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EXECUTIVE SUMMARY 
The Novel Tea Brewing Company (NTBC) is a quick service retailer specialising in the creation and 

sale of innovative tea products and tea merchandise. Leveraging off increasing health and fitness 

trends in South Africa, the growth in the number of rooibos and ready-to-drink (RTD) tea drinkers 

and the looming sugar tax on sugar-sweetened beverages (SSBs), NTBC provides a variety of tea and 

coffee products but specialises in a niche category of sweet, low calorie teas which it positions as an 

alternative to sugar-sweetened beverages (SSBs) and fruit juices.  

 

Direct competitors to NTBC include retailers such as The Tea Merchant, The Bubble Tea Company 

and Starbucks. Due to the size, experience, global presence and recent venture into the tea industry 

via its Teavana® brand, Starbucks is NTBC’s biggest threat. 

 

The unique value proposition (UVP) for NTBC is to promote a healthy lifestyle by offering innovative 

tea products and providing consumers with technology-led convenience. To achieve this, NTBC will 

invest in product Research and Development (R&D) as well as a robust and extensive Information 

Technology (IT) infrastructure to ensure sustainability in the long-term. Through a strategic 

partnership with FitChef®, NTBC will also provide a healthy food offering to its consumers. NTBC 

products are aimed at specialist tea drinkers and it plans to acquire 2% of this target market, which is 

estimated to grow to 222 000 consumers by 2022.  

 

The primary distribution channel for NTBC products will be its retail stores in Gauteng where it will 

offer customers  quick battery-charging stations and free Wi-Fi. In-line with the UVP, it will position 

itself in malls and areas close to fitness centres and it will exclusively make use of electronic and 

mobile payment systems. 

 

NTBC is forecasted to achieve a net operating profit (NOP) of R4.4 million by 2022 with two 

company-owned retail stores and three “pop-up stores”. Start-up capital of R4.3 million in  capital 

funding is required for the purchase of equipment and setup costs. The business venture has a net 

present value (NPV) of R7.1 million after 5 years of operations. 

 

NTBC will consider franchising as a growth strategy after the review period and the organisational 

strategy is aligned to support that business model. 
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CHAPTER 1. INTRODUCTION 

1.1. PURPOSE OF THE STUDY 

The purpose of this study is to develop a business case for a sustainable new business venture within 

the South African tea industry. 

 

1.2. CONTEXT OF THE STUDY 

1.2.1. Global food and beverage trends 

According to a Food Engineering article from Schug (2016), some of the major global food and 

beverage trends for 2017 are: 

 

 Clean labels – consumers are looking for “cleaner” labels and are avoiding foods that have 

labels that indicate colourants, flavourants or any synthetic additives.  

 

 Plant-based meats and dairy products such as tofu, almond milk and soy patties are becoming 

popular options due to their natural, organic appeal and are perceived as a healthier 

alternative to meat and conventional dairy products. 

 

 Consumers are avoiding sugar but still crave sweetness in certain foods and beverages. 

 

 Consumers are focussing on more authentic, craft or artisanal food and beverage 

offerings e.g. craft beer.  

 

 Consumers are less likely to follow conventional breakfast-lunch-dinner eating patterns and 

“snacking” has become a big trend.  

 

Tea is a beverage that can be positioned to take advantage of these trends. It has several health 

benefits (Sharma, Bhattacharya, Kumar, & Sharma, 2007), is plant-based, can be enjoyed with or 

without sugar, and can be consumed on many occasions in a relatively brief period of time. 

 

1.2.2. Global tea economics 

According to reports from Transparency Market Research (2015), the global tea market was worth  

$38.2 billion in 2014 and is projected to grow to $47.2 billion by 2020. Tea is the second most 

consumed beverage in the world and it is estimated that 3 billion cups of tea are consumed daily 

worldwide (Chen, Apostolides, & Chen, 2012). Tea has experienced a global compound annual 

growth rate (CAGR) of 7.7 % since 2009 and 5 million tons of tea was consumed in 2015 (Bolton, 

2016). 
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Tea is a price elastic commodity. A report from the Food and Agriculture Organisation of the United 

Nations (FAO), states that a 10% increase in the price of black tea can lead to an 8% decrease in 

demand. Similarly, a 10% increase in the price of green tea can lead to 10% decrease in demand. The 

average tea prices for 2015 was relatively flat at $2.60/kg and are projected to increase to $2.80/kg 

by 2023 (Chang, 2015).  

 

1.2.3. Local tea economics 

According to the SA Tea Industry Landscape Report by Insight Survey (2016), the major drivers for 

tea in the industry are health trends, global demand for rooibos, quality certifications and speciality 

tea, whilst the major restraints are the impact of the drought in 2015, high pricing and low GDP 

growth rate (Figure 1). 

 

 

Figure 1: Industry Drivers and Trends for the South African Tea Industry. Reprinted from the South African Tea Landscape 
Report (Insight Survey, 2016) 

 

1.3. PROBLEM 

Whilst the global outlook on tea is profitable, drought, labour costs and global competition has 

severely impacted South African tea production and made it difficult for tea producers to compete in 

this industry. 



12 
 

 

Tea manufacturing is dominated by a few, well-established international players in the tea industry and 

several restaurants and retailers offer tea products (Insight Survey, 2016). The largest tea consumers in 

South Africa are also the poorest and are extremely price sensitive to increases in the price of tea.  

 

1.4. MARKET OPPORTUNITY 

Summarising the initial assessment of the global and local tea industry, the following market 

opportunities exist: 

 

 Black tea is the dominant tea type grown in South Africa but is perceived as less healthy by 

consumers in comparison to other teas, such as rooibos or green tea. 

 

 South African consumers are becoming more health conscious and looking for healthier 

alternatives to sugar-sweetened beverages. This is putting the soft drinks and sweetened 

fruit juice industry at risk. 

 

 Consumers are becoming more aware of their labels and are taking an interest in where a 

product comes from and the overall benefits it provides. 

 

 The versatility of tea allows it to be included in several foods and beverages and consumed at 

any time of the day. It can also be consumed hot or cold, sparkling or flat and sweetened or 

unsweetened. 

 

 The growth of specialist tea retailers like The Tea Merchant confirms that there is interest 

from South Africans in other teas, such as herbal and fruit teas. 

 

 Unlike specialist coffee shops or craft breweries, there are few quick service restaurants in 

South Africa that have a specific focus on tea. 

 

1.5. SOLUTION 

In reviewing the challenges and opportunities in the South African tea industry, there is a possible 

gap in a specialist tea shop that combines the current health trend with the craft appeal and 

authenticity of independent tea retailers as well as the convenience and speed of quick service 

restaurants and retailers.  
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CHAPTER 2. LITERATURE REVIEW 

2.1. INTRODUCTION 

The aim of this literature review is to further identify and understand the market opportunities, 

based on the previous section, for a new business venture within the tea industry. This section will 

focus on discussing possible opportunities, constraints and management theories identified from the 

literature that will impact the success of a new business venture in the tea industry and the various 

strategies that are relevant to the scope of the business venture. By further highlighting these 

opportunities and constraints, a business case can be developed that is grounded on researched and 

peer-reviewed literature. 

 

2.2. BACKGROUND 

2.2.1. A brief history of tea 

Tea was accidentally discovered by Emperor Shennong in 2737 BC when a few leaves from a Camelia 

sinensis tree landed in his boiling water whilst he was asleep (K. Smith, 2016).  Tea was later 

cultivated in monastery gardens in Eastern China as a medicinal tonic to relieve vomiting and fatigue. 

Tea grew in popularity for its taste and medicinal properties and became an important part of 

demonstrating wealth and culture for the ruling cultures in China (K. Smith, 2016). 

 

Tea was then introduced to Japan by Buddhist monks and it became a drink that was said to bring 

“spiritual balance”. Tea became a ceremonious drink in Japan and this inspired innovation in tea 

production which resulted in popular varieties such as Gyoruku and Matcha (K. Smith, 2016). 

 

Whist trading with the Far East, the French, Dutch and British were introduced to tea. Tea became 

particularly popular in Britain and was first sold as a health beverage in London at Garaways Coffee 

House in 1657 (Serafini, Del Rio, Yao, Bettuzzi, & Peluso, 2011). 

 

In 1876, Thomas J. Lipton, opened his first tea shop in Glasgow and developed Thomas J. Lipton Co. 

(now known as Lipton) in 1893 (Lipton, 2017). In 1904, Englishman Richard Blechynden created iced 

tea during a heat wave in St Louis (Serafini et al., 2011) and in 1908, American Thomas Sullivan 

inadvertently created the teabag by sending tea to clients in silk bags who mistakenly steeped the 

whole bags. In 1953, the world’s first instant tea was produced (Serafini et al., 2011). 
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2.2.2. Tea production and tea types 

After tea leaves are plucked, they undergo various phases of processing, consisting of withering, 

heating, and drying to produce a variety of tea types (Figure 2). The most common teas are white 

tea, green tea, oolong tea and black tea. 

