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preface

f)xperiences in Entrepreneurship and Small Business Managernent is aimed at
enriching the student's leaming experience in courses concerned with init iating and
managing small business ventures. Courses in entrepreneurship and small business
management are flourishing in business schools as never before, yet there is a
noticeable gap in learning resources designed to enrich small business curricula.

In the quest to prepare themselves for future entrepreneurial activities,
today's students need, and want, more than standard textbook coverage of small
business managerial issues. Cognitive learning must be creatively applied and emo-
tionally experienced to provide a well-rounded educational experience.

Although there is ultimately no substitute for actually operating a business
venture, a pragmatic, applications-oriented, educational background can equip
the student to make the successful transition from classroom to ,.real world."
Experiences in Entrepreneurship ancl small Business fulanagement is designed to
assist both undergraduate and graduate students in making this pivotal transition.

The book contains a well-balanced variety of learning experiences including
comprehensive cases, focused incidents, interviews, experiential exercises and
structured problems. All have been classroom tested. A glance at the annotated
Table of Contents wil l reveal the book's thorough coverage of entrepreneurial and
small business management issues, both quantitative a.d qualitative.

The authors have sought to make the book unique in several respects. First
of all, the material is organized around a small business life-cycle format consisting
of four experiential phases: venture init iation (phase I), venture strategy and
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management (Phase II), venture transition (Phase III), and the entrepreneurial life-
style (Pha^se IV). Thus the book covers small business strategy as well as operating
issues.

A second distinguishing feature of the book is its here-and-now writing style
featuring the entrepreneur's own "l ingo". The various learning experiences are
written in realistic, convcrsational style to enable students to get into the situation
ar.rd relate to personalit ies involved. All of the material is up-to-date and much of it

is written in the present, rather than in the past tense, to increase the sense of

immediacy and current relevance.
A third unique feature involves the book's mix of industries and varieties of

srnall businesses. Additionally, female and minority entrepreneurs are featured. The
geographical coverage is also well-balanced.

A final feature concerns the range of analytical sophistication within the
book. The various learning exercises vary in their capacity to challenge students and
stretch their skil ls. I{owever, the exercises are all similar in two irnportant respects:

relevance and realism. Questions for analysis and learning are included throughout

the book in a stop-action format as a stimulus to student preparation and learning.

A11 of the material in thc book is based on actual, real-world situations,
althougb names and geographic locations have been disguised.

One final mention: lixperiences in Entrepreneurship and Small Business Man-
ogentent is a flexible book which can be easily adapted to the instructor's own
teaching style. The book can be used as a stirnulating supplement to small business
and entrepreneurship texts or it can be used in conjunction with instructor lectures.

The authors are greatly indebted to a nuntber of individuals who generously

devoted their t ime to us as we prepared this book. We thank the following people

for ccrnlributing cases or exercises: Helen Ligon of Baylor University, Big Sky
'trlestern 

Store. James Weir ol Southern l l l inois University-Edwardsvil le; Coktnial

Anrcrican Kitchens. and Hcrbert Kierulff of Seattle Pacific University, Kath Sur-

gical Flquipment.
We want to thank a nuntber of our colle agues at Baylor for their assistailce in

preparing content material: Dale Allen, Lowell Broom, Terry Frame, Justin Longe-
necker, Terry Maness, Kris Moore, Richard Scott, and Mike Umble.

We also extend our gratitude to the following friends and associates who

assisted in preparing material for the book: Robert Bradford, Jr., Lenelle Campbell,
Will iam Cardin, Nancy Carpenter, Vicki Downing, Harold Fletcher, Marie Tarvin

Garland, Marcia Grad, Robert Horton, A. J. Hutson, Timothy Jeffery, Jerry Man-
seur, Darrell Massey, ,Vil l iam McCartney, Fred Newman, David Newcomb, Brent
Rickels, John Schoen, Charles Synder, Jamie Thompson, Platt Turner, Charles Van

Auken, Betty Willis, and Tom Wooten. Thank you, Pat Carroll and Sandy Tighe, for
typing the manuscript. Finally, a word of sincere appreciation to W. W Caruth, Jr.

who provided, through the Hil lcrest Foundation, the Caruth Chair in Entrepre'
neurshio.

Donald L.  Sexton

Ph i l i p  M .  Van  Auken



introduction

This book has one basic  purpose:  to  help you become bet ter  acquainted wi th the
realit ies of starting and managing snrall business ventures. The book's many-faceted
learning experiences focus on what entrepreneurs do, the problems and cl 'rallenges
they face, their frustrations and satislactions, and or.t how entrepreneurs think, feel,
and  ac t .

The book is organized into four interrelated learning scctions to increase your
understanding of the evolving business clrallenges associated with each stage of the
small company lifecycle. Phase I is concernecl with venture init iation activit ies,
including such topics as growth financing, business plan development, formir.rg the
venture team, and strategic planning.

Phase Il deals with l.row to manage effectively the going-growing concern.
I-earning experiences in this section of the book focus on both strategic and operat-
ing issues: small business planning, inventory management, pricing strategy, fore-
casting, advertising, marketing research, and cash-flow analysis. In addition, Phase
II focuses on the more philosophical issues of small business ethics and social
responsibil i ty.

Phase III deals with the srnall compally in transition;the byword is change.
Specific issues include business buyouts, turnaround strategy, family transition,
business relocation, key partner death, and realignment of cornpetit ive strategy.

The entrepreneurial l i festyle is explored in Phase IV. The focus here is on
lvl"rat enterpreneurs do and how they feel about their work. Both the personal and
family side of entrepreneurship are explored.



introductktn

The book was written with you, the student, specifically in mind. The
authors have not sought to write just another academic volume. Rather they have
tried to stress realism and relevance throughout. The book is narrated from the
entrepreneur's point of view, using an informal, lively, conversational style. We
hope you find it a fresh change ofpace.

A Word about Case Analysis

As you tackle the questions for analysis found in the stop-action format
throughout the book, remember that clearcut, simple answers to managerial prob-
lems rarely exist in the real world. Rather than searching in vain for right-versus-
wrong answers to questions, focus instead on formulating recommendations that
can be persuasively defended in light of the facts at hand.

Strive to make your recommendations specific, clear, and action-oriented.
Would a practicing manager be able to take action on the basis of what you have
said? Could you successfully defend your action recommendations to an experi
enced, "bottom line" decision-maker?

Interject your own personal, individual point of view in the way you respond
to questions. Entrepreneurship is the domain for individualism and personal creativ-
ity. Commit yourself in an articulate way on the book's issues and decisions know
where you stand and whyl

Above all else, strive to make your recommendations for specific questions
tailor-made for the business situation at hand and your interpretation of it. Con-
sider the size of the company, the capabilities of the management team, the past-
performance track record, the competitive environment, and so on. Situational
thinking is the key to profitable small business management.

The book ultimately provides you with an opportunity to learn from the
pragmatic business experiences of others. The authors hope these experiences in
entrepreneurship and small business management are the next best thing to being
there !
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EXPERI ENCE PHASE I

venture initiation



wicker des igns

Wicker Designs, Inc., located in Eau Claire, Wisconsin, manufactures a variety of

fashionable wicker and rattan furniture. Started eighteen months ago by Ramond
Palacio, production facil i t ies are housed in a medium-size, reconverted garage on

the outskirts of Eau Claire. Besides Ramond and his brother Vincent, the company

employs a crew of twelve. Gross sales for the first twelve months of operation ex-

ceeded $124,000.

Although the company is solvent and on the verge of generating a profit for

the first time, the Palacio brothers have expressed concern about the company's
future. They recently shared their thoughts with Jay Caststevens, a mutual friend
and certified public accountant in Milwaukee.

Caststevens-Wicker Designs has certainly come a long way since I visited you last

time. Looks to me like you have gotten off to a fine start both financially and com-
petitively. How many states do you now distribute your furniture in?

Ramoncl Palacio-Besides most of Wisconsin, we've penetrated southern Min-
nesota, all of Iowa, and the northern portion of Illinois-Chicago especially. We're

working on a new retail chain prospect in St. Louis at the moment.

Caststevens-I'm genuinely impressed with your business know how. I guess you

both must feel pretty optimistic about the future.

Vincent Palacio-Actlally, Ramond and I are beginning to get cold feet.

1
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Coststct'etts-Why do you say that? [ 'vc just gone over your latest statentents and
the company is really in pretty solid shape financially. You're due to break out of
the red next quarter aren't you?

Ratttontl Palacio-oh, we're basically pleased with the company's financial situa-
tion. I think what vince meant by getting cold feet perrained to our readiness to
take Wicker Designs through all of the managerial changes that loom ahead.

vinc'cnt Paloc'io Like forecasting our sales, adding on to the plant, borrowing
money, starting to advertise our fumiture l ine. We're worried about our abil ity to
manage the company's growth.

Caststo,cns Boy, I know a lot of struggling businessmen who would love to have
those k inds of  worr ies!

vincant Palacio-Maybe challenges is a better word than worries. Every month
confronts Ramond and me with new business challenges that we've never faced
before.

Ramorttl Palacilt Yes, and the bigger wicker Designs becomes, the rnore important
daily decisions become. when we first opened last year, we could recover from our
ntistakes with ease. But as the business expands, the mistakes become magnified
and harder to rebound from. It 's frightening to contemplate what decisions made
today may do to us tomorrow.

Caststcverts All businessrnen have to take risks. Tomorrow is always a risk, es-
pecially in running a small company. You just have to do the best you can every
day and trust that things wil l eventually come out all r ight. your capacity for
making sound business decisions depcnds on your abil ity to anticipate future
problems.

Ramond Palacb You've hit the nail on the head with that last statement. The key
to decision making is definitely tied to anticipation of future problems. That's what
Vince and I want to talk with you about.

vincent Palacio Exactly, Jay, you have specialized your accounting practice in
the small venture area. You've seen hundreds of companies grow and die. In our
opinion, you are superbly qualified to offer us some guidance for the future.

Caststcvcns-l appreciate your confidence in me and wil l be glad to help you out
any way that I can. Specifically how can I be of assistance?

vincent Palocio-Explain to us how srnall companies typically grow the stages
they evolve through and the management and operations challenges that come with
each stage.

Ramontl Palacio In other words, map out for us how you think wicker Designs is
likely to expand and alert us to obstacles we're l ikely to encounter along the way.
With this knowledge we can anticipate future problems and gear up before they
sneak up on us.

Caststcvcns You've got a pretty tall order there, but I think I can at least draw
you a sketch of venture growth patterns. It 's really not all that complicated.



Wicker Designs

Companies typically progress through four n.rajor growth phases: start-up,
fast growth, maturation, and then stability. After this the company will either de-
cline and eventually go under or start on a new growth curve, perhaps via the
merger route.

I would say that Wicker Designs is in the latter stages of start-up and about to
move through the key hole. That's an expression that means a company has made it
through its initial survival test and is poised to take off along the bell-shaped growth

curve.
How fast you progress along the four-stage curve depends on the nature of

the product, how competit ive and regulated the industry is,the rate of technologi-
cal obsolescence, and so on. Some companies zoom along the growth curve while
others poke along. As you have perceptively noted, the key to business success is
not trying to rush through the curve but rather taking situationally appropriate
action along the way.

Vint'etrt Palat' io-Exactly what do you ntean when you say "taking situationally ap-
propriate action"?

Caststcyens Just that you calibrate your operational declsions to fit where you are
on the curve. For instance, the financial needs of a company, access to capital, cash
flow, use of leverage, and forecasting abil ity, all change aiong with growth.

In the area of personnel growth, key growth challenges would include adding
line managers, hiring staff people (clerical, technical, sales, a:d rnaintenance). and
lbrmalizing the training process. Among marketing related variables which evolve
along the growth curve are such things as sales volume, extensiveness and content
of advertising, and the role of R & D.

Manufacturing concerns revolve around plant expansion, process layout and
engineering. and achieving economies of scale. Growth variables keyed to organiza-
tional and managerial issues include use of external consultants, proliferation of
forrnal policies and procedures, going public with the sale of stock, involvement
with acquisit ions and merger, dealing with unions, and making the transition from
entrepreneurial (owner-based) management to professional.

Finally, and most importantly, the small f irm's competit ive strategy evolves
along the growth cycle. The company may select different market niches, modify
its competit ive edge, and vacil late between being a proactive leader in the industry
or a reactive follower.

Rontond Palat'b-See why we have cold feet, Jay? Managing growth is obviously no
sirnple affair.

Coststcvens-But entrepreneurship wouldn't be fun if i t were easy! Situational
growth management is not really as complicated as I've made it sound. To a large
extent, it 's just a matter of common sense. The operating challenges along the
growth curve are actually quite predictable.

Vinc'ent Palacio-Glad to hear you say that Jayl Would you do us one more favor?
Take each of the operating variables that you mentioned a minute ago relating to
finance, personnel, marketing, manufacturing, organizational management, and
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competitive strategy and outline for us the situational challenges that exist in each
operating area for every growth phase: start-up, fast growth, maturation, and
stability.

In other words, describe for us how operating problems and challenges change
as the company continues to grow. With this understanding, Ramond and I can gain
a much better feel for where Wicker Desisns is headed. Problems won't sneak uo on
us that way!

Analys is :  Respond to Vincent  Palac io 's  request
s i tuat ional  operat ing var iables ment ioned
manager ia l  problems and chal lenges evolve
i l lust rat ive examples where possib le.

as thoroughly as you can.  Using the
by Jay Caststevens,  d iscuss how
along wi th company growth.  Use



the klothes korner

The Klothes Korner, located in Providence, Rhode Island, is a specialty clothing
store for children. Owned and operated by Marlene Conlee, the Klothes Korner
sells new and previously owned children's clothing from newborn through early
teens. Approximately 30 percent of sales are of previously owned merchandise, and
clothing for girls outsells boy's clothing two to one. Ten percent of sales accrue
from custom-made dresses sold on commission. Repeat business accounts for 75 to
80 percent of sales.

Marlene Conlee is thirty-four years old and holds a college degree in secon-
dary education. She taught high school for two years before opening the Klothes
Korner in March 1977. Her husband Duane is a junior-high-school assistant princi
pal and helps with the business on weekends. The 1000 square foot store is located
in a mini shopping mall that caters to small crafts stores, candle shops, and
boutiques.

The primary new clothing lines carried include Polly Flinders clothes for
girls, Play Pals togs for boys, Baby Bliss baby wear, and Shirley pajamas. Custom-
made dresses sel l  for  $6.50 to $12.50;g i r ls '  dresses f rom 916.50 to 918.50;  g i r ls '
p lay sets f rom $6.50 to $10.50;  boys 'pants and jeans f rom $7.50 to $9.50;and
baby clothes range from $7.50 to $15.00. All sales are by cash, although major
credit cards are used for about 15 percent of sales.

During December of 1980, Marlene developed her pro forma business pro-
jection for the coming year. She generated three sets of data based upon a pes-
simistic projection, a realistic projection, and an optimistic projection. Plan A, the
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pessimistic projection, assumes a no-growth position for sales after the store moved

into the new building in March, 1979,and before the impact of the recessionwas

felt in April 1980. This plan also assumes that Marlene would continue to operate

with a 37 percent gross margin on selling price, which is below the industry average

of 48 to 52 percent. Plan B assumes a 25 percent increase in sales, with roughly l5
percent of this coming from inflation, and the balance coming liom a higher gross

margin and increased sales. In Plan B, the gross margin on selling price is increased

to 42 percent .  P lan C assumes an increase in sales of  40 percent ,  and a gross margin

of 45 percent. These are shown in the following series of exhibits along with the

financial data for 1979 and the first eleven months of 1980.

Analys is :  Analyze each of  the business p lans f rom the standpoint  of  assumpt ions

apparent ly  made.  Do you quest ion any of  these assumpt ions?

l f  you were managing The Klothes Korner ,  which business p lan would you accept

f o r  1 9 8 1 ?

Compare prolected financial ratios for The Klothes Korner with industry averages

for  reta i lers of  ch i ldren 's  c loth ing.

l f  you were Mar lene conlee 's  banker,  would you lend her  $20,000 for  work ing

capi tal ?

lf the store werc put up for sale, what would be a fair negotiating price range?
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pharr composing
SCTVICC

Cynthia Pharr is president and founder of Pharr Composing Service in Memphis,
Tennessee. Since its inception in May 1961 , the company has grown steadily show-
ing a net income of $39,000 on sales of $357,000 during 1979. Cynthia has won
several civic awards in Memphis, including the city's Business Woman of the Year
award. She holds a B.B.A. degree from Memphis State University.

Cindy, tell us how you got into this business.

I started it about thirteen years ago when I went looking forapart-t imejob
that wouldn't iake rne away for long periods from my three junior-high age kids. I
was very involved with football practices and ballet lessons and didn't want to work
full-t ime.

I started working part-t ime for an appraisal service, putting together an
in-house publication. I 'd write the copy and then have to get it produced. I had to
have one hundred copies of the publication printed each time, and I was very sur-
prised to learn how expensive the process was. It also struck me as strange that
when I would go to get the negatives set, the printers and typesetters were often
rude and indifferent.

Then I heard about a woman in town who did typesetting in her own home,
so I looked her up and found that she was less expensive and much nicer to custo-
mers. The only problem, though, was that she was very slow and usually would not
make my deadline, so I was back in trouble again.

t 3



14 Experiencc Phasc I: Venture Iniliatir-tn

It occured to me that I had always l iked to type and that the small typesetting
machines shouldn't be all that diff icult to operate. I decided to try it out, so I
got a lease on a machine for about $300. Although I found that there were many
things that I didn't know how to do on the machine, I soon caught on to the type-
setting process. Before I knew it, people were asking me if I would do odd jobs for
them.

I quit my job and stayed at home for about six months working on small
jobs for other people. They came to me strictly by word-of-mouth. I soon got
busier and knew that I was going to have to make a decision about whether to ex-
pand my operation.

I decided to go ahead and rent an office with one small room located near my
house. It rented for about $100 a month. I had some friends in the office down the
hall who had opened a business and were needing a part-t ime secretary. They said
to me, "Look, if you're worried about your space and making the rent on it, we'Il
let you do a l itt le typing for us and that wil l help pay your bil ls. That way you can
minimize your risk." I took them up on the deal. I rented this l i tt le room and did
some work for them and then met Connie Brenners.

Connie had small children of her own but wanted part-t ime work just l ike I
had wanted in the beginning, so I talked her into coming on board with me. Connie
had the typing aptitude and was wil l ing to learn about the typesetting business.
Fortunately, I had the good sense to let Connie pretty much set her own schedule
around her kids and their needs. Over the years, I have done this with rnost of my
employees and have found it to be a competit ive edge. It has allowed me to keep
some great people on board who couldn't work strictly on an 8:00 to 5:00 basis.

With Connie around, things continued to get busier and busier so that we
quickly needed another person to help us out. Connie knew Susan Kelly, who was
a student majoring in accounting at Memphis State. Susan worked with us one
summer on a part-t ime basis and really began to enjoy what we were doing. When
Susan graduated, she was so enthusiastic about our business that she decided
to stay in typesetting rather than start a career in accounting.

We were quite a team. Not only were we women who did not have a long
apprenticeship in the printing industry, but we also had new equipment which most
of the old-line typesetters made fun of and said was of doubtful quality. I think
they really resented the fact that we were women, so they ended up criticizing our
nrachines. They just couldn't believe that women could be successful in typesetting.
They couldn't understand that typesetting was very much like typewriting work.

But we showed the male profession that we could be very successful at what
we were doing. I think what really made the difference was that we treated our cus-
tomers very well. This was a lesson that I had learned at the start of my business,
and it's one that I have never forgotten. I think our customers saw that we enioyed
our work and wanted to serve them in the very best possible way.

Over time, we kept getting the better customers and the bigger jobs, so we
decided to go to some automated equipment. This decision brought us to another
cross-roads in the business, because the automated equipment called for an invest-
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3  890
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5  2 1 0
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pharr composing
SCTVI CC

cynthia Pharr is president and founder of Pharr composing Service in Memphis,

Tennessee. Since its inception in May 1967 , the company has grown steadily show-

ing a net income of $39,000 on sales of $357,000 during 1979. Cynthia has won

several civic awards in Memphis, including the city's Business Woman of the Year

award. She holds a B.B.A. degree from Memphis State University.

Cindy, tell us how you got into this business.

I started it about thirteen years ago when I went looking forapart-t ime job

that wouldn't take me away for long periods from my three junior-high age kids' I

was very involved with football practices and ballet lessons and didn't want to work

full-time.
I started working part-t inte for an appraisal service, putting together an

in-house publication. I 'd write the copy and then have to get it produced. I had to

have one hundred copies of the publication printed each time, and I was very sul-

prised to learn how expensive the process was. It also struck me as strange that

when I would go to get the negatives set, the printers and typesetters were often

rude and indifferent.
Then I heard about a woman in town who did typesetting in her own home,

so I looked her up and found that she was less expensive and much nicer to custo-

mers. The only problern, though, was that she was very slow and usually would not

make my deadline, so I was back in trouble again.

1 3



14 Llxperience Phase I: Venture Iniliotion

It occured to me that I had always l iked to type and that the small typesetting
machines shouldn't be all that diff icult to operate. I decided to try it out, so I
got a lease on a machine for about $300. Although I found that there were many
things that I didn't know how to do on the machine, I soon caught on to the type-
setting process. Before I knew it, people were asking me if I would do odd jobs for
them.

I quit my job and stayed at home for about six months working on small
jobs for other people. They came to me strictly by word-of-mouth. I soon got
busier and knew that I was going to have to make a decision about whether to ex-
pand my operation.

I decided to go ahead and rent an office with one small room located near my
house. It rented for about $ 100 a month. I had some friends in the office down the
hall who had opened a business and were needing a part-t ime secretary. They said
to me, "Look, if you're worried about your space and making the rent on it, we'l l
let you do a l itt le typing for us and that wil l help pay your bil ls. That way you can
minimize your risk." I took them up on the deal. I rented this l i tt le room and did
some work for them and then met Connie Brenners.

Connie had small children of her own but wanted part-t ime work just l ike I
had wanted in the beginning, so I talked her into coming on board with me. Connie
had the typing aptitude and was wil l ing to learn about the typesetting business.
Fortunately, I had the good sense to let Connie pretty much set her own schedule
around her kids and their needs. Over the years, I have donethiswithrnostof my

employees and have found it to be a competit ive edge. It has allowed me to keep
some great people on board who couldn't work strictly on an 8:00 to 5:00 basis.

With Connie around, things continued to get busier and busier so that we
quickly needed another person to help us out. Connie knew Susan Kelly, who was
a student majoring in accounting at Memphis State. Susan worked with us one
summer on a part-t ime basis and really began to enjoy what we were doing. When
Susan graduated, she was so enthusiastic about our business that she decided
to stay in typesetting rather than start a career in accounting.

We were quite a team. Not only were we women who did not have a long
apprenticeship in the printing industry, but we also had new equipment which most
of the old-line typesetters made fun of and said was of doubtful quality. I think
they really resented the fact that we were women, so they ended up criticizing our
machines. They just couldn't believe that women could be successful in typesetting.
They couldn't understand that typesetting was very much like typewriting work.

But we showed the male profession that we could be very successful at what
we were doing. I think what really made the difference was that we treated our cus-
tomers very well. This was a lesson that I had learned at the start of my business,
and it's one that I have never forgotten. I think our customers saw that we enjoyed
our work and wanted to serve them in the very best possible way.

Over time, we kept getting the better customers and the bigger jobs, so we
decided to go to some automated equipment. This decision brought us to another
cross-roads in the business, because the automated equipment called for an invest-



ment of at least $15,000. compared with the little machine that we had been

leasing, this was a giant step for us. We knew that we would have to get a lot more

business in order to pay for the automated equipment'

Weprog ress i ve l ygo tmoreandmoreau toma ted 'and i t seemed tha t fo r two
or three iays after we;d get a new piece of equipment, our volume wasn't going

to be large enough to pay for it. But the new customers would always manage to

.o.., un? *. ,oon found the need to add even more equipment' It got to be a

predictable cycle. The big problem with all o-f this success was that we had to work

irarder and harder because getting higlrly qualified people to work at night was very

difficult. We had to work ai night to avoid buying more equipment which would be

used only during the daY.
Successmean tg row thp rob lems fo rus .Wesoonou tg lew the f i r s t roomtha t

we had been renting, so weleased another office next door.This new office doubled

ou t ten t ,bu t i t gaveuscons ide rab l ymore room.Weendedups tay ing the reabou t
five years.

Thoseyea rsSawanawfu l l o to fg row th in thebus iness 'Weexpandedw i th
more and more equipment and added about fifteen employees. But the overgrowth

problems came back to haunt us again. we knew that we were either going to need

more room, or that we were going to have to do some major redesign work on our

leased facilities. The landlord offered to sell me the building, and it was at that

point that I realized we needed to borrow some money' We just didn't have the

volume of operations to warrant making a major purchase like the building through

retained .urningr. The need for credit brought up a problem because up to this

point, we had never needed to borrow money. we had always leased our equipment

from IBM. I had never had to go to a banker'

Pharr ComPosing Senice 15

Analysis: ln what ways can growth pose problems for a business? How should

these Problems be counteracted?

What are the signs that a business is growing too fast? Too slow?

Tell us about your first experience at borrowing money'

I can tell you, for sure, that it wasn't an easy decision. However, it had been

apparent for quite some time that our cash flow needed to be supplemented with

some outside iunds. I hate to admit this, but our cash was so tight that each month

w e c o u l d n o t p a y o f f b o t h o f o u r m a j o r a c c o u n t s , w h i c h w e r e l B M f o r m a c h i n e
leasing and the IRS for tax installments' So on some months we would pay IBM

and ilnore the taxes and do just the opposite the next month' Thank goodness
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IBM was very, very decent to us and flexible regarding their monthly payments, or

I don't know how we would have made it during this liquidity crisis. But the hand-

writing was on the wall that we were going to need some extra money. I decided on

asking for a loan of $500.

That's all you asked for?

That's all I asked for;just $500. I was scared to borrow much money' With

our tight working capital I figured I probably shouldn't be borrowing at all. Any-

way, I worked up my courage and went to visit the bank.
Well, it didn't take long. The loan officer looked me in the eye and said flat

out, "I can't loan you the money."
I said, "Why? How do you know?"
He said, "Because you're a woman. We can't loan you any money; it's just

that simple."
And I said, "You're not even going to look at my situation and see what my

business can do?"
He answered, "I 'm sorry;we just can't loan you the money."

So I just picked up my portfolio and left. I came back to the business and did

the only thing I could-I just worked hard. The expanding volume of business

finally caught up with me, and I had to work around the clock almost literally. I'd

go home, fool with the kids, do what I had to do, and then it was back to work. I

didn't have the revenue coming in to expand the payroll, so I had to do more and

more work myself.
In retrospect, though, I don't feel bad about that period and our lack of

financing. Perhaps if I had had the supply of money coming in from the bank, I

might have gotten careless and not worked as hard as I did. That might have hurt

the company's overall success.
Before long, connie and susan were also working days and nights along with

me. For the next several yeals we worked practically constantly, the longest hours-

no one would believe it. we had to do it to make up for not having enough money.

Then in 1973, the friend that I had originally shared an office with saw our

potential. He had gone on to bigger and better things and realized that our business

should have been growing more than it was. He said, "You're just crazy not to go

down to the bank and get the money that you need for equipment and employees."

Analys is :  Do you feel  the problems exper ienced by Cynth ia in  borrowing money

are typical for female entrepreneurs?

In your  opin ion,  d id the banker have any just i f icat ion for  re iect ing the $500 loan

to Cynth ia?



Tell us what you did at this point.

As you can imagine, I wasn't too excited about going back to visit with
bankers who had turned me down cold just a couple of years before. I hadn't
really thought that much would have changed in the meantime. My friend, how-
ever, assured me that he knew a good banker down at First National and that I
would have no hassle getting the money.

I went down there and the banker couldn't have been nicer. I couldn't be-
lieve it. I borrowed $500 and paid it back in a couple of months. Then I think
I bought a car next. Of course, one thing that had helped in getting the credit line
was the fact that, by this point, I had incorporated my business. That seems to have
made a large difference in the banker's mind.

Now that I had solved my funds-flow problem, at least for the time being, I
still had to do something about the lack of room in our building. We decided that
we needed to expand to another location once again. The landlord, however, liked
us and gave us a very strong inducement to stay. He said he would let us stay in
the building if we bought it from him. No down payment was required and he
offered us an 8 percent loan. That would make our payments about $500 a month.
It was a very inviting offer. However, the building just wouldn't suit our needs over
the long-run.

Then one of my artists noticed two buildings in Memphis which seemed to
fit our needs quite well. So I went down to First National again and asked if I could
have the money to buy both of the buildings.

How much did you ask for this time, Cindy?

Sixty thousand dollars. That was in 1915. The banker was very nice, buthe
said that he could give me only a five-year loan. After I multiplied that out, I
decided that I couldn't repay it. I couldn't afford the payment over so short a
period. So I talked to my accountant, who seemed very much against buying the
buildings. He said that I should lease for tax purposes. I told him that there was
something in me that went against perpetual renting. I guess it's just the old neces-
sity instinct, but I like to think that I'm getting equity in something. I had gone
through the whole renting-versus-owning question with our equipment purchasers.
I had decided with them that buying was the way to go once we got to the point
we could afford it. I have not ever regretted that decision, because now I have a
lot of paid-for equipment that is still very productive.

As it turned out, the reason my accountant was so much in favor of leasing
was that he had some spare office space that he wanted to unload on us. Well,
I saw through that in a hurry and decided that we had better get a new accountant.
I was acquainted with a young man who had just left a CPA firm to go into busi-
ness for himself. He very much wanted my account. I told him we would be glad
to sign on with him because we would be happy to have someone who would pay

1 7



18 Experience Phasc I: Venture Initiation

close attention to our financial needs. He's been one of our biggest assets. He
genuinely cares about us and is interested in how the business is doing.

The new accountant advised us that getting an SBA loan would be no prob-
lem and that he would love to help guide us through the process. He said that
there was a suburban bank that granted the loans and that we ought to look into
the possibility as soon as possible. It turned out to be the bank that had denied me
the $500 several years before. I said, "No way will I go back to that bank."

He said, "They've got new personnel, a whole new management team. You'Il
be treated differently."

I said, "O.K., Chris, but I 'm tell ing you, if they aren't decent to me, I 'm not
dealing with them for five minutes."

Chris and I put together a very simple proposal along with my financial
statements. I went right into the bank and in so many words said, "This is who I
am; I have an office around the corner. I do this. I've been in business seven years,
and I doubt that you'l l loan me this money;but I want to buy a building, I need
$60,000, and I have to go through the SBA. Do you want to handle it or not?"

