers have been valiantly charging up to $3 per song, using impulsive desires and mobile advantage as a strategy. People however are ready to move on to a more efficient and more accessible way of experiencing music.
The film industry has just as little innovation these last few years. Netflix combined two very important concepts: renting and long tail satisfaction, to become the company with a market cap of $1.4b. There is space for improvement and it lies in the means of distribution. Slow next-week deliveries call off your weekend plans and impulsive consumerism is neglected. 

Video game industry has been steadily on a rise. It has outgrown itself, by plaguing children, as well as surprisingly high number of adults. Unlike our vision of 14 year-olds holding PSP’s, the average age for a video game player is 29. A more interactive environment lures more and more players to join the online live battles and competitions. Microsoft and SONY both are gradually taking the business out of the box, while they keep charging $50 a  game title. 

Many surprises and new ideas have shown that the web is evolving any second. Behind the ugly mass of the 71 million sites of unorganized information, emerges the beautiful concept of an operating system. Applications are written for web more than anything else these days. Interactivity, networks, blogs, have been building the operating system piece by piece for many years. It is now ready to be shown to the public in a different light. Google is trying to cap it with their GooOS, while we want to grab a big piece of it…digital media distribution.  
SWOT at a glance

Why this business plan is worth being read:

· Our market encompasses almost every single individual, it is growing, and it is fast.

· We see new niches, segments, and future for expansion. We show some of them.

· We are pioneers

· We have multiple revenue streams. 

· We base our ideas on modern concepts such as social networking and behavioral economics.

· We are part of the target group, therefore we will for ourselves twice as much and twice as hard

Why this business plan is worth being read carefully:

· We are young and need a great deal of experience with creating such a big company. We, however, are energetic and eager to immerse ourselves in the world of business and learn it all.

· We are dependent on big partnerships and companies. Partnerships, however, if planned carefully can be very positive, or can also be avoided by alternatives. We could use emerging WiMax technology, to avoid partnership with cell phone carrier.

· We are young and lack respect. Companies like Google and Yahoo, however, have proved that young people can have magnificent achievements with the right ideas and the right attitude

· Major companies can release a product before us. We, however, have a large area of operation and if we feel pressed by once side we can develop in another
Investment Proposal

The amount requested is divided into 3 logical and chronological rounds. For 

Round 1 we need $1.5 million to design our products, build the operating systems, come up with working prototypes, so we can sign contracts with our partners such as cellular service providers and music content companies. 

Round 2 will be a search for $3 million, which would provide us the money for marketing the ready product, and a certain amount for unpredicted obstacles. 

Most probably Round 3, $5million for future products, is not going to be vital since by the end of the first year our cash flow statements show a significant amount of free resources. 

Seed capital would be of great help. It would allow us to continue the search for capital, as well as free more time for research, meeting with people and further planning of the business. 
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Market Profile
The digital content subscription market is yet to begin to truly boom. Music delivery is the most developed of the markets, mostly because a song file is many times smaller than a game or a movie and is therefore easier to deliver over a slow Internet connection. On-demand movie systems are mostly limited to conventional pay-per-view technologies, which are not really interactive and have very limited selection of movies. Several game developers, such as Half-Life creator Valve have their own game subscription systems, but there is no system on the market that allows playing games for a flat monthly fare, so people are still bound to spend an average of $40 per game. 
Last year’s worldwide music market is valued as $75 billion, with $12 billion for US record sales. However, in the late 90s and yearly 2000s, it faced a lot of change. The old model of record sales in record stores has been failing. More than 300 record stores in the US were closed in 2004. CD sales are gradually moving away from record stores and going to mass retailers, such as Best Buy and WalMart, resulting in less square footage for music and a smaller choice for music fans in the long tail. Historically, the long tail has been the source of more music sales than the short tail. Labels are constantly looking for a way to make their sales solid and strong again.
Since the popular adoption of the Internet in the mid-90s, people and companies have devised many ways to get music to people’s computers. Several companies, such as broadcast.com, rode the dot-com wave and grew big on radio delivery over the Internet. P2P, or person-to-person file sharing technologies, also developed with the increasing speeds of home Internet connections. At its peak, P2P was the world’s largest market, with more than 72 million active users worldwide.
In 2003, Apple created the first online mainstream music store. The iTunes Music Store offered copy-protected song downloads for $0.99 per track, $0.65 of which Apple pays to record labels. The store sold more than 350 million songs so far. Recently, iTunes controlled 65% of the online music sales market. The Apple Store did more than generate revenue for the company. It opened the door for many other music delivery opportunities. Companies wide and far are trying their luck in selling music online.
Recently, three companies, Real, Napster, and Yahoo, started offering computer-based music subscription services, giving almost unlimited access to their music libraries for a flat monthly fee. 

