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a fairly simple site. It had pages that described the
company and its products and allowed customers 10
place orders. It did not have any of the sophisticated
features that would allow her to use it to capture
information to track customers. Although she did
not know for sure, she suspected that many of her
Internet sales were from repeat customers who were
familiar with her product. She included her website
address on all of her packaging and had listed her
site on several other sites, like saucemall.com and
worldmall.com that would link shoppers at these
sites to her site. Listing on some of these sites, like
saucemall.com, was free. Listing on some other sites
cost a small monthly fee—for the worldmall.com
listing, for example, she paid $25/month. Some sites
simply provided links to her site on their own. For
example, one customer had told her she had found
the Cowgirl Chocolate site off of an upscale shop-
ping site called Style365.com. She was not sure how
much traffic these various sites were generating on
her site, and was unsure how best to attract new cus-
tomers to her website aside from these efforts.
Marilyn had attempted to get her product into a
number of bigger name, upscale retailers, like Dean
& Delucca and Coldwater Creek. Dean and Delucca
was known for its high-end specialty foods, and the
buyers for the company had seemed interested in car-
rying Cowgirl Chocolates, but the owner had nixed the
idea because he found the chocolates too spicy. One
of the buyers had also told Marilyn that the owner was

more of a chocolate purist or traditionalist who did not
really like the idea of adding cayenne pepper to choco-
late. Marilyn had also tried hard to get her product sold
through Coldwater Creek, one of the largest catalog
and online retailers in the country that sold high-end
women’s apparel and gifts for the home. Coldwater
Creek was headquartered just a couple of hours north
of Moscow in Sandpoint, Idaho. Like Dean & Delucca,
Coldwater Creek had decided that the chocolate was
too spicy. Coldwater Creek had also expressed some
reservations about carrying food products other than
at its retail outlet in Sandpoint. Marilyn hoped that the
introduction of mild-mannered Cowgirl Chocolates
would help get her product into sites like these two.

Promotion

Marilyn was unsure how best to promote her product
to potential customers given her limited resources.
The ad that would appear in Chile Pepper magazine

I —

was her first attempt at really advertising her product,

The ad itself was designed to grab readers’ attention

and pique their curiosity about Cowgirl Chocolates,

Most of the ads in the magazine; were fa?rly standard n
format. They provided a lot of 1nformat10n and images
of the product packed into a fap‘ly small Sp?c?- Her
ad was different—it had very little product 1ni'9r|na-
tion and utilized the single image of the woman in the
watering trough. It was to appear 1n a.spec1a1_s<':ct10nA0f
the magazine that focused on celebrity musicians like

Willie Nelson and The Dixie Chicks.

Other than the upcoming ad, Marilyn’s pro-
motional efforts were focused on trade shows and
creating publicity opportunities. She attended a
handful of trade shows each year. Some of these
were focused on the hot and spicy food market, and
‘t was at these events that she had won all of her

awards. Other trade shows were more in the gourmet

food market, and she typically shared table space
at these events with Seattle Chocolates. She always

gave away a lot of product samples at these trade
shows, and had clearly won over some fans to her
chocolate. But while these shows occasionally had
led to placement of her product in retail locations,
at least on a trial basis, they had as yet failed to land
her what she would consider to be a really high vol-
ume wholesale account.

Marilyn also sought ways to generate publicity
for her company and products. Several local newspa-
pers had carried stories on her company in the last
couple of years, and each time something like that
would happen, she would see a brief jump in sales
on her website. The New York Times had also carried
a short article about her and her company. The day
after that article ran, she generated sales of $1,000
through her website. More publicity like the New
York Times article would clearly help. The recently
released movie Chocolat about a woman who brings
spicy chocolate with somewhat magical powers to a
§mall French town was also generating some interest
in her product. A number of customers had inquired
if she. used the same pepper in her chocolates as was
used in the movie. Marilyn wondered how she might
best .capitalize on the interest the movie was creat-
ing in spicy chocolates. She thought that perhaps
she .could convince specialty magazines like Art &
Antiques or regional magazines like Sunset Magazine
or even national magazines like Good Housekeep-
ing to run stories on her, her art and her chocolates.
But she only had so much time to divide between her
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Marilyn looked at the advertisement—a beautiful
woman wearing a cowboy hat in a watering trough
full of hot and spicy Cowgirl Chocolate truffles (see
Exhibit 1). The ad would appear next month in the
March/April edition of Chile Pepper magazine, the lead-
ing magazine for people who liked fiery foods. The ad,
the first ever for the business, cost $3,000 to run and
Marilyn wondered if it would be her big mistake for
2001. Marilyn allowed herself one $3,000-$6,000
mistake a year in trying to get her now four-year-old
business to profitability. Two years ago, it was the pur-
suit of an opportunity to get her product into Great
Britain on the recommendation of the owner of a British