 

Figure 2: Tea Production Process. Reprinted from  TNAU Agritech Portal (2017) 

 

There are several other tea types that have also seen significant interest in various parts of the 

world, such as pu’erh tea, yerba mate, matcha and kombucha (Crum & LaGory, 2016; Insight 

Survey, 2016; K. Smith, 2016). 

 

2.3. HEALTH AND WELLNESS BENEFITS OF TEA 

With the increased availability of information in the digital age, the health-conscious consumer is 

more educated and more aware of healthy foods and beverages and is quick to switch to healthier 

ways of living to support their lifestyles. Health-conscious consumers are likely to purchase foods 

that have health claims, particularly if those claims are government approved (Williams, 2005). 

Research from Kozup, Creyer, and Burton (2003) also found that consumers displayed more 

favourable attitudes and purchase intentions towards products with health claims. 

 

For centuries, tea has been an important medicinal remedy in many cultures across the globe (K. 

Smith, 2016) and the health benefits of tea have been well researched. Some of the researched 

health claims for tea are that it has anti-oxidant properties (Dreosti, 1996; Kievit, 2011; Sharma et al., 

2007), anti-cancer properties (Gao, McLaughlin, Blot, Ji, Dai, & Fraumeni, 1994; Ji, Chow, Hsing, 

McLaughlin, Dai, Gao, Blot, & Fraumeni, 1997; Kono, 1992), improves mental alertness (Bryan, 2008; 

Kievit, 2011; Nobre, Rao, & Owen, 2008) and can be used for weight loss management (Dulloo, Duret, 

Rohrer, Girardier, Mensi, Fathi, Chantre, & Vandermander, 1999; Rains, Agarwal, & Maki, 2011). 

 

Whilst tea has a significant amount of well-researched potential health benefits that would appeal 

to the health- conscious consumer but not all the health claims have been substantiated and there 

are several conflicting results linked to claims for weight loss (Wang, Wen, Du, Yan, Guo, Rycroft, 

Boon, Kovacs, & Mela, 2010) and cancer reduction (Dreosti, 1996; Goldbohm, Hertog, Brants, van 

Poppel, & van den Brandt, 1996). 
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2.4. NEW BUSINESS VENTURE STRATEGY AND MANAGEMENT THEORIES 

2.4.1. Business Strategy 

Business strategy is defined as the long-term direction of an organisation. Scholes, Regner, Johnson, 

Whittington, and Angwin (2014) have developed an Exploring Strategy Model which breaks down 

strategy into 3 dimensions; 1) Strategic position which is concerned with the impact on strategy of 

the environment, the business resources and the businesses’ culture 2) Strategic choices which 

involves the strategic direction and methods by which the strategic objectives are pursued 3) 

Strategy in action which refers to how business strategies are created and implemented.Error! 

Reference source not found. 

 

Figure 3: Exploring Strategy Model. Reprinted from Scholes et al. (2014, p. 11) 

 

Several frameworks are available to assess the strategic position of a business and analyse the 

complex and changing landscape that they find themselves in. Organisations operate within multiple 

layers of the business environment. These layers include 1) the macro-environment 2) the industry 

3) competitors and markets and 4) the organisation. 
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Figure 4: Layers of the business environment. Reprinted from Scholes et al. (2014, p. 33) 

The PESTEL framework and scenario planning is used to assess the macro-environment. Porter’s Five 

Forces Model assesses business industries or sectors. Competitors are grouped into strategic groups 

and their relative positions analysed using a strategic canvas. Markets are categorised into market 

segments. Finally, the strategic capabilities of businesses can be assessed using the VRIO framework 

and SWOT analysis (Scholes et al., 2014). 

 

New business venture strategies are often different from organisational strategies due to resource 

scarcity and relative invisibility (Scholes et al., 2014). These aspects greatly hinder new business 

ventures choice when it comes to new markets or established markets and typically a conservative 

strategy is employed to mitigate losses in the advent of retaliation from larger firms (Scholes et al., 

2014). 

 

2.4.2. New business venture success factors 

Over 40% of new business ventures fail within the first 2 years and more than 66% are out of 

business within the first 6 years (Scholes et al., 2014).  

 

New businesses suffer from being unknown and often need to build up legitimacy to consumers, 

suppliers, partners and regulatory bodies.  Zimmerman and Zeitz (2002) highlight three sources of 

legitimacy; socio-political regulatory legitimacy such as licences and certifications. Socio-political 

normative legitimacy such as norms and societal values, acquired through networks and association 

and cognitive legitimacy which involves addressing “widely” held beliefs such as a qualified founder 

and top management will benefit the new venture. 

 

In generating a framework for new business venture survival, Shepherd, Douglas, and Shanley 

(2000) discuss the mortality risk of new ventures, the probability that the firm will become bankrupt,  

being a function of three dimensions of novelty; novelty-to-market (degree to which customer is 

uncertain about the new venture), novelty-in-production (degree to which production team have 



17 
 

experience with technology) and novelty-to-management (degree to which entrepreneur has start-up 

experience, business skill and industry-specific experience). The mortality risk of a firm increases with 

each degree of novelty that a firm has and declines over time, as the firm gains experience. 

 

Venture capitalists provide capital and support to new business ventures and have experience in 

predicting the success of new business ventures. Shepherd (1999) found that the level of knowledge 

and experience about the industry being entered into (industry-related competence) and the 

availability of key resources to overcome market ignorance through education (educational 

capability) were the key characteristics that venture capitalists looked for in successful 

entrepreneurs. Delmar and Shane (2006) confirm these findings in their research and numerous 

studies from other researchers on venture capitalist decisions have confirmed that the entrepreneur 

and management team are the most vital component of the success of the new business venture 

(Dixon, 1991; Hisrich & Jankowicz, 1990; Khan, 1987). 

 

2.4.3. Organisational growth 

With regards to organisational growth, the decision to outsource is key for most organisations but 

more importantly so for new business ventures due to their limited resources. Companies outsource 

to reduce costs (Alexander & Young, 1996; Belcourt, 2006), increase access to specialised technology 

and expertise (Kakabadse & Kakabadse, 2002; Kumar & Eickhoff, 2005), to allow the organisation to 

focus on their core competencies (Alexander & Young, 1996) and to improve quality and service 

levels (Belcourt, 2006; Lacity, Hirschheim, & Willcocks, 1994). Numerous case studies have 

highlighted the merits and pitfalls of outsourcing but a common theme that has developed in the 

literature of outsourcing is for organisations to not outsource strategic capabilities but to instead 

keep these in-house (Hietalahti & Kuoppala, 2009; Kumar & Eickhoff, 2005). The International 

Institute for Advanced Purchasing & Supply (2017) developed the following strategies to prevent 

outsourcing failures such as contractual risk mitigation, stakeholder management and ensuring that 

only tactical non-critical assets are outsourced. 

 

Franchising is an established outsourcing growth strategy for most organisations and has contributed 

significantly to the growth of several companies worldwide (Combs & Ketchen Jr, 2003). The 

advantages of franchising are rapid market penetration at lower capital costs which is important for 

new business ventures (Hoffman & Preble, 1991). Franchises have also had better success rates than 

independent ventures, with 77% of franchisees surviving after the first 5 years of operation (Hoffman 

& Preble, 1991), likely due to the support provided by the franchisor company. 
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2.5. MARKETING STRATEGY AND MANAGEMENT THEORIES 

2.5.1 Marketing strategy management theory 

Profitable marketing begins with understanding the needs of the consumer and then developing the 

marketing mix to satisfy these needs (Peter & Donnelly, 2000). The marketing mix is the set of 

controllable variables that must be managed to satisfy the needs of the target market and meet 

organisational objectives (Peter & Donnelly, 2000). The four traditional marketing mixes are product, 

price, promotion, and place. 

 

 

2.5.2. Marketing strategy for new business ventures 

Due to limited resources, entrepreneurs typically do not have the same marketing strategies as 

corporate organisations and would require a different approach in marketing effectively to attract 

new customers (Phua & Jones, 2009). 

 

In contrast to corporate organisations that focus on precise target segmentation and positioning for 

few products to a market, entrepreneurial organisations focus more on new products and serve few 

new customers as they gradually expand their base (Morris, Schindehutte, & LaForge, 2002). 

With regards to the marketing mix, entrepreneurs find the corporate approach to the marketing mix 

a challenge due to resource constraints and focus more on purpose, practices, processes and people 

(Martin, 2009). 

 

The product is used as a strategic marketing tool for the entrepreneur and can allow the 

consumer to differentiate themselves from other, larger organisations (Martin, 2009). The 

product or service price is largely dependent on the organisational strategy e.g. cost leader or 

differentiation. A differentiation strategy which can give them the ability to charge prices 

higher than larger organisations in their sector. 