Rhapsody is the pioneer of music subscription services, created by Real Networks after acquiring Listen.com. Until recently, it did not allow any form of sharing with other users; neither did it permit downloading music to portable players or mixing Rhapsody songs with the users' own songs. At the end of April, Real gave Rhapsody a facelift and users can now share playlists, download music to a few models of portable players and play their own music through Rhapsody’s interface. All those additions are in response to rival service Napster’s offering. Soon Napster and Rhapsody became practically the same service, both technology-wise and feature-wise.

Napster’s service started last year and was a newcomer in a market, dominated by Rhapsody. The company has amassed 410,000 users and received $12 million of revenues in Q3 2005. However, both Real and Napster have been reporting losses. Rhapsody lost $2 million in Q3 2005 and Napster recently reported $51 million losses for 2005. The huge losses are due to very high administrative expenses ($12 million yearly) and the fact that both companies have to market their products by themselves. They cannot share advertising costs with other companies, such as mobile carriers.
Yahoo! entered the subscription music market in the second half of May. Their offering is similar to Rhapsody and Napster’s, but their selling point is the price. Yahoo’s service costs $7/month if paid monthly, or $5/month if paid yearly. Yahoo! states that the price is introductory, which leads one to believe that Yahoo! currently the music service is a loss leader for Yahoo! 
Since services like Yahoo, Napster and Rhapsody had to sign contracts with each label, that owns music they want to sell, a new business niche has been created for music distribution companies. Companies, such as MusicNet and LoudEye OD2 take care of relationships with the individual labels and then sell the music en masse. Recently, MusicNet was bought by a venture capital firm, that says it is looking to expand MusicNet’s market share.
Most music download services are after-market services. They are rarely, if ever, bundled with new PCs (the iTunes Music Store, which is bundled with new Apple computers is the only exception). Therefore, good marketing is very decisive for the success of the current crop of music services.

With so many ways to get music, as well as the ability to rip one’s CD collection, there is the obvious need for digital music players, commonly known as MP3 players.

The yearly MP3 player shipments are expected to grow 4 times in the next 4 years. 37 million MP3 players were shipped in 2004. 73% of the players are flash memory-based (between 128MB and 2GB) and the remaining are hard-drive based (ranging from 4GB to 60GB). The flash players are favored, because of their relatively low price. However, the gap between the two is expected to close and by 2009 the hard-drive production would be almost equal to the flash player production. The MP3 player market is largely dominated by Apple and iPod line of players. The company has sold 4.5 million iPods in Q2 2005. The consumers are interested in storing more music than most flash players allow. 

A major issue with pay-per-download stores is the incompatibility between stores and MP3 players. Music downloaded from iTunes can only be played on iPods. Music from Real and MSN can be played on Windows Media-compatible players.

Cell phone/music player hybrids are at a very early stage of development. Some new cell phone models have included MP3 players, but they are hardly comparable to the dedicated portable players, such as the iPod, in features and versatility. Only recently companies like Nokia and Sendo started releasing handsets that are more comfortable for listening to music. They still rely on the current model of downloading songs on the computer and transferring them to the cell phone with a cable. Furthermore, some require separately-purchased flash memory cards, on which to store the music, resulting in a 1 GB cell phone music player that cost three or four times more than a 1 GB music player. The upcoming Apple/Motorola iTunes phone will not depart from the model, but it will be only interoperable with music downloaded from the iTunes Music Store. The phone is not expected to allow downloading of music over the cell phone network, as a result, it has met lack of interest from cell phone carriers, because the mobile operators get none of the money from song sales for the iTunes phones.
Purchasing and downloading music through cell phones is a market that has hardly even been touched. Europe's O2 and Japan's KDDI are just beginning to explore the area, offering a very limited list of songs (usually <100) for download and listening to on their cell phones. These services require the users to pay per track downloaded, with prices often going up to $2 or $3 per track, while songs on online music stores rarely cost more than $0.99.

The third-generation (3G) services are just starting to develop on the cell phone markets. Only recently mobile operators started to provide the bandwidth needed to listen to music and watch video on a cell phone in real time. On Feb 1st 2005, Verizon started offering the first widespread 3G service in the US, dubbed V CAST and allowing subscribers to watch news clips and music videos through their cell phones. Right now, Cingular has a high-speed cell phone service in certain metropolitan areas and Sprint Nextel is building its high-speed network. All three operators are expected to have major high-speed coverage by the end of 2005. European cell phone carriers have offered widespread 3G service since the late 2004. In the 3G industry is that carriers are still searching for the 3G killer app. So far most of the attempts have been made in the direction of cell phone TV, although the small screen of most handsets is a major disadvantage.
There is not much new on the video games market. Computers and gaming consoles have followed the same business model for almost 20 years. Customers buy a computer or a console and then buy games on CDs or other media from retailers. Still, currently video gaming is one of the most profitable entertainment businesses. In 2004, the sales and rentals of video games exceeded those of DVDs and VHS tapes. There are two parts of the video gaming industry – hardware developers and game developers, and the two rarely exchange roles. The biggest hardware vendors are Sony and Microsoft with their PlayStation 2 and Xbox consoles respectively. PlayStation is considered the leader of today’s gaming world, but the release of the new Xbox 360 in late 2005 may change the situation. The other part of the gaming industry is the game producing companies. Lately, they have been following the model, set by the movie and music distribution businesses -- one company developing the game and another distributing it. Electronic Arts is one of the biggest producers, with hit titles such as The Sims and NFL Madden, and they distribute their own games. Smaller companies are distributed through Vivendi-Universal and other entertainment distributors. 