John ). Lawrence, University of Idaho; Linda ). Morris University
of Idaho; Joseph |. Geiger University of Idaho.
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biscuit company who loved her chocolates. Despite sig-
nificant effort and expense, she could not convince any-
one in Great Britain to carry her chocolates. Last year it
was her attempt to use a distributor for the first time. It
was a small, regional distributor, and she had provided
them with $5,000 worth of product and had never gotten
paid. She eventually got half her product back, but by the
time she did it had limited remaining shelf life and she
already had enough new stock on hand to cover demand.
She ended up giving most of what she got back away.
Marilyn knew it took time to make money at some-
thing. She was now an internationally celebrated cerami-
cist, but it had taken 20 years for her ceramic art to turn
a profit. She also knew, however, that she could not wait
20 years for her foray into chocolates to make money, espe-
cially not at the rate that she was currently losing money.
Last year, despite not paying herself a salary and occa-
sionally bartering her art for services, the small business’s
revenues of $30,000 did not come close to covering her
$50,000+ in expenses. While her art for a long time did not
make money, it did not lose that kind of money either. Her
savings account was slowly being depleted as she loaned
the company money. She knew that the product was
excellent—it had won numerous awards from the two
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main fiery food competitions in the U.S.—and her pack-
aging was also excellent and had won awards itself. She
Just was not sure how to turn her award winning products
into a profitable business.

Company History

Cowgirl Chocolates was started in Moscow, Idaho, in
1997 by Marilyn Lysohir and her husband, Ross Coates.
Marilyn and Ross were both artists. Marilyn was an inter-
nationally known ceramicist and lecturer; Ross was also a
sculptor and a professor of fine arts at a nearby university.
They had started publishing a once a year arts magazine in
1995 called High Ground. High Ground was really a mul-
timedia product—each edition contained more than sim-
ply printed words and pictures. For example, past editions
had included such things as vials of Mount St. Helen’s
ash, cassette tapes, seeds, fabric art, and chocolate bun-
nies in addition to articles and stories. One edition was
even packaged in a motion picture canister. With a total
production of about 600 copies, however, High Ground
simply would not pay for itself. But the magazine was a
labor of love for Marilyn and Ross, and so they sought
creative ways to fund the endeavor. One of the ways they
tried was selling hot and spicy chocolate truffles.

The fact that Marilyn and Ross turned to chocolate
was no random event. Marilyn’s first job, at age 16,
was at Daffin’s Candies in Sharon, Pennsylvania. The
business’s owner, Pete Daffin, had been an early men-
tor of Marilyn’s and had encouraged her creativity. He
even let her carve a set of animals, including an 8-foot
tall chocolate bunny, for display. Her sculptures proved
irresistible to visiting youngsters, who would take
small bites out of the sculptures. It was at this point that
Marilyn realized the power of chocolate.