To my surprise the banker said, "Oh, I think we might be very interested."
I said, "Look, I don't want to waste my time here. If you're going to turn

me down I want you to do it quickly because I don't have much time. The build-
ings are going to be sold quickly and I need to say, 'yes' or 'no'. Do you under-
stand? "

So he asked me all about what I did and then said, "Do you mind if I come
over and look around your business this afternoon?"

Well, I went back to the office that afternoon and forgot about it. I became
very, very busy. Before I knew it, he was there to look around. I didn't really pay
any attention to him. But what do you know, the next morning he called and
said, "Well, we have approved your loan."

I said "What?"
"We've approved your 1oan."
I said, "You can't be serious-you haven't taken enough time yet. Don't

you have to go before a board or something?"
He said, "No. Do you want me to sign the loan?"
So we borrowed the money. We didn't even have to put anything down.

Since that day, the bank has been wonderful to us. Now I can go and say that
I need $10,000 for jobs I 'm working on, and I get the money with no questions
asked. It's easy to get money, but I certainly don't abuse my credit line. I never
borrow anything that I don't really need.

Analys is :  Provide guidel ines for  a smal l  business to fo l low in developing a suppor-
t ive,  long- term re lat ionship wi th a bank.



Cynthia, tell us how your business is doing at present'

I'm glad to say that at the end of 1919, we were very happy and making a

profit. I think we are making a very nice percentage for the printing industry. we

are continuing to get bigger customers all the time, and we are tackling quite

sophisticated assignments. However, we have now reached another crossroads in

the business.

What do You mean?

I guess to a certain extent we're victims of our own success. We have reached

the stage where future rapid growth is going to depend on getting a whole new

generation of sophisticated equipment in here. I'm talking about word processing

equipment and electronic automated equipment. We're looking at sonlewhere in

the neighborhood of $120,000 in new investments to advance our business another

malo, step forward. we're on the threshold of becoming a whole new kind of

company, offering services to entirely new types of customers than we have in the

past. The other real big challenge that we're currently facing has to do with a re-

cent offer to buy us out.

Tell us about that offer.

This all happened in early 1979.ln April of 1979,1was approached by Fred

Lindsey of Stagecraft Industries. They were very interested in acquiring us because

of our big-customer clientele. They offered me ten times earnings, which in the

previous year had run about $37,000. So they were making me a buyout offer of

around $370,000.
I am very flattered, of course, to receive the attention of Stagecraft but

I'm having a tough time deciding whether or not to continue growing on our own'

To make matters even more complicated, one of our largest graphics customers,

headed up by Clifford Jason, absolutely doesn't want us to sell out. Jason is worried

about breaking his long-time relationship with us because we have done some very

sophisticated things for them and I guess they are pretty dependent on us. I don't

mean to make it sound like there is no other person in town who could handle the

Jason account, but we have jobs in progress for him and have built up certain

relationships with his company that would be hard to replace overnight.

Analys is :  ls  $370,000 a good of fer  for  the business?

What other  reasonable terms of  purchase might  a lso be of fered?
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EXHIB IT  3 -1

Pharr  Composing Serv ice,  Inc.

INCOI\4E STATEMENT

for  the f iscal  year  ended September 30,1919

Sales
Less Operating Expenses

Materials
Wages and salaries
Uti l i t ies
Interest
Depreciat ion
Other

Total Operating Expense

Income Before Taxes
Corporate Income Tax E,xpense

NET INCOME

$  1 r , 1 2 3
2 1 5  , 5 7  0

3,847
6 , 1 3 7
4 , 1 7 0
5 ,261

$ 3 5 7 , 1 3  I

306 ,  I  08
s 1,023
I  I , 7 2 7

$ 39.296

Do you v/ant to continue working as hard in the future as you have in the
past, Cindy?

Now that is a very good question. You see, I'm nearly 50 years old and I do
wonder how many more years I can put in going full-blast. There are so many
daily problems and hassles to put up with. sometimes the idea of selling out at a
good profit and then, maybe, either retiring early or going to work for the new
company at a nice salary is mighty tempting.

Can you tell us about your immediate plans and priorit ies?

I sure can. Right now, I 'm sweating blood over an audit by the IRS. Can you
believe it; I went on vacation a few months ago for the first time in many years and
that's when the IRS decided to audit us. while I was in Europe they sent a notice
in the mail which Susan and connie didn't pay any attention to, thinking it was
just something routine about taxes. Before they knew what was happening, the IRS
representative got hold ofthem and said that she would be down in the next couple
ofdays for an audit. susan and connie told her that the owner was out oftown and
asked if the audit could wait? The IRS lady said, "we contacted you some weeks ago
about this, so you should be ready." connie and Susan explained that they hadn't
opened the mail since I was out of town. The woman wouldn't believe it. It seems
that she was new in the IRS office and on her first case, so she wanted to make a
good impression with her boss. well, connie and Susan finally managed to contact

20



EXHIB IT  3 -2

Pharr  Composing Serv ice,  Inc

BALANCE SHEEI

September 30,1979

Current Assets
Cash
Accounts receivable
Supplies and materials
Prepaid insurance

Total Current Assets
Plant and Equipment

Building
Less : accumulated depreciat ion
Equipment and f ixtures
Less : accumulated depreciat ion

Total PIant and Equipment

TOTAL ASSETS

$ 59,647
28,696
26 ,378

1 , 5 0 0

60 ,000
8 ,000

1  01  ,200
34 ,500

54 ,000

66, '7  00

sr16,22r

r20 ,100
s236,921

Liabil it ies and Stockholder's Equitv

Current Liabi l i t ies
Trade accounts payroi l

Other

Total Current Liabi l i t ies
Lon g-terrn l iabi l i t ies

SBA notes payable

Total Liabi l i t ies
Stockholder's Equity

Paid-Capital
Retained earnings

Total Stockholder's Equity

$  1 6 , 3 9 4
s ,126

$  2 1 , 5 2 0

5 4,000
7  5 .520

40,073
121,328

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY
1 6  1 , 4 0 1

$235s4

me in Europe, apologized for ruining my vacation, and explained the situation to

me.
I came back frantically to prepare for the audit. It scared me to death-made

me physically i11. We dealt with the IRS lady for several weeks, but the investiga-

tion is not through. I 've sti l l  got that hassle hanging over my head. That's just an
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exanrple of some of the daily headaches that I encounter, although I feel quite
confident that we'l l eventually work things out satisfactori ly.

As for now, I have the IRS on my mind along with the big decision about
whether to expand the business into electronic services or sell out to Stagecraft. I
can tell you, it 's not going to be easy to make up my mind.

How do you feel about the buyout offer?

As you can see, I have mixed feelings about it. I believe our business has an
awful lot of potential, but the Stagecraft offer is attractive. But then, I don't wish
to alienate any of my big customers or cause a break in any trusted relationships
built up over the years. I 'm also not convinced that I can't continue to guide our
business to new heights on our own, using retained earnings as our primary source
of f inancing. At this point, I 'm not really sure what I want to do. A lot more
thinking is going to have to go into it.

Ana l ys i s :  Wha t  do  you  th ink  Cyn th ia  Pha r r  shou ld  do?

Wha t  do  you  p red i c t  she  w i l l  do?



l caspneflc
enterprises

Aspheric Enterprises was formed in 1978 by y. L. chung, an immigrant from
Taiwan, who invented a revolutionary procedure for making aspheric optical lenses.
Based outside of chicago in Evanston, Illinois, the corporation was funded under
private stock placement by five investors led by sidney Blackmon, a chicago
investment counselor. Two of the investors were university professors, one was a
dentist, the other a member of Chung's family.

In 1968, Dr. Chung received dual doctorates in physics and mathematics
from a prestigious American university. He was a research scientist for a large
multinational corporation at the time he patented the aspheric technology under
his own name. He subsequently left his corporate position to form Aspheric Enter-
prises.

Dr. Chung's aspheric process produces lenses with a uniform focal point.
unlike regular spherical lenses, such as those typically used for prescription eye-
wear, all points on an aspferic lens have the same optical acuity. No optical dis-
tortion occurs at any point on the lens. Potential applications exist for cameras,
microscopes, and general purpose optical equipment.

Backed by $125,000 of seed equity, Dr. Chung patented the aspheric manu-
facturing process in 1979 and set about marketing his invention. He initially ap-
proached several high technology companies near Palo Alto, california, using his
patent-application blueprints and working papers as marketing documents. Al-
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though several firms congratulated him for technical brilliance, Chung found no
backers for his invention.

He then approached a venture capital partnership in Boston, Venture Search,
which initially expressed an interest in the project but eventually declined to be-
came involved. The explanatory letter from the senior partner, L. Haynes Sinclair,
is contained in Exhibit 4-1.

With capital beginning to run low in the summer of 1980, Dr. Chung con-
tacted Re-Search Patents, a private marketing firm headquartered in Philadelphia.
Re-Search Patents worked closely with universities and government-sponsored
laboratories in marketing technical products to the private sector for 30 percent of
the royalty rights.

Chung and his five stockholders agreed that their venture suffered from in-
adequate marketing and saw the need for expert guidance in this area. However,
they were reluctant to turn over such a large royalty share to Re-Search Patents,
especially so early in their venture history. For its part, Re-search agreed to design
a marketing strategy for Aspheric Enterprises upon signing of royalty agreement
contracts.

Before taking further action of any kind, Dr. Chung decided to call a stock-
holder's meeting in September of 1980. After six and one-half hours of sometimes
heated discussion, the meeting adjourned with no definitive decision reached
regarding the Re-Search offer.

Two stockholders with 29 percent ownership favored turning over the entire
project to Re-Search Patents due to the limited marketing expertise of Aspheric.
Majority holder Sidney Blackmon (40 percent ownership) opposed the tie-in and
suggested that Aspheric continue to go it alone. Blackmon expressed his willing-
ness to invest an additional $50,000 in the company.

Aspheric's two other investors expressed ambivalence about future strategy
and declined to contribute more equity. Dr. Chung offered to return to work for
his former corporate employer until all five stockholders could reach accord on
Aspheric's future strategy.

Analys is :  As you see i t ,  why has Aspher ic  Enterpr ises fa i led to gel?

l f  you had a l ready invested $25,000 in the company,  would you contr ibute more?

l f  Dr .  Chung receives another  $50,000 f rom Mr.  Blackmon,  how should the money
be spent?

Where should Aspher ic  Enterpr ises go f rom here?



E X H I B I T  4 - 1

LETTER FROM VENTURE SEARCH

Dr. Y. L. Chung
10094 Mayhill Estates Drive
Suite B
Evanston, I l l inois 60611

Dear Dr. Chung:

Since talking with you last month, my associates and I have had the oppor-

tunity to discuss your aspheric lens project thoroughly. While we are genuinely

intrigued with your invention, we must turn down your lequest for financial

support. This was a difficult decision for us to reach, because the aspheric process

appears to have some merit.
Unfortunately, we were unable to do adequate forecasting work on youl

product due to the sketchy nature of the business proposal sent to us. We would

have much preferred a complete business plan with pro forma statements and con-

crete marketing guidelines. While your patent report data were informative, they

still did not enable us to gauge overall profit and market potential adequately.

One of our consultants, Dr. A' Barry Witten, professor of physics, was

familiar with your work and vouched for its technical merits. However, he was

not conversant with potential markets for aspheric optics.
In closing, let me strongly encourage you to spend more time formulating

your business plan. Your probability of eventual success will be greatly enhanced

when you can generate some "numbers" to sell your project.

My associates and I wish you every future success. Thank you for considering

our firm in your project's plans.

Sincerely,

L. Haynes Sinclair
Senior Partner
Venture Search
Boston, Massachusetts
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peppY's pizza

The following business plan was developed by Ted Latham and Leon Haliburton,
recent business graduates of Indiana state University in Terre Haute. They are
seriously committed to opening Peppy's Pizza outlets in Terre Haute and plan to
submit the business plan to local bankers in the near future.

Competit ive Strategy

Peppy's Pizza can succeed in the carry-out
from the competit ion in several ways:

l .  Lower  cos t
2 .  Bet te r  p roduc t
3. Faster service
4. Reliable del ivery
5. Very accessible location

plzza business by differentiating itself

Lower cost. The marketing survey we conducted here in Terre Haute (see
Exhibit 5- 1 ahead) showed that price is very important to customers. peppy's signifi-
cantly lower overhead will enable us to undercut our competition and still offer a
better-tasting pizza.

26



Peppy's Pizza 2 7

Better Product. We firm1y believe, after tasting various pizzasin Terre Haute,

that our recipe is one of the best available. It is significantly better than any of the

chains, and customers will definitely be able to taste the difference. Being able to

provide a better product is a key advantage as "good pizza," "better quality,"
"the best," and "better ingredients" accounted for 19 percent of the survey re-

spondents' patronizing local pizza restaurants.

Faster Service. The desire for fast food and fast service is increasing, so being

the fastest and most reliable pizza restaurant in town definitely will be an advan-

tage. We are confident that Peppy's can easily have pizzas ready faster than pizza

restaurants which place their primary emphasis on dining customers. Typically, the

local competition is slow in filling take-out orders, and they do not advertise their

carry-out service.

Reliable Delivery. Pizza restaurants are notorious for not having take-out

orders ready when they say they will and for having slow delivery to homes (for

those that do make home deliveries). Every minute beyond the promised time

that a customer waits is a minute that he or she wishes the order had been placed

elsewhere. By having the pizza ready when we promise it, we will become that

somewhere else. Since Peppy's Pizza is strictly carry-out and free from other

distractions, we will have no problem with prompt service and delivery.

Our delivery service will be a very important part of Peppy's operation,

so it deserves special attention. We will have at least two vehicles and two em-

ployees with drivers licenses on every shift. This combination is more than enough

to guarantee excellent home delivery of Peppy's Pizza. We will charge one dollar

for delivery service in order to encourage pick-up at Peppy's. To avoid problems

with gas and vehicle wear and tear, the employee making a delivery will keep the

dollar in addition to any tips. The delivery income will be in addition to regular

wages. Most Peppy's Pizza customers will pick up their food at the restaurant' but

for those who don't, we plan to have a delivery service which will be friendly,

reliable, and as fast as possible. No business can operate without customers, so

we plan to make ours happy.

very Accessible Location. Most pizza restaurants are not conveniently lo-

cated for residential customers. This is in keeping with their emphasis on sit-down

business, because people are willing to drive a bit further for a sit-down meal.

Peppy's will locate close to residential areas to make it quicker and easier for custo-

mers to pick up pizzas while they're still hot.
In conclusion, our competitive edge will help to make Peppy's Pizza a suc-

cessful and welcome addition to Terre Haute. When a family would like to eat

prepared food at home, pizza will be more appealing than a harnburger and fries

and much less expensive than chicken or fish. Buying frozen pizza from a store is

also less appealing than stopping by Peppy's for a freshly-made pizza that will be

nice and hot when it is put on the dining-room table. In addition, the menu wil l be
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rounded out with submarine sandwiches, spaghetti, and ravioli to please everybody
in the family.

As Peppy's Pizza becomes successful, it is possible that the national chains
will begin to stress carry-out service in an attempt to force us out of the market.
If they do indeed try this, we believe that peppy's will prevail, because our five
competitive advantages will still exist. Also by the time we are recognized as a
threat in the market place, Peppy's will be well-established as a quality company
that is here to stay.

other pizza restaurants will not be concerned with peppy's pizza at Lhe
start, because they seem to believe either that the carry-out market is not large
enough to support a business, or that they don't need carry-out given their present
success with the sit-down market. We believe that the national chains will not
attempt to develop carry-out as a major part of their business unless they are
signi f icant ly  hur t  by Peppy's .  Even i f  th is  were to occur ,  they would st i l l  be un-
likely to vary strategies because of their sizable investment in the dine-in market.
Consumer confusion resulting from such a switch in pizza restaurant strategy would
only benefit Peppy's Pizza.

Peppy's Location

From our discussions with survey respondents it was apparent that, for peppy's
Pizza to be as competitive as possible, a prime site location will be necessary. This
is not to say that we will need an expensive site with lots of elaborate surroundings.
what Peppy's needs is a high-traffic area close to residential housing. A 600 square-
foot area is more than enough room for peppy's to operate efficiently without
feeling cramped. In addition, there will be no need to have more than a few parking
spaces in front of Peppy's because customers will simply walk in, get thefu pizza,
and leave.

After careful consideration, we have concluded that the two best locations
for a Peppy's Pizza would be northern Mills Drive (or within one block of it) or
near the Indiana State campus. A location near ISU would have the disadvantage
of having very slow business during the summer months because of the small
number of students who attend summer school.

Therefore, we would want to open up the initial peppy's pizza operation
on northern Mills. once this location prospers, we think it would be a good idea
to open a second near the campus, which would close during the summer months.
The ISU location of Peppy's would most certainly generate enough business to
justify its existence during the school year, so closing it for the summer is simply
another positive point in the already excellent peppy's pizza scheme.

while we were in the process of considering various locations for peppy's
initial operation, a real estate salesman was consulted for cost figures. After we
explained the type of operation that we expected to start, we were told that the
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probable monttrly rent per square-foot would be 50 cents. At our optimal 600
square-foot location, this translates into $300 per month for rent. We also inquired
as to the problems we were likely to encounter in finding a location that suits our
needs. The real estate agent told us that there would definitely be no problem,
since there is an abundance of shops of that size available.

Another factor to be considered, when looking for specific sites, would
obviously be the competition. One would intuitively think that the national and
regional chains would provide formidable competition, since they have the advan-
tages of sophisticated advertising, attractive and comfortable dining areas, choice
of thin and thick pizza, and salad bars. However, we feel that there is a basic dif-
ference in philosophy between Peppy's Pizza and, the dine-in restaurants. Peppy's
doesn't need elaborate advertising, nice dining areas, or a salad bar. We simply want
to provide the best pizza in town, in such a way that Terre Haute consumers can
enjoy it in their homes. In light of the above facts, we want a location that is not
right next door to a pizza restaurant, but it could be within a block of one.

Analysis of Survey

One of the questions we asked survey respondents was whether they more often
ate pizza in a restaurant or took it home. The answers were skewed toward the "eat

at the restaurant" end of the scale. This could be. on the surface. an indicator that
people simply don't want to eat pizza at home. However, in discussions with the
respondents after they had completed the questionnaire, we discovered that they
based their response on the fact that no piz.za restaurant properly catered to the
carry-out market. As discussed earlier, Iocal pizza restaurants are less than enthu-
siastic toward carry-out orders. In our post-survey discussions, we were delighted
to find an overwhelming positive response to the Peppy's Pizza concept. Most
people said that they would be overjoyed if an operation like Peppy's would open
in Terre Haute.

A related question in our survey asked whether a carry-out pizza restaurant
was a good idea. We were quite surprised to find that only 36.7 percent of the
respondents said that they thought it was a good idea. Again, in our post-survey
discussions we found out why the respondents answered the way they did. In this
particular instance, there were two reasons why people tended to dislike the carry-
out-only concept. The first stemmed from the fact that poor service has been as-
sociated with carry-out pizzas. People tended to think that poor service was an
inherent part ofthis type of operation, and thus, they thought it would not succeed.
After we explained Peppy's competitive advantages, the respondents almost
universally endorsed the idea. They thought that it would be great to have good
service on the occasions when they wanted to eat pizza at home as opposed to
dining in a restaurant. In fact, about half of the respondents suggested that they
would always eat their pizza at home if they could get proper service.
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The respondents also doubted that a carry-out pizza place would be able to
generate enough business. There seemed to be some mystique that surrounds a
restaurant that has an elaborate dining room. When we began to explain the con-
cepts of lower overhead and how this would allow lower prices to be charged, most
people changed their minds.

In actuality, we simply had people filI out the survey as a basis for a short
discussion. The percentages we have presented were taken from answers given

before the discussions took place. From a time perspective, we felt it would be too
much to ask respondents to fill out another survey, so we decided to present the
results we had and clarify them.

The final question that requires clarification concerns competitors. In
response to why they favored a particular restaurant, 44.2 percent of the respon-
dents said "good pizza," 17.6 percent said it was the "best," l l .6 percent said
"better quality," and I 1.6 percent said "better ingredients." That's a total of 19
percent saying they preferred their favorite restaurant because of the good pizza.
This particular question excited us more than any other, because we are quite
confident that Peppy's Pizza makes a pizza superior to any found in Terre Haute.

Cost and Financial Data for Peppy's Pizza

Much of the information compiled thus far in our report resulted from interviews
with pizza restaurant owners and managers in Terre Haute. An additional source
was the owner of Hungry Howie's pizza operalion in Livonia, Michigan. We feel
this is the appropriate place to discuss these interviews, because the current section
of our report is based almost entirely upon data compiled during these interviews.
The financial exhibits found ahead reflect a conservative average of all the personal
interviews conducted. We would like to emphasize that, even though the informa-
tion may appear to be very optimistic, it falls below the averages of our interviews.
In other words, we feel we have drawn pessimistic financial estimates. With an
effective and efficient operation, we are confident that Peppy's Pizza colld do even
bet ter .

Peppy's Products

Peppy's Pizza wlll definitely offer several different sizes of pizza in addition to a
wide variety of toppings. Our main question in developing the product mix was
whether we should offer other items to complement the pizza business. In the
survey, respondents were asked if they thought it was a good idea to serve only
pizza. Of the total, 71.8 percent said they thought it was a good idea to also serve
items other than pizza. However, only 3.6 percent of the respondents listed "va-
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riety" in answering why they liked their favorite pizza restaurant. This apparent
contradiction could be the result of people not necessarily wanting other items but
believing that other foods would be required for apizza restaurant to be successful.

Interviews with several pizza restaurant owners and managers gave us another
reason why we might want to serve several choices of food. Serving submarine
sandwiches offers a good way to make use of food stocks that might otherwise
spoil. Due to the fact that large quantities of most of the items must be purchased
in order to get a reasonable price, there sometimes is too much stock on hand.
Selling subs (we feel thirty-five a day is a conservative projection) would allow us
to keep food stocks fresher and at the same time have variety in the menu. After
careful consideration of all relevant items, we think the menu and price list shown
in Exhibit 5-14 is an excellent one.

Peppy's Pizza Promotion

Price is definitely a factor that can be used in establishing Peppy's Pizza in the
marketplace. Sixty-three percent of our survey respondents said that they do pay
attention to price when they go out for pizza or take it home. Initial promotion
of Peppy's should put emphasis on lower-pricedpizza to attract what appears to
be a very price-conscious public. Then the question that arises is how to go about
attracting business with the lower prices. we decided to explore two different
alternatives, both of which consist of not lowering prices directly but using other
means to effectively lower costs to consumers.

The first of these consists of offering a free quart of soda pop with every
ptzza purchased. Secondly, we like the idea of giving with every purchase, Peppy's
tokens good toward a free pizza when four are collected. Responses to both of
these ideas were extremely positive, as "yes" answers made up 82.1 percent and
89.7 percent respectively. The slightly lower percentage for free soda pop is prob-
ably due to some people not wanting soda pop with their pizza, for example,
beer drinkers.

In trying to determine further the effectiveness of discount coupons, re-
spondents were asked how often they used pizza coupons found in local news-
papers. Of the total,23.1 percent said they always use them, 66.7 percent said
they sometimes use them (forgetting the coupons at home was a common prob-
lem), and 10.2 percent said they never use them. This adds additional credence to
the price consciousness of consumers.

After examining the above responses and their implications, we have decided
to adopt the followinginit ial strategy: The cost of the tokens(3 1 cents cachinlots
of 2000) makes their use feasible only if Peppy's needs an additional boost to in-
crease sales. we feel strongly that this boost will not be needed due to our other
competitive advantages. Therefore, we will stick with the coupon system, dis-
counting at the outset. On Peppy's Pizza handbils, which will be distributed
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throughout the local area, will be a complete menu and price list along with the
following coupons:

o Free small pizza with purchase of an extra large
o Monday only: buy a medium pizza and get the same size pizza free
o 2 quarts soda pop free with large or extralarge pizza

. 1 quart soda pop free with medium pizza

o $  1 .25  o f f  ex t ra  la rge  p izza

r  $1 .00  o f f la rgep izza

.  $ .75  o f f  med ium p izza

r One order of ravioli or spaghetti free with purchase of the same

The variety of coupons offered will undoubtedly appeal to all pizza lovers.
We are confident that the use of coupons in conjunction with regular newspaper
advertising will be sufficient to attract significant initial business. This initial busi
ness will lead to referral business thanks to the friendly and speedy service, and
greatpizza at Peppy's.

Expansion Plans

As discussed earlier, once Peppy's Pizza has become successful with its first outlet,
we will expand to a second location near the Indiana State campus. After both
locations are operating smoothly, we will give consideration to opening other
company-owned stores throughout Indiana. This would obviously be dependent
on finding capable and trustworthy managers to run the individual locations.
Peppy's initial period of slow, controlled, growth will allow us to build up the
necessary capital for a possible franchise system. It will also allow us to perfect
the logistics of opening and operating new units.

It should be emphasized at this point that our main concern is getting started
in Terre Haute, not franchising. We could conceivably be very content with our
local operations and not expand, or onJy open a limited number of company-owned
Peppy's around Indiana. The costs of starting a franchise system are very large.
Entrepreneurs who have started franchise systems estimate that a minimum of
$250,000 is needed. The franchisor must pay a $4,000 registration fee and file a
disclosure statement to satisfy government requirements, with legal fees for this
alone amounting to approximately $26,000. The franchisor must also develop
training programs, promotional campaigns, a system operations guide, and other
related items to insure that a franchisee can profitably run the unit even if he has
had no experience in business. In conclusion, Peppy's Pizza wf.l first concentrate
on its Terre Haute units, which may lead to company expansion through owned
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units or franchises after their successful start-up. We are very confident that
Peppy's will soon become a welcome addition to the Terre Haute community.

Analys is :  ls  the preceding document  wi th subsequent  exhib i ts  an adequate busi -
ness plan? Do you feel Latham and Haliburton have capably planned for their
prospect ive new venture? How can the document  be improved?

Evaluate the marketing research conducted by the entrepreneurs from the stand-
point  of  va l id i ty ,  completeness,  and object iv i ty .  In  what  ways could i t  have been
improved?

As a banker,  would you loan seed capi ta l  to  Peppy's  Pizza? l f  so,  how much?

EXHIB IT  5 -1

RESEARCH SU RVEY QUESTIONNAI  RE

l. What percentage of the people in your family l ike pizza?
2. How many t imes a month does your family get pizza from a pizza place?

|  2  3  4  5  6  o r m o r e
3. When you have pizza, which do you do most often?

carry out for home carry out for work eat at restaurant
4. In your opinion, rs a pizza restaurant that is strictly carry-out a good

idea?
Y N

5. In your opinion, is i t  better for apizza restaurant to serve only pizza,ot
to serve other i tems as well ,  such as submarine sandwiches, spaghett i ,  and
ravioli?

Y N
6. When you go out for ptzza, do you pay any attention to the price?

Y N
7. Do you use the pizza coupons found in local newspapers when you buy

ptzza from a restaurant?
never sometimes always

8. Do you l ike the idea of apizzaplace giving a free quart of soda pop with
every pizza bought?

Y N
9. Do you l ike the idea of a pizza restaurant offering a free pizza with the

redemption of four tokens (one given each time you purchased a pizza)?
Y N

10. Overal l ,  what are your two favorite pizza restaurants in Terre Haute?

whv?
I  l .  Do you always go to one of your two favorite pizza restaurants?

Y N



12. What is your age range?
1 0 - 1 9
20-29
30 -39 6 0

13. What is your family income range?
$ 10,000 or  undet

I  1 ,000 -19 ,000
20,000-29,000
30,000-3 9,000
40,000-49,000
50,000 and up

E X H I B I T  5 - 1  C o n t i n u e d

40-49
50 -59

E X H  I B I T  5 - 2

S U R V E Y  R E S U L T S

All ISU Only

Quest ion 1
1 0
20
2 5
3 0
40
) U
'70
'75

80
83
90

1 0 0
Question 2

I
2
3
A

5
o

Quest ion 3

I
2
J

Question 4
Yes
No

t . 7 %
J . J

1 . 7
1 . 7
1 , ' 7

1 0 . 0
t ' 7

1 0 . 0
6 . 7

r . 7
5  5 . 0

rs.o%
21 .7
z J . )

20.0
8 .3

1 t  . 7

) \  5q^

44.0
3 0 5

36.7%
6 3 . 3

3 . 8

1 1 . 5

84.6

2 6 . 9
3 8 . s
15 .4
1 5  . 4

3 . 8

8 . 0
t 2 . 0
8 . 0

34.6
65.4

34



EXHIB IT  5 -2  Con t i nued

Al l ISU Only

Quest ion  5
Yes
N o

Quest ion  6
Yes
N o

Quest ion  7
Never
Somet imes
Always

Quest ion  8
Yes
N o

Question 9
yes

N o

' 7  t . 8
28.2

63.37o
36.7

to.0%
6 8 . 3
2 l . 7

86.7%
1 3 . 3

88.3%
1 t . ' 1

5 6 . 0
44 .0

69.2
3 0.8

7 . 7
7  6 . 9
ts.4

92.3
7 . 1

84.6
t5 .4

First Favorite
AII ISU

Second Favorite
AIl ISU

Q u e s t i o n  1 0
Pappa Ro l lo 's
Mr .  Gat t i ' s
G iovann i ' s
Pizza PlaneL
Ptzza lllt
Ptzza lnn

1s .o% 30 .8
2 6 . 7  3  8 . 5

6. '7
2 1  . 1  2 3 . 1
I  3 . 3  3 . 8
16. '7  3.8

t1 .9% 24 .0
3 s  6  4 8 . 0

5 . 1
1  1 . 9  1 6 . 0
23.7 8.0
1 1 . 9  4 . 0

AI ISU Only

Q u e s t i o n  l 0  W h y ?
Bet te r  Qua l i t y
Good Pizza
Atmosphere
The Best
Variety
B ig  TV
Bet te r  Ingred ien ts
Where  Fr iends  Go
Guys

Quest ion  l  I
Yes
N o

11 .6%
44 .2

'7.0

1 1  . 6
z . J
'7 .0

1  1 . 6
l - J

2 . 3

61.0%
3 9 .0

5 . 0
40 .0
1 0 . 0

1 5 . 0
25.0

5 . 0
5 . 0

6  8 . 0
3 2 . 0

? 5



EXHIB IT  5 -2  Con t i nued

All ISU Only

Quest ion l2
1 0 - 1 9
20-29
30-39
40-49
50 -59
6 0 +

Quest ion 13
10 + under
1  1 - 1 9
20-29
30 -39
40-49
5 0 +

t t .9%
7  4 . 6
1 3 . 6

333%
9 . 3

29.6
1 1 . 1
3 . 1

1 3 . 0

24 .O
76 .0

6 3 . 6

9 . 1

A <

. , \  1

E X H I B I T  5 - 3

C O S T  A N D  F I N A N C I A L  D A T A  O N  P E P P Y ' S  P I Z Z A

Items Subject To DePreciation

Ovens:

Mixer :

Retarder :

Coo ler :

10  year  l i fe

$4,000 original cost
Straightl ine dePreciat ion

S400/year  dePrec ia t ion  =

5 year life

$2 ,000 or ig ina l  cos t
Straight- l ine dePreciat ion
S 4 0 0 / y e a r  d e p r e c i a t i o n  =

i 0 year l i fe

$3 ,000 cos t
Straight- l ine dePreciat ion

$ 3 0 0 / y e a r  d e P r e c i a t i o n  =

1 0 year l i fe
S 2 , 5 0 0  c o s t
S traight- l ine dePreciat ion

$ 2 5  0 / y e a r  d e p r e c i a t i o n  =

($33 .33 /mon th )

($33 .33 /mon th )

(  $  25 lmonth)

($20 .83 /mon th )

TOTAL

s4,000.00

$  2 ,000 .00

$3 ,000 .00

$2 ,5  00 .00

$ r  1 , s 0 0 . 0 0



E X H I B I T  5 - 4

I N I T I A L  S U P P L I E S  N E E D E D

100 lbs f lour
2 cases pizza sauce
40 lbs. mozzarel la I

40 lbs. mozzarel la I I

25 lbs. pepperoni

56 tbs. imported ham

L0 lbs. I tal ian sausage
20 lbs. hamburger
1 5 lbs. steak
2 boxes mushrooms
2 cans anchovies
4 cans yeast

I case lettuce
2 cases mild PePPers
2 cases hot pePPers

2 boxes tomatoes
40 lbs. American cheese
2 jars black ol ives
2 dozen green peppers

2 dozen onions
10 lbs .  bacon
I 0 boxes spaghett i
2 cases canned raviol i

2000 p izza  boxes
I 000 quart containers for PoP
1000 s t raws
Stapler and staPles
50 large sub buns
500 bags
40 gal. pop (Dr. PePPer, Coke, etc.)