Often, popular game releases may be decisive for the success of a platform. While most games are available for PlayStation, Xbox and personal computers, each platform has its hallmark games, which result in sky-high sales of the consoles. Xbox is famous for sits Halo series, while PlayStations have become the sole platform for the very popular Grand Theft Auto series.

Goals and Objectives


Short-Term Operational Goals

· Create a subscription-based music service.


· Sign a contract with a music distribution service, such as MusicNet or LoudEye OD2, aiming for a cost between $0.0025 and $0.003 per stream.

· Organize a programming team and develop a backend system for the service.

· Arrange data center hosting for our servers.

· Organize an advertising system and sign contracts with advertising partners.

· Develop computer software for clients to access the service.

· Hire a third-party company to create the first version of the software, to reduce time and costs.

· Hire programmers to maintain the software.

· Design and build a portable music player.

· Conduct a design contest in art colleges across the city to find a good design for a cell phone.

· Hire hardware engineers to produce the actual specification of the phone.

· Hire software programmers to build the user interface of the cell phone.

· Sign a contract with a hardware manufacturer, such as Flextronics or Arima, to build and deliver our cell phone.

· Market the subscription service and portable player.

· Sign a contract with a cell phone company to distribute the phones in their retail network and support data delivery.

· Hire a marketing company to provide us complete marketing solutions.

Financial Goals

· Achieve a profit of $5 per subscriber/month and $50 per device.

· Charge users a flat fee of $15 for music subscription, or $25 for music, movies and games and pay the content companies per stream.
· Offer free access to customers, who agree to be exposed to advertising, using a profit-generating advertising model.
Other Goals

· Get at least 250,000 subscribers and 500,000 regular free users by the end of our first year of operation.

· Create a social culture around our service and devices, through communication tools, device add-ons, open source software, exclusive content, etc.

Long Term goals

· Expand into other hardware sectors, such as home entertainment devices, gaming consoles, car stereos.

· Expand into other entertainment sectors, such as movies and games.

Financially-permitting, invest or purchase content producing companies, such as music labels and game developers.

Our Products & Services

Description

Subscription Service

Our company is based on offering unlimited on-demand access to music, movies and games through a subscription service. 

The service would give users unlimited access to our library for a flat monthly fee or with limited advertising. In the beginning, we are only going to offer music streaming while movies and games will be offered later, after licensing terms are agreed on by the movie and game production companies.

The service will offer access to over 1 million songs. There will not be a per-song price, because customers will not have ownership of the songs. Once the customers stops paying their subscription fee, they will to lose access to all the music they downloaded through the service.

Music Cell Phones

Our first product is going to be a digital music player/cell phone combination. We are going to bet on a device which does not lean towards being a cell phone more than a music player or vice versa. Our device will be just as easy to use as any current MP3 player and just as good as most cell phones. We are going to use cell phones’ additional features, such as the alphanumeric keyboard for easy searching of music, digital camera, voice recognition to control the music player through a headset, music messaging, etc. 

We realize that the market of cell phones in the United States is quite limited in terms of features. We are, however, going to look for inspiration in European, Japanese, and Korean cell phones. Those markets are considered to be several years ahead of the United States.
The cell phone is going to be bundled with our music subscription service. The songs are going to be stored on servers in our data center and cell phones would be capable of downloading them on demand through high-speed 3G cell phone networks. 
The device would store often-played songs in its internal memory to reduce traffic and costs. The caching process would be done in the background and would be transparent to the user. When in network coverage, the user will be able to listen to any song in the library. The device will also allow users to listen to their own MP3s as well as the music from our catalog. When out of coverage, the 2GB cache in the device would allow listening to up to 33 hours worth of music. 
The device would permit sending music to other customers using the cell phone network. The music files would not be transferred – people would just receive a playlist with songs that KillPod cell phones will interpret. As long as both customers have subscribed to our service, they will be able to share music freely and legally.

The device also is also going to allow customers to subscribe to radio shows (podcasts, as well as commercial radio shows) and have them available on their phones instantly.

Technically, almost all portable players have the same sound quality, because the two elements on which quality depends (the DAC and the amplifier) are usually the same. However, bundled headphones, which are usually of a very low quality, can make a hug difference in the perceived audio quality of a device. Therefore, we plan to bundle high-quality headphones with our portable players, befcause we believe customer satisfaction will increase.