In addition to loving chocolate, Marilyn loved
things hot and spicy. She also was aware that cayenne
and other chilies had wonderful health properties for
the heart. But it was her brother who originally gave
her the idea of combining hot and spicy with choco-
late. Marilyn considered her brother’s idea for a
while, and could see it had possibilities, so she started

experimenting in her kitchen. She recruited neighbors,
friends and acquaintances to try out her creations.
While a few people who tried those early chocolates
were not so sure that combining hot and spicy with
chocolate made sense, many thought the chocolates
were great. Encouraged, and still searching for funding

arilyn found a local candy com-
hocolates in quantity, and she and
$ahlis ‘oweirl Chocolates.

hchhlu\s l]:(:;lcb::::ll?} lz.x?e(ﬁ?mr% one ﬁ'ienQ’s reactiop the
first 1;1:16 (she tasted the chocolatei-fthe ‘fnenfi exclslmhed
“these are cowboy chocolates!” Marilyn agr;:;: that
there was a certain ruggedness to the concept_O 1ot and
ates that matched the cowboy image, bgt
thought that Cowgirl Chocolates was a more appropri-
ate name for her company. Marilyn found Fhe picture of
May Lillie that would become the C.()vyglrl Chocolate
logo in a book about cowgirls. M‘ay Lillie wag a turn of
the century, pistol-packing cowgirl, and Marilyn lqved
the picture of May looking down thf: barre.l of a pistol
because May looked so tough. And it certainly was not
hard to envision May adopting the Cowgirl Chocolate
motto—Sissies Stay Away. That motto had come to Mar-
ilyn when a group of friends told her that they really did
not like her hot and spicy chocolates. Marilyn was a little
disappointed and hurt, and thought to herself ‘well, sis-
sies stay away, if you don’t like them, don’t eat them.’

for High Ground, M
pany to produce the ¢

spicy chocol

The Product

Cowgirl chocolate sold its hot and spicy creations in three

basic forms: individually wrapped truffles, chocolate

bars, and a hot caramel dessert sauce. The individually

wrapped truffles were available in a variety of packaging

options, with most of the packaging designed to set Cow-

girl Chocolates apart. The truffles could be purchased in

gift boxes, in drawstring muslin bags, and in a collect-

ible tin. According to Marilyn, this packaging made them

“more than a candy—they become an idea, an experi-

ence, a gift” The truffles were also available in a plain
plastic bag over Cowgirl Chocolate’s website for custom-
ers who just wanted the chocolate and did not care about
the fancy packaging. The chocolate bars and truffies were
offered in several flavors. The chocolate bars were avail-
able in either orange espresso or lime tequila crunch. The
@ﬁes were available in plain chocolate, mint, orange,
lime tequila and espresso. The plain chocolate, mint, and
orange truffles were packaged in gold wrappers, while
the lime tequila truffles were packaged in green wrap-
pers. The espresso truffles were the hottest, about twice as
hot as the qther varieties, and were wrapped in a special
red foil to EIVE customers some clue that these were extra
hot. Cowgirl Chocolates full line of product offerings are
described in Exhibit 2 and are shown in Exhibit 3.
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Marilyn was also in the process of introducing
“mild-mannered” truffles. Mild-mannered truffles
were simply the same fine German chocolate that
Marilyn started with to produce all of her chocolates,
but without the spice. Marilyn had chosen silver as
the wrapper color for the mild-mannered truffies.
While she took kidding from friends about how this
did not fit with the company’s motto—Sissies Stay
Away—which was integrated into the company’s
logo and printed on the back of company t-shirts and
hats, she had decided that even the sissies deserved
excellent chocolate. Further, she thought that hav-
ing the mild-mannered chocolate might allow her
to get her product placed in retail locations that
had previously rejected her chocolates as being too
spicy. Marilyn was the first to admit that her choco-
lates packed a pretty good kick that not everybody
found to their liking. She had developed the hot and
spicy chocolates based primarily on her own tastes
and the input of friends and acquaintances. She had
observed many peoples’ reactions upon trying her

hot and spicy chocolates at trade shows and at new
retail locations, and while many people liked her
chocolates, the majority found at least some of the
varieties to be too hot. In general, men tended to
like the hotter truffles much more than women did.
Marilyn knew her observations were consistent with
what information was available on the fiery foods
industry—only approximately 15% of American

consumers were currently eating hot and spicy foods

and men were much more inclined to eat hot and

spicy foods than were women. In addition to intro-
ducing “mild-mannered” chocolates, Marilyn was

also thinking about introducing a chocolate with a
calcium supplement aimed at woman concerned

about their calcium intake.
All of Cowgirl Chocolate’s chocolate products were

sourced from Seattle Chocolates, a Seattle-based com-
pany that specialized in producing European-style