 

The promotional strategy of choice is personal selling. This process is more intimate and informal 

and emphasises relationship-building with customers (J. Day, Dean, & Reynolds, 1998). This 

approach facilitates more intimate engagement with the customer and allows the entrepreneur to 

better understand their customers and due to their small size and agility, are in a better position to 

quickly provide better offerings for customers than their larger organisational counterparts 

(Zontanos & Anderson, 2004). 
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CHAPTER 3. RESEARCH METHODOLOGY 

3.1. INTRODUCTION 

This section will discuss the research methodology as well as the reasons for the selection of the 

research methodology and paradigm, the data collection method, the sample population size, the 

steps taken to improve the validity and reliability of the research and finally a discussion on the 

ethical considerations. 

 

3.2. PARADIGM 

This research is approached from a positivist paradigm. Wilson (2014) states that individuals 

conducting research from a positivistic framework view reality as a construct that is independent 

from social construction. Positivistic researchers are ideally objective observers that neither 

participate nor influence the subject matter being studied or investigated. Positivist researchers are 

limited to data collection and interpretation through an objective approach. 

This method is appropriate for this study as the research objectives are aimed at conducting an 

analysis based on the information obtained from the sources of data. 

 

3.3. METHOD OF DATA COLLECTION 

Research data will be sourced from a combination of scholar and non-scholar sites such as Google 

Scholar, SAARF, industry reports, market research reports, periodicals, newspaper articles, magazine 

articles and internet resources. 

 

3.4. METHODOLOGICAL APPROACH 

An exploratory research approach will be conducted for this feasibility study and a variety of analytical 

tools will be used for various sections of the report (Table 1). 

Table 1: Analytical tools used for key sections of the business report (Own research)

 

In addition to the above analyses, a further screening method (R-W-W screen) developed by 

G. Day (2007) will be used to determine the effectiveness and sustainability of the new 

business venture (Figure 5).
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Figure 5: R-W-W screen. Reprinted from G. Day (2007) 

 

The new business venture success criteria will then be based on the following criteria: 

 

1. Positive NPV after a 5-year period 

2. A comprehensive plan to address the risks highlighted in the risk analysis 

3. A comprehensive plan to address the gaps highlighted in the R-W-W screen 

 

3.5. POPULATION FOR DATA COLLECTION 

Due to the nature of the study, the focus will be on the South African, adult (16+ years) tea 

drinking population. 

 

3.6. LIMITATIONS 

Due to the deductive nature of the research paradigm, there will be no context to describe the 

behaviour of consumer trends relating to the market analysis. 
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3.7. VALIDITY 

Internal validity is the degree to which a study establishes a cause and effect relationship (Slack & 

Draugalis, 2001). It is important for ensuring that the observed change identified during the research 

programme is a result of the intervention and not an alternative cause. Internal validity is only 

relevant for studies that try to establish a causal relationship and because of that, internal validity has 

been ignored in this feasibility study, as it is a descriptive study that is not aimed at establishing a 

causal relationship. 

 

External validity is the ability to draw conclusions about a large population from a small sample 

(Calder, Phillips, & Tybout, 1982). Generalisability of an effect cannot occur if the cause and effect 

relationship cannot be established (Slack & Draugalis, 2001). Since internal validity does not apply to 

this study, it follows that external validity also does not apply since there is no cause and effect 

relationship to generalise to a larger population. 

 

3.9. RELIABILITY 

Reliability is the consistency, precision, and accuracy in which the data is collected throughout the 

research process (Saunders, 2011). The data from the research will make use of reliable sources for 

secondary data such as peer-reviewed journals, market research reports and government agencies 

and triangulation methods will be employed to ensure accuracy. SAARF data will be used to obtain a 

representative sample of the South African population. 

 

3.10. ETHICAL ISSUES AND UNINTENDED CONSEQUENCES 

No ethical issues were expected from this study as the information obtained is from publicly 

available data. Due to the focus on health benefits of tea an unintended consequence could 

be that tea will be used to treat cancer and reduce obesity. It is important to note that all 

the researched benefits associated with tea have not been substantiated and. Any health 

lifestyle change should be done in consultation with a health practitioner.
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CHAPTER 4. SITUATIONAL ANALYSIS 

4.1. PESTEL ANALYSIS 

In 2013, South Africa was the 14th largest tea producing country in Africa (FAO, 2016). The South African socio-

economic and political narrative is very different from Africa and the rest of the world. A PESTEL analysis was 

conducted to determine the macroeconomic factors that specifically affect the South African tea industry. 

4.1.1. Political analysis 

South Africa currently has an unstable political climate and corruption and “State Capture” has taken the centre 

stage in the political arena. Broad-Based Black Economic Empowerment (BBBEE) is an important element in 

doing business in South Africa and government promotes the development of BBBEE enterprises and incentivises 

other corporations for making use of BBBEE firms (SEDA, 2017). The Department of Trade and Industry (DTI) 

encourages entrepreneurship and provides grants for the development of small, medium and micro-sized 

enterprises (DTI, 2013). 

4.1.2. Economic analysis 

As of June 2017, South Africa has been in a technical recession and a low GDP growth of 1.3% has been 

forecasted for 2017 (National Treasury, 2017). South Africa has a high unemployment rate of 27.7% in Q1 2017 

(Trading Economics, 2017b) and a particularly high youth unemployment rate of 54.3%. The inflation rate 

increased by 5.1% year-on-year and food inflation has increased to 6.9% (Trading Economics, 2017c). There has 

also been a decrease in consumer confidence and year-on-year retail sales have only increased by 1.7% (Trading 

Economics, 2017a). South African consumers real disposable income remains under pressure and high food 

inflation has caused them to reprioritise spending on essentials (C. Smith, 2016). The overall South African tea 

industry has seen little growth and it is forecasted to decrease by a CAGR of -1% by 2019, whilst specialist teas 

such as rooibos is forecasted to increase by 4.2% and RTD teas by 0.7% (Insight Survey, 2016). 

4.1.3. Social analysis 

South Africa has a population of 55 million that is growing at 1.6% of which 65% is urbanised (World Bank, 2017a, 

2017b). South Africa has a growing middle class (UCT Unilever Institute of Strategic Marketing, 2012) and 

according to information from the Bureau of Market Research, the middle income is categorised into two 

groups; the lower middle class earning R19 501 – R31 500 per month, and the upper middle class earning 

R31 501 – R65 250 per month (BusinessTech, 2016). There has also been an increase in health and wellness 

amongst the urban population and this trend is seen by the investment that large players in the health and 

fitness space such as Virgin Active and Planet Fitness are making in South Africa (Iwuoha, 2015). According to a 

report from market research firm Blue Magnet, South African consumers make use of various forms of social 

media to interact with companies and demand quick responses to their concerns (Blue Magnet, 2016).  

4.1.4. Technological analysis 

South African consumers have become more tech-savvy and more customers are making use of online and 

mobile shopping (Statista, 2017). Within the global tea industry, mechanisation has become an essential part of 
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the harvesting and production processes (Bolton, 2015) but due to strict labour requirements this has not been 

realised in most of the South African tea estates (Khumalo, Chasomeris, Munapo, & Adeyeye, 2015). New 

manufacturing and preparation processes such as cold brewing and nitrogenation and innovations in the retail 

tea industry have recently become a trend in the tea industry (Dobos, 2017; World Tea News, 2015) but these 

applications have not been seen in the South African tea industry. 

4.1.5. Environmental analysis 

South Africa has recently recovered from a severe drought. The South African climate is getting warmer and is 

forecasted to be double the mean global temperature which will have an impact on tea estates in certain parts of 

the country (DEA, 2016). Water restrictions, predominantly in the Western Cape, have put farmers under further 

pressure. Consumers are also in favour of more sustainable and environmentally-friendly processes and there 

has been an increase in demand for pesticide-free products (Insight Survey, 2016). 

4.1.6. Legal analysis 

South Africa is planning to implement a 20% fiscal sugar tax on sugar-sweetened beverages (SSBs) in 2018. South 

Africa also has a very protective labour and consumer protection legislation regime. The minimum wage is 

comparatively higher in South Africa than other tea-producing countries which has put tea estates under 

pressure and made them less competitive (Khumalo et al., 2015).  

Summarising the PESTEL analysis (Table 2), the South African macro-environment is politically unstable, has low 

forecasted GDP growth and is recovering from a drought but opportunities exist for new business ventures in 

terms of government funding and a growing middle class.   

Table 2: South African Tea Industry PESTEL Analysis 
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4.2. INDUSTRY ANALYSIS 

The South African retail tea industry can be divided into three groups: department stores, such as Pick ‘n Pay, 

specialty stores, such as the Tea Merchant, and restaurants such as the Seattle Coffee Shop. 

The Porter’s Five Forces framework was used to determine the factors impacting the tea retail industry across all 

segments. 

4.2.1. Threat of new entry 

As a manufacturer of tea products, there are high barriers to entry due to high setup costs. By comparison, the 

barriers are much lower for setting up a restaurant or specialty shop.  

4.2.2. Threat of substitution 

Coffee can be easily substituted for tea. A standard cup of cappuccino at a coffee shop or restaurant retails at an 

average price of R25 whereas a cup of green tea retails at an average price of R20 (Insight Survey, 2016).  