Computer Software

In addition to cell phones, customers will also be able to access their music, movies and possibly games, through their computers using with the same account so their playlist would be the same on their different devices. Access will be available for all cell phone and home entertainment center users, as well as users who sign up for computer-only service.
By using a cross-platform development environment, such as Java or Flash, we are going to make our software compatible with Windows, Mac OS X, and  Linux, without increasing our development efforts. Currently there are no on-demand music services for Macintosh or Linux, this guarantees us a big market share amongst users of non-Microsoft operating systems.

Home Entertainment Centers

In the near future, we plan to start developing home entertainment centers, similar in form and function to current gaming consoles, such as the Xbox and the PlayStation. While these devices will be already integrated with our music delivery system, we plan to provide other types of entertainment through the devices, such as movies and games. 

Through a household’s broadband or wireless connection, the home entertainment centers will provide on-demand access to games and movies. We will also focus on better DVD playback, unlike other consoles, where DVD playback seems to be an afterthought (PlayStation) or available at an additional price (Xbox). Cost-permitting, we plan to add Personal Video Recorder (PVR) functionality and produce a device that can easily replace most, if not all, other home entertainment devices.

Customer benefits

Customers would obviously benefit from the cost. They will access to great quantities of music for the price of a single CD a month and play new games as much as they wish, without putting money down. They will listen to new music, too, because they won’t lose any money on it. They will have access to new albums on the day they become available in stores. Customers will start associating new music browsing with fun and pleasure instead of money.

Customers would be able to interact with other customers through our content. They will be able to send songs to their friends and publish their playlists for other people to enjoy, share their movie reviews and play multiplayer games with their friends online. Many social networking sites have demonstrated that, given the basic methods of communication, people tend to think of very creative ways to use them and we are hoping for the same.

Customers would have fewer devices in their pockets and in the home theater systems. Many people complain of having to carry a music player, a cell phone, a PDA, at the same time or having to buy a DVD player, one or more game consoles, a set-top box and a PVR. KillPod devices will combine the functions of the aforementioned in a single device, reducing space, weight, and price.

Customers would not have to worry that they will lose their music if their player breaks, or that all their music won’t fit in the memory of the player. All issues related to hard disk-based players would not exist. 
Customers will have immediate access to new releases. Once a movie or a game hits the stores, they will be immediately available to our customers..

Customers tend to replace their cell phones often, usually once a year, while MP3 players are usually kept for longer. With our device, buying a new cell phone would also give users a new music player. Furthermore, the networked nature of our devices means that new features can easily be added without forcing users to buy new hardware.

Patent protection
A patent application for the cell phones music delivery scheme is currently being prepared. We have already filed the Document Disclosure which gives us the right to file application for this patent. A patent attorney search showed that such invention has not been recorded. If the patent is approved, we would be able to control competition by through the patent licensing fees. 
Production process

Service

We are going to start our subscription service by offering access to music and later expand to movies and games.

After signing an agreement with a music distribution company, such as MusicNet or LoudEye OD2, we are going to copy and recode all the music we get and host it on our servers, then build an accounting and data-mining system. 

We expect a cost of $0.0025 - $0.003 per song stream and the same amount for transferring the song to the device via the cell phone network. Using the law of averages, we estimate that $15 would be a suitable monthly price and would give us about 30% profit.

Cell Phones
The cell phones are going to be produced using a reference phone from an OEM manufacturer, such as Flextronics or Arima. For the initial model, we are going to keep most of the hardware as is, to lower costs, but we are going to design a new shell and redesign most of the user interface to better suite our goals and give our product a unique feel.

The cell phone is going to use a high-speed 3G service, such as EV-DO or UMTS to download songs and data from our servers. Because of the limited screen estate of most cell phones, we are going to limit mobile service to music only.
Our target production cost for each device is between $150 and $250.

Home Entertainment Centers

With our entertainment centers, we are going to aim for a sleek  look that will fit in most home theatres, a small form factor (roughly the size of second-generation PlayStation 2) consoles and a cost of about $200. Customers will be able to connect the devices to their TVs and stereos.
The consoles will to allow customers to listen to music and download movies and games through our subscription service. The consoles will to connect to the Internet through a home Ethernet or Wi-Fi network.

We are going to have different models of the devices, with or without a hard drive and PVR functionality. The devices will to run a light version of Windows XP Embedded Edition to make conversion of games easier. 
The device is going to interoperate with other computers on the home network and the Internet, allowing network multiplayer games, sharing movie recommendations, and more.
Future products

If our hardware products and subscription service are a success on the market, we will already controll two parts of the entertainment sector – distribution and hardware. Since our pro forma cash flow statements show a decent amount of free cash by the end of our first year, we plan to invest in or buy content production companies, such as game studios and music labels. Thus, we plan to have a piece in all three sectors of the entertainment industry – production, distribution and hardware, and have complete control over the entertainment business cycle.
Our next hardware target will be car stereos. Pending an agreement with an automobile company, we will start bundling KillPod music and/or video players in the company’s cars, in the same way that satellite radios are bundled now. With the currently minimized margins on cars, dealers count on profits from car sound and DVD systems. The price of the KillPod player would be miniscule, compared to the price of the entire automobile.
After the first release of a KillPod cell phone, we plan on developing accessories. Headphones, docks, cables, cases, and batteries are all products with a significant margin. 