10 screens to cook Pizza on

2 checkbooks
Kitchen utensi ls
Stainless steel storage Pans
2 oi l  (cases)

25 lbs. salt
25 lbs. sugar
I 2 oregano (can)

I 2 basi l  (cans)

I 2 parsley (cans)

24 pepper (cans)

12 crushed red PePPer
I 2 cans garlic

24 grated Parmesan cheese (large shakers)

50 garbage l iners

34 .00
43 .08
3 8.40
3  8 .40
5  7 .00

I  1 7 . 6 0
1 5 . 5 0
34.'t8
3 7 . 5 0
2  5 .00
1 6 . 5 8
t'7.96
9 .99

2 s . 9 8
2 s . 9 8
12.90
3  2 .00
1 3 . 5  0
3 . 9 2
4 .68

1 9 . 6 0
8 . 9 0

4 s . 6 5
25  0 .00

9  5 . 0 0
2 .98
9 . 9 8

20.84
t t . 75
64 .96
40 .00
3  0 .00
s  0 .00

100 .00
48 .00

7 .00
7 .00

20.40
12.72
I  1 . 4 5
1 9 . s 0
12 .12
3 0.00
36 .00

5 . 5  0



EXHIBIT  5-4  Cont inued

2 mops
2 bleach (cases)
12 ammonia  (quar ts )

Miscel laneous and/or forgotten i tems

E X H I B I T  5 . 5

START UP COSTS

Food handling permit @ 5.00 per person

Tile for f loor (already provided)
Restroom faci l i t ies for employees (already provided)

Counter to work on and serve customers
Cash register
Store-front sign
Stainless steel tables (4 (@ $300 each)
Stainless steel sink
Chairs for customers who are wait ing (4)
P lan ts  to  make i t  look  n ice

Ovens, mixer, retarder, cooler (described earl ier)
lni t ial  supplies needed (described earl ier)

5 . 9 8
6 . 7 2
s .  1 6

5  0 .00

$  1 ,649 .00

$  s . 0 0

1 5 0 . 0 0
499 .00
s62 .00

l , 200 .00
5 00.00

40.00
s0 .00

$  3 ,006 .00
I  1 ,5  00 .00

r .649 .92

$  1 6 , 1  s  s . 9 2

E X H I B I T  5 6

F I N A N C I N G  R E Q U I R E D

36 month loan
Assuming a loan at  2O% for  $17,500:

Monthly payments
Total payments
Less: principal

Total interest
Monthly interest payment

$  6 5 0 . 3 6
23,413.06
17 .000 .00

$  6 , 4 1 3 . 0 6
6 , 4 t 3 . 0 6

3 6
$  I  7 8 . 1 4

-t8



EXHIB IT  5 -7

AVERAGE INGREDIENTS COST PER P IZZA

Cost  of  dough:

$  0 . 1 3 2
0 . 1 4 0
0 . 1  6 0

1 7 . 0 0

$ 1 7 . 4 3 + 7 0
Pizza sauce:
Cheeses:
Toppings:
Sp ices :
B o x :
Spoilage, overcooking, mistake orders:

TOTAL AVERAGE COST OF PIZZA

Water
Yeast
Salt
Sugar
Flour

$0 .25
0 .22
0 .23
0 .53
0.04
0 . 1 3
0 . 1 0

$  1 . s 0

E X H I B I T  5 . 8

E X P E C T E D  P I Z Z A  S A L E S  P E R  D A Y

Sunday
Monday
Tuesday
Wednesday
Thursday
Friday
Saturday

t'7 5
1 9 0
200
200
200
300
300

Weekly

EXH IB IT  5 -9

N U M B E R  O F  E M P L O Y E E S  N E E D E D  P E R  D A Y

Sunday
Monday
Tuesday
Wednesday
Thursday
Friday
Saturday

J

J

J

J

3
5

39



E X H I B I T  5 - 1 0

PROJ ECTED MONTHLY COSTS

Cost of goods sold

Wages ( including manager's salary)

Advert ising
Rent
Telephone
Uti l i t ies
Miscel laneous suPPlies

Depreciation
lnterest

TOTAL

$ 3,s60.00
500.00
3 00.00

25 .00
120 .00
112.49
118 .14

$ 4,795.63

$  l 0 , l  20 .00
445.'7 |

$  1 0 , 5 6 5 . 7 1

$  1 0 , 1 2 0 . 0 0
4,005 .7 |

500 .00
3 00.0 0

2 5 . 0 0
120 .00
1 7 5 . 0 0
112.49
1 7  8 . 1 4

q 1  (  s ? 6  ? 4

Fixed port ion:
Fixed wages
Advert ising
Rent
Telephone
Uti l i t ies
Depreciat ion
Interest

Variable port ion:

Cost of goods sold
Variable wages

E X H I B I T  5 . 1  1

MONTHLY BREAK.EVEN POINT

BEunitt

BEunir"

BEr

f ixed cost

selling price - variable cost

Fixedcost  = $ 4,795.63
Sell ing price = $ 5.50 average
Var iable cost  = $10,565.71 + 670'7 = $ l '57 average

4,195.63 = 1,220 Pizzas

5 . 5  0  |  . 5 7

5 . 5 0 X  1 , 2 2 0 = 6 , 7 I O . O O

Note: We have assumed, fbr conservatism, that all revenue will be from pizzas' In actuality, the

above figures are probably understated, because sales will be generated from other food' The

variable costs include the estimated cost of goods sold for the other items, so breakdown would

be lower. We feel that the variance is not significant'



E X H t B t r  5 - 1  2

MONTHLY INCOM E STATEMENT

Revenues:

Pizza
Subs and other i tems

TOTAL

$  36 ,88  9 .29
2 ,517  .7  5

$  3  9 ,4  07 .04

Expenses:

Cost of goods sold
Wages ( including manager's

salary)
Advert ising
Rent
Telephone
Utilities
Miscel laneous supplies
Depreciat ion
Interest

TOTAL

Income Before Taxes

$  1 0 , 1 2 0 . 0 0

4,005 .7 |
500.00
300.00

25 .00
120 .00
1 7 5 . 0 0
1t2.49
t 7  8 . 1 4

$  1 5 , 5 3 6 . 3 4

$23 ,870 .70

E X H I B I T  5 - 1 3

P E P P Y ' S  M O N T H L Y  C A S H  F L O W

Sources of Cash:

Sales revenue ftom pizza $36,889.29
Sales revenue from subs (etc.) 2,517.75

TOTAL CASH GENERATED $39,407.04

Uses of Cash:

Cost of goods sold
Monthly wages ( including manager)
Advertising
Rent
Telephone
Utilities
Miscellaneous supplies
Payment on note ( including interest)

TOTAL CASH APPLIED

Increase in cash during month before taxes

$  1  0 ,1  20 .00
4,005.7 |

s  00.00
3 00.00

25 .00
120 .00
1 7 5 . 0 0
6  50 .00

$  1 s , 8 9 6 . 0 7
s25,510.97



E X H I B I T  5 - 1 4

P I Z Z A  M E N U

Pizzas Junior Small Medium Large Extra
Large

6 pc.  8 pc.  l0  Pc.  12 Pc.  16 Pc '

Cheese
Cheese and one item
Cheese and two items

Cheese and three i tems

Special
(pepperoni, mushrooms, ham, green

request)
Pizzaburger

(cheese, hamburger, onion,

Italian Delight

1 . 9 5  2 . 7 5  3 . 9 s  s . 0 5  5 . 9 0

2 .45  3 .40  4 .85  5 .95  
' 7  -15

2 . ' 70  4 . r5  5 .50  6 .85  
' 7  ' 85

3 .05  4 .55  6 .05  
' 1 .40  8 .45

3 . 9 5  5 . 6 5  6 . 9 5  8 . 3 5  9 . 5 0
pepper, onion, and bacon - anchovies on

(cheese, I tal ian sausage, and mushrooms)

The Peppy 3 '05  4 '55

3 .05  4 .55  6 .05  7  ' 40  8 ' 4s

and green pepPer)
2 . 7 0  4 . 1 5  5 . 5 0  6 . 8 5  7  ' 8 s

6 .05  7 .40  8 .45

(steak, cheese, and mushrooms)

Extra i tems or double dough '45 '55 '65 '75 '85

T a c o  S u p r e m  e P i z z a  3 ' 9 5  5 ' 6 5  6 ' 9 5  8 ' 3 5  9 ' 5 0

(taco meat, cheese, topped with lettuce, tomatoes' cheddar cheese' hot sauce

on the side)
P izza  Topp ings  To Choose Froml ! !

Mushrooms, cheese, pepperoni, hamburger, black ol ives, I tal ian sausage' green

onion, anchovies, ham, bacon'

Chef Salad

Lettuce, tomato, onron, green pepper'

Dressing: French, I tal ian, or Thousand

mushrooms, black ol ives, ham and cheese

Island 2.7 5

Pasta

Spaghett i  with meat sauce

Ravioli with meat sauce

Meatbal ls .60 extra Mushrooms .3 5 extra

Above orders served with bread and cheese

2 . 2 5
2 . 2 5

Submarines

Deluxe combination
Ham, pepperoni, and cheese

Steak sub
Steak and cheese
Steak and mushrooms

42

Half
1 . 3 0

1 . 5 5
1 . 8 5
1 . 8 0

Whole
2 . 5 5

2 .90
3 . 2 0
3 . 3 0



E X H I B I T  5 - 1 4  C o n t i n u e d

Steak ,  mushrooms,  and cheese 2 ' lO 3 '60

P i z z a s u b  
1 ' 1 5  2 ' 2 0

Pepperoni, ham, mushrooms, onion' green pepper'  cheese' and pizza sauce

Ham sub 
l  ' 45  2 '60

Ham and cheese 
1 '55  2 ' '70

Hamburger sub 
1'45 2'60

Cheeseburgersub 
l '55  2 ' '7O

I ta l ian  sausage sub l  ' 55  2 '10

Ital ian sausage and cheese 1'65 2'80

Meatbal l  sub 
l  '50 2'40

Spaghett i  sauce and cheese

Vegetarian sub 
l  '25 2'40

All  submarines include lettuce, tomatoes' onions' and hot peppers' except

Pizza subs

Add i t iona l  I tems .25 on anY half sub 40 on any whole sub



craig nichols and
gary harwell

"We've got the merchandise and facil i t ies; all we need now is a competit ive edge'"

Craig Nichols summed up the status of a new venture he just initiated with

friend Gary Harwell. Craig and Gary reside in Eugene, Oregon, where they attended

college and pursue their mutual hobby of science-fiction book collecting.
"Craig and I are really into science fiction," Harwell explains. "We have

pooled our book collection and have over 4,000 volumes-Heinlein, Van Vogt,

Asimov, Bester, Moorcock, Pohl. You name the book; it 's somewhere in our

collection."
"Not only that," Nichols adds, "we've got sci-f i magazines going back over

twenty-five years. A11 neatly catalogued and indexed."

During the summer of 1980, both Nichols and Harwell decided to stay out

of school to investigate the possibility of opening a used-book store in Eugene as a

means of supplementing their income yeal lound. Nichols and Harwell elaborate:

Nichols Gary and I figured that we might as well try to capitalize on oul love of

books and reading. Both of us are falnil iar with used-book store operations because

we have haunted them so regularly in building our collection.

Harwell-Tltat's right. Going to bookstores all over the Northwest has been a hobby

of ours. We've seen just about every used-paperback operation in this part of the

country. A lot ofthem seem to be profit ing.

IVichctls Gary's uncle owned a service station here in Eugene near the University of
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Craig Nichols and Gary Harwell 45

Oregon campus. OPEC put the station under in 1918, and it's been vacant since. We

made a deal with his uncle to convert the facility into a used-book store. He agreed

to do it for 25 percent of our take for two years.

Harwell-Not a bad deal, actually, since the station was located near the campus

and in a good state of repair. To say the least, there ale hoards of avid readers at

the University.

Nichols-Just three weeks after lining up the station, Gary and I lucked into a deal

over in Portland. The owner of a pretty good-sized used-paperback outlet put his

merchandise up for sale to raise quick cash to cover farming losses suffered in

southern Washington. Can you believe his luck? He had 200 acres within 50 miles

of Mount St. Helens!

Harwell-We swung a good deal with him-over 10,000 paperbacks, magazines, and

comics for $3,500. That's about 35 cents apiece. we borrowed the money from

some fraternity brothers, rented a U-Haul truck, and carted home our start-up

inventory.

Nichols-lt filled the service station about half way. We're currently in the process

of cataloging the stuff. We definitely got a great deal. Most of the books are in good

shape and have recent copyrights. We got a good mixture of fiction and nonfiction,

including westerns, mysteries, gothics, biographies, and a few technical books.

Harwell-We're virtually ready to open the doors, but we still haven't decided on

what competitive strategy to use.

Nichots-That's our problem. We don't want to be just another used-book store.

Eugene already has a half-dozen of those. We want to be something different in our

image and in the way we operate.

Harwell-We've kicked around a few ideas that might provide us with a competitive

edge, but we haven't really settled on anything. We're ready to open but want to

wait until we have crystalized our strategy.

Nichols-We want to be able to attract customers based on our differentiated image

and unique style of operating. We're looking to be something a little different.

Harwell And profitable!

Analysis: Design a competit ive strategy and competit ive edge for the new book-

store. Include a suggested name for the store. Strive to satisfy the criteria estab-

l ished by Nichols and Harwel l ,  to  be d i f ferent  and prof i table.



|  . .exptorauon
l ograpnrcs

Jamie Thompson is president and manager of Exploration Graphics, lnc., a com-
puter services company that prepares graphics and interprets geographical data for
the oil and gas industry. The company is located in Midland, Texas, where Jamie
was born and currently resides.

Jamie graduated from Midland High School in 1965 and has taken a variety
of college courses since then. She was recently chosen by Texas Business magazine
as one of the top ten women executives in Texas.

Jamie's interests range from reading various business periodicals to outdoor
recreation including hunting, fishing, camping, and swimming. She is a member of
the Permian Toastmasters, Midland Business and Professional Women's Club, West
Texas Geological Society, the High Sky Bass Club, and the Midland Rifle and Pistol
Club.

Jamie and her husband, Doyle, are the parents of two girls, ages seven and
five.

Jamie, please tell us what Exploration Graphics does-what your company is
all about, and the kinds of services you offer.

Basically, we apply computerization to oil-field-exploration analysis. This is
a fancy way of saying that we provide our clients with computer assisted analytical
services. We have a data file containing more than a decade's worth of information
about oil and gas wells drilled in the Permian Basin region, which encompasses a
large part of West Texas. We use this information to develop computer printouts
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Exploration Graphics 4 7

or contour maps for many independent oil companies as well as the majors.

These computerized geographical maps show data such as which oil and gas

wells are producing, what these wells have done historically, patterns of well pro-

duction in the area, and related concelns. We use a variety of information inputs

such as a base map, correlated electric logs, scout data, samples, cores, and so on.

We take this information, process it by a computer, and melge it into convenient

printouts for the busy geologist to use. In effect, we type, file, retrieve, draft, and

process data which would be much too complex and cumbersome for practitioners

to use.
These services boost the user's productivity by a minimum of 20 pelcent.

Just imagine, the technician would have to spend days and perhaps weeks compiling

and processing this geological information. Our computerization does this in a

matter of a few seconds. Not only do we process the information, but we package

it in a useful, convenient way for the geologist. I'm not bragging when I say that

our business is really unique.

Tell us how you got into such a unique business.

In 1965, I began working for the Mobil oil corporation as soon as I f inished

school. I started out as a mail clerk but in a few months I was promoted to stenog-

rapher. I went to work during the day and took classes at the local junior college

in the evening. I was taking data-plocessing coulses and had a strong interest in

computer science at the time.
The company noticed my interest in computers and encouraged me to take a

series of in-company aptitude tests dealing with programming skills. I did very

well on the tests and was selected to receive extensive training within the company.

The training period was a tough time for me, because the friends I had made at

work in my clerical positions evidentally were jealous of my advancement. They

gave me the cold shoulder and I was left to myself. They didn't even want to

associate with me much during the coffee breaks, so I used this time for further

study.
After awhile, the social isolation at work got to me, and I knew I was going

to have to change jobs. I was being completely ignored by everyone. I was offered

a job with the Midland Independent School District and quickly took it. This gave

me my initial experience in doing data processing work.

In 1969, I was ready to do contract programming, so I established a firm

called DecoData Processing. I took on a partner early in the business. The business

did pretty well, but in 1975 my partner died. We had no survivor's agreement, so

the partnership was automatically dissolved, and I was faced with striking out in a

new commercial direction.

Tell us what options you were considering at this point.

Basically, I had three options. First of all, I could go to work for someone

else. A second option would have been to stay home and spend all of my time
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50 Experience Phase I: Venture Initiation

rearing my children. The third option was the biggest challenge of all-to open my
own business. I sat down and analyzed, each alternative from the standpoint of
pluses and minuses. I was having a very difficult time making up my mind exactly
which way to go when I remembered someone I knew who was a vice-president in a
Houston oil company. It occurred to me that he might be able to provide some
sound advice given his perspective on the industry.

I phoned him and explained the situation. He was very gracious and said,
"Please fly down any time. Just give me a day's notice and I'11 meet with you."

I quickly took him up on the offer and within a week spent a half-day at
his office in Houston going over my various options.

During the meeting, I told him of my great interest in trying to computerize
geological data. I had what I thought were a lot of fairly innovative ideas, and I
really wanted the opportunity to use my data processing knowledge in a new way.
He was immediately interested and felt I could help his company a great deal if I
could make the ideas pan out in practice.

One thing led to another, and before I knew it, he had made me an offer to
do contract work for the company for a six-month period. They would cover my
expenses during the time and help me to make some of my ideas ready to use. In
order to expedite the contractual obligations, I formed Exploration Graphics. That
is how my present company was born.

Did you have any second thoughts about going it alone in a new business?

Yes, I had a number of reservations about it, but I knew that I had an in-
dependent personality and would not be satisfied staying at home or working for
someone else. I also knew that I didn't really want to establish a new relationship
with another partner. Don't get me wrong, the previous partnership had worked out
satisfactorily, but I had a strong desire, now, to do things on my own. I really
wanted to accomplish something autonomously. Besides, I had a number of in-
novative ideas and I'm not sure anyone else would have appreciated them and their
potential.

Analys is :  Besides her  technical  expert ise wi th computers,  what  addi t ional  sk i l ls
and personal  character is t ics helped Jamie in  successfu l ly  launching Explorat ion
Graphics? r  I  , , r 1, . ,

Tell us about your initial experiences in running Exploration Graphics.

I started the cornpany and began working on the oil company contract in
May of 1915. I had no financing or working capital whatsoever. The contract
paid me on a month-by-month basis, so I had the benefit of being independent
without the pressures of paying my own way. I knew that I could pay my bills
month-to-month because I had the contract revenue coming in on a regular basis.
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The half-year project turned out successfully and I was optimistic about the

future. Rather than staying on with the company in a short-term, contractual

relationship, which they had offered me, I decided to go beat the bushes for

additional business. I had to go knocking on doors, and that's exactly what I

did. I leased a small computer and was ready to go.

The next few months were very erratic because my work was strictly on a

project basis. Money would come in for awhile and then dry up until I was able to

land another contract for someone in the Permian Basin. I went out and rented an

office-a very small one-and, along with my computer, this was my entire plant

and equipment. During this time my husband helped me a whole lot through

emotional support and by providing a steady income. Also my mother helped out

in a number of ways by watching my kids during the day and offering me a lot of

solid business advice.
After six months of hand-to-mouth existence, it became apparent that I needed

someone to help me with the work. There was a need for one person to engage in

sales and client contact work practically full-time, and there was anothel slot re-

volving around the technical computer work. The two responsibilities simply would

not go together because of the time required in both areas.

I managed to hire someone who could help handle some of the paperwork

and customer relationships. This freed up a lot of time for me to continue to plan

and do the technical part of the business.
Securing a loan through the Small Business Administration was our next

priority. This seemed to be the most logical source of financing because of the low

interest rate. It seemed to me that the company required around $500'000 over a

period of two or three years to do all of the things we needed. After the usual

amount of red tape, hassleS, and buleaucratic maneuvering, we were able to obtain

$150,000 from the SBA. This was the financial nucleus to considerable growth for

Exploration Graphics. From 1975 to 1979 , the company grew vely rapidly and oul

successes certainly outnumbered our failures.

Analys is :  How can a f ledgl ing company determine the amount  and t iming of

growth-capital needed ?

Are your current problems still financial in nature?

Exactly. The SBA loan was certainly a blessing, but it wasn't really enough.

We still have a need for capital, but I'm not really sure how to go after it. We need

a bigger computer, much more office space, and we have to hire still more technical

personnel-especially more geological analysts. We definitely need money to grow

on, and getting that money is currently my number one priority and problem-
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Analys is :  Analyze Explorat ion Graphics 'current  f inancia l  needs,  both shor t -
term and long-term.

Evaluate avai lable f inancing opt ions in  terms of  benef i ts  and drawbacks.

Present concrete and specific recommendations for the company's future financing:
amount of funding required, sources of funding, funds timing, and funds uti l iza-
t ion.



waterhaus aqua
slide

Mickey Gerrard is a successful swimming pool contractor in Yuma, Arizona (pop-

ulation 30,000). He is currently studying the possibility of building a water slide on

commercial property he owns in Yuma. Mr. Gerrard is convinced of the slide's

recreational appeal and profit potential but is concerned about its longevity as a

viable commercial venture.
"Water slides are extremely popular nationwide today," Mr. Gerrard com-

ments, "and Yuma has no facility of this sort. There's no question that these slides

have strong profit potential for the near-term. Rental rates are very lucrative and

construction costs are modest. My sole concern lies with whether or not the slide is

strictly a fad item that will quickly run its coulse and then disappear from the

scene-you know, like the giant metal slides fifteen years ago and trampoline

centers in the 1950s.
..I'd be looking for a worthwile return on my investment, which I estimate

would be in the neighborhood of $30,000. If I could recoup my investment and

realize a decent return, I wouldn't really care if water slides were only a passing

fad. I'd make my money and move on to other ventures. The payback period on

the slide is what I'm most interested in."
Gerrard owns a large, developed land-tract in Yuma near a popular strip

shopping center. His plan calls for construction of the water slide on that site

under the name Waterhaus Aqua Slide. Mr. Gerrard outlines his venture idea as

follows:
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"I plan to have a complex of three water chutes emanating from a common
access tower. The chutes would empty into a small swimming pool at the bottom of
the tower's hill. Sliders would walk up one concrete sidewalk to reach the top.
An unshaded observation deck would be constructed over the chutes mid-way up
the hill.

"To minimize initial expenses, we would not have locker rooms for changing
clothes. Customers would have to come in their bathing suits. The admission office
area would resemble that typically found at public swimming pools. There would
be a small building to house employees, the plastic slide-mats, and several lockers
for checking valuables. we would have two soft-drink vending machines as well as
machines for candy and chips.

"I would anticipate opening from May 15 through September l5 from l0:00
A.M. to midnight daily. Three minimum wage employees would work on each
shift: one to work the admissions booth and the other two to provide assistance in
the slide tower.

"I have a good friend in Tempe who operates a slide. He assures me that I can
draw plenty of customer traffic at $3 per half-hour. I have also used his operating
expenses as the basis for my financial planning (Exhibit 8-l).

"The Waterhaus slides would accommodate up to sixty people at any one
time. The parking lot would hold forty-five to fifty cars. our only other facilities
would consist of a loudspeaker system and four poles of night lighting.

"Having looked at my friend's financial statements in Tempe, I know that
water slides are big profit producers. What's more, there are no other slides here in
Yuma. I'll have a corner on the market. My decision to go ahead will hinge on my
analysis of payback period and return on investment. I plan to complete this soon."
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Analys is :  Analyze the shor t - run prof i t  potent ia l  o f  Waterhaus Aqua Sl ide.  Does

the venture have suf f ic ient  potent ia l  even i f  water  s l ides turn out  to  be a fad? On

what  assumpt ions does your  analys is  rest?

State condi t ions under which you (1)would,  and (2)  would not  recommend that

Mr.  Gerrard bui ld  the s l ide.

E X H I B I T  8 - 1

PRO, IECTED EXPENSES

Construction ExPenses

Sl ide  cons t ruc t ion :  $215,000 (18  month  loan a t  12 .55  percent )

Bu i ld ing  cons t ruc t ion :  $  65 ,000 (24  month  loan a t  11 .75  percent )

Monthly Expenses During Open Season

$2,s00
$4,500 (minimum wage at $3.50 per hr ' )
$ I  ,000
$  8 s 0
$  1 5 0

Miscel laneous administrat ive: $ 250

Uti l i t ies:
Payrol l :
Advert ising:
Insurance:
Water puri f iers:
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"well Don, what do you think? Do we take the deal or pass it up?" asked Bob."I don't know," replied Don. "It sounds good but there are so many var-
iables. Farming is one of those businesses where the manager doesn't have much
control over the outcome. It's bad enough that the weather can wipe out all your
profits, but the federal government, which is supposed to be helping the farmers,
does more damage than it does good. Look at last year-the retaliation against the
Russians for invading Afghanistan was to stop corn shipments to Russia. As a result,
ear corn dropped from about $2.50 a bushel to $2.00. We could have lost our
pants."

Don sanderson and his brother-in-law, Bob Schneider, were discussing a
potential farming venture. Don is a school teacher in Eldon, Missouri, a small town
close to the Bagnell Dam which forms the lake of the ozarks in south central
Missouri. Bob, a general manager of a heating antl air-conditioning firm in Jeffer-
son city, grew up on a farm. He would provide the technical know-how for the
business.

The arrangement looked pretty good. Bill schneider, Bob's father and Don's
father-in-law, was nearing retirement age. He had offered to lease his 300-acre farm
to the two men. Bob and Don had agreed that if they entered into the plan, Bob
would perform most of the labor associated with planting and harvesting the crops,
while Don would provide the labor for repairing fences and maintaining the equip-
ment. Don's teaching job would allow him plenty of free time during the summers
and Christmas vacation period.

58
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"Dad will keep us out of trouble" asserted Bob. "He knows the farming busi-

ness and has spent his lifetime on the farm. He can advise us what to plant, when to

fertilize, and so forth."
The two men had received an offer from Bill Schneider to lease his 300-

acre farm. Under the agreement, the lease was to run for three years at $70 per

acre annually. The lease would be renegotiated at the end ofthe three-year period

but could also be terminated at the end of any year if desired by any two of the

three parties involved. uke most of the hilly farms in the ozark foothills, only one

third of the Schneider farm could be used for farming' The remainder could be

used for pasture.
The tentative agreement also specified that the men could purchase thirty

cows with calves at $400 each and a registered Hereford bull for $500' Mr' Schneider

had been developing his herd to breed Black Baldy calves. The Black Baldy is a cross

between an Angus and a Hereford, yielding characteristics of both breeds of beef

cattle. The face of the animal is white, like a Hereford, with the remainder of the

body black, like an Angus. The Black Baldies normally bring about $4 more per

hundred pounds at the central Missouri markets.

In addition to the purchase of the cattle, Mr. Schneider had offered the two

men use of his existing equipment at no charge so long as they paid for all main-

tenance and repairs. The equipment consisted of a Farmall tractor with a three-

point hydraulic lift; a four-row turning plow with disks and cultivator; a four-row

corrr picker; and an 1,800 bushel grain wagon.
.'It does sound like a good deal Bob," agreed Don, "but let's put the numbels

to it to find out if we can make any money. with our present jobs, it's not like the

normal situation where we either make a profit or starve. However, I would like to

find out if I can make more money farming during the summers than I could make

at some other job."
"Ift me check with Dad about the expenses, " said Bob, "and we'll figure it

out the next time we get together."
Two weeks later, Bob provided the following information:
"Dad and I checked his records on the farm. The normal yield is between

70 and 80 bushels of corn to the acre. I also asked about crop failure during

drought conditions. The last time he lost his corn crop was during the drought of

1934. so we can conservatively estimate a yield of 70 bushels for each acre' Ear

corn lately has been selling for about $2.50 per bushel, except during the grain

embargo when it dropped to about $2. We can plan on $2'50 per bushel'
"Our costs for a corn crop will run about $45 per acre for fertilizer, $5 an

acre for seed corn, and around $5 per acre for weed killer. Our labor can be es-

timated on a 100-acre crop. For the 100 acres we can expect about ten days to

plow, five days to disc, five days to plant, and ten days to cultivate after the corn is

up. I can probably handle this if we don't have any rain delays'

we can also expect to use about 20 gallons of gasoline per day. Since we

don't pay federal or state taxes on gasoline used on the farm, we can estimate

gasoline costs at about 80 cents per gallon. During harvest we will need about five
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days to pick the corn, and we will need to hire one person to haul the wagons to
the corn crib. We can pick up one of the local boys for this at about $3 an hour.