4.2.3. Buyer power 

Tea consumers are dispersed and fragmented across various geodemographic and socio-economic segments and 

there are low switching costs associated with buyers moving to different tea retailers. There are a few, big retail 

buyers that can control the price and reduce profit margins on retail products.   

4.2.4. Supplier power 

 There are many raw material suppliers that exist both locally and globally and there are relatively low switching 

costs between them.  

4.2.5. Competitive rivalry 

There are high fixed costs and exit costs associated with tea manufacturing and packaging for retail stores and 

the industry is dominated by a few large players.  

Summarising the industry analysis (Table 3), the threat of substitution for tea products is high compared to 

supplier power. This shifts focus towards ensuring and retaining customer loyalty to the product and also 

leveraging the high number of suppliers to keep input costs down. The speciality store and restaurant industry 

have low barriers to entry thus it is important to have a differentiated product that can encourage customer 

loyalty.  

Table 3: South African Tea Industry Porter's Five Forces Summary 
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4.3. COMPETITOR ANALYSIS 

NTBC has identified four strategic groups of competitors: 

1. Specialist coffee outlets e.g. Starbucks, Seattle Coffee Company 

2. Specialist tea retailers e.g. The Tea Merchant 

3. Specialist tea outlets e.g. The Bubble Tea Company 

4. Ready-to-drink tea manufacturers e.g. Lipton 

4.3.1. Specialist coffee outlets 

Coffee outlets have undergone a rapid surge in the country with over 100 stores currently in operation (SME 

South Africa, 2015). The strategic focus for most of the smaller coffee outlets will be on continuous innovation 

within the coffee space. Specialist coffee outlets outnumber specialist tea outlets and whilst these stores sell tea 

but this is not a strong focus for them. Starbucks has launched the Teavana® range in South Africa in June 2017 

(WomenStuff, 2017) but will still prioritise coffee products over tea products. This is an avenue for Starbucks to 

test the consumer’s receptiveness of the Teavana® brand and could allow them to setup Teavana® stores in 

South Africa. Due to their experience, they could setup Teavana® stores in multiple cities in South Africa in a 

relatively brief time and they pose the biggest risk to NTBC. 

4.3.2. Specialist tea retailers 

The Tea Merchant has the biggest retail footprint of all tea retailers within the country. They are currently 

offering a variety of tea blends and accessories for home use and have not publicly indicated interest to venture 

into the foodservice space. It is unlikely that they will venture into foodservices as it is not aligned with their 

current operational strategy. They have strong experience in tea merchandising and dry tea sales (loose-leaf 

teas, tea bags and tea blends) and will be a strong competitor in this space. Yswara is another specialist tea 

retailer operating in the premium tea market and currently selling a variety of tea blends to strategic partners 

such as The Four Seasons Westcliff, The Saxon Hotel & Villas and Life Grand Café as well as various other hotels 

and restaurants in the rest of Africa. It has one store in Maboneng Precinct where they sell and prepare tea 

without any food service offering. They also offer exclusive high tea services as well as corporate and private gift 

hampers. It is unlikely that they will venture into the foodservice space and it is assumed that it will maintain its 

premium position within the tea retail industry. 

4.3.3. Specialist tea outlets 

The Bubble Tea Company has twelve stores in South Africa and is a specialist tea outlet, focussing on a variety of 

bubble teas with limited food offerings. The company has branded itself as a company that specialises in the 

offering of bubble teas, which is a very niche market. The company could include additional tea types under its 

current offering but this is in stark contrast to its current image and strategy. It is possible for The Bubble Tea 

Company to quickly undergo a rebranding exercise to incorporate additional RTD tea products. A merger or 

partnership could be considered with this company in future. 
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4.3.4. Ready-to-drink tea manufacturers  

The focus for RTD tea manufacturers has been on conventional tea drinks such as rooibos and green tea but they 

have also ventured into fruit juice blends and sparkling teas. These industries will be affected by the 20% fiscal 

tax and very few have a low-calorie alternative. Their current focus is on providing RTD product for sale to 

retailers and it is not expected that they will move into a food service, retail space. 

The critical success factors, factors that are perceived to be valued by customers, were also evaluated in terms of 

whether they were threshold or distinctive capabilities (Table 33). These were then mapped against assumptions 

of the perceived performance of competitors (Figure 6) to get an understanding of where the strategic gaps lie 

that NTBC can operate in and add value to.   

 

Figure 6: Competitor value curve for tea industry. Adapted from the tea industry strategic group critical success factors and capability 

characteristics (Table 33 - own research) 

Based on the Competitor Value Curve (Figure 6), there are three distinctive capability critical success factors that 

are being underserved by the competition.  

These are most likely not specific focus areas of the competitors and these strategic gaps are referred to as Blue 

Oceans and will inform the NTBC unique value proposition.   
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CHAPTER 5. UNIQUE VALUE PROPOSITION AND MARKET ANALYSIS 

5.1. UNIQUE VALUE PROPOSITION 

Based on the application of the management theory in Chapter 4, the following distinctive capabilities will inform 

the NTBC unique value proposition;  

5.1.1. Innovative brand and products 

In South African retail markets, tea is served hot, with limited variants such as rooibos, black or green tea (Insight 

Survey, 2016). To take advantage of the limited offering and lack of product development in the South African 

tea landscape, NTBC can include a unique and diverse mix of specialty, craft tea products such as sparkling teas, 

fermented teas, fruit tea blends and loose-leaf teas.  

5.1.2. Healthy lifestyle 

There has been an increase in gym memberships, health and fitness loyalty memberships, the growth of running 

clubs and fitness trends on social media such as Instagram (Iwuoha, 2015).NTBC will extend the healthy lifestyle 

concept by introducing a healthy food offering. NTBC will partner with FitChef® to provide food packages to sell 

in NTBC stores. FitChef® focuses on natural foods that are low in carbohydrates and high in fibre (FitChef, 2017).  

5.1.3. Technology-led convenience 

Based on the PESTEL analysis, NTBC will leverage on the tech-savvy nature of South African consumers and make 

us of technology across the value chain to provide convenience to their customers. To address pain points such 

as the low battery associated with the perceived high cellphone usage of our target market, NTBC will provide 

benefits such as wireless cell phone charging points. 

By focusing on innovative brands and products, health and technology, it is believed that NTBC will provide a 

unique offering to consumers and distinguish itself from the competition. 

5.2. MARKET ANALYSIS 

According to a market research report from Insight Survey (2016), South Africa is estimated to have 37 million 

regular purchasers of tea products. 50% of the South African population regularly purchases tea for consumption 

at home and 52% of tea purchased in 2016 was black tea (Insight Survey, 2016). The total number of regular 

consumers of rooibos tea drinkers drink rooibos tea and RTD tea are 30% and 17% respectively (Insight Survey, 

2016). These tea drinkers will be referred to as specialist tea drinkers.  The discussion on the target market is 

based on information obtained from the South African Audience Research Foundation (SAARF). 

5.2.1. Target market attitudes 

NTBC will offer a variety of teas and tea blends and will target a consumer that is health-conscious, appreciates 

innovation, is time-constrained, is socially and environmentally aware and is well-educated. The SAARF attitudes 

that best-fit these characteristics are the “Rooted” individuals and “Global Citizens” (SAARF, 2014b). “Rooted” 

individuals are concerned with social issues such as the environment, health, education and unemployment 

whereas the “Global Citizens” embrace change, technology and innovation. 
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5.2.2. Target market income level 

The “Rooted” and “Global Citizen” groups make up 46.5 % of the LSM 7- 10 group (SAARF, 2014b) and this will be 

the key income group that NTBC will serve. This LSM group has an average household income that is higher than 

the South African average household income. Within this group, 43.4 % have an average household income of R8 

000 to R19 999 per month. The LSM 7 group makes up the majority (> 30%) of this group (Chronis, 2012). 

5.2.3. Target market geodemographic 

 According to data from (SAARF, 2014b), the highest concentration of the LSM 7-10 group live in Gauteng 

(38.8%), followed by Western Cape (18.5%) and KZN (16.7%). These target market groups will be the focus areas 

for the initial establishment of our operations and marketing initiatives.   

NTBC will target specialist tea drinkers within the Gauteng, Western Cape and KwaZulu Natal provinces that are 

in the LSM 7-10 group and have attitudes that are described by the SAARF characteristics for “Global Citizens” 

and “Rooted” individuals. 

5.3. TARGET MARKET SIZE 

Based on the SAARF (2014a) data, 11.3 million (80% of the LSM 7-10 market) earns between R8000 – R20 000+ 

and 10.6 million (75% of the LSM 7-10 market) are based in Gauteng, Western Cape and KwaZulu Natal. This 

represents an average of 10.9 million of the targeted geodemographic and income segments. A population 

growth rate of 1.6% (World Bank, 2017a) was applied to the 2014 data to get projections for these numbers till 

2022. 