SWOT Analysis

Strengths

· The right place, the right time. We are entering the market right as digital media subscription services are starting to appear. We are also developing a high-speed data cell phone product that was unthinkable just a few months ago. 3G cell phone service appeared in recent months and opened a myriad of opportunities, yet no major company has thought of an innovative way to exploit them. Although 3G service is only available in some areas right now, carriers are aiming at nationwide coverage by the end of 2005 or the middle of 2006 (different carriers have different timelines). KillPod’s service would be immediately available in any of the new areas of 3G service, outpacing our competitors.
· Market pioneers. Although both the MP3 player market and the cell phone market are blossoming right now, the music phone market is just beginning to form and the movies and games on demand market is practically nonexistent. If successful, our company is will be the dominant player in those markets.
· Unique technology. There is currently no mobile or home theatre device that supports on-demand streaming of music, movies and games. Most cell phone manufacturers build ‘music’ phones by adding MP3 player technology to their current base models. We have a totally different approach to the problem by building a fully functional hybrid between the two.
· Beneficial to mobile carriers. Cell phone carriers worldwide are investing great amounts of money into expanding their 3G technology. However, they are still looking for a way to quickly return their investments. KillPod might be the perfect application cell phone carriers need.

· Free. Although music subscription prices have fallen down to $5/month, the word “free” has been known to double or triple user bases for practically any service.

· Multiple revenue streams. We believe KillPod can be a successful company even with one or two failures on its way, because we have multiple revenue streams. If our subscription service does not do well, we will still have good revenue from advertising sales for the free service. If the cell phone sales are lower than expected, people will still use our computer-based service.

· Enthusiasm. KillPod is founded by people, who are at the stage of life when they have little to lose and much to win. They are willing to take risks, work hard, focus their considerable energy, talent, and commitment to building a successful company.
· Industry-proven model. The industry experience shows that people prefer flat-rate subscriptions to per-item payment. Just as almost everyone subscribes to cable service in general, not for specific channels or shows, and pays for a fixed amount of cell phone minutes. Even though they might not use all of them, they will be more likely to pay for a subscription to music and games rather than paying for individual songs and games.
· Social effect. The music technology of today is ridden with various anti-piracy measures, meaning that a customer’s music is only for his/her ears. There is little a person can do, if he wants to have his friends hear his favorite band or song. Our company’s model would turn music back into a means of communication – an idea that died with records and audio cassettes.
· Lock-in effect. After creating and organizing their music collection, movies and games in KillPod, most users would not be willing to stop paying the subscription fee, because they would lose all their content and effort. Furthermore, by offering a trial period to everyone who buys a KillPod device, customers will be more willing to start paying the subscription fee once they have already committed to KillPod by organizing their media library during the trial period.
· Dual-sector business. KillPod is going to be the only digital media device  manufacturer, that offers a subscription service with its devices. This allows us to sell our devices priced at the manufacturing cost or with a very small margin and rely on subscription fees for profits. Thus our phones and consoles would be priced lower than most other companies can charge to sell their products and would gain our service more visibility. In the future, we can focus on our more profitable and successful business – hardware or subscriptions, develop it further and outsource the other one.
· Frugality. As college students who support themselves financially, we know the value of money and how to spend it properly and conservatively. We are going to spend money on the things that would help us make a better product, not on the things that would do nothing more than make our company more showy. We believe that by sharing our enthusiasm with a small, open team we can do a better job than any large bureaucratic corporation.

· Room to grow. By starting with music delivery, we create a pathway for delivering many other services to our customers, such as movies and games on demand. 
· We understand our product. We are members of our own target market, therefore we are building products for people just like us and we know how to do it so that the consumers will be satisfied.. 

Weaknesses

· Dependence on partnering companies. Our business is more or less dependent on partnerships with other companies, such as cell phone carriers or movie companies. If one of our partnering companies decides to end our agreements because of a conflict of interest, we may suffer anything from a short-term disruption of operations through partial market loss to complete withdrawal from a certain geographic market.

· Little business experience. Although we know what a good product would be for the current market, our experience in running companies is founded in the Junior Achievement Club and some independent projects. We have not yet translated the textbook knowledge to real life. Therefore, a good CEO is an important part in our company’s road to success.
· Young age. Although we are confident in our abilities, some of the businesses we will communicate with might not give us due respect, because of our age. On the other hand, companies like Google and Yahoo! have proved that young people can have magnificent achievements.

Opportunities

· A global media platform. Successful music cell phone products would give us the green light to expand our company into other entertainment delivery areas, such as movies and games, set-top boxes for home theatre systems, subscription-based game consoles, and WiMax
-based players.
· Partnerships. Third-party hardware manufacturers may be interested in creating devices that use our service, thus increasing our user base and decreasing our marketing expenses.