chocolate confections wrapped in an elegant package
fit for gift giving. Seattle Chocolates obtained all of

its raw chocolate from world-renowned chocolate pro-
ducer Schokinag of Germany. Seattle Chocolates sold
its own retail brand plus provided private label choco-
late products for a variety of companies including
upscale retailers like Nieman Marcus and Nordstroms.
Seattle Chocolates was, at least relative to Cowgirl
Chocolates, a large company with annual sales in excess
of $5,000,000. Seattle Chocolates took Cowgirl Choco-
lates on as a private label customer because they liked
and were intrigued by the company’s product and own-
ers, and they had made some efforts to help Cowgirl
Chocolates along the way. Seattle Chocolates provided
Cowgirl Chocolates with a small amount of its table
Space at several important trade shows and produced
in half batches for them. A half batch still consisted
of 150 pounds of a given variety of chocolate, which
was enough to last Cowgirl Chocolates for six months
at 2,000 sales rates. Marilyn hoped that she could one
day convince Seattle Chocolates to manage the wholesale
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;impl_v was not mt.'crcstcd in taking this on at the pres-

L‘-ﬂl time, at least in part hcca‘use they were not really

qure where the market was for the product. Marilyn

‘:1150 knew she would nced to grow sales significantly
pefore Seattle Chocolates would seriously consider
such an arrangement, although she was not sure exactly
pow much she would have to grow sales before such
qn arrangement would become attractive to Seattle
Chocolates.

The chocolate bars themselves cost Cowgirl Choco-
lates $1.04 per bar while the individual chocolate
iuffles cost $0.13 per piece. Seattle Chocolates also
performed the wrapping and packing of the product.
The chocolate bar wrappers cost $0.06 per bar. The
wrapper design of the bars had recently been changed
to incorporate dietary and nutritional information.
While such information was not required, Marilyn felt
it helped convey a better image of her chocolates. The
change had cost $35 to prepare the new printing plates.
Including the materials, wrapping the individual truf-
fles cost $0.02 per piece.

The distinctive muslin bags, collector tins and gift
boxes also added to the final product cost. The mus-
lin bags cost $0.35 each for the quarter-pound size
and $0.32 each for the sampler size. The tamperproof
seals for the bags cost an additional $0.05/bag. The
minimum size bag order was 500 bags. As with the
chocolate bar wrappers, Cowgirl Chocolate had to buy
the printing plates to print the bags. The plates to print
the bags, however, cost $250 per plate. Each color of
each design required a separate plate. Each of her three
quarter-pound bag styles (assorted, lime-tequila, and

mild-mannered) had a three-color design. One plate that
was used to produce the background design was com-
mon to all three styles of bags, but each bag required
two additional unique plates. There was also a separate
plate for printing the sampler bags. Marilyn was plan-
ning to discontinue the separate lime-tequila bag, and
Just include lime-tequila truffles in the assorted bag as
away to cut packaging costs. The lime-tequila bags had
been introduced a year ago, and while they sold reason-
ably well, they also appeared to mostly cannibalize sales

of the assorted bags.

The collectible tins cost $0.80 each, and the labels
for these tins cost $0.19 per tin. The tape used to seal
the tins cost $0.04 per tin. The minimum order for the
tfns was for 800 units. The company that prod.uced the
tins had recently modified the tin design slightly to
"educe the chance that someone might cut themselves

Case 6-16 Cowgirl Chocolates 5§93
on the edge of the can. Unfortunately, this change had

resulted in a very small change to the height of the can,
which left Cowgirl Chocolate with labels too big for
the can. Each label currently had to be trimmed slightly
to fit on the can. The alternative to this was to switch
to a smaller label. This would require purchasing a new
printing plate at a cost of about $35 and might require
the purchase of a new printing die (the die holds the
label while it is printed), which would cost $360. Mar-
ilyn also had hopes of one day being able to get her
designs printed directly on the tins. It would make for
even nicer tins and save the step of having to adhere
the labels to the tins. The minimum order for such tins,
however, was 15,000 units.