"We can also use the farm to raise beef," Bob continued. "We will need to
add more cattle but we won't be able to buy them at the $400 price offered by
Dad. We will probably have to pay $550 for cows with calves at the livestock
market. We have 300 acres, and it takes about three acres to pasture one cow and
calf. Of course we'll need hay for the winter, so we can't use the entire acreage
for pasture.

"Assuming we sell our calves in the fall, we'll still need about one-and-a-half
tons of hay to get each cow through the winter. If we plant alfalfa hay, the hay
field will be good for three years. We can get three cuttings each summer from the
field. The first cutting will be the best, about one-and-a-half tons of hay per acre.
The yield from the second and third cuttings will be less, unless we get some good
summer rains. Let's plan on a total of three tons of hay per acre overall. It wil l
cost us about $12 per ton to get the hay cut and baled, since we don't have the
equipment to do this.

"I got some estimates on the costs of putting in hay from the local Co-op.
We will need to plant 12 pounds of seed per acre at a cost of $1.75 per pound.
We will also need to lime the field when we first plant. We will need two tons of
l ime per acre at about $12 per ton. Our ferti l izer costs wil l be $20 per acre. Fer-
ti l izing wil l have to be done each spring. Once the hay field has been planted, we
can cut for three years off that f ield. After the first year, the only expenses wil l be
for ferti l izing, cutting, and baling. Our labor wil l be approximately the same as for
planting corn-one day to plow and another day for discing and planting for every
ten acfes.

"If we sell our calves as feeder calves in October, they should weigh about
450 pounds and bring about $80 per hundred. This is a rough estimate and assumes
that the cows will have their calves in March. Some will have calves earlier and some
later, but we can use this figure as an average. We can always carry over the late
calves and butcher some for our own use in December or sell them at market in
the spring as yearlings. They won't bring $80, but they will be larger. I would rather
not do this since feeding may be difficult when the weather gets bad.

"There may be another reason why we would want to sell calves, or corn
for that matter, after the first of the year. For tax purposes, farming is done on
what accountants call the cash method. This means that costs are expensed in the
year in which they're incurred. For example, even though our hay field will last for
three years, we can claim the total expense for tax purposes in the year we put in
the hay field. In the same vein, we claim all the income from the sale of corn or
beef in the year in which we receive our money. There may be some years when we
may want to sell only part of the crop during the season and hold the balance for
sale after the first of the year."

"There's another way we can save money too," added Don. "The federal
government, for tax purposes, expects only 70 percent of the cows to have
calves each year. Bil l thinks we can plan on about 90 percent to have calves.
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We could always butcher one or two calves a year for our own use. We wouldn't
have to use income that we had paid income tax on to buy meat. Further, we
wouldn't have to pay taxes on the beef we didn't sell. I don't want to pay the
federal government any more taxes than I have to. If businesses were run as in-
efficiently as the government, they would go broke. All the government does is
increase taxes."

"We could also employ our boys at minimum wage to work on the farm,"
said Bob. "They don't pay taxes until they make more than $3,500 per year.
With my two boys and your two, we could shelter $14,000of incomeeachyear."

"Aren't we putting the cart before the horse?" asked Don. "We don't even
know if we can make a profit, yet we are already thinking about ways to save
taxes."

"You're right, Don," Bob answered, "but I'm really excited about this. It's
a real opportunity for us. If the numbers look good, I would certainly like to salt
away $3,500 a year for future college expenses. I'm now in the 40 percent tax
bracket, so I 've got to make in excess of $5,000 in order to save $3,500. Also we
eat two calves a year. At $375 apiece and in my income tax bracket, this amounts
to about $1,050 a year in taxable income. Just for meat and college expenses, I
could save about $ I I ,000 a year by being involved with the farm."

"We would need to form a partnership," said Don. "What should we name
our company and how much will that cost us?"

"Why not name it S & S Farms," Bob answered. "You can tell your friends
that S & S stands for Sanderson and Schneider. I'11 tell mine that it stands for
Schneider and Sanderson !"

"Sounds good to me," Don laughed. "How much will it cost, and what else
do we need to do it?"

"We can get Jim Woodsen to draft the partnership papers," Bob replied. "He

does all of Dad's legal work and probably won't charge over $50 to set up the
partnership. In addition, we'll need an Internal Revenue Service employer number
and a checking account. The IRS number doesn't cost anything. We just pick up
the forms at the local office and mail them to Kansas City. To set up the bank
account, all we need to do is sign the cards so that either one of us can write checks
on the account."

About that t ime, Mr. Schneider joined the two men on the porch.
"Sounds to me like you two boys are about to go into the farming business,"

he said. "Alice and I would l ike to see you run the farm. We've spent our entire
married life here, and here's where we raised our family. It's been a good life, but
now that I'm nearing retirement age we would like to be free of the responsibilities.
With you two running the farm, we know it will be kept in good shape.

"Furthermore, once I start drawing Social Security, any income that I make
beyond a certain amount will be deducted from my monthly check. I've paid into
Social Security for more than forty years. Now they can start paying me. By leas-
ing the farm, this income is considered rental income which does not affect my
checks.
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"I would like to see you run the farm. Tell you what I'll do. You can pay me

$10 per acre lease and I will pay for the materials used in repairing the fences. All
you need to do is provide the labor."

"Dad," said Bob, "now that you are about to retire, share with us some of

your thoughts about being a farmer. Did you ever think you would have been

happier as a businessman?"
.,I am a businessman," replied Mr. Schneider. "The farmer is America's

most frequently overlooked entrepreneur. He sells a high-demand product under

high-risk circumstances and must be profit oriented. Farmers work extremely hard,

run their own show, and have to develop an expertise in numerous technical areas.
"Today's farmer couldn't possibly survive without management skills. You

have to be able to forecast the weather and commodity markets, make extremely

complicated tax decisions, be a good bookkeeper and even somewhat of an engineer

and mechanic.
"I guess the one business activity I engage in most is planning. I keep records

on practically everything to facilitate my planning efforts. I keep track of prices

during various times of the year, when I planted and harvested, the cattle yield, and

what the weather was doing and when.
"I try to plan ahead more than one calendar year, but it's real tough to do

with all of the uncertainties in agriculture. The one big certainty, though, is the

need for financing. Farmers have to keep track of the cash flow just like any other

businessman and watch how they time major capital investments. These have to be

depreciated according to IRS regulations, so planning is mandatory.
..Dealing with the banker is one other major planning aspect of farming.

He forces it on you whether you like it or not. He wants to know what you're

planting this year, how many acres, expected yields, and on and on' The bank

has a stake in your farm too, so the pressure to plan is understandable.
..I guess the one thing no farmer is ever really prepared for concerns contin-

gencies-what ifs. What if the weather turns hostile;what if supply shoots up and

prices fall;what if the President institutes a grain embargo against Russia. Farming

is loaded with ifs."
"What type of problems could we anticipate in running the farm?" asked

Don.
"As I said before," replied Mr. Schneider," just about all of my problems are

caused by uncertainty: when to plant and harvest, when to sell, whether or not to

sign futures contracts, and so on. Getting help during the busy times of the year is

also tough. I generally end up doing most things myself.
"It's always a problem setting priorities and using time wisely. Time is our

only certainty. Even when the weather is bad, you can repair equipment, fix fences,

and work with the herd. Wasted time is wasted money.
"The government is another problem, that's for sure. Just like the weather,

it's so unpredictable. The government has tried, through the years, to help out

farmers, and I suppose it has succeeded pretty well in areas like the soil bank and

disaster payment programs. But the government's pricing policies have failed. The

parity system, where prices are pegged to a cost-of-living index, just doesn't enable
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most farmers to cover costs. Inflation is eating us up because our costs keep going
up,just as for everyone else, but sell ing prices haven't kept pace, even though super-
market prices have skyrocketed.

"Profits are important to everyone, and I'm glad to see you boys are looking
at the numbers. But don't forget the psychological rewards of being independent
and self-sufficient. You are looking at this now solely for the additional income. But
how long will it be before you begin to consider it as a career opportunity? I sus-
pect there are a lot of entrepreneurial characteristics in each of you."

Analysis: What are some of the primary differences between running a farm and
other  types of  nonagr icu l tura l  businesses?

"We'11 let you know in a couple of weeks Dad," replied Bob. "Don is going to
look at the numbers to determine if we can make any money on the deal and what
would be the best mix of corn and beef to produce to maximize our profits. Then
we'll be in a position to talk more seriously."

Bill then said, "If you boys want to build the herd fast, I'll lend you what-
ever funds you need for your breeding stock. You can borrow the money from me
at 8 percent and pay it back out ofyour profits. You should be able to pay it back
in five years."

As the two men departed Bob cautioned Don, "When you do the numbers,
don't forget to consider the risks of putting all our eggs in the same basket. Some
cattle will offset the drought that could wipe out a corn crop, and some corn might
be a hedge against some disease killing all our cattle."

Analys is :  Are Bob and Don t rue entrepreneurs,  s ince the farming venture is  not
thei r  pr imary source of  income? What is  your  def in i t ion of  entrepreneurship?

Have Bob and Don omitted any cost factors in their informal assessment of the
S & S Farms venture idea?

Bob and Don ment ioned the possib i l i ty  of  hedging thei r  losses by ut i l iz ing a mix-
ture of  beef  and corn product ion.  In  your  opin ion,  would th is  be a wise course
of action? lf so, what percent of the farm should be employed for beef and what
percent for corn? Assume the lease wil l be terminated in three years.

Should Bob and Don form a fifty-fifty partnership? lf not, what arrangement
would you recommend? What are the potential dangers of a fifty-fifty partner-
ship?
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Ann Stanfield, president of Cumberland Crafts, Inc., comments, "I have believed
in this business from the very beginning, and I think the basis for any successful
venture is believing in what you are doing."

Cumberland Crafts, Inc., is a wholesaler of craft supplies and accessories
located in Santa Fe, New Mexico, a town of approximately 40,000 persons in the
northern part of the state. Cumberland Crafts, as well as its retail counterpart,
Craft Village, is owned and operated by Ann and Dick Stanfield. The Stanfields
have been in the craft business since 1975 when Ann opened Craft Village as a sole
proprietorship.

Cumberland Crafts is one of only four craft wholesalers in the state of New
Mexico, the others being located in Albuquerque, Tucumcari, and Hobbs. The
Stanfields provide a wide variety of craft items (materials for decoupage, macrame,
woodworking, plastic castings, etc.) to 350-400 retailers in a four-state area.

Background and History of Cumberland Crafts and Craft Village

Craft Village was begun in Ann Stanfield's garage as a part-time outlet for her in-
terest in crafts as a hobby. In 1973 Ann decided to work toward the openingof a
retail craft store by becoming as familiar as possible with crafts and craft acces-
sories. She spent some two-and-a-half years in this informal learning process.

"I didn't really know how I was going to use all I was learning, but I knew

6 7
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I wanted to become professionally involved with crafts because they were so in-

teresting to me."
ln 1975, Ann borrowed $5,000 (the maximum allowable) from a Santa Fe

bank, withdrew the cash values from the family's life insurance policies and retire-

ment pension plan, and opened Craft Village in a small building that rented for

$175 per month. The total investment in inventory and fixtures was approximately

$S,000 to $9,000. "We started out sell ing about $50 per day, and it gradually grew

until i t has now reached about $600 per day." Inventory was stored at home, in

the garage, during the early months of operations.
The Stanfields initially promoted Craft Village by having Ann put on demon-

strations for homemaker clubs, local high schools, and junior high schools. ln 1914,

due to increasing business, Craft Village moved across the street to a larger building,

where it is now housed. "This was definitely a good move, because it helped us to

increase our sales and our classroom space." Also, in 1974, husband Dick quit his

teaching job to join the growing business.
It was at this time that the Stanfields decided to expand into wholesaling

in order to capitalize on what they perceived as a regional boom in craft retailing.
"Nobody in the area was providing adequate wholesaling service in general. We saw

the need for a generalist wholesaler and decided to step in."
The wholesaling operation was originally located in a series of adjacent

offices in one building which rented for $500 per month. While in this temporary

location, the Stanfields were able to open a line of credit at the local bank, where

they eventually borrowed a total of $36,000. "At this time we were heavily in debt

but not to an excessive level for the kind of business we were doing," commented

Ann.
In August of 1978, the Stanfields moved the wholesaling operation, which

had been named Cumberland Crafts, into a central warehouse renting for $500 per

month. For no additional cost, this new warehouse provided 7,500 square feet vs.

2,500 square feet in the previous location. By mid-I978, Cumberland Crafts had

grown to the point where it employed four additional workers and was doing

$20,000 per month in sales.
Also, during the summer of 1978, both Craft Village and Cumberland Crafts

were incorporated, leading to financing problems with the local bank due to the

changeover from personal liability to limited liability. As a result, a second mort-

gage was placed on the Stanfield's home, and their banker further recommended

that they apply for an SBA loan. To the Stanfield's surprise, the SBA loan was not

approved despite the backing of their local Congressman. Ann explained, "I was

pregnant when we applied for the loan, and I guess the loan officer involved didn't

take me very seriously. At this time we were really needing some financial backing,

because we were in a tremendous growth period."
In January l976,lhe Stanfields refinanced their patchwork loan arrangement

with the local bank by agreeing to pay back the $36,000 on a monthly schedule

over a five-year period. In addition, the bank approved a $75,000 line of credit.
"So finally, after all those years of operation, we had adequate financial banking'
We were able to begin really growing without our hands being tied."



Management of the Company

"I have been the main leader in the business simply because I was the one that
started both of them and I had the most craft retailing experience," com-
mented Ann in discussing the management of Cumberland Crafts and Craft Village.
Ann is president of both companies, with Dick Stanfield being secretary-treasurer
for both firms. While Ann has responsibility for the overall administration of the
company, Dick concentrates on sales to retail customers and on finance. The re-
maining management team consists of three department heads and an asslstant
manager at Craft Village.

Kay Ridgeway heads up the accounting function, including invoicing. Kay is
the product of a vocational school and several years of bookkeeping experience.
Ann Stanfield feels, "She's really been a fantastic employee for us. She was a lucky
find."

Shipping and receiving is staffed by four shipping clerks, three warehouse
people, and a supervisor. The shipping clerks pull orders from inventory, write and
price invoices, weigh, pack, and ship orders. The receiving crew checks arriving mer-
chandise against purchase orders, prices merchandise, and places it in inventory.
Bill Cannon is warehouse supervisor, responsible for the performance of the other
seven employees. Bill has had some previous plant-related experience. Dick com-
ments: "Bil l 's a fairly good organizer. He'l l take what we tell him and execute

in logical manner."
Jerolyn Poe is the customer-relations coordinator for Cumberland Crafts,

responsible for meeting and greeting customers at the warehouse and for explaining
sales and purchasing policies. She is additionally responsible for coordinating
customer seminars, workshops and other special customer services, such as the
Cumberland Crafts catalog and newspaper. Jerolyn has a degree in agriculture, pre-
vious experience with the federal government, and with Craft Village. According
to Ann, "We created this position especially for Jerolyn because she's very bright
and knows crafts inside and out. She's really done an outstanding job in laying out
our fast-changing catalog."

The Stanfields estimate that they spend 95 percent of their time on the
wholesaling operation and very little time on retailing. Craft Village is managed
very much on a decentralized basis, with the assistant manager carrying most of
the work load. Ann comments, "My main job at Craft Village is handling the
promotions, which entails primarily running newspaper ads. Occasionally I go
over there to help iron out other types of managerial problems."

The assistant manager for Craft Village, Barbara Carnes, is also viewed in a
very positive light by Ann. "Barbara is a fantastic type of person in that she has a
great deal of loyalty, which is very important to me. She has faith in us as leaders.
The fact that she believes in us and in the business makes her very conscious of
doing what she thinks is right for Craft Village. She may not always know what's
right, but she'll always try to find out."

While the present employees are generally described in positive terms by Dick
and Ann, this has not always been the case. Between February and May of 1979,

6 9
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just about all of the warehouse employees turned over as the company grew and

changed performance expectations. Ann describes the morale of the present staff
and warehouse employees as healthy. "For the most part, we have a beautiful
working relationship among ourselves."

Ann feels employees in both organizations are satisfied with their compen-
sation and benefits. "Just because an employee comes in for a pay raise doesn't
mean he or she automatically gets one. We try to evaluate our people on the basis
of their performance. We started our evaluation program recently and have already
given several raises. From here on out, we intend to let the warehouse coordinator
evaluate his employees twice a year, and then we will sit down with each employee
and discuss raises."

Ann also feels that she and Dick are going to have to spend more time in
personnel matters as the company continues to grow. "We really need to have more
meetings with employees to better cement communications and instructions. Our
personnel situation is tolerable but not as good as we would l ike it to be."

In discussing the couple's management style Ann states, "Our management
style has always been very informal and loose. Lately we've grown to the point

where we definitely need more formal structure and management. We're going to
have to be more definite with our employees and less easygoing."

As for future goals and plans, the Stanfields plan to stay in both retailing
and wholesaling and even plan to move into manufacturing on a limited basis. "We

don't anticipate as much growth for the future as we've had for the past couple of
years. We hope to reach a plateau at some point so we will get things under better
contro l . "

Ann comments further on the future outlook: "The longest period I've been
able to plan ahead for is about a year-and-a-half to two years. I feel that the craft
business is so fickle that we can't plan ahead any more than this. The popularity

of different crafts changes from year to year, making it very difficult to forecast
ahead. Because the craft industry is so young, it becomes difficult to base future
predictions on past trends.

"For the short range, over the next year or two, I 've pretty well f igured
what I think the business will do dollar-wise. When we get into our small-scale
manufacturing, things will probably go wild for awhile. For the next five years I

have a general idea that we'll still have Craft Village, although we'll probably

switch locations, say to a shopping mal1. I don't anticipate having a second retail
store. We won't rule this out, but it 's not a part of the plan simply because of the
enormous effort required. Further retail growth would also depend on the availa-
bility of personnel. We'd have to come up with a strong assistant-manager type. For
instance, Craft Village has not done nearly as well as it could if I gave it my full
attention. Rurning both a retailing and wholesaling business at the same time has
presented some difficulties. In the future, however, our main emphasis will be in

wholesaling."
In her assessment of future business problems and challenges, Ann states,

"Our major problems at this point are those of employee productivity, employee
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evaluation and satisfaction, and inventory control, while our biggest challenge is

keeping up with our growth. Another challenge we will face over the next year is

getting together a complete staff and a good group of employees. I want our people

to be compatible, to do as good a job as possible, and to be happy with what

they're doing.
"We get behind on some problems because other larger problems arise. For

instance, we've been intending to write-up job descriptions for some time, but

inventory problems have taken precedence. We probably know where most of our

present problems are and among us should know how to solve them."

Analys is :  What  specia l  problems might  ar ise f rom the shar ing of  manager ia l  respon-

s ib i l i t ies by a husband and wi fe team? Might  unique advantages a lso accrue f rom

such a fami ly  arrangement?

Do you agree with Ann Stanfield that the craft business is too fickle to permit

p lanning beyond two years?

Marketing

The Stanfields consider that their primary market consists of the 350 to 400 retail

outlets in New Mexico, Arizona, Utah, and Colorado which purchase products

from Cumberland Crafts on a continuing basis. Ann feels that they do a good job

with these customers: "Cumberland Crafts is fairly close to being a full-line craft

wholesaler. We distribute in most of the product lines wanted by our retail custo-

mers."
Elaborating on their product line Ann states, "I can't even tell you how many

different crafts you can do by going out in our warehouse." Also Ann could not

give an accurate estimate of the number of different items stocked in the warehouse

or displayed in the wholesaling catalog. "I can tell you in dollars, but I can't tell

you by number of items."
In discussing market share Ann states that, "Cumberland's current market

share of the wholesaling business in the four-state arca is not a big concern of

mine. This is because I'm content with the amount of growth we've had here in

New Mexico. For years the state never had much in the way of crafts retailing,

much less wholesaling. I think Craft Village and Cumberland Crafts have done much

in this regard. A lot of small craft stores are opening up all over this area, with most

of them on a shoestring. No one really knows just how much demand is actually out

there. I don't suffer from a great deal of greed and I think there's enough business

out there for Cumberland Crafts and its competitors."
While the Stanfields do not worry much about market share, they have made

an effort to learn something about their competitors' Ann comments, "Out com-
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petitors are not really very strong. The distributor in Tucumcari handles bicycles

and parts and thus doesn't really specialize in crafts; the Albuquerque company
greatly overprices its items; and the Hobbs wholesaler does little more than supply
his own retail shop. Cumberland Crafts is definitely the largest crafts wholesaler in

the state of New Mexico. We get at least 35 percent of the New Mexico retail

business. The one thing I really strive to know is the strengths and weaknesses of
my competitors.

"There are two or three things which separate us from our competitors and
perhaps give us an advantage over them. One is the fact that we've had a designer-

someone who creates new uses for a particular craft item. We try to find unique
sources and then build the demand through our designers. Another competitive
edge is our fast service. We try to give one-to-two day service on most orders. We

added an extra shipping clerkjust to provide for this capability.
"I would say that having unique sources is another competitive advantage;

that is, having good selling items which most other major wholesalers have not been
able to find a source of supply for. In the craft wholesaling business, sources of

supply are a real competitive weapon. You have to know where to find the unusual
craft items that are being produced. We've had pretty fair success with uncovering
sources-so much so that I sometimes think I should be selling sources!"

Dick is Cumberland Crafts' only salesman. He comments, "We've wanted
someone else to travel for us but so far have not been able to make the right ar-
rangements. It's hard to be real aggressive when you don't have a full-time sales-
man. However, I think we are the type of company that customers naturally come
to because of our many competitive advantages."

The Stanfields do not plan to spend a great deal of effort developing new

retail outlets. Ann states, "We would like to see most of our future growth come

from existing customers because we feel that our existing retailers already know

how to do business with us. New customers have to be taught how to buy and sell'

I would much rather keep an old customer who already knows these things and

who is likely to purchase more because of the business already built up. However,

I do anticipate adding four or five new customers per month.
"We are not really very aggressive in the area of seeking out new customers

because they will seek us out. We feel we get a good number of new customers

from yellow-page ads and from the newsletters we send out. If Dick hears about a
potential new account in an area, he certainly will call on them. Or if somebody
gives me the name of a new store, I certainly will call on them.

"We have never carried out a formal market research program where we went

out and tried to determine customer needs. Of course, we pay attention to market

demand. When we go to a craft show, we always make a point to notice the best

things at the show. Two years ago, the hottest item was macratne and you could

see it bloom all of a sudden. Five years ago, you couldn't give macrame away.
"Another way we do marketing research is by talking to salesmen and asking

them about how business is in different regions. For example, what's going on in

California will, for sure, be big here two years fiom now. Our area seems to be the
very last to get all the new crafts. New Mexico has just lacked leadership in the
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craft industry. This is the leadership we're trying to provide. Fortunately, after the
start-up of a craft business you soon reach the point where you can make educated
guesses about the market."

cumberland's pricing policy follows the manufacturer's suggested retail
price on most items, which normally involves a 40 percent mark-up. For other
items not having the manufacturer's suggested price, the Stanfields establish price
on the basis of what the market will bear. The largest profit margins are on those
items which are manufactured by cumberland crafts, such as silk flowers. volume
discounts are offered to retailers on the basis of a smaller volume discount received
by cumberland crafts from its suppliers. "we don't offer volume discounts on
many items because we don't purchase many things on this basis ourselves, and
because it makes things pretty confusing for our shipping clerks."

The Stanfields feel they could generally benefit by spending more time in
the areas of advertising and promotion. "we're already reaching a point where we're
large enough to help mold demand. we can creatively push a certain item and, in
effect, manufacture demand for it among our retailers. In this business, it is so easy
to create demand. If you know the right approach, you can create a demand for
anything relating to crafts. It all starts with showing the customer how to be
creative with something and then letting his or her interest catch hold."

Craft Village has generated considerable customer interest by promoting
crafts classes. Ann explains that a $3 fee per class is charged "because we found
that people won't come to class unless they pay for it." The store's normal pro-
cedure is to contract with free-lance instructors to conduct the classes. According
to Ann the wholesale operation also promotes through classes for retailers as well
as instructions and demonstrations on new craft ideas. "Usually we bring in out-
siders to conduct these seminars because we don't yet have the trained people in
Santa Fe to do it."

Cumberland Crafts advertises in the national trade publication, Profitable
CYafts Merchandising, and carries yellow-page ads in Denver, Salt Lake City, and
Phoenix, as well as in the several resort areas in colorado and Utah. The stanfields
state that their purpose in advertising in PCM magazine is to give Cumberland Crafts
the image of a national supplier. "This really helps our image and brings customers
to our back door."

While the ads in PCM and the yellow pages are considered important by the
stanfields, the firm's chief means of promotion are its monthly newsletter (sent
to over five hundred retailers) and its merchandise catalogs. currently the company
has two catalogs with a third in the works. customers can obtain catalogs for a
small deposit refundable upon first order.

The Stanfields are in the process of becoming small-scale manufacturers of
selected craft items such as silk flowers. Ann estimates that the new manufacturing
venture has the potential of generating $40,000 to $50,000 in additional sales per
month. "Silk flowers have just gone like wildfire. We really based our initial whole-
saling business around flowers and are becoming more interested everyday in
flowers and related sources of supply. Getting our program for manufacturing and
distributing silk flowers is going to be one of our major challenges over the next
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year.Wearenotreal lyevensurewhoourdis t r ibutorswi l lbe.Thiswi l lopenawhole
new area for us to tackle."

TheStanf ie ldshavealreadyappl iedforatrademarkonthesi lk f lowersand
plan to market the product unit' u nute other than Cumberland Crafts to keep

thei rcompet i tors(whoarealsopotent ia lcustomers) f romknowing- thatCumber.
land is the manuf'acturer. Ann feeis that other wholesalers might also feel compelled

io .ngug. in manufacturing if they learned of Cumberland's involvement'

Ann is not sure hoi much it will cost to manufacture silk flowers but feels

that it will be considerably less than the 9l cents it currently costs to buy them'

The silk flowers are wholesaled at a 30 percent markup and retailed for $2'25 '

On the subject of long-range plans for the new manufacturing side of the

business, Ann states, 
..t wouid veiy much like always to be manufacturing at least

one hot craft item, because some of the most successful wholesalers I know operate

in this way. I think some manufacturing is a very healthy process"'

A n a l y s i s : D o e s C u m b e r l a n d C r a f t s h a v e a d i s t i n c t c o m p e t i t i v e e d g e ? S h o u | d t h e
Stanfields pursue silk-flower manufacturing as a top priority?

Finance

TheStan f i e l dsemp loyaCPAf i rm top rov ide themwi thamon th l yba lanceshee t
and income statement. Ann feels that this information is a vital part of the com-

pany's daily operations. 
"I can't run this business by the seat of my pants' I've got

to have figures to work with' In addition to reports prepared -ly-oul accountant'

I take figures home with me and analyze them at night' Some of the figures on our

financial statement may look a little out of line, but I would say that oul company

is in pretty good financial shape because our future potential is so strong'"

Ann states that although both companies made money from the very begin-

ning, no salaries were withlrawn until 1916' when Dick resigned his teaching

pos i t i on .Ann fee l sce r ta in tha tCumber land i sp ro f i t ab lebu tconcedes tha t the
bottom line is not trer frimary concern. 

,,It's probably a mistake, but I don't

spend as much time thinking atout profit as I do sales. I do project sales figures

and have been pretty ur.,,,ui! thus fai' I know our sales are growing at a very rapid

rateandourbefore. taxprof i tseemstoberunningataroundl0percent . ' '
Business during tire first four months of 1980 was very good' In fact' Ann

comments, 
"I've been very pleasantly surprised at how brisk our sales have been

this year.,, Normally, tt . io-puny's sales .tttiUit a seasonal trend, peaking in the

period from September to DecemLer as retailers build up their inventories for the

Chr i s tmas rush .Sa les fa l l o f f f r omDecember15 toJanua ry land thenbas i ca l l y
stabilize during the remaining months'

I n m i d . 1 9 7 6 ' t h e f i r m i n s t a l l e d a W A T S t e i e p h o n e l i n e f o r m o s t s t a t e s
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west of the Mississippi to assist Ann with her customer contacts during the period

of her pregnancy. The couple anticipates using the telephone as a sales tool, but

Ann comments, "We've never really used the WATS line to sell as we could. It

has not yet become the selling tool that I think it eventually will."

During the early years of operation, profits have been used almost exclusively

to build inventory. In fact, Ann states, "Most of our assets are tied up in inventory,

which I feel is not about to go bad. I believe in having a good inventory in the

warehouse whether you pay for it or not. Most of the people we work with will give

us short extensions on our payables with no problems."

Cumberland Crafts extends credit terms of 2110, net 30, and has had less

than on 5 percent uncollectable accounts receivable. Credit control is not a big

problem for repeat purchases. "We watch new retailers very closely, however,

because they are often starting on very shaky ground."

While the Stanfields extend prompt payment discounts to their customers,

they have their own philosophy concerning the taking of such discounts. "We

generally don't take advantage of early payment discounts because we like Cum-

berland Crafts to stay liquid. When we need cash in a hurry, as is frequently the

case, I like to have it. Right now we see our liquidity as mole important than dis-

counts. Anyway, most creditors really give us sixty days before complaining, so

this is an additional reason not to take discounts. We've established a good leputa-

tion with creditors so that they believe us when we say we can and will pay them

back. We've had only one company ever cut off our credit." The cost of capital for

both of the operations is approximately 9 percent, which the Stanfields view as

quite reasonable for their region.
Neither Craft Village nor Cumberland Crafts operates on any type of budget

system. The lack of budgetary controls is explained by Ann: "We have tried doing

budgeting but haven't had much success. Dick and I complement one another,

because he's very conservative with financing and I'm very liberal. It'Il be hard for

us to budget much for at least another year until we can get a better grip on our

sales and be able to better predict our overall operational picture. We do have a

very close budget on our advertising, however. I don't think budgeting has been a

bad problem for us, because we haven't had a cancerous kind of overgrowth. We've

been able to control thinss."

Analvs is :  Evaluatc Cumber land's  f i r rancia l  heal th and per formance t rack record.