· Independent content. We would like to show the world that our company is not just about making money. By using our content delivery platform, we plan to promote independent music labels, movie companies and game developers and give indie artists the same chance given to artists who are backed by major companies. Since our products are based on the work of content producers, we would like to return the favor and allow new ones to easily get up on the stage. 
Threats & Risk Factors

· A major company may release a competing product before us. Although a competitor would certainly not necessarily mean the failure of our company, it would increase market saturation and is likely to adversely affect our market share. Competition can also be a benefit for us, because it will increase the general public awareness of our market.

· Arrival of superior technologies. In today’s turbulent times it is next to impossible to predict the direction technology will take in the long term. If we fail to make use of new developments in time, our products will suffer technological decay, making them less desirable or obsolete. 

· Financial depression. Since our products are purely focused on entertainment and are hardly a necessity, a financial depression may make our offerings less appealing, which will result in a loss of market share and revenue.

Marketing Strategy

Target Market

Our target market is quite broad and large – essentially, all people who listen to music, watch movies, or play games. However, it can be divided into several groups.

The early adopters would be our first consumers. Most of them are young people – high school or college students, or adults with interest in technology. They usually listen to the popular music of the day and even play games. They do not pay as much attention to the quality of the music or feature set of the players, as to the design and the coolness factor. For this market, a music player or a game console is just as much a utility as it is a toy and a fashion statement. The iPod has been very successful in becoming a fashion attribute because of the colorful iPod minis and the white signature headphones. Sometimes the early adopters have a limited budget, so a low price is essential for winning that group. The early adopters tend to buy the latest musical hits on CDs or online and are heavily influenced by promotions and advertisements.
The late adopters are usually older people, in their late 30s or older. They may not listen to music as often as the early adopters and appreciate it in a different way. The late adopters often happen to be the parents of or people who know early adopters and are influenced by their advice in choosing music equipment. The late adopters are rarely interested in modern popular music and instead listen to the hits of their youth, usually rock, jazz, country and gospel music. The late adopters see the music players as a eventual technological necessity and yet another piece of electronics that they need to learn to use, rather than a toy to be excited about. Late adopters are usually not interested in purchasing new music because they already have most of the music they like on CDs. 
The audiophiles are generally not considered potential buyers. They rarely if ever, play games and they invest multiple thousands in their music equipment as they place a high value on sound quality. Portable players have an inherent lack of quality compared to high-end amplifiers and players. Therefore, most audiophiles don’t use portable players and only a small percentage of them would buy them. Price is not a factor for the audiophiles. They would generally buy a $1,000 portable player if it was substantially better than the $300 line of players. Audiophiles usually listen to a very wide range of music. They prefer buying CDs instead of buying music online, because of CDs have a better sound quality. In the future, we plan to offer a high-quality music service (for an additional fee), which is going to satisfy most, if not every audiophile’s needs.
The addicts, like early adopters, are our first people on the line to buy products and bring solid revenues for our hardware. They however are our most probable loss leaders at the service side. They are going to use our products more than our average expectations. They are the people who will listen to music for 9 hours a day, watch three or four movies a day, or the children that spend a lot of time playing video games. Since our company has to pay content companies more if their content is played more, our cost to deliver content to addicts would be higher than the cost for other customer groups. They high interest in our products also means a high interest in our accessories, which can make up for the service losses.
The coasters, on the other hand, would be our profit leaders. Those are the people, who buy our devices and subscribe to our services, but rarely, if ever, use them. As long as they keep paying their subscription, they are going to generate up to 100% of profit for us, because they do not create any content expenses. Coasters are usually more wealthy people, who would not even notice a $15 subscription fee on their bank statements. With the law of averages, it can be estimated that extra losses from addicts equal extra profits from coasters.
The waiters are the people that are attracted by music players but are yet too hesitant to buy one. This phenomenon could be seen with iPods. Many people said they like them, but would not buy them until the price was lower or a certain feature was introduced. These people are usually a small part of the market, but are very vocal on the Internet. Generally, people who already have a portable player rarely talk about it, but people who do not have one often discuss the topic.

Market Trends

Because our products are unique, they do not have their own market yet. 
Our music phones are taking a part in both the MP3 player market and the cell phone market. Currently, there are over 120 million cell phone subscribers in the US, with the two biggest companies, Verizon Wireless and Cingular, having about 40 millions each. The MP3 player market is currently valued at $58 billions worldwide. The US MP3 player market is expected to grow by 35% just in 2005 and have 18.2 million items sold by the end of the year. The market is expected to have a steady growth all the way until 2009, increasing by at least 20% per year worldwide.