The gift boxes, including all of the associated wrap-
ping, ribbon, and labels, cost about $1.70 per box. The
gift boxes did not sell nearly as well as the tins or bags
and were available primarily through Cowgirl Choco-
lates website. Marilyn was still using and had a rea-
sonable inventory of boxes from a box order she had
placed three years ago.

Marilyn currently had more packaging in inven-
tory than she normally would because she had ordered
$5,000 worth in anticipation of the possibility of hav-
ing her product placed in military px stores at the end
of 2000. Seattle Chocolates had been negotiating to get
their product into these stores, and there had been some
interest on the part of the PX stores in also having Cow-
girl Chocolate products. Given the six- to eight-week
lead-time on packaging, Marilyn had wanted to be
positioned to quickly take advantage of this opportu-
nity if it materialized. While Marilyn was still hopeful
this deal might come about, she was less optimistic
than she had been at the time she placed the packaging
order.

Marilyn was concerned that the actual packing step
was not always performed with the care it should be.
In particular, she was concerned that not enough or too
many truffles ended up in the bags and tins, and that
the seals on these containers, which made the packages
more tamper resistant, were not always applied cor-
rectly. Each quarter-pound bag and gift box was sup-
posed to contain 13 individual truffles, each half-pound
tin was supposed to contain 25 individual truffies,
and each one-pound gift box was supposed to contain
49 individual truffles. The tins, in particular, had to
be packed pretty tightly to get 25 truffles into them.
Marilyn had done some of the packing herself at times,
and wondered if she would not be better off hiring local

college or high school students to do the packing for
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her to insure that the job was done to her satisfaction.
It could also save her some money, as Seattle Choco-
lates charged her extra for packing the tins and bags.
The tins, in particular, were expensive because of the

the tin and because of the extra care it took to get all 25
truffles into the tin. Seattle Chocolates charged $1.00
per tin for this step.

Marilyn made the caramel sauce herself with the
help of the staffin a commercial kitchen in Sandpoint,
Idaho, about a 2%-hour drive north of Moscow. She
could make 21 cases of 12 Jars each in one day, but
including the drive it took all day to do. As with the
chocolate, she used only the best ingredients, includ-
ing fresh cream from a local Moscow dairy. Marilyn
figured her costs for the caramel sauce at about $2.50

per jar, which included the cost of the ingredients,
the jars, the labeling and the cost of using the Sand-
point kitchen. That figure did not include any allow-
ance for the time it took her to make the sauce or put

the labels on the jars. She was considering dropping
the caramel sauce from her product line because it

was a lot of work to produce and she was not sure
she really made any money on it after her own time
; was factored in. She had sold 70 cases of the sauce in
‘ 2000, however, so she knew there was some demand
for the product. She was considering the possibility
of only offering it at Christmas time as a special sea-
sonal product. She was also looking into the possibility
of having a sauce company in Montana make it for
her. The company produced caramel, chocolate, and
chocolate-caramel sauces that had won awards from
the fancy food industry trade association. Marilyn
thought the sauces were quite good, although she
did not like their caramel sauce as much as her own.
The company would sell her 11 oz, Jars of any of the

sauces, spiced up to Marilyn’s standards, for $2.75
per jar. Marilyn would have to provide the labels,
for which she would need to have new label designs

All' of Cowgirl Chocolate’s products had won
awards, either in the annual Fiery Food Challenges
sponsored by Chile Pepper magazine or the Sco-
vie Award Competitions sponsored by Fiery Foods

time it took to apply the labels to the top and side of

magazine (the Scovie awards are named after the Seg.
vie measure of heat). All in all, Cowgirl Chocolates
had won eleven awards in these two annual compet;.
tions. Further, the truffles had won first place in the
latest Fiery Food Challenge .””d the caramel ~,L%,?(~_‘_:
won first place in the latest Scovie u)mpcl'm.un_ [he
packaging, as distinctive as Ihg chocolate itself, fl}‘nl
also won several awards, includmg the 2000 A\\ ard for
Excellence for Package Design from American Cor-
porate Identity.