Operations

Cumberland Crafts now occupies 10,000 square feet in office and warehouse space

with another 5,000 becoming available in the near future. Howevet, Dick Stanfield

estimates that, "This additional room will provide us with adequate space for
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probably no more than another year-then we'll have to move again." He com-

rnents further that, "Our present physical layout could be a lot better than it is.

The facilities we have are adequate or just barely so. For instance, we need more

office space and we could really use some additional classroom space. We're cur-

rently in the process of rearranging shelves and trying to make more efficient use

of our warehouse. We may soon reach the point where we'll have to quit buying

some items due to inadequate space. We now have a lot of clutter in the aisles

which we're slowly doing away with. Over the next five to eight years, Cumberland

crafts wil l need in the neighborhood of 25,000 square feet of space, and I don't

really know how much manufacturing capability. Demand is so dynamic."

The new manufacturing project is also putting demand on the already critical

floor space. Equipment for manufacturing silk flowers has been ordered, including

one press and tools for six varieties of flowers. Dick explains, "The manufacturing

process is relatively simple, involving a clicker and dye. We were very fortunate

recently to find someone here in town who has a clicker for cutting silk and is

willing to subcontract this phase of making silk flowers. To have purchased our

own clicker would have cost us $6,000. We'll buy the dies." He estimates the initial

set-up cost for manufacturing to be in the neighborhood of $10,000. 
"we ate

essentially ready to set the equipment in today."

By the Stanfield's own admission, inventory control is one of the biggest

problems that cumberland faces. According to Dick, "Someone knows where

certain items are kept, but not everyone knows where every item is. We sometimes

waste time searching for inventory hidden in the warehouse. We've got to control

this better to prevent cancerous growth.
.,one of our inventory difficulties stems from the fact that today a gleat

number of craft retailers are specialists who purchase large amounts of just one or

two big-demand items. For example, there currently are numerous macrame shops

that carry many macrame products but nothing else. This means that we have to

greatly overstock certain items."
Another problem pointed out by Dick is that, "Many people in the craft

industry are inclined to go in too many directions at the same time, ourselves in-

cluded. Consequently, we currently are trying to get grips on what we have already

started and to control our inventory growth better. We want to reach the point

where we have a place to put every item in inventory and exert closer control over

each item. Only in this way can we give our customers the kind of service they need

with as few errors as possible.
..In the area of inventory control and sales, we have one big advantage over a

clothing company or some other kind of business that caters to customers with

changing tastes. we can have our designer come up with a new use for the item.
,,weeding out items from our wholesaling inventory is no easy matter. we

don't have a cut-and-dried method for this. The only way we've had to do it so far

is to go out into the warehouse to see if something has obviously been sitting there

too long. We're in the process of working up some data cards on inventoried items

to help with control. However, 35-45 percent of our inventory items are staples
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always in strong demand, such as glues, spray paint, instructionbooks, ielt, chenil le,
etc .

"My answer to our ever-growing inventory control problem is to go to a
small computer. We're slowly getting our inventory system on a special by-card
setup designed to help us keep track of the inventory. We would like to take our
control system to the point where someone could be hired to fulfull this function
on a full-time basis."

Analys is :  Should inventory contro l  be a top pr ior i ty  pro ject  for  the Stanf ie lds?

How would a smal l  computer  be benef ic ia l? Do you feel  the purchase of  a com-
puter  would be cost  just i f ied?
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the millionaire

11

Suppose you were given one million dollars to invest anyway you wanted. It could
come as an unexpected inheritance from a distant relative, or from holding a lucky
lottery ticket in Atlantic City, or from Howard Hughes'wil l. The source is really of
no consequence.

Just assume you have $1,000,000 in l iquid funds. It 's all yours, no strings
attached. What wil l you do with it? Be as specific as you can.

Analys is :  What  does your  mi l l ion-dol lar  spending spree say about  your  (1)  per-
sonal i ty ;  (2)  entrepreneur ia l  inc l inat ions;  (3)  personal  needs;  (4)  l i festy le?

Suppose you received the mi l l ion dol lars but  were expected by a board of  t rustees
to maximize your  return on i t  over  a 36-month per iod.  What  would you do to
maximize ROI? Again,  be speci f ic .
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Polymar Manufacturing, headquartered in Syracuse, New York, manufactures and

distributes specialty chemicals for industrial machinists and engineers. Although
a healthy company with a creditable performance track-record, Polymar has ex-
perienced forecasting and planning difficulties in recent years stemming from mar-
ket instability and burgeoning foreign competition.

Polymar's president, Dwight Elkins, elaborates: "We at Polymar have always
prided ourselves on our ability to forecast market demand accurately and to filter

this down to our manufacturing process. Even though we're not a big company
with a specialized planning staff. we do our best to stay in close touch with our
specialty chemicals market. Lately, the entire chemical industry has been so un'
stable that our planning has suffered.

"Our main problem lies with knowing what information should go into the
planning process what to leave in and what to leave out. Polymar's planning sys-

tem consists of nine interlocking steps which complement one other. By that I

mean that each stage in planning grows out of the previous one and merges into the

next stage. This means that each planning stage has certain inputs and outputs.
"For example, when we hit the third stage of forecasting, we consider such

inputs as the state of the economy, cost of capital, foreign imports, the inflation
rate, and so on. Forecasting outputs include such things as identifying business

opportunities and threats, and contingency plans.
"I am currently engaged in a dialogue with my production and sales VPs

concerning planning inputs and outputs. With an unstable, competitive environ-
ment, we need to sharpen and clarify our understanding of what goes into and

8I
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comes out of each planning stage. Only in this way can we go about improving our
overall planning capability. How can any company hope to plan well if it doesn't
fully understand exactly what inputs and outputs are involved?"

Analys is :  Using Exhib i t  12-1,  l is t  the inputs needed to execute each stage of
Polymar 's  p lanning cyc le and the resul t ing outputs.  Inputs to each stage consist
of  in format ion and manager ia l  act ion requi red for  successfu l  implementat ion.
Outputs consist  of  in format ion and act ion which wi l l  log ical ly  resul t  f rom suc-
cessful implementation. In many instances, the outputs of one stage serve as
inputs to the next .  Pay par t icu lar  at tent ion to real ism. That  is ,  consider  inputs
and outputs in  l ight  of  smal ler  company l imi tat ions and constra ints .

Can you suggest  any improvements in  Polymar 's  p lanning f ramework?

EXHtE tT  12 - l

POLYMAR'S  PLANNING SYSTEM

Stages

Planning commitment

Organizing for planning

Forecasting

Formu lation of competitive strategy

Goal formulation

Resource allocation

Plan t iming

Plan implementation

Plan steering and control
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Marie Tarvin Garland, president of Sun City Delivery, Inc., an El Paso, Texas multi-

faceted commercial delivery service, was named Runner-up National Small Business
Person for l9l1 by the U.S. Small Business Administration. Earlier she had been
honored as Texas Small Business Person of the Year.

Prior to starting her business, Ms. Tarvin was a student at the University of

Texas at El Paso where she pursued a Bachelor of Science degree in Electrical
Engineering. Previously she had worked in the restaurant business and had been a
scholarship student at New Mexico State University in Las Cruces.

Marie, tell us how you became an entrepreneur.

I was going to college in El Paso, majoring in electrical engineering, but found
it difficult to make ends meet. I took a job at a local bar serving beer and wine as a
way of making extra money. One day the owner of the bar approached me and
asked if I would like to become a bookkeeper for his operations. I reacted with
surprise saying, "A bookkeeper? You've got to be out of your mind. I may be a

mathematician but I'm no bookkeeper. I don't know anything about accounting."
But my boss persisted and brought in a CPA to show me the basic procedures

of bookkeeping. I found it really wasn't all that complicated. So during the day I
went to class, and then from four in the afternoon until midnight I worked for the
bar doing a variety of assignments including the bookkeeping.

It occurred to me one day that perhaps I had chosen the wrong major. I
enjoyed engineering because of the technical demands involved, but I realized that
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I was cut-out for working with people. I just couldn't visualize wearing a white coat
all my life or being locked up in some laboratory with eighteen electronic machines
with no one around to talk to or to interact with. I had already had some exposure
to this kind of work in a co-op program with Schellenger Laboratories at the
university. I did computer programming for them and other technical jobs. A1-
though I enjoyed it, it was clear to me that I wanted to be out in the so-called real
world mixing it up with people every day.

Analys is :  Can only ext rover ted personal i t ies become successfu l  entrepreneurs?
What entrepreneur ia l  opportuni t ies are avai lable to indiv iduals having a technical
or ientat ion,  such as engineer ing,  chemist ry ,  or  computer  sc iences?

It just so happened that I recently had started taking flying lcssons to get my
pilot's l icense. A group of us prospective pilots would meet at one of the local
clubs near the El Paso airport occasionally, and we'd shoot the breeze. One day I
happened to be talking to a man who heard that the airfreight contractor who was
working for Continental Airlines in El Paso was putting his business up for sale.
This seemed to be an interesting kind of business to me, I guess because of it 's
connection with flying. I happened to know a person, named Gary, who had some
spare money and was in the process of looking for an investment.

I looked Gary up and told him what I had heard about the airfreight con-
tractor going out of business. He seemed pretty interested and said that he would
put up the money if I would handle the management end of the thing. So Gary and
I put together what we thought was a fairly attractive package and I went down to
the contractor and made him a presentation. I think we offered him about $50,000
for his business. He asked for twice that amount and also wanted to retain 20 per-
cent ownership. I told him in so many words that his counter offer was absurd.
After all, his company did not have a good reputation in town, they had no fi l ing
system, no record keeping-it was really wild. He got defensive about the whole
thing and said that he was not going to sell out at my offer. I told him for $100,000
I could start up an operation that would put him in the shade. Well, I must have
gotten to his ego because he dared me to even try opening up a business l ike his. He
told me that he'd run me out of town.

His challenge was the best thing that had happened to me in a number of
years. I went back to Gary and said that I had decided to open up a freight business
to give him some competit ion instead of buying him out. I negotiated a deal with
Gary where I would work out of a corner of his office, paying him $50 a month
rent. I had a phone hooked up, borrowed some money to buy a used van, and I
was in business.



Tell us about your initial experience in business.

My very first challenge was to get one client that I could start with. I went to
a clothing shop where I had bought my clothes for years and asked them if I could
make some of their deliveries. I got the job, and for the first two weeks I remember
the business grossed something l ike $54.75. Nevertheless, I incorporated the busi-
ness call ing it Sun City Delivery. Another clothing retailer and a jewelry store
signed on at the end of that two week period.

Finding additional customers proved to be a very elusive challenge, so about a
month after I started up I got the idea of talking to the phone company about
making some of their deliveries. The phone company had been delivering their new
installations via taxicab, which obviously was a very inefficient and expensive
means. I contacted a phone installer that I happened to know and did a l itt le re-
search on how long it took the taxi to deliver a phone. It quickly became apparent
to me that I could save the phone contpany quite a bit of money by handling their
delivery service.

I got gutsy and decided to call up Mountain Bell and discuss the possibil i t ies
of providing deliveries for them. I contacted a Mr. Chrysler and asked for an ap-
pointment to go over my proposition. To my surprise, he said, "Can you be in my
office tomorrow at 2:00?"

I quickly said "Yes sir;you bet I '11 be there." I f igured that I was going to get
some kind of a courtesy meeting and a firm "thanks but no thanks" from them.

The next day I walked into Mr. Chrysler's office and there were about six
people in the room. They had the warehouse on a conference call and everyone was
looking at a big map of the city. I suddenly realized that Mountain Bell was very
serious about my proposal, so I made my pitch. Every now and then, they would
interrupt and check out my facts with the warehouse to verify the research I had
done. As it turned out, they were impressed with my planning and made me a con-
ditional offer. I was given a ninety-day trial period to show Mountain Bell what I
could do with half the city. I was ready.

I started out making the deliveries in a Cadillac, which was the only car I
had besides the used van. Before long I found the need to enlist the help of my
father's old Plymouth, and I even got my sister to help us out occasionally with a
litt le Pontiac she bought to go to school in. This was my corporate fleet, if you can
believe it l Before long though things got going better, so I purchased another van
and had two-way radios put in.

Analys is :  Do you th ink being a woman helped or  h indered Mar ie in  her  ear ly
busi  ness exper iences?

Did you make any money from the Mountain Bell deal, or were you just
trying to establish your name in the El Paso area?
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The Mountain Bell contract was the best thing that could have happened
to Sun City Delivery-it put us on the map. It created cash flow and sales volume
that allowed us to purchase additional vehicles and begin to consider other kinds
of deliveries besides phones. It also gave us the prestige of being able to say that
we had a contract with Mountain Bell.

Our local reputation really began to develop in the four to five years that
we did business with Bell. They finally got smart enough to equip some of their
own vehicles and handle their own delivery service. I was very proud that our
company paved the way for them.

What happened to that guy who threatened to run you out of business?

He went bankrupt eighteen months later. He definitely should have sold his
business, but I guess I 'm glad now that he didn't accept my offer. I 'm not sure
I had enough experience or financial capability to have pulled the business through.
At that timd I really didn't know much about trucking or the airfreight business.
All I really knew was bookkeeping and some engineering concepts. But the exper-
ience I got working with Mountain Bell, and other small jobs, prepared me to ex-
pand Sun City Delivery and to branch out in new directions.

Analys is :  How can a smal l -business owner know when he or  she is  real ly  ready and
capable of  tak ing on the new chal lenges and responsib i l i t ies which come f rom

expansion ?

Tell us about some of this expansion after the phone company experience.

Things got to be a little slow even with the phone company. We still didn't

have enough business to support the company and me. As a matter of fact, I was

forced to lease operate a bar which I promoted on nights and weekends while

running Sun City during the day. One evening, my answering service said that a

man's secretary had called and that he was on a flight to El Paso to talk with me

about a new freight delivery contract.
Later that evening this man walked into the bar wearing a suit. The cocktail

waitresses and the bartenders froze, because this was a neighborhood-type bar and,
whenever someone came in wearing a suit, he was immediately suspected of being

on the Alcoholic Beverage Commission. When I saw the guy, I thought it was a

raid. I almost passed out! But then he showed his card and I saw that he was from

the Air Borne Freight Corporation. I was flabbergasted!
At that time Emery Airfreight was number one in the business and Air Borne

was no less than number two. I spent the evening talking with the man and was
thrilled to find out that he was interested in contracting with Sun City to do Air

Borne's delivery in the El Paso area.
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The next morning we met at my office and worked over the prices and
details of the relationship. As I recall, I drove a pretty good bargain with him, so
that he added 25 cents to each shipment beyond his original offer. We were in
business.

Did this new contract with Air Borne Freight have a large impact on your
volume?

You better believe it; it was one heck of a deal. I really felt complimented for
a major airfreight forwarder to seek me out to take on the airfreight business when
I really didn't have much experience in this area. I guess it was Sun City's excellent
reputation that made the difference.

Then imagine my surprise a month or so later when I got another telephone
call. This one was from a representative of the number one company, Emery. He
told me over the phone, "We're bigger than Air Borne and we can give you more
volume work. I'll be out in El Paso next week and will come by to see you and dis-
cuss our mutual interests." He did, spending two days with us checking with our
clients, suppliers, and bankers.

About six months passed and I didn't hear from him further, so I pretty
much forgot about the whole deal. Then one day out of the blue, he called me on
the phone and said, "Are you ready to sign a contract?"

They made arrangements to fly me out to Dallas to negotiate with them.
When I got there, they showed me their whole operation, even allowing me to
watch a freighter load and unload. We signed a contract, and to my utter disbelief
Sun City had the two biggest carriers for customers. This was in February of l91l .

With this incredible success, suddenly there came another big opportunity
that just fell into our lap.

Analysis: What are the advantages and disadvantages of tying a small busineSs to
large company c l ients?

What was that, Marie?

It started when I received a call from a friend at Emery. He mentioned to me
that I shouldn't become overly dependent on one or two accounts. I asked him
what he had in mind. He told me that I should give some serious consideration to
dealing with some of the airlines in El Paso and making deliveries for them as well.
This would be a major new source of revenue and spread our risk.

It sounded highly attractive and promising, of course, but Sun City was
nowhere near big enough to handle the volume of business that the airlines offered.
Besides, there was already another local company, Airfreight Services, that had
been doing an awful lot of contract work for the major airlines.
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I got to thinking about Jeff Niemon, who owned Airfreight. Jeff was having

a lot of management problems, and I felt I could add a whole lot to his operation.

So naturally the thought of a merger quickly came to mind. The airline opportunity

was certainly worth initiating merger discussions.
I contacted Jeff and told him, "Look, the one thing that my company has

figured out how to do is make money in the freight business. You and I pretty well

have the town split in half. I think I can add a whole lot to the management of your

company and that it would be very much in your best interest to discuss merger

with me."
Jeff thought about it awhile and about three weeks later contacted me at

home on a Sunday. He said, "Marie, I don't really know that much about running

the freight end of the airline business, so maybe we should talk about a merger."

Sensing an opportunity to become more aggressive, I told him, "You know,

I have decided that I really don't need your money. I'm confident I can get into the

airline business without even merging with you. Would you like to talk about

selling out instead of merging?"
Jeff hesitated but finally said, "Yes, I think we may have something to talk

about."
So we began the negotiations that would put Sun City into another big, new

area of business.
The negotiations turned into a protracted legal battle that went on for about

four-and-a-half months. The problem had to do with the terms he demanded.

Tell us about the details of your negotiations.

The problem all centered around an SBA loan. Jeff had a loan with them and

explained that he had an offer to sell out. The SBA said, "Fine. If the bank goes

along with it, we'l l go along with it." Jeffs bank was agreeable to the deal, but

after a few more weeks the SBA for some leason began to get cold feet. They told

Jeff that if he sold out, they were not going to allow him to pass on the note to

Sun City.
Well, that fouled up his personal P & L, because the loan gave him a con-

tingent l iabil i ty of $19,000. Jeff tried to blame it on us by saying: "If Sun City

were financially stronger, the SBA would let you take over the loan."

He finally wound up wanting some small amount of money-$75 or $150

a month until the SBA loan was paid off. This was to compensate him for the

contingent liability he had to carry on his personal P & L. I was tired of all the legal

hassling and was seriously considering his terms.
But the troubles weren't really over because my CPA said, "Marie, I don't

think you're really comfortable about buying this company." I told him that he

had it figured right, because I still had doubts about buying Jeffs balance sheet.

I really wanted nothing to do with his balance sheet because I suspected that it

contained a lot of undisclosed liabilities that would be haunting us for years to

come.
Jeff heard about my cold feet and called me up and said, "Come on, let's

have one more meeting. We can work this out."
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Analys is :  should sun c i ty  buy out  Ai r f re ight  Serv ices? what  is  Ai r f re ight  worth?

l f  Mar ie commits to a buy out ,  what  terms should she of fer?

EXHIB IT  13 -1

Sun Ci ty  Del iverY,  Inc.

BALANCE SHEET

January  31 ,1974

Assets

Current Assets
PettY cash
Accounts receivable
EmploYee advance

Prepaid exPenses

Total current assets

Fixed Assets
Autos and trucks
Furniture and equiPment

Less accumulated dePreciat ion

Other Assets
Covenant not to compete

Goodwil l

$  50 .00
r  0 ,250 .3  9

42.00
|  ,224.99

20 ,365 .05
to,204.67

30,569.'12
13,220.4r

3  25 .00
900.00

$ 1 1 , 5 6 7 . 3 8

t7 ,349 .31

1 , 2 2 5 . 0 0

$ 3 0 , 1 4 1  . 6 9TOTAL ASSETS

Liabilities

Current Liabilities
Bank overdraft
Accounts PaYable
Notes payable-due within one year (Scheduled)

Loans PaYable-stockholder
Accrued taxes and expenses

Total Current Liabilities

Stockholders' Equity

Capital-1,000 shares, $100 par value authorized

21 shares issued and outstanding

Paid-in surPlus
Retained earnings

TOTAL

$  1 s 6 . 0 0
2, '780.07

I  1 ,3  98 .80
I ,998 .00
1 ,295 .68

$  2 ,100 .00
1 6 , 4 5 5 . 0 0
(6 ,041 .86 )

$ 1 7 , 6 2 8 . 5 s

12 ,513 .14

$ 3  0 , 1 4 1 . 6  9
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Sun Ci ty  Del ivery,  lnc.

INCOME STATEMENT

s ix  mon ths  ended  Janua ry  31 ,1974

Gross Income
Less freight forwardings

Gross Profit
Operating Expenses

Advertising and promotion

Bad debt expense
Bank service charges
Claims and losses
Depreciat ion
Gas and oil
Insurance
Interest
Lease equipment
Legal and accounting
Miscel laneous
Off ice expense
Rent and uti l i t ies
Salaries-officers
Subcontracts
Taxes and l icenses
Taxes payroll
Telephone
Travel and entertainment
Truck and auto-repair and maintenance

Operating Profi t  ( loss)

Other Income
(Loss) on sale of assets

Net Income

Earnings per Share (2 I shares issued and
outstanding)

$9s ,849 .06
29 ,514 .14

$  459 .60
300.00

28.57
472 .35

4,351.73
4 , 4 1 5 . 1 8
2 ,776 .81

683.2'.1
1,239.42

945 .05
461.45
8s4 .  I  6

2 ,427 .96
13,957 .62
t9 ,653 . '14

166.7',|
s20.48

| ,939.42
2,303.2'l

677 .20
5,7 53.34

(467.4r)

$66,334.82

64,387.29
s  1 , 9 4 7 . 5 3

(467.4r)
q_rylgJ2

$ 70.48
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Air  Fre ight  Serv ices,  Inc.

INCOME STATEMENT

for  the year  ended December 31,1914

Gross Income
Less freieht forwarding

Gross Profit
Operating Expenses

Advertising and promotion

Claims and losses
Salaries
Depreciat ion
Gas and oil
Insurance
Interest
Lease equipment
Legal and accounting
Licenses and taxes
Taxes-payrol l
Telephone
Repair and maintenance

NET INCOME

$  236 .00
2 1 0 . 0 0

42349 .00
200 .00

4,7 00.00
2 ,7  50 .00

800.00
200.00

1 ,600 .00
I  , 100 .00
4,200.00
2 ,200 .00
8 ,3  00 .00

$ l0 1 ,600.00
32,400.00

$  69 ,200 .00

68 .845 .00

s  3 5 5 . 0 0



EXH IB  IT  13 .4

Air  Fre ight  Serv ices,  Inc.

BALANCE SHEET

January  31 ,1974

Assets

Current Assets:
Cash
Accounts receivable
Prepaid expenses
Notes receivable from employees

Total Current Assets
Fixed Assets

Autos and trucks
Furniture and equrpment

Less accumulated depreciat ion

Other Assets
Goodwil l

TOTAL ASSETS

$  l , s 0 0 . 0 0
14,069.00

I  , 03  1 .00
1 ,000 .00

4,200.00
1 ,800 .00

6,000.00
2 ,030 .00

$  17 ,600 .00

3,970.00

1,s00.00
$ 23 ,070.00

Liabil it ies and Stockholder's Equitv

Current Liabi l i t ies:
Accounts payable $ 60.00
Taxes  payab le  210.00
Notes payable to SBA (current

Por t ion)  1 ,500.00
Accounts  payab le  to  s tockho lders  3 ,000.00  $  4 ,770.00

Long-term Debt
Notes payable to SBA (non-current

portion) 1l4gjg
Total Liabi l i t ies 522,210.00

Stockholder's Equity
Capitai stock 6,000.00
Reta ined earn ing  (5 ,200.00)

Total Stockholder's Equity 800.00

TOTAL L IABIL IT IES AND
STOCKHOLDER'S EQUTTY $23,070.0q
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In July 1980, H. J. Ridley, Sr., owner of the Big SkyWestern Store in Rawlins'

Wyoming, was wondering how he could use data processing techniques and other

modern methods of operation to achieve better control and greater profit in his

business. He was especially interested in two areas: (1) controll ing inventory which

had grown from $94,000 to $207,000 in one year; and (2) having available for his

customers the most demanded sizes of hand-made boots in quantity.

Competit ive Environment

ln the Northwest many people own horses and usually wear western clothes,

especially boots and western dress-pants or jeans. The Big Sky Western Store is

located in a part of Wyoming where a great deal of the social activity calls for

dressing in western styles. Horse shows are held from early May to late October at

all of the small, surrounding communities and even in many of the more metro-

politan ones.
Law-enforcement agencies are also outlets for western wear. Most of the

law officers from the local deputy through the Wyoming Highway Patrol wear

boots and western dress-pants similar to those sold by Big Sky. In close proximity

is a large university oriented toward agriculture whpre students still wear western

clothes as their standard dress. In addition, surrounding communities hold various

rodeos and fairs all through the spring, summer, and fall. These and the statewide
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rodeos and fairs combine to encourage everyone to wear western clothes. Even for
people who do not have horses and do not plan to attend rodeos, the informal
comfortableness of western clothes makes them attractive.

At present Big Sky has no appreciable local competition, although several
merchants in the region have begun similar stores. One vendor opened a store in a
town six miles away and stocked western merchandise thinking he would get the
overflow. Because his store did not attract business, he soon closed and sold much
of his merchandise to Big Sky at reduced prices. Twelve miles away another mer-
chant opened a similar store and immediately stocked it with much out-of-style
western wear. Currently he has an attractive, orderly store with quantities of mer-
chandise-but few customers.

One deterrent to competition is the difficulty of buying merchandise from
wholesalers. At present in the westetn-*eit line, especially in the jeans group. .
wholesalers are very reluctant to open a new retail account. Their standard reply is
that they may be able to talk to a prospective new customer "next year."

Still another roadblock to truly direct competition is the veqy l4rg9 ilr.yenLqry
carried by Big Sky. Most merchants who want to compete can hardly afford such a
substantial initial investment, as least until they know whether or not their store
will have customers.

Analys is :  What  s t rategy would you use to compete against  the Big Sky Western
Store? 

-  r

Overview of Retail Operations

Originally Big Sky was the usual general store in a small town, selling merchandise
typical of a rural community. The father of the present owner started Big Sky in
the 1920s. During the last ten years, under the guidance of the current owner, the
merchandise has become more and more "western flavored." In both 1978 and
7979 , the store grossed over a million dollars in revenues.

As the present owner recognized the increasing popularity of discount houses,
the store began to offer quality merchandise at very reasonable prices. Realizing
that people generally appreciate a bargain, Mr. Ridley offers only top quality
merchandise. No "seconds" are permitted in the store, although a favorite ploy
of competitors is to imply that the reason for Big Sky's lower prices is that the
merchandise is not first-class.

Current discounts on merchandise are appreciable, with many items being
sold nearly at cost. For example, a Tony Lama hand-made boot sold elsewhere for
$70 to $85, is retailed by Big Sky for $59.75. At the upper end of the boot price-
range, the genuine all igator boot sells aI$237.5O, compared with the $285 to $350
price typically asked by competitors.
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Word-of-mouth has been partly responsible for people realizing that Big Sky

is not the typical discount store ivhere only the most popular sizes are stocked.

Instead, the store offers much more variety in both styles and sizes than the usual
discount operation. One of the things of which Mr. Ridley is especially proud is

that he stocks boots to fit men in sizes from 6-D to I4-AAA and ladies in sizes
from 4-B to 9r/z-8. Children sizes are carried for all age categories, beginning with
one year.

Divided into two parts, Big Sky consists of a larger store housed in three
connected buildings and a smaller economy store two doors down the street. In
the larger store, only hand-made boots and Red Wing work boots are sold. Down
the street, children's boots and the less expensive boots for adults are sold.

Until the store started selling Tony Lama boots hand-made boots manu-
factured in El Paso, Texas-that brand was not widely known in the Northwest.
Now, primarily due to the number of people who purchase boots from Big Sky,
Tony Lama is one of the two most popular brands of hand-made boots in
Wyoming. Justin boots are also very big sellers at Big Sky. As a matter of fact, in
1979 the Justin boot salesman who called on the store was the top salesman of the
Justin line, principally as a result of the volume sold to Big Sky.

The appeal of true quality merchandise at a moderate price is strong enough
that people travel for many miles to purchase this western wear. On numerous

occasions, customers have flown in from Montana, Idaho, and the Dakotas. On
one recent Saturday, customers came from such distant and diverse places as
Laramie, Pocatello, Boise, Fargo, and even Denver.

Boots have been mailed to Australia, England, and North Africa. Brown and
Root construction men working on an off-shore rig off the coast of Africa regularly
use their intercontinental phone line to call for Red Wing working boots to be
mailed to them.

During the Christmas shopping season, crowds of customers can get so large
that the store doors actually have to be locked. At certain times of the day, new

customers are admitted to the store only as others leave. People have sometimes
waited in line for several hours, even during the cold or rain. Recently the owner
added a steel building, across the back of the three main buildings, as a comfortable
waiting area for eager shoppers.

In large measure, the success of Big Sky stems from the purchasing ability of
Mr. Ridley. He has the knack of acquiring merchandise at bargain prices, especially
since he orders in such large quantities. High merchandise volume and turnover
permit the unusually low prices. Traffic through the store is of such intensity that
one salesman remarked, "Even your mistakes sell when so many different people
come through."

Overall volume is substantially increased by outfitting numerous sheriffs
posses, riding clubs, and western bands. Many high school western-drill teams also
buy their boots from Big Sky.

Unlike discount stores, where most of the service consists of the clerks
"pointing" customers to the merchandise, Big Sky offers true service in fitting
boots. Originally boots were openly displayed on shelves to enable customers to
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browse through the boxes. As the business grew and the inventory increased, the
open-shelfmethod had to be abandoned for several reasons.

Customers would often put boots back in the wrong box or put a boot of one
kind and a boot of a different kind in the same box. The open display system also
lent itself to pilferage, especially on busy Saturdays when the crowds are so large.
The open-shelf arrangement also made it difficult for clerks to find the size or type
boot needed for a particular sale, since customers often moved boots from one
location to another.

Analys is :  Why is  a pr ice- intensive st rategy par t icu lar ly  appropr iate to the Big Sky
Western Store?

ldentify at least three other different retail ing situations where an aggressive pricing

strategy would prcbably not  succeed.  Expla in your  reasoning.

The Merchandise

In western wear, just as in other types of merchandise, styles prevail. Styles do not
change as quickly in the western field, but they are definite. Quite a variety of
merchandise is sold at the Big Sky Western Store. All brands and types of jeans, in
all fabrics from the favored blue denim to the recently added knits, are available.
Western pants in the fabrics worn by the real cattlemen and ranchers are also
stocked in many colors, materials, and sizes. Big Sky is unique in that it handles
shirts with extremely large neck sizes such as 18, 19, or 20;western dress-pants up
to size 50; and western suits up to size 52.The average merchant is reluctant to
stock such seldom-requested sizes.