The video games market is also expanding rather rapidly. In 2004, video game sales exceeded DVD movie sales. So far, over 20 million PlayStation 2 consoles have been sold worldwide. There are no available figures for Xbox sales, but Microsoft’s recent release of the new Xbox 360 suggests that they have financial interest in gaming. Consoles have a very low profit margin, so most of the profits in video gaming consoles come from license fees. In order to allow companies to release games for their consoles, Sony and Microsoft collect a share of the profits from games as a license fee.
Advertising and Promotion

Good advertising is one of the most essential factors for the success of our company. We plan to spend 50% of our net income on marketing and outsource the marketing work to a professional marketing agency. We also plan to use some original and creative advertising methods as opposed to the traditional “must-advertise-on-Super-Bowl” approach most startups take. See the Financial Statement for our bootstrap marketing expense plans.

Cost Structure

Subscription Serv​​​​​​ice

We cannot make a confident assumption for the cost or price of a game or movie subscription service because it depends on our agreements with content companies. However, we are confident in our estimates on the price and cost of the music subscription service.

We expect a monthly subscription to the music service through a portable device to be about $15; this is a competitive price point and would give us a profit margin of about 30%.

We have estimated that a regular user, who commutes for 3 hours a day would account for between 1200 and 1800 song streaming per month. The real average would be much lower, because most customers are not going to use the device as much, but 1500 is a safe estimate. Based on our research, we expect to pay $0.003 per song stream to music companies. Taking our caching technology in account, we can also estimate a cost of about $0.003 per song transmission over the cell phone network. With 1500 songs per month, we expect to pay $4.5 per user for music and $4.5 per user for transmission, giving us a profit of $6 per customer per month, or $72 per customer per year, from which we have to subtract our fixed costs and marketing expenses. That is the worst case scenario. Through the law of averages, we believe we can have an even higher profit per user. Also, the increase of our customer base is likely to decrease our average variable costs.

A subscription, which would be only accessible through the Internet, will be offered for $10 a month, because transmission costs over the Internet are many times lower than cell phone transmission costs. Furthermore, computers can cache more songs than cell phones, further reducing traffic. We expect the Internet transmission cost to be less than a $1 per user, leaving at least $4.5 of profit per user per month or $54 per user per year.
See the Financial Statement for more information.

Players

We are not going to put a very high margin on our phone because that is not our only source of income. Thus, our phone will be cheaper than the phones of companies who rely solely on cell phone sale profits to survive. We do not have a specific price point for our cell phone players yet, but we expect them to cost between $150 and $250 and we will constantly be aiming for the lower. The low price will make them more appealing for cell phone companies to lease and if the cell phone becomes popular as a general purpose phone, more customers will be exposed to our subscription service.

Price Comparison

We believe that we have the best price/performance ratio in the industry. Competing music subscription services are priced between $10 and $15. $10 service allows users to listen to music on their computers, but not download it to their portable MP3 players. Napster’s and Rhapsody’s $15 service allows users to download the music to their portable MP3 players. However, our most direct competitors are satellite radio companies that give customers a limited amount of preprogrammed music and talk channels with advertisements and no interactivity for $12.95 per month.

Distribution Channels

Since our portable players are going to be more or less tied to a certain cell phone operator, we expect to sell our products through the cell phone operator’s stores and distribution network. This would reduce our distribution costs and marketing needs and guarantee us a high product visibility.

We plan to sell our non-cell phone devices through major retailers, such as Best Buy. 
Competitor Analysis and Strategy
Existing Competitors
Our product, as already noted, is combination of several devices. Therefore, we have competitors in many the sectors - mobile phones, portable Players and music distribution.

Mobile phones are a growing market with a number of brands and manufacturers, the biggest ones being Nokia, Motorola, Samsung and LG. All of these are leading brand names that are known for their quality and stability. All of them have very good reputations. Unfortunately, a very small percentage of the innovations that come out from the cell phone manufacturer make it to the shelves of US retailers. We should be able to attack most of them with a comparable or better phone in terms of features, style and price, as well as with a comparable quality as we are using the same OEM manufacturer. We consider our greatest competitor to be Motorola. It is the only one willing to experiment into new ventures such as combining with Apple to produce the iTunes phone. The lightning fast sales of iPods have crafted an image of the absolute ruler of the portable media players until now. Together with the stable cell phone technology of Motorola, they are going to be a tough brand to position our products against. The iTunes phone is expected to be released during July, but mobile operators have had little interest in promoting it, because they do not get a share from Apple’s profits on music sales.
Portable players are an expanding market with very high competition. The market is currently dominated by Apple's iPod. Apple has a couple of big advantages including a very loyal customer base (due to their innovative design, ease of use, and coolness factor), as well as a well-established brand name. Apple has several rivals on the PC market – the Creative, iRiver, Dell and a few low-key hardware developers. It is agreed that most of the PC-based players have an inferior design compared to iPods. The strength of PC-based players is that they support Microsoft’s PlaysForSure technology, which allows multiple music services – both per-song and subscription based – to work with all current and new PC-based MP3 players.
Potential Competitors
It is very unlikely that any new business will evolve to compete with our model in the near future. Our motivation is propelled by the fact that we are the first to introduce this unique blend of features and devices. Therefore, a competitor appearing after our first release is extremely unlikely to gain market share. Our patent applications are also going to protect us from unwanted competition. Therefore, our true competitors are the companies that have an already established presence on the music retailing market and decide to expand their products’ features and follow our path. Whenever they decide to release a competing product, we will already have the time advantage on our side, as well as the experience and knowledge that will support us in the upcoming fights for market share. 