Data from the Insight Survey (2016) market research report was used to determine the specialist tea drinkers. 

Based on the report, in 2015 the number of rooibos drinkers was 11.6 million and the number of iced tea 

drinkers was 6.4 million. Projections of these two market segments was obtained by applying a 4.2% and 0.7% 

(Insight Survey, 2016) to the rooibos and iced tea drinkers respectively, up to 2022. 

The average of the rooibos tea drinkers and iced tea drinkers was then used to determine the specialist tea 

drinking market, which was projected to reach 9.8 million in 2018.  

Based on the financial and legitimacy challenges associated with start-ups (Morris et al., 2002; Shepherd et al., 

2000; Zimmerman & Zeitz, 2002) NTBC will follow a conservative approach and aim to serve 1% of this target 

market in 2018. It will then grow to achieve 2% of the 2022 specialist tea market which is expected to be 222 000 

customers (Table 4).  
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Table 4: Market statistics of NTBC target market. 

 

Note: Adapted from data in Demographics of the 10 SAARF LSM® groups for SAARF AMPS® Dec 13 and SAARF AMPS® Jun 14  (SAARF, 

2014a) and the SA Tea Industry Landscape Report (Insight Survey, 2016). For additional workings in the Appendix (Table 32) 

 

Based on the projections, the average specialist tea market is projected to grow at a CAGR of 3.06% and for NTBC 

to achieve 2% market share in 2022, it needs to grow at a CAGR of 18% (Table 32). 
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CHAPTER 6. ORGANISATIONAL STRATEGY 

6.1. STRATEGIC CAPABILITIES 

According to management theory strategic capabilities are the capabilities of an organisation that contribute to 

its long-term survival or competitive advantage (Scholes et al., 2014). 

The mission for NTBC will be to provide innovative leadership within the tea industry and to achieve this focus 

NTBC will focus its efforts on research and design of innovative tea products to grow its product offering. 

The strategic goals of NTBC are: 

1. To design and develop innovative tea products 

2. To grow its market share within the tea industry to 2% in the next 5 years 

3. To leverage technology and data to best serve customers and control costs 

NTBC is a start-up organisation, it has limited access to capital and is relatively unknown. In line with 

management theory and literature linked to start-up organisations, the operational strategy for NTBC will be to 

grow its retail operations by eventually using a franchising model and by outsourcing and creating strategic 

alliances for non-core activities that are not aligned with the NTBC strategic goals. 

Due to the importance of the management team to a new business venture (Dixon, 1991; Hisrich & Jankowicz, 

1990), the organisational strategy will focus on the head office resources that will provide support and guidance 

to the retail stores. 

6.2. HEAD OFFICE SUPPORT STRUCTURE 

The founding member of NTBC has manufacturing experience from two large FMCG companies. He is a qualified 

brewer with a passion for mixology and creating new beverages. He will take over the operational, technical and 

R&D role of the business. He has limited experience in retail and will need a store manager with strong retail 

experience to manage the day-to-day operations of the retail stores. As the company grows, some of these 

positions may be filled by Operations and Technical Executives. 

6.2.1 Core strategic business units 

Retail store operations, R&D and supplier and partner relationship management are core strategic processes that 

NTBC will focus on initially. The procurement, technical and operations business units will be maintained in-

house (Table 5). 
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Table 5: In-house head office business unit roles and responsibilities. Adapted from own application of research. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

•Development and management of supplier relationships

•Management of business alliances e.g. FitChef or Planet 
Fitness

•Focus on cost avoidance and reduction strategies

Procurement

•Day-to-day operations in retail stores

•Eventual support to franchisees

•Training and sourcing of staff for retail stores

Operations

•Development and implementation of R&D strategy

•Knowledge management of internal and external 
innovations within tea industry

•Manage R&D budget = 5% of total revenue

Technical
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6.2.2. Non-core strategic business units 

The marketing, logistics and IT business units will be outsourced during the start-up phase to allow NTBC to focus 

on product development, procurement of raw materials, strategic business partners and service providers and 

the setup and operations of the retail business. The marketing and IT business units will be incorporated in-

house from the third year of business operations (Table 6). 

Table 6: Outsourced head office business unit roles and responsibilities. Adapted from own application of research. 

 

 

 

 

•Development and implementation of marketing strategy

•Focus on digital and social marketing and data analytics

•Recommend promotional activities, track sales and give 
feedback on marketing strategies

•Manage marketing budget = 5% of retail gross profits

Marketing

•Development and implementation of technology strategy

•Development and sourcing of software for data analysis across 
supply and demand chain

•Development of online and mobile applications

•Mitigate cybersecurity risks

•Source technology to enhance in-store experience

•Manage IT budget = 5% of total revenue

Information Technology

•Manage inbound, storage and outbound logistics

•In-house development and consulting of inventory 
management system

•Service provider will be managed by Procurement Executive

•Logistics costs = 2% of retail gross profits

Logistics

•Assistance with the creation of supplier, service provider and 
business partnerships and service level agreements

•Legal advice around franchise agreements and labour 
legislation practices

•Generation of monthly reports, annual statements, payroll 
submissions, tax planning and general book-keeping

•Legal and financial costs = R20 000 per month in 2018

Legal and financial services
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6.2.3. Salaries and remuneration 

Due to limited resources and expertise, NTBC will need to recruit experienced executives and will thus pay 

annual salaries slightly above the median for these positions based on the salary information obtained on 

Payscale (2017). It is assumed that these executives will be experienced enough to train junior members 

reporting to them to offset the costs. All  non-executive hires will be within the lower 25% quartile of the 

Payscale® salaries. These will be young, inexperienced hires and it is assumed that these positions will be easily 

filled at the lower salary scale due to the high local youth unemployment rate. Salary increases are budgeted at 

9% increase per year (Table 7). 

Table 7: NTBC Executive Remuneration Schedule.  

 
Note: Median, upper and lower quartile figures adapted  from data obtained in Payscale (2017).  

As NTBC grows, additional executives and non-executives will be hired to support the implementation of the 

organisational strategy. 
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CHAPTER 7. MARKETING STRATEGY 

NTBC aims to establish itself as the leading innovative tea retail and foodservice outlet in major cities in South 

Africa and set itself up for increased growth of these products into the market to grow its market share to 2% 

within the 5-year period. The marketing mix management theory will be expanded upon in this section. 

7.1. PRODUCT STRATEGY  

NTBC will initially focus on a product development strategy, to provide new and innovative tea beverages into 

existing markets. 

NTBC beverages and tea products will operate within the sweetened, low-calorie (< 50 calories per serving) 

space of the beverage industry. This is an underserved space for tea beverages and the space is currently 

occupied by flavoured waters and diet sodas (Figure 7). Due to the negative perceptions associated with soft 

drinks and a growing preference for more natural, flavoursome beverages, this space represents an ideal avenue 

for growth.  

 

Figure 7: Beverage industry product positioning map. Adapted from own application of research 
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To satisfy the niche market, NTBC beverage offering will consist of a mix of low calorie, conventional and 

unorthodox teas such as kombucha, sparkling teas, fruit tea blends and loose-leaf teas (Figure 8).  

 

Figure 8: Tea niche industry product positioning map. Adapted from own application of research 

NTBC will focus on reducing the use of natural sweeteners (e.g. fruit juice, sugar or honey) in its products and will 

not use any artificial sweeteners. It will achieve a sweet, low calorie offering by using innovative methods to 

enhance sweetness by making use of other taste points such as smell e.g. sweet-smelling teas with jasmine or 

ginger teas, mouthfeel e.g. carbonated or nitrogenated teas, temperature to enhance or reduce certain flavours 

e.g. correct tea temperature to prevent excessive bitterness from polyphenols in certain teas and introduce 

consumers to other flavours such as sour (e.g. lemon tea), salty (e.g. salted cheese tea) or bitter teas that could 

be complemented and balanced with other meals. 
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7.2. PRICING STRATEGY 

NTBC is a value-focused business and will not focus on a cost-based pricing model. By targeting the LSM 7-10 

market, NTBC will follow a high return, skimming strategy instead of a low price, penetration strategy. Since 

NTBC has positioned its product as a niche offering in the beverage space, most of its sales focus will be on its tea 

product offerings.  

7.2.1. Average consumer spend 

The premium positioning of NTBC products allows it to charge a price on par with competitors offering such 

niche products in other sectors of the industry e.g. Starbucks. Based on information from Zomato® on several 

coffee companies and online tea retail stores, the average customer spend for NTBC will be R150/person.  

7.2.2. Sales mix and gross profit margins 

Gross margins for tea are in excess of 85% for hot tea and dispensed iced tea and 60 – 70% for packaged iced tea 

(Technomic Inc, 2005). Coffee has similar gross profit margins of 85% (Butner, 2012) and food costs have gross 

profit margins of 70% (Hill, 2013). Since NTBC will be sourcing food and merchandise from other suppliers, it will 

make 10% gross profit on those sales. Based on the targeted sales mix (Table 8), NTBC will have an average 

gross profit margin of 60%.  