Western hats (which are custom-steamed to the customer's favorite crease)
follow the seasonal demand, with straws for spring and summer and felts for fall
and winter. Again, low pricing prevails. For example, Bailey and Resistol Hats,
which retail for $25 to $l l0 at other stores, sell for $20 to $65 at Big Sky.

Various-priced western shirts of name-brand manufacturers, western jackets,

western-style suits, and western vests are carried. For men, Nunn-Bush shoes are
also available in several styles and colors. One part of the store handles staple items,
such as underwear, socks, towels, sheets, material for making women's dresses, and
hose.

Although numerous brands of boots in wide price ranges are sold, Big Sky's
two principal suppliers of boots are Tony Lama and Justin. For both of these
brands, Big Sky sells more boots than any other single store in Wyoming. The wide
variety of styles and sizes accounts for much of the volume. Very few retailers
stock a variety of either styles or sizes for immediate delivery. Oftentimes, com-
petitors require customers to order boots from the catalogue with a six-to-nine-
month waiting period, especially for the hard-to-fit sizes.
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The Justin company makes some styles and fabrics of boots especially for

Big Sky, such as an ostri;h boot, which is a top seller. Several patterns or styles

ttrat were originally created as special orders for Big Sky have now become part of

the regular lines of both Tony Lama and Justin'

Mr. Ridley categorizes the store's merchandise by approximate sales volume

as follows:

a

a

a

a

a

a

FIats

Jeans, pants, suits, shirts

Children's boots

Cheaper adult boots

Tony Lama, Justin, Red Wing boots

Miscellaneous

8%
20%
2%

r s %
48%

7Vo

lnventory Control Challenge

A recent study revealed $111,000 in inventory with about 50 percent consisting

of boots. Mr. Ridley feels that considerable investment in inventory can be reduced

by keeping only eight styles of Tony Lama and Justin boots in the most requested

slzes. WniG Mr. Ridley and the sales staff think they have an idea of which are

the more popular sizes, no true consensus exists about the eight best-selling styles'

Mr.Rid leyant ic ipatesseveralproblemsin implement inganyinventorycon.
trol system. Aside from the mundane problem of coding items for punched-card

use, the paramount problem centers around clerk resistance'

Should an unfamiliar punched-card method be implemented, resistance is sure

to appear if for no other reason than unfamiliarity of application. Most of the

clerks-have very l itt le understanding of a punched-card's pulpose. In Mr. Ridley's

opinion, they will be likely to resent anything that appears to make the sale more

time-consuming, especially since their commissions derive from gross sales.

Boot lnventorY-Coding ProPosals

Several ideas are under examination for identifying and coding the biggest-selling

styles and sizes. For example, the Tony Lama company now puts a reorder card in

the bottom of each boot box. These are not punched cards, but they do contain

all pertinent information about the particular pair of boots. These cards are often

losi as a pair of boots may be shown many times before sold. Clerks are aware of

the cards but typically attach little importance to them. The owner believes that

Justin will place a similar card in each box upon request'

Va r i ouswayso fu t i l i z i ngapunchedca rda rebe ingcons ide red . I f t heca rd i s
placed inside the box it can easily be lost. If it is attached to the boot' it may pos-

,ibly int.rfrre with the fitting. Even stapled on the boot box, the card might get

lost.
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Aninexpens ive ,p las t i cho lder fo rpunchedcards isa lsoundercons idera t ion .

The holder can be attached to the front of the box much as price tags are attached

to items. The identifying card would fit in the holder and could be easily removed

at the time of sale. fne"p'oposea card would contain the style number' the com-

pany name both coded and in full, and the size of the boot in code and in full'

C o d e s w o u l c l b e d e s i g n e d f o r q u i c k c o m p u t e l u t i l i z a t i o n , w h i l e t h e p r i n t e d n a m e

a n d s i z e w o u l d b e n e f i t t h e s a l e s c l e r k . o n t h e s u r f a c e , t h i s i n f o r m a t i o n s e e m s s u f .

ficient for present inventorycontrol needs'

Summarized betow is additional, miscellaneous information about the boot-

inventory system and accompanying coding proposals'

l . B o t h T o n y L a m a a n d J u s t i n b o o t s c o m e i n t h e f o l l o w i n g c o l o r s : c h o c o l a t e
brown, brown, tun, , ,rntun, benedict ine tan' bone' sorrel '  bay' black' ol ive' and tree

b a r k . S i n c e e l e v e n c o l o r s a r e i n c l u d e d , t w o c a r d - c o l u m n s w o u l d b e n e e d e d f o r t h e
color code.

2. Two general classes of western boots exist: those for men and those for

women.Wi thon ly twoc lass i f i ca t ions ,onecard-co lumncou ldhand le th is in fo rma-
t ion.

3. Sizes for men range from 6-D to 14-AAA' and for women fro-m 4-B to9lz-B'

T h r e e c a r d + o l u m n s w o u l d t h u s b e n e c e s s a r y f o r t h e s i z e , w i t h a . . 5 ' ' b e i n g u s e d t o
i n d i c a t e t h e " / 2 " - N u m e r i c a l c o d i n g p r o b a b l y s h o u l d b e u s e d f o r t h e w i d t h s ' w i t h
one card-column being adequate'

4. The three boot brands (Tony Lama, Justin'  and Red Wing) could be coded

w i t h o n e c o l u m n o n t h e p u n c h c a r d . E v e n i f l o w e r - p r i c e b o o t s a r e a d d e d l a t e r , o n e
co lumnwoulds t i l l beadequate ,becausethereareon ly fouro therbootsupp l ie rs '

5 . R e d W i n g , s c l a s s i f i c a t i o n s c h e m e w o u l d b e e a s i e r t o c o d e , s i n c e t h e r e a r e o n l y
nine styles, in sizes 6-16. These styles and their descript ions are:

a. 1l '77 _.ot1.-treated work boot, sl ip on

b. I  155-oi l- treated sl iP on

c. l l22-crePe-sole work boot

d. I  199 -rough-out leather work boot

e .  967-c l imb ing  boot  w i th  12"  toP

f .  617 -c l imb ing  boot  w i th  16"  toP

g. 214-unl ined, shel l-hide, lace-up hunting boot

h. 812-lace-up, mock toe, insulated hunting boot

i .  976-safety steel,  wing-toe boot

The actual style number could be punched on the card, taking only four columns'

6 . P r e s e n t l y . l . o n y L a m a p u t s a n i d e n t i f i c a t i o n c a r d i n e a c h b o x , w i t h t h e s i z e
and the pertinent information about that boot style. Mr. Ridley thinks the Justin

Company wil l  include a card i f  requested to do so'

7. Justin has a stock number for each boot style, with the number beingunique

for a part icular pattern, color, toe, top, and heel '  I f  the same style boot is sold in

another color, Justin gives that boot a different number' When a boot is modified

in any way, such as a different type sole, a letter is placed in front of the original



s t o c k n u m b e l t o d e s l g n a t e t h e S t y l e c h a n g e . A n e x a m p l e o f J u s t i n ' s m e t h o d i s a s
fol lows:

a . 1 5 3 6 - m u l e - h i d e b o o t , w i t h s p u r r i d g e o n b a c k , s a d d l e - s t i t c h e d t o p , r o u n d
heel, leather toe, f lat heel

b . 4 6 0 1 - t h e s a m e b o o t d e s c r i b e d a b o v e b u t w i t h a h y p e l o n s o l e
c 2 3 4 5 - c h o c o l a t e - b r o w n b o o t w i t h a l 2 - i n c h t o p , n a f r o w , r o u n d t o e , c a l f

vamp with caribou algonquin plug on top of the foot

d. 52345 the same boot as above except 1 l- inch top

e. 5369-the same boot above in black

8. Both Tony Lama and Justin boots come in the fol lowing leathers: kangaroo,

c a l f , l i z a r d , a l l i g a t o r , s e a - t u r t l e , c a m e l , e l e p h a n t , a n d w a t e r b u f f a l o ' T w o c a r d -
columns would be necessary, because other exotic leathers may conceivably be used

in the future.

g . T o n y L a m a c a l f b o o t s c o u l d b e i d e n t i f i e d b y t h e s e n a m e s ' a l t h o u g h e a c h

,.pr.r. . , t ,  a grade of calf  leather: Kip, Kit ty Tan, Flambeau' or Calf '

10. A big problem is encountered with the Tony Lama boots' as their stock num-

b e r s d o n o t i d e n t i f y a u n i q u e b o o t . S i n c e t h e T o n y L a m a s t o c k n u m b e r c a n m e a n
m a n y t h i n g s , t h e c o d i n g p l o c e s s i s c o m p l i c a t e d s o m e w h a t . T h e p r o b l e m c a n b e s t
be assessed by analyzing a schematic on the front of a Tony Lama boot box:

Big Sky lilestern Store

TOE HEEL HEIGHT SIZE LEATHER & COLOR

R 3 12" 490 Alligator Lizard
Peanut Britt le

STYLE
8030

TOP
500

Note that there is a place for the description of the top, heel' height' size' width'

type of leather, and color.
S t y l e 8 0 3 0 c o u l d h a v e v a r i a t i o n s o f a l l s e v e n o f t h e s e i t e m s , o r p o s s i b l e

combinations of these. In order to list correct information for the currettt in-

ventory, all seven of these items would have to be coded along with the style'

ih. To.ry Lama Company eventually hopes to have an identification number,

similar to Justin's, for eacrrunique style and to incorporate all seven of these fea-

tures in that style. That possibil i ty, though, is in the future. It appears that there is

no alternative solution flr the plesent other than to actually include all seven of

these i tems on the Punched card.

Analys is :  Design a computer  punch-card format  that  could serve as a prototype for

Big Sky 's  boot- inventory system. Concentrate on making your  card format

comp le te ,  l og i ca l ,  and  s imp le  t o  u t i l i ze '

Provide pragmat ic  guidel ines for  overcoming the res is tance of  sa les personnel  in

implement ing the new inventory-contro l  system'
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Lyle Wanamacher is majority shareholder and board chairman of Telguard Services,
a national leader in the electronics security industry.In the followingwide-ranging
interview, he discusses Telguard's competit ive strategy, growth evolution, and
future designs. Throughout the interview, Mr. Wanamacher highlights the entre-
preneurial spirit within Telguard and his own entrepreneurial management phi-
losophy.

Would you please give us an overview description of Telguard Services?

Telguard is a diversified electronics company offering a range of security
services for both the residential and commercial markets. I started the company in
l9l2 to market smoke-detector alarms and gradually expanded into a systems-
based, electronics security company. We offer a full array of security products and
services, including burglary alarms, visual-monitoring stations, and property watch.

Telguard stresses complete security systems in marketing, however. By this
I mean that we strive to provide our customers with security protection in all
areas simultaneously: f ire, burglary, vandalism, and so on. By no means are we a
single-product or single-service firm.

ln 1979, Telguard grossed over $23 mill ion in sales with 700 employees and
145,000 square feet of manufacturing facil i t ies. We have two plant locations, one
in Oakland and another in upper New York state.I personally control 86 percent of
company stock, with the remainder spread among twenty-one other stockholders.

100
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You know, in retrospect I never envisioned myself becoming the head of a
large manufacturing company. I had always felt that my calling was in the financial
community. Neither did I ever previously see myself getting into a hot growth-
industry like security services. But I have been an entrepreneur all of my life.
Even at age nine I was making spending money selling seeds. I feel entrepreneurial
management has had a lot to do with the rapid growth and success of Telguard.

Why do you say that, Lyle?

I feel the company has been more than a little innovative in some of its
marketing and manufacturing practices. For example, Telguard pioneered a unique
sales approach with smoke detectors, and we have carved out a distinctive niche in
the security industry.

Please explain your sales approach to us.

Up until 1915, all smoke detectors were sold through traditional retail
channels of distribution. At that point in Telguard's growth history, we simply
didn't have the financial clout to build a big brand-name for our smoke detector.
So I searched for some sort of a marketing edge to penetrate the market with.
Ironically enough, we found it via the Occupational and Safety Health Act. OSHA
was cursed by most corporations but not by us.

OSHA stipulates that all companies with at least a hundred employees must
periodically hold safety meetings. I saw my opportunity right there. I designed a
safety orientation program which corporations could hold in-house. Telguard would
become safety consultants to these companies.

We developed a ten-minute audio-visual slide presentation that focused on fire
safety. We put this on for a company free in exchange for allowing us to present
our smoke detector to employees immediately afterwards. For employees inter-
ested in obtaining a smoke detector for residential use we offered a discount plan
as a further incentive.

Before long corporations all across the country were clamoring for our pro-
gram. We would run safety meetings back-to-back in a given company from 8:30
in the morning until 5:00 in the afternoon. In some plants we even held meetings
all night long for the graveyard shifts. Some of the office towers had thirty or more
floors, like the Pennzoil building in Houston. We would spend weeks within the
same building going from floor to floor.

Fifty-two percent of employees ended up purchasing a smoke detector from
us. To show you what an extraordinary batting average that really is, consider that
the sales closing-ratio for the insurance industry is only 10 percent.

Over the five-year span from 1972 to 1976, we secured more than five
hundred corporate clients, almost all of which were in the Fortune 1000.rNe didn't
have to solicit them;they sought us out. We took some of the sting outof OSHA
for them. They cooperated with us because we reduced their workman's compensa-
tion and gave them a channel for providing good employee PR.
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Analys is :  Can you th ink of  addi t ional  examples of  how smal l  companies have
benefited from federal government legislation or policy?

Lyle, tell us some more about Telguard's sales organization and approach.

Currently we have around four hundred sales reps working the U.S. and
Mexico. They're one of the finest trained sales forces in the country. They work on
a referral basis only, rather than soliciting cold from door-to-door. The three basic
categories of professionals we rely on for the bulk of our referrals constitute the
key to our sales success. These three groups are insurance agents, glass installation
companies, and locksmiths.

Stop and reflect a moment. Who's the first person you call, after the police,
when you've been burglarized? Your insurance rep. Then you call a glass company
to repair the window where the burglar gained entry. Finally you call a locksmith
to install new locks or to change the old ones. Our sales people have all three bases
covered. We pay our contacts a generous finders fee for their efforts and thereby
cement a nice long-term business relationship with them.

You know, simplicity is truth's most becoming garb. In marketing Telguard's
products and services, we have never lost track of simplicity. We market peace of
mind.

How did Telguard respond when the smokedetector market matured so
quickly and prices began to drop?

Boy did they ever begin to drop! The same smoke alarm selling for $66.50
in 1975 under our corporate discount plan currently goes for $9.95 at any Sear's
store. This left no doubt in our minds that we were going to have to broaden our
product l ine, and quickly. ln 1971 ,137 companies sold smoke alarms. Today six
are left. That's what you call a shake-out!

We recognized the enormous potential of the security business in general and
again went niche-picking. Here was a $400 million market up for grabs. Our new
strategy was to expand into nonvolatile markets buffered against the cyclical ups-
and-downs of the economy.

We also wanted to pick a growth area technologically related to security
equipment which offered marketing carryover. Once again the answer was simple:
energy conservation and protection. Not only did we want to expand our tradi-
tional security services but we also wanted to offer companies and homeowners
protection against energy waste. With dramatic increases in energy costs, the need
for protection was obvious. This is where we want to stake our claim for the
remainder of the century.

With our sophisticated monitoring equipment and telemetry, we can see to it
that commercial and residential customers don't over air-condition or under-do
it. We can control air temperature, humidity levels, insulation levels, and so forth.
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Here's a growth market that is certainly a mandated national priority and which
will hardly run its course in just seven years!

Besides your own entrepreneurial drive and innovativeness, what is Telguard's
most important resource?

Unquestionably, our people. We have a truly outstanding and unique per-
sonnel force. For instance, Telguard has an R&D staff of fifteen highly productive
people. If one of our researchers has patented a product marketed by the company,
he realizes full royalties. Most corporations would make him sign a waiver, but we
don't. One of our people made $300,000 last year from royalties received.

I also l ike to surround myself with Ph.D.s as my vice presidents. Of course
this goes contrary to the common stereotype that academics are useless eggheads
who don't know how to make a buck. My staff is not only profit-minded but also
highly articulate, creative, and intellectually stimulating to work with.

Telguard also places great stock in the plant employees. They are highly
motivated and productive, largely because we employ teamwork and encourage
healthy competition between the various work crews. Even though we don't practice
paternalistic management, the company tries dil igently to recognize performers.

For example, at the end of each week the work team with the best weekly
performance record is presented with a large ten-footJong banner that is hung over
their work station for the following week. We recognize employee birthdays and
anniversaries by sending a red rose to their home or by bankrolling supervisors to
take them out to lunch. Most of the production people eat out only at inexpensive
fast-food places. When their supervisor takes them out to a decent restaurant, it
makes a lasting impression.

My motto is simple: forget your people and forget your productivity. Tel-
guard Services definitely recognizes that people are the building blocks of the com-
pany. We want everyone to behave as entrepreneurs.

Analys is :  What  do you th ink Ly le Wanamacher means when he says he wants a l l
Telguard employees to behave as entrepreneurs?

What can larger  companies do to promote an in ternal  entrepreneur ia l  sp i r i t  among
employees?

What are your future plans for Telguard Services?

We want to pursue acquisitions in our identified growth niche relating to
security and energy conservation. There's an awful lot of poorly run companies
limping along out there that I'd like to go after. As Telguard's sales continue to
grow from $13 mill ion to $50 mill ion and more, we're not going to be able toin-
vest all of our excess cash internally. Acquisitions will become vitally important.
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I also would like to step up my efforts in providing guidance to fledgling

entrepreneurs who need both capital and solid business guidance. I have no desire

to become a venture capitalist and suck the blood out of new ventules. Rather,

I get real satisfaction out of being able to lend a helping hand to struggling busi-

nesses.
I take a certain percent of the actix and then function sort of as chairman of

the board, questioning decisions, lending advice, and encouraging innovative

performance. Any time the entrepreneur is fed up with me, he can fire me and buy

back my ownership interest. I'm in it for the personal satisfaction,not themoney'

I'm rich enough alreadY.

Anlaysis :  What  general  guidel ines do you th ink Telguard should fo l low in making

future acquis i t ions? Do you feel  p lay ing the acquis i t ions "game" is  an entre-

preneur ia l  act iv i ty?

In what  ways could an inexper ienced entrepreneur benef i t  f rom the advice and

guidance of Lyle Wanamacher? Be specific in your answer.

In closing, Lyle, would you please describe your lifestyle for us?

I am basically a loner. I cherish my personal independence and freedom and

have a strong need to do things my own way. I like to expless my personality and

individuality through mY work.
I am driven by work. I have very little family life, even less social life. I have

tunnel vision because I am so strongly goal-directed. I guess I'm not a very inter-

esting person to be around because I'm so company-oriented. I have no hobbies to

speak of and few outside interests other than politics. My family suffers a greal

deal because I am an entrepreneur. I guess, in a way, I 'm a nut!

My day begins at 4:30 in the morning and I'm at the office by 5:45. For

the first fifteen minutes of each day, I plan my daily schedule by setting action

priorities. At 6:00 I go over the financial reports for the previous day'

From 6:30 to 7:00 I breakfast with my executive tearn. We discuss curlent

problems and priorit ies. Between 7:00 and 9:45 | meet pelsonally with depart-

ment heads. I spend the remainder of the morning troubleshooting operations

problems or getting involved with projects of one sort or another.

From 12:00 Io 12:3O I generally eat lunch with a business executive in

another firm, or with a politician. I try to expose myself to the outside world in

this way and gain exposure for Telguard. From 1:00 to l:30 every day I nap in

my office. After that I return phone calls for an hour or so. The remainder of the

afternoon is typically spent meeting with employees and managers from all through

the company to discuss both work-related and personal problems. I try to take

my open-door policy very seriously.
From 3:30 to 5:00 I study production repolts and cost f igures. I am home by
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5:30 to eat supper and visit with my family. I'm back at the office by 7:00 to work
on competit ive analysis unti l 10:00 or I l:00. I also catch up on my reading during
this time. I'm in bed about 1l:00 to midnight. My days are all busy but satisfying.
To be successful, you have to be willing to pay the price.

Analysis: ls effective time management a prerequisite to business success?

Would you personal ly  be wi l l ing to work as hard as Mr.  Wanamacher to achieve
great business success?

Do you feel  entrepreneurs can succeed on an 8:00 to 5:00 schedule?

EXHIB IT  15 -1

Telguard Serv ices

BALANCE SHEET

December  31 ,1919

Current Assets
Cash
Accounts receivable- trade
Inventory-at est imated cost

Property and Equipment

$  1 7 8 , 3 1 0
r,870,92s

817,323 $2 ,866,558

63 ,817
10 ,300

$ l ,3 93 ,404
317  ,27 '1  $1  ,07  6  , 127

$  1 , 3 5 0
5 ,082  $  6 ,432

u2!2]l

Sales and manufacturing equipment $1,3 19,287
Office furniture
Automobiles

Less accumulated depreciat ion

Other Assets
Lease deposits
Licenses

TOTAL ASSETS

Liabilities and Stockholders' Eouitv

Current Liabilities
Current maturi t ies of notes payable $ 88,500
Accounts payable- trade
Federal income taxes payable

Total Current Liabi l i t ies

'7 5r ,650
203,133

$  I  , 043 ,283



EXHIB IT  15 -1  Con t i nued

Long-term Debt
Noncurrent port ion of notes payable
Notespayable stockholder

$ 70 ,8s6
42,651

$  I  1 3 , 5 0 7

Stockholders' Equity

Capital stock
Contributed capital
Retained earnings

Total Stockholders' Equity

TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY

$ 6,000
100 ,000

2,686,32 ' l

$2 ,792 ,327

w!2'J'.1

EXHIB IT ' I  5 .2

Telguard Serv ices

I979  INCOME STATEMENT

Sales
Cost of Sales

Gross Profit
General and Administrat ive Expenses

Officers' salaries
Salesmens' salaries
Office salaries
Legal & professional services
Rent -off ice & manufacturing
Off ice expense
Telephone
Insurance
Payrol l  taxes
Advert ising & promotion
Postage expense
Freight expense
Travel & entertainment
Bad debts
Interest expense
Deprec ia t ion  expense
Equipment expense

Total Expense

Income before Federal Taxes
Federal Income Taxes

NET INCOME

s279 ,s60
I  53 ,900
14  8 ,3  00
47,920
5 7,000
3 1 , 8 0 0
2 3 , 5 s O
36 , r21

193,817
5  I  , 0 1 0
37 ,418
40,'t t7
s  1 ,820
2 5,000
I  1 ,800

3 r ,787

$23,33 7,000
20,903,000

$ 2,434,000

$  l , 246 ,853

$  1 , 1 8 7 , 1 4 7
s  593  ,7  6 l

$  s93 ,386

1 0 7
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Nolan Wolfe established Emergency Mobile Garage seventeen months ago in Daven-
port, Iowa. From his modified Chely van, Nolan operates a fairly complete
mechanic's shop equipped to troubleshoot auto and truck repairs, as well as other
miscellaneous repair problems.

Explains Nolan, "l go where the customer needs me-at home, at work, in a
parking lot, at the airport, or wherever. If someone has a car problem, they don't
have to tow it to a garage. They can give me a call, and most t imes I '11 be there
within thirty minutes. I am literally a mobile garage."

Approximately half of his calls come from people with stalled cars. This is
particularly true during Davenport's cold winter months, when radiators freeze up
and batteries run down. Wolfe is also regularly called upon at various times of the
year to fix lawn mowers, repair small appliances, and to overhaul air conditioners.

Wolfe would prefer to confine his services to motor vehicles, since this is
where his real expertise l ies, and where he can make the most money. However, in
the relatively brief t ime he has operated Emergency Mobile, he has not received
enough auto calls to permit specialization in this one area. Nolan explains, "I

have needed the other kinds of repair jobs to make a decent l iving."
Wolfe clearly recognizes the need to begin advertising his service in order to

expand his auto repair clientele. Thus far, he has relied solely on word-of-mouth for
promotion. At the insistence of his wife Adele, Nolan borrowed $5,000 from a
Davenport bank to use in promoting Emergency Mobile Garage.

"I was reluctant to make the loan," Wolfe admits, "but it 's obvious that the
business needs more exposure. There is definitely a strong demand for mobile

r08
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repairs, because my customers have been more than wil l ing to pay my $20 service
charge plus regular labor. When they call me, there often is an emergency, so money
is a secondary consideration.

"There's no doubt in my mind that Davenport wil l support my service well.
It 's just a matter of spreading the word. That's my problem. I don't really know
how to put the $5,000 to the best use. Running a business is all new to me. I
realize that $5,000 is not a lot of money, but it 's all I can afford right now. Besides,
I 'm not that big a business, so maybe I don't really need a larger sum.

"The only thing I do know is that I want Davenport to be aware of Emer-
gency Mobile. Once the word gets out,I 'm confident that the business wil l prosper."

Analys is :  Design a promot ional  s t rategy for  Emergency Mobi le  Garage that  would

make opt imum use of  Wol fe 's  $5,000.  Be speci f ic  in  your  recommendat ions.
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The Vessel Apparel Shop is a sole-proprietorship owned and operated by Edwin and
Susan Stockley. Located in the small rural farming community of Adairville, Ken-
tucky, the Apparel Shop carries a line of sports clothes and accessories for men and
women. Since taking over Vessel nirre months ago, the Stockleys have more than
doubled average weekly sales on their product line. The store currently stocks
approximately $15,000 in inventory of thirty well-known brands and labels. The
Stockleys, who are both in their mid-thirt ies and sti l l  attending college, employ one
part-time sales clerk to help with customer service.

The Stockleys paid $16.000 for the store, which included $6,000 of mer-
chandise inventory, and agreed to pay off the principal over ten years in annual
lump sum payments of $l,600. They presently rent the building from the previous

owner for $100 per month.
Ed Stockley has no prior experience in retail ing but has worked as a realtor

and manufacturer's sales representative. Ed currently holds several part-t ime posi-
tions in Adairvil le, including emergency medical technician and police-court justice

of the peace. Both he and his wife are finishing up their undergraduate degrees in
business administration at Western Kentucky University (located fifty-five miles to
the northeast in Bowling Green). Sue Stockley has had prior retailing experience as
a buyer for the Top Dollar General Store chain. She also worked for a county
attorney's office. The Stockleys have no children.

Ed Stockley fe€ls that the overall track record of the store over its thirteen
years of previous ownership was inconsistent. "I think the store had some good
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years and some bad years. Still, when I looked into the business before purchasing
it, I felt strongly that it could be doing better than it was. From talking with the
previous owner, I know that there were some unprofitable years, but I have no
idea when they were. One of the problems with the previous owners was that they
would get into and out of different lines, such as children's clothes, and lose
money."

Operational responsibilities at Vessel are divided up faitly equally between
Ed and his wife. Sue takes care of the merchandising activities, including buying,
inventory control, and displays. Ed concentrates more on the financial end of the
business, such as credit and bill-paying. Both the Stockleys wait on customers and
carry out maintenance duties on the physical facilities. Ed states, "The day-to-day
management of the store is played by ear. We certainly don't fight over who's
boss."

In discussing his goals for Vessel Apparel Shop, Ed Stockley comments, "As

far as the major goals my wife and I have discussed for the store, two broad alterna-
tives are seen: expanding by setting up a chain of clothing stores in the Western
Kentucky area or selling out, whenever the time is right. The real problem with
either goal is finding someone either to help us expand or to buy us out. Finding
motivated, capable people isn't easy."

Ed plans to continue with running Vessel Apparel upon his graduation from
college, but he doesn't know what he wants to be doing over the long-run. "I know
I want to continue as the town's medical technician and that I want to buy a new
house here in Adairvil le. However, I haven't really decided on a long-run goal,
except that we know we won't stay with just one store for any length of time.
We will either sell out or start a chain. We haven't been in business long enough to
finalize our long-range plans. I do know that once I get clear of school and my
term as judge runs out in four months, I'll have a lot more time for planning."

The Stockleys have not tried to formulate an overall competitive strategy.
Sue explains, "We don't have any competition-we're the only clothing store in
town." Beyond their long-range plan to expand or sell out, they have not worked
up any operations goals or policies. "Right now we pretty much try to make it
from day to day. We really don't know where we stand after just eight months of
operation. We are definitely open to suggestions from knowledgeable outsiders on
where to go with the business."

Sue Stockley goes to trade shows in Louisville and Lexington, Kentucky, as
well as Nashville, Tennessee, where she purchases the Vessel Shop's line of sports-
wear for men and women . She shops for age thirteen and up, maintaining a slightly
larger inventory for women than for men. Even with its limited inventory, Vessel
Apparel carries a fairly full line of sizes and age-group styles. According to Sue,
"We try to cater to mainstream fashions but definitely not youth-oriented fads.
Adairville is a rural farming community and people are fairly conservative. We do
carry quite a wide selection of inventory, even though carrying enough sizes is
difficult. We take care of most customers with no problems t\gugh."

Besides sportswear, Vessel handles a few jewelry and gift items, as well as
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belts, purses, wallets, and a few linens. "We don't carry watches because they are

too expensive to handle, and besides, the mark-up on watches isn't very good."

Under its previous management, Vessel catered largely to the fashion needs of

older women. The Stockleys decided to reverse this trend and to emphasize instead

more youthful fashions. According to Ed, "We want to keep our older trade but at

the same time pick up more younger people."

Ed stockley feels his store has difficulties marketing to older men. "one of

the problems we have with older men is that they often don't realize that we carry

what they're looking for. The younger trade know us better and they're profitable.

They'll come in and pay as much money for a pair of fancy jeans as they will for

dress slacks."
In the area of generating a marketing information system, the Stockleys have

found lack of time to be a real problem. "Sue and I have talked about doing some

sort of a marketing survey, but we really haven't had the time." The Stockleys

try to talk informally with customels in order to get a better idea of their needs,

and a list of customers purchasing gift items in the past has been kept. "we try to

make sure that we know the names of our better customers, but there are plenty

of $5 and $10 customers whose names we never have learned."