Competitive Advantage
We have several of key features that form our competitive advantage. 

One of them is the price-quantity relation. Music is becoming an integral part of today's fashion -- new songs are popular and last month’s top ten is thrown in the garbage.  Taking people’s changing tastes into account, it makes more and more sense to make music delivery subscription-based, like cable TV and the Internet. A consumer pays for what s/he experiences, not for what s/he buys and then doesn’t use. This system would allow us to provide users with virtually all the music they would like, new or old, and encourage them to listen to more music through a flat-rate model, instead of punitively charging them more for their broader music interests.
Another major feature is portability. The essence of our media player is that it does not require any computer to load the music or to update it. Our music cell phone will stream most of the information to avoid the requirement of a large hard disk and allow people to get any song any time, anywhere. 

One of our key design goals is usability. In addition to personalizing the playlists from the portable media player, our users will be able to read news, browse new channels, look for new music, and update their playlists on any computer, and then listen to them on their cell phones, without any need for plugging cables in and waiting around. 

Our cell phone is going to be the first all-in-one product with a fully functional music player, digital camera, smart phone functionality (messaging, web browsing and personal information management).
Many of those features are already available individually, but bringing them together with our unique finish is our essential competitive advantage.
Competitive Strategy

a) Cost Leadership. We are looking to offer what most customers are looking to buy – the cheapest way to listen to music, play games and watch movies. Our idea of a flat fee offers unlimited access to our content for the price of a single CD or DVD every month. 

b) Differentiation. Our enthusiasm and creativity will be reflected in our products. A multitude of innovative features that no one else provides are going to differentiate us and allow us to build a loyal customer base. 

c) Universalization. All our devices are going to be interoperable, unlike most customer electronics today. Customers will have the ability to create a playlist on their cell phones, review it on their computers and play it through their home entertainment devices.

Location and Layout

We plan to situate our offices on the East Coast, most likely in Boston or New York. However, the distributed nature of our product makes the geographical location of our company offices irrelevant. 

Our product coverage depends on the communication technology we choose. Our plans are to start with the use of 3rd generation cell phone network; therefore our service is only going to be available in the areas that our partnering mobile operator covers. Once a new area gets 3G coverage, our service will be immediately available in that location.

If our service is successful in the United States, we plan to extend it and enter our markets that have the required infrastructure. High on our to-do list are England, Germany, Japan, and Korea, because those countries have a well-developed cell phone culture.

Plan of Operation

Form of Ownership

KillPod is going to be a private limited liability company. The founders, Peter Petrov and Alek Andreev, will have equal shares in the company. An investor or venture capitalist will have a share in the company, depending on further agreements.

Company Structure

We believe that by keeping the company small (up to 20 full-time employees), we can get more productivity per employee than big companies can. Every employee will feel and understand his or her responsibilities and role in the success of the company. Furthermore, we believe in open communication. We do not want to enforce a multi-level organizational structure. We prefer to have direct contact with individual employees. 

The company is going to be divided into two teams – an R&D team, which will be responsible for developing new services and products, and the maintenance team, which will be responsible for creating and supplying content for the existing services, as well as for customer interaction. We plan to outsource other operational activities, such as accounting and HR, to reduce costs. 

The founders will serve as team managers for the two teams and will share and use their technical expertise and advice to help team members.

Decision Making

Each shareholder will have a vote in important company decisions, including partnerships and alliances, financial decisions, new products and services. Votes will be weighted, depending on the share and/or position each person has in the company.
Investment Proposal

The amount requested is divided into 3 logical and chronological rounds. For 
Round 1 we need $1.5 million to design our products, build the operating systems, come up with working prototypes, so we can sign contracts with our partners such as cellular service providers and music content companies. 
Round 2 will be a search for $3 million, which would provide us the money for marketing the ready product, and a certain amount for unpredicted obstacles. 
Most probably Round 3, $5million for future products, is not going to be vital since by the end of the first year our cash flow statements show a significant amount of free resources. 
Seed capital would be of great help. It would allow us to continue the search for capital, as well as free more time for research, meeting with people and further planning of the business. 

Timeline

· August 2005 – acquire funding

· August 2005 – hire team members

· August 2005 – November 2005 – develop device and service, seal agreements with mobile operators, start manufacturing

· November 2005 – limited public trials

· November 2005 – March 2006 – start producing more models

· December 2005 – announce and deliver product, start advertising

· December 2005 – Christmas shopping period, start working on set top boxes and new models
· March 2006 – release more cell phone models 
· July 2006 – start selling set top boxes, first company anniversary



















� The next generation of Wi-Fi, allowing wireless networking from up to 10 miles away.
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