Distribution and Pricing

Marilyn’s attempts to get her chocolates inl(? the
retail market had met with varying degrees of suc-
cess. She clearly had been very successful in placing
her product in her hometown of Moscow, Idaho. The
Moscow Food Co-op was her single best wholesale
customer, accounting for 10%—15% of her annual
sales. The Co-op sold a wide variety of natural and/or
organic products and produce. Many of its prod-
ucts, like Cowgirl Chocolates, were made or grown
locally. The Co-op did a nice job of placing her prod-
uct in a visible shelf location and generally priced her
product less than any other retail outlet. The Co-op
sold primarily the chocolate bars, which it priced at
$2.35, and the quarter-pound muslin bags of truffles,
which it priced at $5.50. This compared to the sug-
gested retail prices of $2.99 for the bars and $6.99
for the bags. The product was also available at three
other locations in downtown Moscow: Wild Women
Traders, a store that described itself as
outfitter’ and that sold high-end women’s

and antiques; Northwest Showcase, a store that sold
locally produced arts and crafts
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Outside of Moscow. Marilyn had 3 harder time
gcn'mg her product placed onto store shelves and
getting her product to move through these locations.
One other Co-op, the Boise Food Co-op, carried her
products, and they sold pretty well there. Boise was
the capital of Idaho and the state’s largest city. The
Boise Museum of Fine Arts gift shop also carried
her product in Boise, although the product did not
turn over at this location nearly as well as it did at
the Boise Co-op. Other fine art museums, gift shops
in places like Missoula, Montana, Portland, Oregon,
and Columbus, Ohio, carried Cowgirl Chocolates and
Marilyn hiked having her product in these outlets.
She felt that her reputation as an artist helped her get
her product placed in such locations, and the product
generally sold well in these locations. She thought
her biggest distribution coup was getting her prod-
uct sold in the world-renowned Whitney Museum in
New York City. She felt that the fact that it was sold
there added to the product’s panache. Unfortunately,
the product did not sell there particularly well and
it was dropped by the museum. The museum buyer
had told Marilyn that she simply thought it was too
hot for their customers. Another location in New
York City, the Kitchen Market, did much better. The
Kitchen Market was an upscale restaurant and gour-
met food take-out business. The Kitchen Market was
probably her steadiest wholesale customer other than
the Moscow Co-op. The product also sold pretty Weg
it the few similar gourmet markets where she ha
gotten her product placed, like Rainbow Groceries 1n

Seattle and the Culinary Institute of America in San
Francisco,
Marilyn had also gotten her produ

- ct placed in
. handfu] of specialty food stores that fo

cused on hot

ations. Despite the fact

pared to other products

to her that her $14.95 half-pound tins were standing out

in price. 0o much in the hot and spicy specialty stores
that'thrlved on selling jars of hot sauce that typically
retailed for $2.99 to $5.99. Marilyn wondered how

her product might do at department stores that often
sold half pound boxes of “premium” chocolates for as

little as $9.95. She knew her half pound tins contained
better chocolate, offered more unique packaging and
logo design, and did not give that “empty-feeling” that
the competitor’s oversized boxes did, but wondered if

her product would stand out too much in price in such
retail locations.

Several online retailers also carried Cowgirl Choc-
olates, including companies like Salmon River Spe-
cialty Foods and Sam McGee’s Hot Sauces, although
sales from such sites were not very significant.
Marilyn had also had her product available through
Amazon.com for a short time, but few customers
purchased her product from this site during the time
it was listed. Marilyn concluded that customers
searching the site for music or books simply were not
finding her product, and those who did simply were
not shopping for chocolates.

Marilyn also sold her products retail through her
own website. The website accounted for about one-
third of her sales. She liked Web-based sales, despite
the extra work of having to process all the small orders
because she was able to capture both the wholesale anc
retail profits associated with the sale. She also liked th
direct contact with the retail customers, and frequentl:
tossed a few extra truffles into a customer’s order an
enclosed a note that said “a little extra bonus from th
head cowgirl.” Marilyn allowed customers to return th

chocolate for a full refund if they found it not to thgi
liking. Most of her sales growth from 1999 to 2000 ha

come from her website. o
The website itself was created and maintained ft

her by a small local Internet service provider. It Wi