The Stockleys are uncertain which group of customers constitutes their most

profitable market, but they have observed quite an increase lately in the patronage

of teenagers. Ed estimates that "50 to 60 percent of the people who come in

usually buy something, but I'm not sure what our average sale per customer really

is. We probably get from fifteen to twenty people in a day."
In promoting Vessel Apparel, the Stockleys have relied primarily on word-

of-mouth local advertising. The store has experimented with advertising in a Russel-

ville, Kentucky newspaper and over that town's youth-oriented radio station, but

the Stockleys felt the results were lackluster. "Word-of-mouth is our best approach

to advertising. The other, more costly, means just don't appear to be that effective

in a small town like this."
Since taking over the store eight months ago, the Stockleys have seen sales

increase at a fairly steady rate. The Apparel Shop's sales began at a level of $500

per week and since that time have reached as high as $ I ,200 weekly. The unfortun-

ate lack of financial records for previous years of operation has made it all but

impossible for the Stockleys to identify the store's sales trends and seasonal fluctua-

tions. Despite sketchy information about Vessel's financial performance, however,

Ed Stockley perceives the store to be in satisfactory financial shape. Humorously

he explains, "I pretty well leave it to my accountant to tell me if we're about to

have any financial troubles. I've done business with that lady for about thirteen

years and have come to trust her advice and thinking. As long as she accepts my

check for her services, I figure the business must be okay. When she refuses to take

my check, then I '11 know the business is in trouble!"
Commenting further on sales performance, Stockley notes that sales peaked

in December, dropped sharply in January, and then resumed growth in February.
"We haven't had any week less than $500, however. This appears to be our break-
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even point as nearly as I can figure." Stockley feels confident that sales can con-

tinue 1o grow. .,I think the growth is there if we can just find a way to tap into it."

He projects that the store's weekly sales potential is at least $2p00 to $3'000.

Financial statements for Vessel Apparel have been drawn up only once since

the Stockleys assumed management. Ed Stockley explains that he has been too

busy with running the business thus far to study his accountant's reports' "Once

things settle down, I expect to review financial statements about every six weeks'"

Vessel Apparel has no outstanding receivables and has been granted a credit

line of $3,000 by the local bank. "Credit is no problem for us. We really can get

all we want from our banker. The problem is knowing if we can pay it back. Right

now, we're not sure enough of our cash-flow Situation to feel very confident about

borrowing. This is the biggest financial mattel woffying me now." stockley feels

occasional sixty-day notes from the bank are sufficient for handling financial needs

in the foreseeable future.
Stockley refers to inventory financing as his number one operational problem

and managerial headache. He points to cash flow dilemmas caused by having to

purchase large inventories of merchandise often far in advance of sales. Inventory

ordered at trade shows is shipped by the twenty-fifth of the month specified by the

Stockleys, with payment due by the twenty-fifth of the following month. If pay'

ment is made by the tenth of the followingmonth,a discount of 8 percent accrues

on all ladies' fashions. No such discounts are available on merchandise for men'

Stockley elaborates on his inventory purchasing problem: "our inventory

payment schedule and resulting cash balance are pretty much hit and miss. we try

io keep track of when ordered merchandise is about to arrive and hope that there

will be enough cash on hand to handle it."

Stockley is also troubled by the absence of a purchasing and inventory

budget. "It worries me that we don't have a purchasing or inventory budget' but in

just eight months we haven't been able to figure out things well enough to lay out

a budget. As a result, cash is a real problem, particularly in financing the inventory.

I would like to be able to know how much we'fe going to pay for and sell each

month."
Ed estimates that inventory is purchased approximately four times a year

for women, and three times annually for men. Fashions for each gloup are selected

two seasons ahead, something Stockley describes as "a vety difficult thing to do

because of the long lead-time involved."
"Getting back to the cash-flow thing, I'd have to say that our number one

problem is having to pay for merchandise before we have a chance to see it' Occa-

sionally, a lot of ordered merchandise comes in but sales are slow. Coordinating

the two has eluded us at times. You think that everything has come in but then find

a large shipment arriving that you had forgotten about. We haven't been able to

plan our purchases well. It 's sort of l ike using a credit card;you don't realize all

you spent until you get the bill at the end of the month'"

The Stockleys have not yet prepared any financial plans or cash-flow state-

ments in their management of Vessel Apparel. They are in the process of gathering
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sales information for the past eight months, however, which they hope to use in
plotting sales trends.

Ed Stockley offers these comments on his future financial plans for Vessel:
"We have talked about opening up a second clothing store in Adairville by trans-
ferring our men's apparel to a separate retail establishment. The banker seems to
be cooperative about this. We might even want to sell out, although I don't know
that we could find someone to pay what we'd want for the store."

Analysis: To what extent have the Stockleys actively planned for Vessel's opera-
t ions over  the past  n ine months? What  p lanning def ic iencies are ev ident?

In what specific areas is more planning warranted by the Stockleys? What aspects
of  thei r  personal  l ives requi re addi t ional  p lanning?

What are the most important planning issues for Vessel in the short-run? The
long-ru n?

What does the case i l lust rate about  the real i t ies of  entrepreneur ia l  p lanning?
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Sonics Systems is a stereo components retail outlet located in Allentown, Penn-

sylvania. Co-owned by Monty Cayman and Vernon Elder, Sonics Systems special-

izes in top grade stereo components and sound reproduction equipment. The two

oWners also operate a commercial servicing business, Audio Arts, specializing in

commercial sound systems, paging devices, and intercoms.

Monty cayman, the majority shareholder, is forty-two years old and chief

executive. Sonics Systems is his first business venture,havingbeen opened in 1980.

Previously Mr. Cayman was a commercial photographer for Polaroid.

Vernon Elder, thirty-nine, has 35 percent ownership and serves as Sonics

Systems' electronics expert. For the previous eight years, Mr. Elder worked as head

engineer for an Allentown radio station.

Sonics Systems is located in a "strip" shopping center in the heart of Allen-

town's retailing district. Approximately $10,000 worth of inventory is carried in

the retail business, with another $5p00 in the Audio Arts commercial venture.

combined, the two businesses generated approximately $193,000 in revenues

during 1981 .
Sonics Systems employs two permanent, full-time individuals: a bookkeeper

and salesman. Audio Arts is staffed solely by temporary personnel, employed on a

subcontracting basis.
Two other merchants in Allentown compete directly against Sonics in selling

top quality stereo components. Both firms are well established and carry larger

inventories than Sonics. A number of discount houses, led by K-Mart, offer com-

petition with lower quality, single-unit sound systems.
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Marketing

Monty Cayman is frank in his critical appraisal of Sonics' marketing performance:
"Our sales effort really leaves much to be desired. I guess our retailing problems
stem from the store's inconvenient location. Although we're in a prime business
location, our walk-in business is limited. Our store occupies the corner slot in the
shopping center and is adjacent to three fast-flowing traffic arteries. Our small
sign and window displays are almost obscured by traffic lights and street signs. It's
not very easy to turn directly into our parking lot either, because of the intersec-
tion bottleneck. In short, Sonics suffers from lousy visibility."

On the other hand, the store is located close to a popular record and tape
store and a Radio Shack, situated at opposite ends of the shopping center. "These

establishments are what originally attracted us to the site. Being close to record and
radio stores is a plus for us as far as I'm concerned," explains Mr.. Cayman, "because

people who purchase records are naturally interested in top quality reproduction
equipmerrt. The record store and Radio Shack serve as free advertising for Sonics."

Mr. Cayman and Mr. Elder agree that gaining greater customer visibil i ty is
Sonics' most pressing current marketing problem. "Vern and I are both confident
that sales wil l gel when people discover our whereabouts," comments Mr. Cayman.
"It 's simply a matter of t ime and advertising before the store takes off. We've been
in existence for just a couple of years. Miracles don't happen overnight in this
competit ive business."

Vernon Elder adds that, in his opinion, Sonics will also benefit in the future
from Marvin Norwood, the store's new floor salesman. "Marvin is a born salesman,
and he really knows electronics. We hired him three months ago from a competitor
in town, and our customers seem to be very pleased with his attentiveness and
know-how."

Mr. Elder admits that Sonics suffered in the past from poor floor sales.
"Monty and I did the best we could to work with customers, but we really were
too busy with administrative matters. Besides, I don't think either of us has a real
flair for sales. Monty's an entrepreneur, and I 'm an engineer."

Cayman and Elder feel there is definitely a viable market for "top-drawer"

stereo components in Allentown. With a local population of 120,000 and only
two direct competitors, the two men are confident of Sonics' future potential.
According to Mr. Cayman, "Lack of capital is really the only thing holding us back
right now. With more cash, we could crank up our advertisingand really stimulate
the store's market visibil i ty. We have the product, expertise, and drive to propel us
ahead."

"We also have Audio Arts," adds Vernon Elder, "which has virtually un-
limited potential in this town. It 's our ace in the hole."

Audio Arts

Audio Arts is the commercial arm of Sonics Systems, run out of the back room of
the retail store. "We work on bid contracts," explains Cayman, "for anyone in
1 1 6
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town who needs commercial sound work done. This includes installation of in-plant

communication systems, office intercoms, wiring for Musak-type setups in build-

ings, and so on. I run the business end of it, while Vernon handles most of the

technical stuff."
Thus far Audio Arts had completed fourteen jobs, the majority being small in

nature. "We've had mostly $500 to $ I ,000 contracts, which obviously hasn't made

us rich," explains Cayman. "However, we've gotten some very valuable experience

and begun to establish a reputation locally. The real beauty of Audio Arts is that it

offers us an alternate source of income for when the retail business is lagging."

Cayman characterizes the business of Audio Arts as sporadic. "We've had

fat months and lean months. Sometimes Audio Arts has generated as much as 80
percent of our monthly revenue; other times, it has contributed nothing. But the

slow periods certainly aren't disastrous for us, because Audio has virtually no

fixed costs-only current costs. Sonics Systems carries the fixed costs. Thus, Audio

Arts pays its own way. When business is poor on the retail f loor at Sonics, Vern

and I can make ends meet by seeking out commercial contracts."
Vernon Elder elaborates further on the necessity of operating Audio Arts:

"The stereo components business is a strange one from the standpoint of supply.

Top-of-theJine manufacturers, like Jensen, Maranlz, Fisher, and Sony, work

through exclusive distributorships only. They won't sell merchandise to just any old

retailer. A long-term continuous supply relationship is essential. We couldn't oper-

ate Audio Arts, therefore, without Sonics Systems, which assures us of our distrib-

utorship status. If we didn't operate Sonics Systems, we couldn't operate Audio

Arts. Our supply would vanish. We need too much sophisticated electronics equip-

ment in our commercial work to free lance it without a legitimate retail distributor-
ship."

"So Audio Arts needs Sonics Systems," sums up Mr. Cayman, "and Sonics
needs Audio from the standpoint of cash flow and revenue generation. The two

businesses actually complement one another quite well, even though the marketing

dynamics of each are dissimilar. I feel both are close to exploding with success-

especially Audio Arts. Vern and I have got a bold new strategy in mind for it."

Cayman feels that Audio Arts is on the verge of landing several highly lucra-

tive commercial contracts. Over the next eighteen to twenty-four months, a large

apparel manufacturer is scheduled to begin construction on a new plant in Allen-

town; a local aerobics health center and spa plans to undergo considerable expan-

sion; and a new indoor mall wil l be near completion. Mr. Cayman views all three
projects as golden opportunities for Audio Arts.

"We're talking about big bucks in contracts for any of the three construction
projects-$50,000 and up. We've already got the inside track on the apparel plant.

They are ready to accept our bid of $58p00 to install a plant-wide sound system

contingent on our fronting the equipment costs of approximately $30,000. In other
words, we've got the job if we can finance the $30,000 worth of equipment on our
own.

"If we decide to sign with them, the contract will call for us to receive the

$58,000 in four equal installments synchronized with a three-month completion
timetable for the plant-wiring job. However, I have a hunch that they are flexible
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about the specific terms of the payout. As soon as I can find enough time to put
pencil to paper, I'm going to work up an alternate proposal that hopefully will
take some of the financial burden off our shoulders. Ideally, they would finance
the $30,000 themselves and help us out that way. But even if they're not willing
to go that far, I hope that their enthusiastic endorsement of our bid will put them
in a compliant mood."

Vernon Elder is currently engaged in studying the other two construction
opportunities from a technical point of view. "I'm especially excited about the
mall," he comments. "Their sound needs are not ultra-sophisticated. We can handle
them easily from our backlog of experience. The size of the project is much larger
than anything we've previously tackled, but Audio Arts isn't going to get off the
ground until we land a big fish or two. We could use the business badly."

Elder views the aerobic center as a more sophisticated electronics project,
but is undaunted. "I love a challenge, and from what I 've seen of the spa, we'd
have something to really sink our teeth into. If we could pull that one off, our local
reputation would be established. I personally would l ike for Audio Arts to be
known for its abil ity with both large projects and sophisticated ones. Talk about a
competit ive edgel"

Financing

"There's just no question about it, f inancing is the key to our future." Monty
Cayman elaborates further: "Vern and I have put about $26,000 in equity into our
two businesses, but it hasn't been enough to keep operations fluid. We have always
had a funds-flow problem; our near-term financial situation has therefore always
been pinched. Now that we have fashioned a new growth plan for Audio Arts, we
are on the verge of developing a long-term capital crunch as well. The age-old adage
that ' i t takes money to make money' applies perfectly to our present bind. I 'm
determined to get the money we so desperately require."

Cayman's number one current financial priority is thus to attract new
investors into the twin companies. He has a commitment from his bank to match
him with one dollar of debt for every dollar of new equity he is able to secure.

Cayman estimates his monthly breakeven point for both operations to be in
the vicinity of $12,000 to $13,000. Approximately 33 percent of his financing
needs are tied up in financing Sonics Systems' inventory.

According to Constance Hataski, bookkeeper for the two businesses, "Sonics'

balance sheet needs cleaning up in the worst possible way. We've got payables over
a-year-and-a-half old. Needless to say, our chronic cash shortage prevents us from
taking advantage of most purchasing discounts, which in our business can some-
times run as much as 20 percent." constance estimates that sonics'monthly break-
even point could be lowered 15 to 20 percent by retiring existing short-term debt.

Monty Cayman attributes his persistent cash shortage to several factors, in-
cluding the newness of his business. extensive inventory financing, shortage of
equity, and the onset of the 1980 recession. "We're going to turn the corner with
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the apparel account, or one of the other two big projects within our reach' If we

can swing one or more of those deals, the mass infusion of cash will revive us' Then

investors will come courting us for a change'"

Analysis: Formulate a short-term and long-run competit ive strategy for Sonics

Svstems and Audio Ar ts .



EXHIB tT  18 - l

Sonics Systems-Audio Arts

1981 CONSOLIDATED INCOME STATEMENT

Sales
Retail merchandise
Commercial contracts and misc.

Total Sales

Cost of Sales
Retail
Commercial

Gross Profit

Operating Expenses
Advertising
Accounting
Automobile
Factoring
Bad debts
Freight
Insurance
Interest
Miscellaneous
Office supplies and postage
Contract labor
Payroll taxes
Rent
Repairs and maintenance
Salaries
Store supplies
Telephone
Utilities

Total Operating Expenses

Operating Profit

Other Expenses
Depreciation
Amortization of organizational

expenses

Total Other Expense
NET PROFIT

$  9 5 , 0 1 0
98,500

$ 1 9 3 , s 1 0

$  48 ,491
78,000

$  6 7 , 0 1 9

$  I , 5 s 0
1 ,231
1 ,250

425
675

I ,480
2,', l13
3,219
| , 3 2 4

741
10,946
4 , 1 t 9
4 ,296

945
r8,444
1 ,394
2,694
1 , 4 5 5

$  5 8 , 9 0 1

$  8 , 1  1 8

2,204

5 1 9

s  2 ,723

[__t,32J
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Sonics SYstems - Audio Arts

1981  CONSOLIDATED BALANCE SHEET

Assets

Current Assets
Cash and savings accounts

Accounts receivable
Inventory

Total Current Assets

Property and EquiPment
Furniture and equiPment

Auto
Accumulated dePreciat ion

Total ProPerty and Equipment

Prepaid Expenses
Prepaid rent
Prepaid interest
Organizational exPense
Prepaid taxes

Total Deferred Assets

TOTAL ASSETS

$  2 ,081
3 2 , 1 1 9
16,894

$  s  1 ,094

$  3 ,4s  6
3 ,89  I

(  1 ,904 )

$ 5,443

$  4 2 5
444

3 ,423
9 8

$  4 ,390
$ 60,927

Liabilities and Stockholders Equity

Current Liabilities
Note-auto
Accounts payable

Payroll taxes payable

State and city taxes Payable

Total Current Liabilities

Long-term Liabilities
Note G. Livingston
Note-H. Jennings

Total Long-term Liabilities

Stockholder EquitY
Common stock
Retained earnings

Total EquitY
TOTAL LIABILITIES AND EQUITY

s r ,294
50,66 5

265
894

$  s 3 , 1 1 8

$ 2 ,4s0
2,900

$ s ,3  50

$ 26,000
(23,s4r )

$ 2,4s9
$ 60,92',1
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odell Atkins recently opened a small machine shop in cleveland. After working for
fifteen years as head machinist for Hydraulic systems in cleveland, odell put
together $93,000 of savings and borrowed capital to open a small machiningshop
with two close associates. During 1980, the company's first full year of operations,
the shop grossed $345,000 and employed five full-time machinists.

Atkins clearly relishes his newfound entrepreneurial role. He comments that,
although he works long, hard hours, he enjoys his job and no longer has any motiva-
tional problems on Monday mornings.

"It's amazing how many new responsibilities I have in managing the shop.
We're mighty small, especially in comparison with Hydrolic Systems, but nonthe-
less I always have more than enough to do. Sometimes too much."

Atkins describes his daily schedule as "fragmented," because he must engage
in a wide variety of activities without much continuity. "I deal with a customer
over the phone for a few minutes, then troubleshoot a production problem, maybe
write a letter, and so on. I wear an awful lot of hats aiound here!"

According to well-known management writer Henry Mintzberg, managers
must perform nine functions in addition to being entrepreneurs. Each role carries
a certain set of performance responsibilities and expectations. The nine roles are:

l. Coordinator: tieing together and synchronizing the work of others.
2. Disturbance handler: resolving conflicts and promoting beneficial com-

promise.
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Resource allocator: estabiishing resource priorities and promoting ef-

ficient resource utilization.

Leader: setting a professional example and motivating and directing

employees.
5. Monitor: checking and evaluating the work of others'

6. Spokesperson: representing subordinates and the organization to others.

7. Figurehead: performing ceremonial functions.
g. Negotiator: representing different viewpoints in making decisions.

9. Communicator: sending and receiving a broad array of messages'

Analysis: For each of the nine roles above, cite at least one managerial activity

that  is  an example of  the ro le.  You may use Atk ins Machin ing,  or  any other

entrepreneur ia l  s i tuat ion you are fami l iar  wi th,  as the basis  of  your  examples.

As the manager of a small machine shop, which two or three roles do you feel

Mr.  Atk ins spends most  of  h is  t ime per forming?

Which of the nine roles do you feel are most crucial to the success of a new ven-

ture?

Interv iew an entrepreneur in  your  communi ty .  Have h im or  her  comment on each

of  the n ine manager ia l  ro les-which they f ind most  chal lenging,  most  t ime-

consuming,  and so for th.

J .

4 .



magic carpet travel
agencY
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Brook Stevens, owner and manager of the Magic Carpet Travel Agency in Trenton,
New Jersey, is worried. According to the New Jersey Travel Agency Association
(NJTAA), the state legislature is giving serious consideration to a new bill which
would grant airline passengers the right to receive ticket purchase discounts.

The legislation, currently under committee review, would enable airline
passengers to receive a fare discount when they arrange their own reservations.
Such discounts currently accrue only to travel agencies, which traditionally have
relied upon reservation services as their commercial mainstay.

Consumer advocates in New Jersey are pushing the new bill, dubbed the
"discount equality" law, on the grounds that individuals wishing to make reserva-
tions directly have a right to receive the same fare rebates as travel agencies do.

Mr. Stevens, along with the NJTAA, vociferously opposes the bill. "The so-
called discount equality law would ruin travel agencies. Take away our airline re-
bates, and most agencies would have litt le business remaining. Magic Carpet here in
Trenton would be completely wiped oui, because I derive 85 percent of my revenue
from reservations."

Stevens elaborates further: "Travel agencies provide an invaluable service to
passengers and airlines alike. Travel agents are carefully trained individuals who
perform an array of technical services. We understand how the complicated air
reservation systems operate, and we are very conversant with the myriad of sched-
uling procedures employed by the various airlines. We know how to place reserva-
tions properly in airl ine computers and how to issue and validate tickets.
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"My gosh, if the airlines had to deal directly with all passengers, they'd have
to triple their already overworked reservation staffs. Quality of reservation service
would be bound to suffer. More mistakes would occur, passengers would get tied
up on the phones, and airport ticket counters would be inundated with people. All
of this would inevitably mean higher fares."

The New Jersey Travel Agency Association is meeting in three weeks to con-
sider options for opposing the legislation. Brook Stevens plans to be in attendance
to contribute what he can.

Analys is :  What  act ions should the NJTAA and Brook Stevens take in  seeking to
thwart  the "d iscount  equal i ty"  b i l l?

Do you feel  the b i l l  is  u l t imate ly  in  the best  in terest  of  consumers?

Assuming that  the NJTAA is  successfu l  in  s ta l l ing the b i l l  for  the shor t - run but  that
passage is virtually assured within five years, what strategic actions should
Stevens take in managing Magic Carpet?
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OMNI Ski Productions, of Aspen, Colorado, manufacturers a line of ski equipment
for advanced skiers. Started in 1957 by Darren Pledger, a former member of the
U.S. Winter Olympics team, OMNI manufactures skis, poles, boots, and bindings.

OMNI's financial controller, Lee Sklair, met with Mr. Pledger in December,
1980, to derive the company's monthly sales forecast for 1981. Pledger voiced con-
siderable displeasure at Sklair 's lackluster forecasting records for 1979 and 1980,
which were considerably off the mark from actual sales.

Determined to improve his 1981 forecast accuracy, Sklair prepared a sea-
sonal  index for  OMNI 's  sales f rom 1976-1980.  (See Exhib i t  21-1.)  Healsoder ived
the following trend equation for that f ive-year period: Y' =2514 + 45.5(X), where
y' = projected monthly forecast for 1981 and X = numUei of months beyond
January, 1976 (the X=0 base period). Thus, the X value for January, l98l = 60
(being the sixtieth consecutive month after the starting base period in January of
1e76) .

Sklair assured Pledger that this new forecasting approach had the advantage
of considering seasonal variation in OMNI's sales. Forecasts in previous years had
failed to make a seasonal adjustment, thus producing inaccuracy. Mr. Pledger
expressed his sincere hope that the company could straighten out its forecasting
problems in order to expedite production scheduling and sales deliveries during
1 9 8 1  .
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Analys is :  Der ive the 1981 sales forecast  for  OMNI Ski  Product ions us ing Lee
Skla i r 's  equat ion and the seasonal  data in  Exhib i t  21- i .

E X H I B I T  2 1 - 1

S E A S O N A L  I N D E X  F O R  O I \ 4 N I

January
February
March
APril
May
June
JulY
August
September
October
November
December

SKI  PRODUCTIONS

6 3 a
80
8 5
93

1 0 0
9'7
v )
98

t04
t20
1 3 0
I J )
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On a beautiful New England autumn day in 1979, sixty-eight year old Bill Bradley,
the president of Colonial American Kitchens (CAK) and inventor of a new-shaped
hot dog bun and hamburger bun, sat in his small one-room office reviewing the
events of the past two years. His company was experiencing unexpected financial
and technical difficulties.

Mr. Bradley remarked, "If we could just solve the automation problem, our
troubles would be over. At this time we are only able to produce our Good Buns in
a semi-automated manner using a scrapless moline table-cutter running at a rate of
100-dozen buns per hour. We must find a way to get that rate up to 1000-dozen
buns per hour before they will become acceptable to the big wholesale producers."

He concluded that he had only two alternatives. First, he could market the
buns more slowly on a local basis, using bread route-men who would sell them to a
few key bakeries on a commission basis. At the same time he and his associate,
Bob Towers, would continue to search for an automated production machine
which would produce the buns at the required 1000-dozen rate. The second alterna-
tive was to sell his bread-pan and baking-process patents to a large baking company
for approximately one million dollars and pay off his debts. That might be the end
of his dream to revolutionize the traditional hot-dog and hamburger buns.

Bill Bradley was born in Wellesley, Massachusetts, in l9ll, He entered the
baking trade early in his career, working in a number of small-size and large-size
bakeries. Over time, Bill began to develop an idea for a new hot dog bun shaped
like an ice cream cone. The goal of his efforts was to design a bun shaped in a way
that would prevent condiment spillage. He began to experiment with different
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mixtures of dough and cone-shaped buns in his home kitchen. None proved success-
ful because they were hard to form and would not cook uniformly in the usual flat
horizontal baking pans.

One day he experimented with a dirtner tin by forming a hump in the center
of the tin and placing dough around it. He baked it and, much to his surprise, it
worked. The discovery of the up-side-down raised-indentation baking form was not
experimentally proven. From 1972 to 1914 he began to experiment with handmade
wooden molds and tin foil materials in his basement workshop. He was successful.

He showed his invention to his baker friends at work. They encouraged him
to form a company, since he had acquired a patent on the process. One of the
bakers went so far as to circulate a list of persons who would like to buy stock in
Bill's new invention. Twenty-five thousand dollars in savings were subsequently
pledged.

Bradley began to get publicity in local newspaper articles. The pressures con-
tinued to build for the company to seek additional process patents. In 1975, Bill
retired from his bakery job and began to pursue his life's dream: to be known as
the man who revolutionized the traditional hot dog and hamburger buns.

Demand for Hamburger and Hot Dog Buns

The consumption of soft buns-the "hots and hams"-reached $ I .5 billion in
wholesale business in 1978. This boom was rooted in the growing preference for
eating more meals away from home. Fast-food firms, such as McDonald's and
Wendy's, bought 270-million-dozen hamburger buns per year at an estimated
$l00-million wholesale value. soft buns, in addition to variety buns, were the
fastest growing segments of the wholesale bakery industry.

The food-service industry had been growing at a 10 percent annual rate
and was a $40 billion industry. Fast-foods operations accounted for at least $12 to
$15 bil l ion of this amount.

Market Research Corporation of America used a consumer panel to keep
diaries of family food consumption. Their revenue census showed the following
results for consumption of bread-type products per 1,000 individuals in 1912
through 1978:

EXHIBIT 22-1

CONSUMPTION OF HAMBURGER AND HOT DOG BUNS,  1972-19]8

129

Net Away From
In Home Change Home

Net
Change* Total

Net
Change

Hamburger Buns
Hot Doe Buns

13,259 +21% 22,066
8 ,777  +35% 4 ,885

+20 35,325 +47
+31 13,662 +32

EAdjusted for population increases.



Experience Phase II: Venture Management

Supermarkets were aggressively going after bakery food business. The number

of in-store bakeries had increased from four thousand in 1914 to ten thousand in

1979. Correspondingly, sales increased from $500 mill ion to approximately $3
bil l ion over this same period. From 75 percent to 85 percentof newsupermarkets
planned to include in-store bakery facilities. Gross profits for such facilities ordin-

arily ran from 65 to 70 percent.
Many supermarkets were experimenting with combining their bakery shop

with either a coffee shop or deli. These combined operations typically accounted

for 7 or 9 percent of total grocery sales. ITT's Continental Baking Corporation
advised its customers that the bakery department provided an opportunity for one

of the biggest dollar producers per square foot in the supermarket. One super-

market in Effingham, Illinois, averaged $8.75 in sales per square foot of bakery

department space.

ln i t ia l  Market  Test  of  Good Buns

Colonial American Kitchens' management believed that the market gains Good
Buns might make during 1978, the first full year of test marketing, would be at the
expense of conventional bun sales. They were confident that consumers would be
eager to try the new hamburger or hot dog bun even at the cost of a slight price
premium of five cents over conventional buns.

An agreement was made with a regional bakery, United States Bakery, to
test market approximately 50,000 packages in Wellesley supermarket chains in a
six-week period, May through June. Various radio and television advertising spots
were used to tempt consumers to buy Good Buns. It was hoped that homemakers
and teenagers would be eager to purchase the product for its uniqueness and
convenience.

Both the boat-shaped hot dog bun and the round hamburger bun were tested.
It was believed that six weeks would be long enough to see if consumers would
switch from conventional buns. The test buns would be baked by the semi-auto-
mated molding table technique requiring manual intervention. This was the first
t ime a large number of buns were baked.

The initial market introduction was not successful from two points of view.
United States Bakery, using the molding table method, said that it cost too much to
produce the 50,000 buns. They had trouble producing the buns using the semi-
automated method. They felt it cost too much to place the proofed dough on the
special crown-type molds by hand. Even more discouraging, consumers seemed
unwilling to purchase the eight-pack buns for a 5-cent premium over conventional
buns priced at seventy-nine cents per package. Only two-thirds of the buns were
sold in supermarkets. Most unsold buns were returned or found their way into day-
old-bread stores.

Mr. Bradley concluded that consumer buying habits were too difficult to

change in four months. A more sustained advertising program was necessary, but
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the firm didn't have money for that in the summer of 1978. Bradley began to
rethink the pricing policy adopted for the new buns. Apparently, Good Buns were
priced too high to get consumers to try them for the first time. Even with the
coupons offered in daily newspapers, the 5-cent premium was still too high. The
bun market proved to be much tougher to penetrate than anyone had suspected,
even the United States Bakery executives. Mr. Bradley was convinced more than
ever that the key to success lay in getting the automated production perfected.

During 1978 and 1979 ,he devoted his entire energies to achieving this goal.

Product ion Problems

Exhibit 22-2 lllustates the production process designed to produce 100-dozen
Good Buns per hour. Ingredients were mixed using the special Colonial American
flour selected for Good Buns. The flour was rolled into sheets of dough, cut into
exact dough shapes by a special cookie-cutter roller assembly, placed on crown-
type molds in baking pans, and put in the proofing boxes to cure. A bottom pan

was used to form the dough on the indentation molds. The product was then
baked, cooled, wrapped, and packed into cartons.

During the latter part of 1978, the Baking Division of Johnson Food Service
Group, a large supermarket chain, began to work with CAK to perfect a cookie-
cutter roller assembly and ingredient mixture which would allow molding-table
production of the new buns. Init ial tests demonstrated the feasibil i ty of this manual
production technique. Correctly cut dough, ready to be baked in CAK baking pans,
was produced. However, Johnson soon discontinued experimentation to perfect the
ingredient mixture and ceased conducting test production runs.

Various problems developed in finding a proper ingredient mixture that
would reduce dough sticking on the roller assembly. Johnson felt that CAK should
bear the expenses for these experiments. A favorable test report was necessary be-
fore Johnson would allow CAK to approach their chain-store owners selling Good
Buns distributorship rights.