Table 8: NTBC product sales mix and pricing. Adapted from application of own research

 

Note: PPU = price-per-unit; CPU = cost-per-unit; GP = gross profit; GPPU = gross profit-per-unit 

 

7.2.3. Discounts and exclusive offers 

Discount and exclusive offers will be available exclusively to registered users of the online and mobile 

application. Consumers will have the opportunity to earn points for purchases and use those points to get 

discounts on future purchases. These points can also be used for selected community or marketing initiatives e.g. 

for donation to charity or environmental organisations.  

7.2.4. Payment system 

NTBC will maintain its innovation strategy across its payment systems. This is possible due to the technology 

savvy customer market that they are targeting. Payment terms will be by credit card, debit card, mobile 

payments, in-house app payments and eventually to cryptocurrency payments such as Bitcoin. NTBC will not 

have a cash-handling facility, which will minimise the risks and costs associated with handling cash but has risk 

and cost implications for privacy and cybersecurity. These risks will need to be mitigated as part of the IT 

strategy. 

 



37 
 

7.3. PROMOTIONAL STRATEGY  

The promotional strategy will focus primarily on personal selling and social media to drive brand awareness to 

customers (Table 9). 

Table 9: Promotional strategy for NTBC 

 

•This approach is to inform the customer of the benefits of 
the product. 

•This will include face-to-face sales in-store as well as at 
selected strategic sites and events. 

•In-house as well as outsourced promotional staff will be 
trained on the different product offerings to enable them to 
best serve the customers. 

Personal selling

•Dedicated resources will be required to send out product 
communication on social media and respond to consumers’ 
questions and comments. 

•The targeted social media platforms are Facebook®, Twitter®, 
Instagram®, LinkedIn® and Zomato®.

Social media

•Sales promotion activities will focus on getting the consumer 
to try new tea products and to reward consumer loyalty. 

•Sales promotional activity will include seasonal promotions 
as well as customer-specific promotions based on customer 
buying behaviour e.g. discounts on loose-leaf teas if 
customer predominantly buys RTD tea. 

•All sales promotions will be done via the mobile application 
and consumers will earn loyalty points for all purchases made 
in-store and online.

Sales promotion

•Due to the high expenses associated with advertising, the 
majority of NTBC advertising will be done in-store and will 
rely on its internal branding on the product packaging and 
merchandise to advertise the brand. 

•To limit advertising expenditure, external advertising 
initiatives will be limited to print media that is able to 
adequately reach the target market e.g. Women’s Health® 
magazine. 

Advertising
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7.4. DISTRIBUTION STRATEGY 

NTBC will make use of a variety of distribution channels and strategic partnerships to ensure that it successfully 

satisfies its target market. 

Table 10: Distribution strategy for NTBC 

 

7.5. MARKETING STRATEGY SUMMARY 

For NTBC to achieve 2% market share by year 5, it will focus on providing niche tea offerings in the sweet, low 

calorie drinks category. NTBC will follow a skimming pricing strategy and the primary distribution channel will be 

retail stores. Additional distribution channels include online ordering, delivery via UberEats® and pop-up stores. 
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CHAPTER 8. OPERATIONAL STRATEGY 

Operations management theory is concerned with the design and control of business operations for the 

production of goods and services (Stevenson & Hojati, 2007). To serve the target market across the various 

distribution channels, NTBC will need to ensure that its retail operations are equipped with sufficient stores, 

space and resource requirements. NTBC will grow using a combination of company-owned and franchise stores 

to support its growth strategy. 

8.1. PROCESS CAPACITY AND DESIGN 

To support the growth strategy, NTBC retail stores, delivery services via UberEats and the online store will be 

open 7 days a week for 52 weeks per year. For every retail store opened, it opens another locational market for 

more UberEats ® deliveries. The pop-up stores will be in selected food market stalls and will operate on 

weekends only. It is assumed that NTBC will operate at 80% operating efficiency in 2018 as it establishes its 

operating processes and customers become more familiar with the brand.  

To determine the capacity limits per distribution channel, the maximum number of customers served was 

assumed to be 350 customers per day for the retail stores, operating from 07:00 – 19:00 and 50 customers per 

day for pop-up stores, operating from 09:00 – 15:00. 

The peak times for the retail stores and deliveries are estimated to be between 07:00 – 09:00, 11:00 – 13:00 and 

15:00 – 17:00. It is estimated that double the hourly customer throughput will occur during these periods, this is 

a maximum of 60 customers served per hour for the retail stores when stores are operating at maximum 

capacity 

NTBC customers are looking for convenience so it is assumed that only 40% of the daily customers will be seated 

for an average time of 45 minutes to take advantage of the f quick charging stations and free Wi-Fi. 

The total year one potential target market is 98 528 customers (Table 4). To serve this target market NTBC will 

open one store in Johannesburg. To calculate the inventory costs per store required to serve this market, the raw 

material costs were determined from the cost-per-unit (Table 8) and the inventory days and inventory costs 

were calculated (Table 11). 

Table 11: NTBC inventory stock holding and costs.  Adapted from application of own research

 

The total inventory costs will be R466 091 per month. The store will have 1 weeks’ worth of conventional tea, 

coffee and packaging materials which will be sourced locally. For perishables such as food and kombucha, NTBC 
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will have 3 days of inventory. Certain loose-leaf tea and merchandise will be imported and the stores will have 30 

days of stock holding.  

8.2. STORE GROWTH STRATEGY 

To achieve 2% of the target market by 2022, NTBC needs to grow at a CAGR of 18% over the review period. 

Based on those projections NTBC will need 2 retail stores by 2022 to serve its target market (Table 12). 

Table 12: NTBC store requirement over review period. Adapted from the application of own research

 

8.3. LOCATION STRATEGY 

To ensure that NTBC is successful, the retail and pop-up stores need to be positioned in a location that will allow 

for high foot traffic of its target market. 

8.3.1. Pop-up store location 

Pop-up stores will be the initial entry route into the market. These will be positioned at selected food markets 

such as Neighbourgoods, Fourways Food Market and Market on Main. The pop-up stores will also be at selected 

events such as the Good Food and Wine Show or the DSTV Food Festival. All event and market locations are 

chosen strictly based on target market penetration.  

8.3.2. Retail outlet location 

The retail outlets store size will be 100 – 150 m2 and located in selected shopping centres and trading places in 

urban centres that caters for a high percentage (> 75%) of households within the LSM 7-10 target market. The 

shopping centre must have high foot traffic and the target market must also be frequent weekly visitors of the 

shopping centre. The shopping centre should be close to offices or contain an office block to allow NTBC to 

target office workers who are on their lunch breaks. Since NTBC is targeting consumers who are health-focussed, 

it is best to position these stores near or within fitness centres such as Planet Fitness® or Virgin Active®. This 

could allow NTBC to maximise on breakfast, lunch and dinner offerings. Melrose Arch satisfies most of the 

location criteria required for NTBC and will be the flagship store for the brand (Table 13). 

 Table 13: Melrose Arch leasing costs. Adapted from data obtained (Anvil Property Smith, 2017; Property 24, 2017) 

Shopping Centre Location Fitness Centre R/m2 R/month 

Melrose Arch Johannesburg YES 280 42 000 
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8.4. JOB DESIGN AND HUMAN RESOURCES 

To fulfil the operational requirements of the retail stores, NTBC will have the following manning requirements 

(Table 14); 

Table 14: Retail store job design and human resources. Adapted from application of own research 

 

All customer-facing staff will be supported by training in tea production, flavour profiles and the origin and 

history of various tea products. A general manager and assistant manager, both with retail experience, will be 

key staff requirements to support the retail staff. The managers will assume the role of the cashier during peak 

periods. 

The staff will work shifts and the total staff requirement is 22 workers per retail store. The proposed shift plan is 

contained in Table 44 in the Appendix. The total staff cost for the retail stores is R45 521 per month. Only one 

individual is required to run the pop-up store and this will be at a monthly cost of R1500 per month. 

 

 

•Area where food and beverage orders are placed, paid for 
and collected

•Must accommodate peak requirement of 60 customers 
served per hour

•3 individuals will be required to work in this area; casher, 
barista and tea server

Express counter

•This is where retail merchandise and loose-leaf teas will be 
sold to customers

•1 individual will be required to serve and collect payments 
from customers for retail goods

Retail counter

•Must accomodate 40% of customers, with an average peak 
requirement of 24 customers per hour

•2 waiters will be required to serve these customers, assist 
them with mobile application queries, wi-fi and quick charging 
station queries and inform them about various teas and 
merchandise available for purchase

Seating area

•Cleaning of crockery and cutlery

•Management of inventory and general back-of-house duties

•2 individuals will be required to work in this area
Back-of-house
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CHAPTER 9. FINANCIAL PROJECTIONS AND PLANNING 

The financial projections presented in this chapter are based on assumptions described in preceding chapters 

and summarised in the Appendix. Financial management theories and conventions such as financial statements, 

long-term financial planning and discounted cash flow valuations have been applied in this chapter. 

