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KILGORS
Gillian Vesty and Albie Brooks 

ABSTRACT
Kilgors is a multi-divisional company with a focus on the wine, hospitality, and entertainment industries.  It commenced in 1995 as a small winery but has now grown into a multidivisional company that listed in 2006.   The focus of the case is on the wine division of Kilgors.  Kilgors owns several hectares of vineyard which contribute to a variety of red, white and sparkling wines as highlighted in the table below.  

KILGORS RED, WHITE AND SPARKLING WINE VARIETIES  
· RED WINE VARIETIES: Pinot Noir (3 labels); Shiraz (3 labels) 
· SPARKLING WINE: Champagne (2 labels); 
· WHITE WINE VARIETIES: Pinot Grigio (4 labels); Chardonnay (1 label) and Riesling (2 labels). 

Within each grape/wine variety, they have several labels, depending on the grape harvest and popularity of the wine by consumers.  For example, Chardonnay was a very popular wine variety in the 1980-1990s but more recently Pinot Grigio has become more popular.  Hence, Kilgors’ management made the decision to cut the number of labels in the Chardonnay range and use more of the Chardonnay grapes to make Champagne.   Champagne is largely made from Pinot Noir and Chardonnay grapes.  While they are bound to the grape varieties grown in the vineyard, they can make blends and have flexibility to alter the number of labels to suit customer preferences.  Kilgors’ prior years’ financials are provided below.



















Wine Division Financials
Total Results for Financial Year 2014 and 2015
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* A case contains 6 bottles
FY 2014














INVESTMENT IN NEW WINE VARIETY

Following the success of two earlier innovations, Kilgors management had considered a potential investment in a new wine blend, designed to attract the Chinese consumer.  They had found that the Chinese market was a significant area of growth.  For example, other winemakers, such as Penfolds, were not able to meet the demand for some of their high-end wines like Grange Hermitage, even with dramatic price increases. For Kilgors, this was a relatively untapped international market that demanded attention.  The R&D manager, who was also Kilgors senior winemaker, was asked to pull together a budget proposal for this new product development project. 
At the same time, Kilgors management were reviewing the need to replace equipment in the winery, as the old equipment was at the end of its useful life. The senior winemaker had mentioned the potential for new flexible bottling system that would enable them to adapt more readily to changing consumer demand for the different wine varieties.  He explained how he had seen the new bottling system in action and had visited a Singapore food manufacturing company who was currently installing this state of the art equipment.  He said it would enable Kilgors to operate more on a demand-driven basis and switch wine production according to updated rolling forecasts.  The other managers thought this proposed investment linked nicely with the R&D investment idea being floated, as introducing a new wine blend would impact on the winery’s current throughput capacity.
- End -






BACKGROUND MATERIALS READING
See Blackboard for selected background readings from: Simons, R. (2000) ‘Performance measurement and control systems for implementing strategy,' Prentice Hall. 



Based on the information provided above please write about 200-350 words to explain and give your opinion 
(1) How would Kilgors benefit from effective budgeting process? What factors should Kilgors’ management consider in budgeting for the proposed R & D investment?

[bookmark: _GoBack]Please DO THE RESEARCH ( AT LEAST 1 REFERENCE ) 
The Small question above will be checked by turnitin program in order to check PLAGIARSM .
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Kilgors Wine Division Income Statement

Current Year Prior Year

$m Per case $m Per case

Revenue 350,000,000          55.53 326,000,000 53.80

Cost of sales 227,500,000          36.10 205,380,000            33.89

Gross Profit 122,500,000          19.44 120,620,000            19.91

Expenses

Selling 35,000,000            32,600,000                

Marketing 14,000,000            11,410,000              

Administration 48,000,000            48,000,000              

Corproate allocations 16,000,000            16,000,000              

Total expenses 113,000,000          17.93 108,010,000           

Divisional profit  9,500,000              1.51 12,610,000              

No of cases 6,302,500              6,059,480 

Kilgors Wine Division Balance Sheet

Current assets $m $m

Cash  15,000,000            12, 500, 000

Inventories 10,000,000            8, 500, 000

Receivables 30,000,000            28, 000, 000

55,000,000            49,000,000              

Non Current assets

Inventories 40,000,000            38,000,000

Property plant and equipment 65,000,000            66,000,000

Agricultural assets 24,000,000            24,000,000

Intangible assets 35,000,000            35,000,000

164,000,000          163,000,000           

Total assets 219,000,000          212,000,000           

ROI 4.34 5.95

EVA 12,400,000 -           8,590,000 -               

RI 10,210,000 -           6,470,000 -               

Direct manufacturing cost per case 36.10 33.89

 

*A case contains 12 bottles. 
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