9.1. SALES FORECAST 

Based on the marketing pricing strategy and the operational process strategy, within the first year of operations, 

NTBC retail stores will service 152 customers per day, spending an average of R150 each. The year one revenue is 

forecasted to be R8.3 million and a gross profit of R5 million (Table 15). 

Table 15: NTBC revenue per store forecast for year one operations. Adapted from application of own research

 

9.2. PROJECTED SALES GROWTH 

It is assumed that the average customer spend will remain at R150 per person over the review period. Based on 

a CAGR of 18% and a gross profit margin of 60%, sales are projected to reach R33 350 757 with a gross profit of 

R20 010 454 (Table 16). 

Table 16: NTBC revenue projections. Adapted from application of own research

 

9.3. OPERATIONAL EXPENDITURE 

9.3.1. Income statement 

Based on the NTBC income statement, operational costs are projected to reach R13 176 497 with an EBITDA of 

R6 833 958 by 2022 (Table 17).  

Strategic costs such as R&D and technology development account for 26% of the operating expenses (Figure 9). 

These costs are a percentage of revenue and are key operational costs to fund the sustained longevity of the 

business via its R&D and information technology strategies.  
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Figure 9: NTBC average operating cost expenses. These costs are adapted from the income statement (Table 17) and represent the 

percentage contribution to the overall operating expenses over the review period. 

Outsourced costs represent 14% of the operating expenses and this is to ensure that the NTBC executive team 

has specialist skills to focus on tactical, non-core tasks whilst it executes on its strategy.  

Staff costs are the most significant cost and are 28% of the operating expenses. Staff costs are typically the 

highest retail costs followed by rent and marketing costs (Hetrick, Hoffman, & Swartz, 2015). 
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28%

4%

8%

26%

NTBC Average Operating Expenses

Professional fees

Total Utilities costs

Total Rental costs

Total Staff Costs

Data and communication costs

Total other expenses

Organizational costs
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Table 17: NTBC income statement

 

9.4. CAPITAL REQUIREMENTS 

9.4.1. Capital spend and depreciation 

The initial capital outlay for the NTBC retail store and head office in the first year is R1 585 000 and R240 000 

respectively. Straight line depreciation will be used for all assets. Detail on the costs and useful life for various 

equipment and fixtures is contained in the NTBC Depreciation Schedule (Table 43) in the Appendix. It is assumed 

that the capital costs per store will increase at 6% per year for every new store opened to account for inflation 

and currency fluctuations for imported equipment. 

Table 18: NTBC non-current asset projected requirements. Adapted from the application of own research and data 

 

NTBC will open two company-owned stores and incur a total capital spend of R4 504 066 (Table 19) over the 5-

year period and at the end of the financial review period the salvage value of the non-current assets is projected 

to be 2 485 102 (Table 43). 
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9.5. WORKING CAPITAL MANAGEMENT 

9.5.1. Working capital requirements 

Accounts receivables will be paid within 7 days due to the no cash policy, customers will pay using credit cards. 

Average stock holding will be 7 days, with a maximum of 30 days on certain products (Table 11), to ensure that 

raw materials are available for operations and minimise the probability of lost sales. Due to the start-up nature of 

the business, it is assumed that NTBC will not get favourable credit terms initially from suppliers and the best-

case scenario for accounts payable will be 30 days. The initial working capital for NTBC prior to operations is 

R1 457 674 which is 3 months of inventory costs.  

 

9.6. FINANCING REQUIREMENTS 

9.6.1. Capital structure 

NTBC requires a total investment of R 4.3 million over the review period for the funding of net non-current 

assets and 3 months of working capital and operating expenses (Table 19). The initial capital structure it will 

employ is to have a debt-to-equity ratio of 0.3. This is due to limited collateral that the start-up will have to 

secure a business loan and also to ensure that the business is not perceived as risky to potential future investors 

and to minimize the solvency risk. 

Table 19: NTBC seed capital requirements 

 

9.6.2. Debt financing 

Based on the debt-to-equity ratio, NTBC will require R1 283 714 in debt financing (Table 20). NTBC will make use 

of loans from government-backed institutions such as the National Empowerment Fund (NEF) as well as 

government grants such as the Black Business Supplier Development Programme (BBSDP) and the National 

Youth Development Program (NYDP) to fund future growth (Entrepreneur, 2016). These loans are assumed to be 

low interest loans (12.5%) to be repaid over a 5-year period and a maximum of R1 500 000 can be obtained from 

these loans.  

Table 20: NTBC projected loan schedule.  

 

9.6.3. Equity financing 

The balance of the seed capital will be obtained from equity financing. Twenty percent of the required equity 
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funds will come from the founder and the balance from friends and family, angel investors and venture 

capitalists. The rate of return is assumed to be 25%. Using a conservative price-to-earnings ratio of 3 x EBITDA, 

the projected valuation for NTBC by 2022 is R20 501 878 (Table 21). This is a compound annual return on equity 

of 47%. No dividends will be issued during the review period and all profit will be kept as retained earnings. 

 

Table 21: NTBC projected equity statement

 

9.7. SUMMARY OF FINANCIALS 

9.7.1. Cash flow 

Prior to operations, R2.5 million of the seed capital will be used for working capital and operating expenses in 

2018. Due to the positive profit before tax (PBT) and working capital management policy, cash flow from 

operations is expected to remain positive from 2018 (Table 22). 

Investment activities throughout the review period include the purchase of short useful life equipment such as 

computers, tablets, cleaning equipment and crockery at the end of 2019 for retail stores and at the end of 2020 

for the head office, as well as the purchase of equipment and shop fitting costs for another retail store at the end 

of 2021. 

Table 22: NTBC projected cash flow statement

 

9.7.2. Balance sheet 

NTBC is forecasted to generate R15 250 982 in cash from operating, investment and financing activities and 
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R1 096 463 in inventory by 2022 (Table 23). The cash will be used for future growth opportunities to increase 

market share.  

Table 23: Balance sheet projections of the Novel Tea Brewing Company as at end of financial year for 2018 to 2022

 

9.7.3. Financial ratios 

NTBC inventory holding does not have a significant impact on liquidity due to the maximum inventory holding of 

30 days. By 2022, for every rand invested in assets, NTBC will generate R1.70 in sales and turnover its entire 

inventory 3 times. Gross profit is expected to stay at 60% and this will be achieved by the Procurement strategy. 

Net operating profit margin is expected to reach 13.2% by 2022 (Table 24). 

Table 24: NTBC financial ratio projections
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9.7.4. Discounted cash flow 

Based on the debt interest rate of 12.5% and cost of equity of 25% (Table 47), the WACC is 21.3%. Discounting 

the cash flows over the review period resulted in an NPV of R7 083 191 and an IRR of 124.3% (Table 25). The 

positive NPV indicates that the project will be profitable over the review period. 

Table 25: NTBC projected discounted cash flow statement 
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CHAPTER 10: RISK ANALYSIS 

10.1. SENSITIVITY ANALYSIS  

A sensitivity analysis was conducted on the NTBC business the range over which various external inputs will have 

an adverse effect on NPV. Eight sets of inputs were used for the sensitivity analysis which represent the worst 

case, base case and best case (Table 26). 

Table 26: Inputs for NPV sensitivity analysis

 

The resultant NPVs for all cases were positive with the exception of average consumer spend and gross profits. 

These two parameters have the most significant impact on profitability and need to be carefully monitored and 

controlled. The marketing and procurement strategies have the most significant impact on these variables 

The break-even average spend was calculated at R97.80 per customer and the break-even gross profit at 42.18% 

10.2. MONTE CARLO ANALYSIS 

A Monte Carlo analysis was done to quantitatively determine the level of risk based on the uncertainty and 

variability on the assumptions made (Wood & Knott, 1997).  

The industry growth rate was the selected variable due to the low and uncertain growth within the South African 

tea industry. The industry growth rate was assumed to represent a normal distribution curve with a mean on 3% 

and a standard deviation of 5%. A negative growth rate was allowed due to the current challenges in the South 

African economic climate discussed in the PESTLE analysis.  

The NORM.INV function was used in Microsoft Excel to calculate the growth rate variable given a probability. To 

represent the levels of uncertainty associated with the growth rates, the probability value was randomised using 

the RAND() function. This calculated growth rate was then used to determine the PBIT values for the project 

period to allow for the DCF calculations. 

The only variables that were impacted in the DCF calculations were the PBIT, tax and additions to net working 

capital, all other variables remained fixed (Table 45). 

The NPV was calculated over 1000 iterations of various growth rates within the mean and standard deviation to 

determine the average NPV values that can be expected over the 5-year period (Table 27).  
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Table 27: Monte Carlo Simulation NPV results 

 

Whilst the average NPV of R5.3 million from the Monte Carlo analysis differs from the base case NPV of R7.1 

million, the business venture is still feasible, due to the positive NPV. 
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CHAPTER 11. BUSINESS PLAN CRITIQUE 

Critical thinking theory is the objective analysis of facts and information to form a judgement (The Foundation for 

Critical Thinking, 2007). This has been applied to the chapter where the limitations and criticisms of key 

assumptions of the business plan are discussed. 

11.1. High growth rate for NTBC compared to tea industry growth rate 
To achieve a market share of 2% by 2022, NTBC will need to grow at a CAGR of 18% compared to the forecasted 

industry growth rate of 0.9% (Insight Survey, 2016).  This is an ambitious plan but based on the growth success of 

retailers like the Tea Merchant, the introduction of Teavana by Starbucks and the consumer health trends, it is 

possible to achieve high growth rates in the current economic climate. 

11.2. Heavy reliance on FitChef® for food 
The product strategy for NTBC relies on the strategic alliance with FitChef® to provide food. Whilst food is not a 

strategic focus for NTBC, it is a strategic, non-core asset that is a key complementary product. The business plan 

does not cater for the provision of food preparation facilities and it is essential that  the sourcing of a food 

service provider such as FitChef® is obtained and well-managed to ensure continued success of the business 

operations. 

11.3. Own assumptions used to determine critical success factors for competitors 
The critical success factors used to determine the Blue Ocean gaps and UVP are based on assumptions and 

perceived values. Extensive marketing research is required to establish realistic values. Personal selling through 

the NTBC pop-up stores will allow NTBC to better understand its consumer’s preferences and align its UVP and 

strategy accordingly. 

11.4. Limited detail on R&D and technology strategy 
10% of revenue will be used for the R&D and technology strategy that will support the overall organisational 

strategy, but no detail is provided on what the strategy is. It has been identified that product innovation and 

technology-led convenience are two essential components of the UVP and are thus essential for the future 

growth of the business. The discussion of the strategies is beyond the scope of this proposal and will need to be 

further developed and discussed.
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CHAPTER 12. BUSINESS PLAN REVIEW AND RECOMMENDATIONS 

The R-W-W Screen is a tool used to explore assumptions in the development of a project or concept, identify gaps 

in knowledge as well as sources of potential risk (G. Day, 2007). The R-W-W Screen was used to determine the 

feasibility of the NTBC business venture by answering key questions linked to an aspect of the R-W-W Screen. 

12.1 Is it real? 

NTBC has a real market for its product and tea products have been bought at various retailers and restaurants. 

The current specialist tea market has 9.8 million potential customers and NTBC plans to acquire 2% of the market 

by 2022. Due to the growth of tea retail stores like the Tea Merchant, the emergence of e-commerce stores, the 

introduction of Teavana by Starbucks and the forecasted growth for rooibos and RTD teas, it is expected that the 

customer will buy the products offered by NTBC. 

There is a clear concept, which based on the UVP is to offer innovative tea products and technology-led 

convenience. The NTBC tea products can be made using conventional tea manufacturing and preparation 

processes and the technology to produce the product is readily and easily available. NTBC products are able to 

satisfy a consumer need for a sweet, low calorie beverage but also complements the diet and nutritional needs of 

consumers who are interested in healthier offerings (Table 28). 

Table 28: R-W-W Screen – Is it real? Adapted from own research applied to R-W-W screen (G. Day, 2007)

 

12.2. Can we win? 

NTBC has identified a niche opportunity which provides value for health-conscious consumers and also has a 

strategy for obtaining direct customer preferences and tastes to allow for future modifications of the product. 

The company combines a retail and express tea and food service which is not what the majority of its direct 

competitors are doing and not something that NTBC expects competitors to venture into immediately. To sustain 

the competitive advantage, NTBC will focus on continuous innovation and product development and invest in 

technology to provide more convenient ways to offer customers our products. 

Since NTBC is a start-up it currently has no resources and needs to employ an appropriate management team. The 
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managerial requirements have already been identified and NTBC will make use of outsourcing to manage IT, 

marketing, legal and financial tasks until all management positions are filled (Table 29). 

Table 29: R-W-W Screen - Can we win? Adapted from own research applied to R-W-W screen (G. Day, 2007)

 

12.3. Is it worth doing? 

NTBC is forecasted to generate a positive NPV over the review period and generate 13% NOP and 24% ROE by 

2022 (Table 24). A risk analysis has been done and the NPV remains positive over a broad range of scenarios and 

growth rates. The product offerings of NTBC are aligned with the current global and South African consumer 

trends as well as the company organisational strategy and UVP (Table 30). 

Table 30: R-W-W Screen - Is it worth doing? Adapted from own research applied to R-W-W screen (G. Day, 2007)

 

13.4. Conclusion 

Based on the success criteria in the methodological approach in Chapter 3, it is recommended that the NTBC 

business venture is pursued due to; 

1. A positive NPV after the five year review period, 

2. A positive NPV for both the sensitivity and Monte Carlo analysis and, 

3. A comprehensive plan to address the gaps highlighted in the R-W-W screen. 
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CHAPTER 13. IMPLEMENTATION PLAN AND EXIT STRATEGY 

In the first 7 months of business, NTBC will focus on product development and consumer trials using pop-up stores 

at selected markets. The NTBC initial executive team will also focus on securing contracts and providers for raw 

materials, packaging and equipment as well as finalizing the alliance agreement with FitChef® and securing 

financing from all shareholders (Table 31). 

Table 31: NTBC implementation schedule

 

At the end of the five-year period, the following business options should be considered to ensure future growth for 

the start-up: 

1. Company growth via franchising,  

2. Company growth by acquisition, and 

3. Company growth by diversification. 

The organisational strategy is designed to accommodate franchising in future and investors will have the option to 

sell their shares to the founder and management team at an agreed market value. 
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APPENDIX 

MARKETING STRATEGY 

TARGET MARKET ASSUMPTIONS 

Target market numbers based on SAARF LSM 7-10 data from 2014 and 1.6% population growth rate applied from 

2014 to 2022 for the South African population (Table 32). The average target LSM 7-10 group is the average 

between all LSM 7-10 individuals within the group earning > R8000 per month and all LSM 7-10 individuals staying 

in Gauteng, Western Cape and KwaZulu Natal. The number of rooibos and iced tea drinkers is based on data from 

the Insights Survey Report and a growth rate of 4.2% and 0.7% has been applied respectively from 2014 to 2022. 

The average specialist tea drinkers is the average between the rooibos and iced tea drinkers.  

Table 32: Target market calculation sheet 

 

Excerpts from the Insight Survey 2016 SA Tea Industry Landscape Report is obtained below. This provides the 

numerical data on South African tea drinkers and growth projections. 

 

 



56 
 

COMPETITOR ANALYSIS ASSUMPTIONS 

Scorings for all critical success factors based on own experience and perceptions. 

Table 33: Tea industry strategic group critical success factors and capability characteristics 

 
Note: 1 = Starbucks, 2 = The Tea Merchant, 3 = The Bubble Tea Company, 4 = Lipton 

 

MARKETING STRATEGY ASSUMPTIONS 

Table 34: Marketing inputs 
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ORGANISATIONAL STRATEGY 

ORGANISATIONAL STRATEGY ASSUMPTIONS 

Table 35: Organisational inputs and head office salaries 

 

Table 36: Input costs for year one of head office operations  

 

An inflation rate of 6% is applied across the review period for all operating costs. 
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Table 37: NTBC head office capital expenditure depreciation schedule 

 

OPERATIONAL STRATEGY 

OPERATIONAL STRATEGY ASSUMPTIONS 

Table 38: Operational inputs 
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Table 39: Raw material input costs 

 

Table 40: Input costs for year one of retail operations.  

 

An inflation rate of 6% is applied across the review period for all operating costs 
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Table 41: Staffing schedule for retail store operations 

 

Table 42: Staff salary requirements for retail store operations 

 

 



61 
 

Table 43: NTBC retail store capital expenditure depreciation schedule 
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FINANCIAL STRATEGY 

FINANICAL STRATEGY ASSUMPTIONS 

Table 44: Financial strategy assumptions 

 

MONTE CARLO ANALYSIS ASSUMPTIONS 

Table 45: NTBC Monte Carlo Analysis Input and DCF worksheet 
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SOUTH AFRICAN TEA LANDSCAPE SURVEY 

The following tables were obtained from the 2016 Insight Survey Market Research Report on The South African Tea 

Landscape (Insight Survey, 2016). Insight Survey is a business-to-business (B2B) market research company. 

Table 46: Tea, Rooibos, Iced Tea Consumption Trends: 2011-2015 

           
 
Table 47: Rooibos tea volume trends (drank yesterday): 2011-2015 

 
 
 
  



64 
 

Table 48: Iced tea volume trends (yesterday): 2011 - 2015 

 
 
  

Table 49: Consumer actual (2011-2015) and forecast (2016-2019) - Tea 
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Table 50: Consumer actual (2011-2015) and forecast (2016-2019) - Rooibos 

 
 
Table 51: Consumer actual (2011-2015) and forecast (2016-2019) - Iced tea 
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