After headquarters approval, CAK expected to approach the Johnson chain-
store owners for the purpose of selling contracts for frozen Good Buns dough to
be baked in their stores. As soon as the technology could be perfected, Johnson
representatives stated that they would send a product approval letter to their chain
stores in exchange for exclusive production rights and other considerations. In
1979, CAK had yet to negotiate this total package of rights, responsibil i t ies, and
duties.

Since 1977, Mr. Bradley had worked to perfect a roller cutter assembly at-
tachment and the associated production process that would be used to cut the
round and long dough shapes, roll them, and finally drop them precisely in the
center of a special mold producing the exact indentations necessary for the hollow
buns. Various production problems had been encountered and solved in the de-
velopment of this process. The roller cutter assembly was not satisfactori ly per-



EXHIBIT 22-2

COLONIAL  AMERICAN K ITCHENS
SEMI.AUTOMATED PRODUCTION PROCESS

fected by the first engineering consultant hired. A new design tested by Johnson

Food Services seemed to work well, even though it continued to cause sticking

dough. A Teflon coating was expected to solve this problem.
There were continuing problems in establishing a suitable ingredient mixture

which would produce a non-sticking dough necessary to yield a precise dough-

drop on to the indentation mold. However, the most important technological
problem facing the firm was to develop a high speed production system that would

automatically drop the dough precisely on the center of the molds. This critical
production problem had to be solved before CAK could go into the fully-auto-

mated mass production necessary to serve large numbers of consumers.
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Cut dough with patterned
roller-cutter assembly

Drop cut pieces on crown
and type molds
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Mr. Bradley had faith that this problem could be solved. He arranged to have

the Donut Corporation of America advise him on the feasibility of using the fully-

automated baking technique employing one of their modified donut baking units'

Their initial report was due to be sent to Mr. Bradley in early 1980'

Colonial 's Chief Market Assumption

Mr. Bradley believed that homemakers of middle-income families, and above,

would purchase Good Buns on a regular once-a-week basis after full acceptance

had been obtained. He further felt that market research data could assist the firm

in establishing a profile of the typical consumer who would tend to purchase both

hot dog and iound bun styles. It remained to be seen if the shape of the bwr itself

could win new buyers away from the conventional buns.

Mr. Bradley believed that some middle-income consumers might be taste-

conscious as well as convenienceoriented. He restated the firm's chief market

assumption: Good Buns will be accepted by consumers primarily because of the

convenience of having an enclosed and fillable bun structure. However, taste was

thought to be of utmost importance. The firm may later engage in product-develop-

ment activities in order to observe the effects of a variety of grains on consumer

product-acceptance.
These developmental activities were to be postponed until well into the next

phase of product development, the regional test market period. Mr. Bradley ad-

mitted that the firm had not engaged in extensive market research to test this

critical assumption. The most important problem he saw was perfecting the mass-

production process to produce 1000dozen buns per hour.

Potential Distribution Channels

ultimately, Mr. Bradley believed that there were two major multiregional channels

of distribution feasible for Good Buns. The first was the regional mass-market

units, the supermarkets, in which Mr. Bradley expected to get 80 percent of the

firm's total sales after full consumer acceptance of the product concept' After the

introductory phase, full product-acceptance would include the use of supermarkets

which had their own baking facilities. Bradley believed it would be easier for him

to monitor supermarket bakeries and control any baking production problems

which might have arisen during this period.

At a later stage of acceptance, the products would be produced for all types

of supermarkets and quick-shop stores. The other 20 percent of fillable buns sales

would come from fast-food restaurants as either an addition to the usual product

line, or as a product base around which a potential franchise could be oriented.

when asked if these plans had been formalized in writing, Mr. Bradley pointed out

that the plans were still in the talking stage since he did not have the staff to con-

duct formalized planning.



Colonial's Management Team

At the height of CAK's growth, the firm consisted of personnel shown in Exhibit

22-3. Joyce and Jim Stork were silent partners who played no active part in the

firm's daily management. Very early in the venture Bill Bradley admitted the

limitations of his marketing knowledge. ln 1976, he decided he needed someone
to help him put his product on the market. A few of his friends suggested he should
be attempting to franchise the buns.

One day he went to the library and found the name of a local business
person in a franchising periodical. That person, Joseph Gene, agreed to become
Bill's executive director. Mr. Gene was an impulsive, fast-moving, self-educated

salesman who had little formal education and a habit of keeping his cryptic sales'

expense records on his checkbook stub. He had no formal or practical knowledge
of marketing, management, or finance.

He immediately began to aid Mr. Bradley in setting up and operating the

Colonial American Kitchens Corporation. He formulated a plan for licensing bun
production with the right of establishing regional distributorships by states. Gene

then initiated tn aggressive national sales campaign. Within the next two years,

more than four licensing contracts had been signed. Cash began to flow into the

company.
In October, 1977, a shareholder-investor's meeting was held. The officers of

the firm distributed the financial information contained in Exhibits 224 and' 22-5

to the more than fifty people who attended the informal meeting. Mr' Gene's
efforts were perceived positively at the meeting. His salesmanship seemed to have

made up for any lack of formal knowledge or experience concerning marketing
research, finance, planning, or record keeping.

Technical problems persisted, however. One avenue after another was pur-

sued. Consultants were hired to help find a way to produce dough on a fully-
automated production scale using a Pan-O-Matic attachment. Other technical
problems were under consideration. Roller assemblies for both long and round buns

had to be designed so that the dough would not stick to the rollers. The designs
for two different styles of baking pans had not been firmly established for high-

speed production processes. The ingredient mixture required coordinated develop-
ment as well.

The firm operated on the assumption that these problems would eventually
be solved. During this period no budgets of any type were formulated or used to
control expenditures. In November 1977, Richard Thomas, one of the firm's
investors, began advising Mr. Bradley on financial matters.

The Current Situation

With the test-market failure in the summer of 1978, events began to run against
the firm. The sale of licensing agreements was halted for legal reasons. Cash-flow
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problems arose immediately. The staff was advised that the firm had no available
funds. Mr. Bradley sought legal assistance but continued to work on the technical
problems of meeting the l000dozen per hour production requirement. In Uctober
1979, the letter illustrated in Exhibit 22-6 was prepared for mailing to stock-
holders.

EXHIB IT  22 -3
COLONIAL  AMERICAN K ITCHENS

ORGANIZAT IONAL RELATIONSHIPS. , I  977

BOARD Of DIRECTORS

Bill Bradley

lim Stork

COOD BUNS AREA

DISTRIEUTORSHIP

SALES AND ADVER

Patricia Voss

lean Bains

BAKINC PRODUCTS

DEVELOPMENT

Bill Bradlev

SATES PERSON

Cal Weston

Part time



EXHIBfi 22-4

Colonia l  Amer ican Ki tchens

BALANCE SHEET

Oc tobe r  31  ,1971

Cash* $ 4,046
Deposit-royalty 1,000
Prepaid expenses

Insurance $ 601
Advertising and sales promotion 25,909 26,510

Research and development (Unamortized portion)
Consulting fees 103,782
Travel 6,215
Product  development  2 l  ,8  10 131 ,807

TOTAL  ASSETS $163 ,363

Shareholders' Equity

Capital stock
Common stock

"A" $ l  par-40,000 author ized $156,500
issued and outstanding* I 56,500

"B" 5d par 60,000 authorized 26,375
issued and outstanding 590,000

182 ,87s
Paid-in surplus 37,500 $220,375

Deficit
Balance January 1,1977 (  8,8 '74)
From current  operat ions**  (48,138) (57,012)

TOTAL SHAREHOLDERS' EQUITY $163,363

*$27,500 additional cash due to distributorship contributions and an $18,000 increase in paid-
in surplus for a total cash balance of $49,546.
* *November expenses $6,750.



EXHIBIT 22-5

Colonial American Kitchens

STATEMENT OF OPERATIONS

January 1 ,1911 to October 31,1971

Income

Operating Expenses

Selling costs
Rent/Storage
Telephone
Office supplies
Donation
Equipment dePreciation
Sales promotion/advertising
TraveI
Insurance
Amortization Reserve and development

NET INCOME (LOSS)

$  I , 6 6 3
2,320
3 ,662

734
314
825

l , 8 8 8
2,870

500
33,362 48 ,  I  38

(  $48 ,  I  38 )

1 3 7



EXHIBIT 22-6

Colon ia l  Amer ican K i tchens

LETTER TO STOCKHOLDERS

October 31,1979

Dear Stockholders:

I would like to provide you with an evaluation of our recent operations. Enclosed

is a financial summary for the year 1978. As you can see, we are currently in a loss
position. kt me advise you of the steps the company has been taking to turn our
venture around.

The biggest technological problem is to achieve automated bun production in
quantit ies of 1,000 dozen per hour. At the present t ime, oursemi-automatictech-
nology will produce 100 dozen per hour and it requires manual intervention. We

are investigating two pieces of equipment which we believe can be satisfactorily
modified to produce the desired production rate while maintaining the desired
product quality. One is produced by the Donut Corporation of America, a division
of DCA Food Industries, with headquarters in New York City. We have visited one
of their production facilities located here in Wellesley. Their production processes

have certain apparent advantages which we are now evaluating. A second system
which, with modification, may be suitable to produce our buns, is manufactured by
Autoprod of Hyde Park, New York. Feasibility studies are now under way. We will
keep you advised of our progress as we continue to evaluate these and other sys-
tems.

United States Bakery has tested our existing semi-automated processes and has not

achieved desirable results. Basically, we concluded that consumers wanted the

product, as evidenced by the June 1978 market introductory program. During a

three-month period we sold 46000 packages of Good Buns. However, American

Bakeries could not foresee the possibility of producing the buns at the 1,000-

dozen bun rate with their edsting technology.

Our company has loaned pans to twelve companies or individuals for further baking

tests. For example, Inglish Rolls Bakers is now producing our Good Buns for soft

drink vendor carts.

Our creditors are trying to help us by being patient in collecting what we owe. We
are making every effort to meet our obligations to them. I have worked with no
salary since October, 1978. I will continue to work without salary because I believe
that consumers want our buns and, most importantly, I want to strive to protect
your interests.
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What is your company doing to try to find a solution to these problems? We are

rnoving very vigorously to solve our major technological problem' We expect to

have some results on this soon. Second, we have moved to establish independent

sales and delivery merchandisers using our semi-automated production techniques

in local bakeries. We feel we can ultimately be successful using this slower market-

ing approach. However, our major priority continues to be to seek an automated

Process.

May I make a personal request? I need your continued patience while I implement

the plans sketched above. Time is needed to work out these problems. I feel we are

close to discovering how to achieve the desired production rate. Once that is

accomplished, we will have the means to make our future secure '

My pledge to you is to work as hard as I can to solve the problems I have outlined.

I will keep you advised on the moves that are being made. If you have any ques-

tions, please call me.

Sincerely,

Bill Bradley, President

Analys is :  What  apparent  mistakes d id Mr.  Bradley and h is  associates make in

developing Good Buns?

How might  the product-development  phase have been bet ter  handled f rom a

market ing point  of  v iew?

What should Colonia l  Amer ican Ki tchens do now?

What responsib i l i t ies does Mr.  Bradley have to h is  s tockholders?



c  f  - .rntomaucs
corporauon

23

Infomatics Corporation manufactures computer terminals for public transporta-

tion companies. Harper Knowles was named chief operating officer nine months

ago when his predecessor, Douglas Sladek, resigned abruptly upon conviction of

bribery and PerjurY charges.
Mr. Sladek and two Infomatics executives were convicted in 1979 of paying

bribes in excess of $100,000 in exchange for long-term leasing contracts on Info-

matics terminals. Harper Knowles was selected as COO by the Infomatics board on

the basis of his highly successful fifteen-year track record with Infomatics and his

reputation for honesty and integrity.
Knowles pledged to the Board of Directors that the highest possible ethical

standards would be maintained during his administration. To ensure ethical beha-

vior on the part of the company's 128 employees, Knowles requested that all

operating managers post official policy statements regarding ethical business con-

duct.
Much to his chagrin, Knowles quickly learned that Infomatics had never de-

veloped policy statements on ethics, nor had any of its competitors done so. The

board requested that Knowles init iate immediate action to draft ethical guide-

lines for Infomatics employees to follow.

Knowles appointed a special committee to identify ethical issues germane

to company operations for which policy statements should be developed' The

committee reported back three weeks later on the results of an extensive in-house

study. The report, entit led "survey of Ethical concerns tbr Infomatics corpora-
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t ion," recommended that formal pol icy statements be drafted, reviewed, and ap'

proved pertaining to the following operating issues:

l. Financial disclosure
2. Expense accounts
3. Executive stock options and perquisites

4. Advertising and public relations
5. Giving and receiving gifts

6. Employee use of drugs and control led substances
7. Competit ive tact ics and standards

Analysis: Draft policy statements for the issues above. Make the statements clear,
speci f ic ,  implementable,  and tough.

In addi t ion to formal iz ing company pol icy on eth ics,  what  e lse should Harper
Knowles do to mainta in h igh eth ica l  s tandards throughout  Infomat ics?

What const i tu tes eth ica l  behavior?
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A television news crew pulled up to the entrance gate of Chama Steelworks, a me-

dium-size steel fabrication plant adjacent to a Denver middle-class suburb. The two

security guards at the gate shook their heads at one another. "Frank Chama ain't
gonna be too pleased by this," one of the guards commented to his partner.

The guard immediately picked up the phone and dialed Mr. Chama's number
inside the plant office. "Mr. Chama, Channel 7 News from Denver would like an
interview with you. Should I run them off l ike I did the reporters yesterday?"

Frank Chama groaned and clenched his teeth. "Yeah, tell Channel 7 to
hightail it back to the city where they belong. They have no business stirring up

trouble out here."
Chama lit a cigarette and then suddenly picked up the phone receiver again'

"On second thought, Johnny, tell the news team to come right on in the plant

and park in the executive lot."
Chama tightened his loose tie, donned his suit jacket, and combed through

his hair. "Might as well look decent if I'm going to be on T.V.," he thought to

himself.
"Hey Dale," Chama yelled across the hall to the adjoining office, "guess

who's on the way in?"
"Who?" queried Dale Stoner, the personnel Director for Chama Steelworks.
"Television reporters from the city."
"You're kidding," ventured Stoner, rising from his desk. "Who let them past

the gate?"
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"I did, Dale. Just got through inviting them in. They're pulling up in the lot
now."

"Are you nuts, Frank? We've got enough troubles as it is with that SIN
bunch. Now you're going to get us a passle of bad publicity. Just what we need!"

"Donlt get all hot and bothered," responded Chama. The general public

needs to hear our side of the story too. Can you think of a better forum than the
biggest T.V. station in town?"

"Frank, I sure hope you know what you're doing," moaned Stoner as he
retreated into his office and shut the door behind him.

The news team made its way into Chama's office, quickly set up their equip-
ment, and the taping oommenced:

Reporter-Mr. Chama, do you intend to comply with the request of the group

calling themselves Stop Industrial Noise? They want you to lower the noise level
of your steelworks plant.

Chama-Our compeny already has.

Reporter-Not according to.SIN spokesperson, Charlene Telson.

Chama-Ohl What has she told you now?

Reporter That Chama Steelworks refuses to make further noise reductions in the
plant. I believe Ms. Telson quoted you as telling her group that they could all go to
hell. Is that correct Mr. Chama?

Chama-ls what correct-that I refused to lower noise levels further or told them

where they could go?

Reporter-Did you tell them both things?

Chama-'l,lell, I discussed the decibel thing with the lady but I can't really recall
telling her where to go.

Reporter-You do admit, then, that you have refused to lower your plant's decibel
level?

Chamn-l-et's get a few facts straight. Eight months ago Chama Steelworks invested

$85,000 in decibel moderation equipment. That's a great deal of money, but our
company is conscious of being a good citizen in the community. We voluntarily car-
ried out a significant noise control program.

Then this neighborhood group formed, calling itself SIN. Without anyone else
in the neighborhood asking them to, they came up to my plant and made a series of
demands about decibel reduction. That's some gratitude for our $85,000 program!

Reporter-But the group contends that your plant is still too noisy, not to mention
ahazard, to clean air.

Chama-Chama Steelworks has one of the finest clean air records in Colorado.

Reporter-tVhat about noise pollution though, Mr. Chama?
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Chqma-l honestly don't think the neighborhood has that much to complain about.

Our noise control program has really made a difference.

Reporter-That's not what Charlene Telson and SIN say. According to them ' . .

Chama-SlN is made up of a bunch of malcontents. Most of them don't even live in

the neighborhood. They claim to represent the neighborhood, but I don't believe it.

Our plant has resided along side the neighborhood peacefully for over twenty years.

Why the fuss all of a sudden?

Reporter-According to Ms. Telson, your plant has recently undertaken night op-

erations. She claims the people in the neighborhood can't sleep at night because of

i t .

Chama-Let's get another thing straight. Chama Steelworks located here over

twenty years ago when this part of Colorado was desolate and open. Can we help it

if Denver's urban sprawl ended up in our lap? The people all moved here volun-

tarily. We were here first but have been mighty good neighbors through the years.

Reporter-ls operating at night behg a good neighbor Mr. Chama?

Chama-l think so. You see, over thirty families in the neighborhood owe their

livelihood to Chama Steelworks. In some cases, both husband and wife are em-
ployed with us. By operating a night shift, we can continue to provide work for our

employees and further expand the personnel force.

Reporter-SlN intends to bring suit against you if the plant's decibel level is not

substantially reduced. How will you respond to this Mr. Chama?

Chama-We've got lawyers too! But I really see no need for SIN to waste everyone's

time and money with irresponsible legal action. I can only hope that the good peo-

ple of this neighborhood wake up to the trouble being precipitated by SIN before

anything gets out of hand. Chama Steelworks is a responsible member of the com-

munity-always has been and always will be!

Analys is :  ls  Chama Steelworks being i r responsib le in  refus ing to take fur ther  noise

contro l  act ion?

ls SIN act ing responsib ly?

What pol i t ica l  real i t ies about  business management are i l lust rated in  th is  case?

Evaluate Frank Chama's publ ic  re lat ions ef fect iveness.

l f  SIN does br ing sui t  against  Chama, what  act ion should the company take?

Do smal ler  companies have any socia l  responsib i l i t ies beyond provid ing a prod-

uct  or  serv ice and jobs for  thei r  local  communi t ies?
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Gilbert Martinelli, aviation director for a small municipal airport in the upper

Midwest, likens the airline industry to a twentieth-century railroad. "In past genera-

tions, American communities by-passed by the railroad were in big trouble. They

were all but doomed to stagnation. Today cities that lack a viable airport are exper-

iencing an array of civic growth problems. I'm afraid our city may be in this fix."

The community's 193,000 citizens are currently serviced by only one com-

muter airline, Peninsula Airways. Three other carriers have initiated and withdrawn

commercial and passenger air services in the region over the past six years.

Comments Martinelli: "The city's market for air services is obviously limited,

but I honestly feel that we deserve better coverage than we've received. A couple of

carriers opened here for less than six months each and then abruptly withdrew. You

can't tell me that was long enough to generate any real success. Currently Peninsula

Airways has all of the town's business, and they're making no real effort to upgrade

their meager services."
Peninsula flies three times daily to Detroit, Lansing, and Ann Arbor. No other

flights are currently scheduled. Martinelli would like to see several new routes

opened, especially east across Lake Michigan into Milwaukee and Chicago. He com-

ments, "If our citizens want to get to Chicago or Milwaukee they either have to

drive or fly into Detroit to make connections."
Martinelli points out that when one carrier pulls out, others are naturally re-

luctant to open up. Compounding the problem is a severe slump currently being ex-
perienced by the airlines as part of the 1980 economic recession. An increasing

number of summer travelers are staying home, and incoming air freight deliveries
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are l8 percent below the 1979 level. Passenger traffic at Midwest Airport is 22 per'

cent below the 1979 average.
The escalating cost of energy has worsened the airline industry's economic

woes, with fuel costs up 70 percent in twelve months. Other areas of airport opera-
tions have also been affected. Mr. Martinelli comments, "For the past year-and-a-
half, I've been trying to get airport runways and parking lots resurfaced. The price of

asphalt has skyrocketed, since it's made from petroleum. Resurfacing work, com-
pleted in 19ll for $60,000, now costs in the vicinity of $175,000."

Martinelli looks to the future with some optimism, however. He expects the

airline slump to end by late 198 I and for the industry to bounce back as the auto-

mobile becomes increasingly uneconomical for long distance traveling.
He is also pleased with continuing industrial development in and around the

community. "Although the town is predominantly blue collar, a greater number of

white-collar type businesses are moving here. Since traveling businessmen are the
bread-and-butter of any airline, I'm optimistic that the airport can attract a larger
clientele."

Just seven years ago, the community was serviced by a large northeastern air-
line with three jet flights daily. However, service was canceled in 1974 as energy-
conscious airlines began switching from mid-size DC3s (40 seats) to the larger DC9s
(90 seats). When jet service was canceled, the community lost flights to Chicago,
Milwaukee, and Lansing.

Between 1976 and 1978, two small commuter lines briefly flirted with the
city's market. Both withdrew their services after a few months. Martinelli explains
that one of the companies, Beacon Airflight, failed to advertise its schedules and
was chronically late. Its predecessor by nine months, Airstream Aviation, sought to
cater to the city's business community but never seemed to synchronize its flights
with an 8:00 to 5:00 schedule.

"That left us with only Peninsula Airways," Martinelli notes, "and they're
interested solely in a few bread-and-butter runs. They are unwilling to experiment
with new routes."

Convincing the public of the need for a more viable airport in the community
is another obstacle faced by Martinelli. Midwest Airport is 70 percent self-funded,
with the city financing the remaining 30 percent, which amounted to $65,000 in
1980. "The city officials would like to see our services expanded, because they
clearly recognize the linkage between civic growth and air traffic. But getting the
average resident to realize this is no easy matter."

Martinelli's top priority is generating new air services for the city. "I would
like to see new routes open up as well as some new competition for Peninsula,"
he comments. "I sincerely hope that our citizens don't wake up one day and re-
alize that progress has passed us by."

Anafysis: Provide suggestions for how Mr. Martinell i can attract new business to
Midwest  Ai rpor t .

Do you agree with Martinell i that civic growth is vitally l inked to air traffic serv-
ices?
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ARTICLE IN  THE LOCAL NEWSPAPER

September,  1981

A recessionary economy has reduced passenger traffic at Midwest Municipal

Airport l5 to 20 percent below the 1980 level, airport manager Gilbert Martinell i
said Friday.

Addressing the airport board's monthly meeting, Martinelli said passenger

traffic generally swells during the summer season. This summer, however, sagging
economic conditions curtailed vacation traffic. Martinelli said he anticipates less of

a decline for the month of September as business traveling stabilizes.
Most other airport utilization statistics also showed a summer decline, accord-

ing to Martinelli. This included amount of fuel consumed, number of cars rented,

and receipts for the airport's restaurant. One area, freight loaded, did show an in-

crease for the month of August.
In other action, the airport Board approved a plan to lease additional land

near the airport for placement of billboard advertisements.

1 4 7
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Three years ago, in 1978, Cole Eberhardt opened a small production facility in
Roanoke, Virginia, to manufacture and distribute a rust-deterrent compound for
automobiles. Called RustRid, the product chemically treats metal to resist rusting
and general corrosion. It is distributed through 425 retul outlets in Virginia, West
Virginia, North Carolina, Delaware, and Maryland.

Sales grew steadily throughout 1979 and 1980, and Eberhardt Products dou-
bled its plant capacity. Cole Eberhardt, sole stockholder and president, was elated
with RustRid's excellent reception in the market and readied plans to manufacture
a companion product to be called ReFinish. A liquid chemical like RustRid, ReFin-
ish was designed to restore luster to corroded metal and hard compounds.

Eberhardt admitted that he was dragging his feet in marketing ReFinish, be-
cause he wanted time to develop a means for gathering marketing information to
use in selling the new product. He explained that, despite excellent sales for
RustRid, his knowledge of why it sold was limited. He wanted to sharpen his under-
standing before marketing ReFinish, so that the latter's introduction could be fully
exploited.

Specifically Eberhardt wanted to develop a consumer profile of RustRid
users: age, income level, family status, geographic location, etc. In addition, he
wanted to determine what kind of vehicles RustRid was used on and how frequent-
ly the product had been purchased and applied.

Eberhardt professed to have more of an affinity for chemistry than marketing
and was unsure of how to proceed in conducting market research. He summed up
his feelings as follows: "I know what I want out of this research. I want to learn
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how to market RustRid better and how to optimize the introduction of ReFinish.
What I'm unsure of is, what information to gather and how to go about gathering it.

I really don't want to continue depending on luck in selling Eberhardt products."

Analys is :  Design a market ing research campaign for
specify what information is to be gathered and
your design realistic and pragmatic.

Eberhardt Products. Be sure to
how it is to be gathered. Make
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Kath Surgical Equipment, a subsidiary of Jayton Corporation, is a small manufac-

turer of specialty hospital and surgical equipment. Following unprofitable perfor-

mance for the past eighteen months, Kath's management team was replaced and a

turnaround begun.
Chad Meador, Kath's new General Manager, is in the process of redesigning

the firm's accounting system, beginning with the cash-flow statement. He seeks to

determine how much the company will have to invest to stimulate long-run prof-

itability and if any short-run financial problems are imminent.
Kath produces two basic products: a stainless steel autoclave for sterilizing

surgical instruments, and a pressurized steamer for cleaning surgical gowns and

hospital l inens. The autoclave sells for $5,000 and the steamer for $7'500.
Autoclaves have been selling at a rate of five per month. Over the next four

months, Mr. Meador predicts autoclave sales of ten, twelve, fourteen, and sixteen

for each respective month. The steamers have been selling at a rate of four per

month. Meador expects sales to increase to six in the third month. Price increases

are not foreseen for either product.

Past data show that materials for the autoclave represent about 30 percent of

selling price, while labor runs about 20 percent. Materials for the steamer cost 25

percent of sell ing price, and the labor is 25 percent. Inventory has been depleted

and needs to be increased at a rate of $2,000 per month. Because of past late

payments, Kath is COD with its suppliers. Payroll tax and certain employee bene-

fits are l2 percent of gross salaries and wages. Shop supplies and maintenance rep-

resent 2 percent of sales. Rent is $24,000 per year. Depreciation on equipment is
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$36,000 annually. The shop employs two supervisors at $24,000 per year each.
Workman's compensation insurance in the shop is 6 percent of gross salaries and
wages. A11 other direct overhead costs will amount to approximately $4,000 per
month over the next four months.

Meador will receive a salary of $48,000. His secretary and office manager
receives $ 1,100 per month. Workman's compensation insurance for office workers
is I percent of salaries. Costs for advertising and promotion will run about 2 per-
cent of sales, but no expenditure will be made in the first month. Sales commissions
are 5 percent of sales. All other expenses are fixed at $3,000 with the exception of
an equipment loan outstanding against the division. The equipment principal plus in-
terest payment is $3,000 per month, due on the twelfth day of the month. The in-
terest rate is 16.75 percent on the remaining principal balance.

The accounts receivable, as of October 31, wil l consist of $25,000 between
thirty and sixty days old and $60,000 between zero and thirty days old. Typically,
the company has collected all of its over thirty day accounts in the following
month and two thirds of its current, that is, zero to thirty day accounts.

Meador confidently estimates that a statement of condition as of October
31 , 1979, wil l appear as follows:

EXHIB IT  27 -1

Kath Surgical  Equipment

STATEMENT OF CONDIT ION

for  the year  ended October 31,1919

Cash
Accounts Receivable
Inventory

Current Assets
Equipment (Net)

Accounts Payable
Current Portion of Long Term Debt

Current Liabilities
Long Term Debt
Equity

$ 3 38,000

Analysis: Develop a cash-flow statement for Kath for the four-month period
beginning wi th November 1.  State any assumpt ions you make.

$ 30,000
85,000
15 ,000

$  130 ,000
208,000

$ 98,000
25,900

$ r 23,900
46, I  00

168,000

$338,000
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Fantasia Music Company has been located in the same downtown site in Winona,

Minnesota, for forty-seven years. The store is owned and operated by Doyle A1-

brecht, who purchased it from its founder in 1974. Fantasia is a full-line music

service company serving a clientele consisting primarily of band and orchestra

students in Winona's public schools.
Mr. Albrecht characterizes his background as "varied," citing previous ex-

perience in television, journalism, and sales. He purchased Fantasia because of his

love for symphonic band music and fond memoties of band activities in high

school and college.
"I do a l itt le of everything at Fantasia," he comments, "but I guess I spend

most of my time on music ordering and inventory control. These activities are the

heart of our business. Here's where my three biggest operating problems come

from."
The problems Mr. Albrecht refers to concern the vagaries oll$CdnS$gst-

music for school bands during marching and contest seasons. "I've got to order
- - € r . .  ,-TRe-iight 

music at the right time and then figure how to get rid of what do-e-sn't

sell,- eiplains Albrecht. "All this is easier said than done, because the market is
just not all that certain. I can never be sure what kind of pieces will sell best from
year to year. That's my first challenge. Getting rid of dead i-nventory-composi-

tions that nobody wants-is a second problem. The publishers won't buy it back

and the music often becomes dated from year to year-kind of like pop tunes on

the radio."
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Seasonal sales is Mr. Albrecht's third and, in many ways, most perplexing

problem. "We have two big sales periods on music orders during the year. During
June and July the band directors come in and order marching-band music for the

coming football season. Then during late November and early December, the rush is
on for symphonic compositions for the concert season in the spring. In other

\,.qleil[bslhe demand for sheet music is virtuallynenoristent- ry_I9-qStngcash-flow
crunch is very difficult for Fantasia to absorb."

Product Line Strategy

Fantasia carries a full line of musical instruments, accessories, and supplies in ad-

dition to sheet music. "People come to us because we have it a11," Mr. Albrecht
explains. "This is the only way I can compensate for the store's poor location in

town and our rather spartan physical facilities." Fantasia Music is located in Win-

ona's outmoded downtown district which, as in so many communities, has been
rendered semi-moribund by the flight of retailers to suburban malls.

Fantasia carries a complete line of top-quality musical instruments to facil-

itate its rental program with city schools. "Although 
lnstlUglgl!,"re-ntalisnot,a real

profi_t ma-kgr for us, it paves the way for sale of accessories and supplies which do

have a nice mark-up. I figure if the schools and parents seek us out to rent instru-
ments, they will also purchase supplies here and get their instruments repaired
here."

Fantasia has a long-standing arrangement with the Winona school system to
rent instruments through the schools to beginning band and orchestra students.
"The schooi board drives a pretty hard bargain, so the rental program is really just a

breakeven proposition for us," explains Albrecht. "However, we can turn around

and sell the instruments to many of the students who decide to stick with the music
program. We definitely make some money here."

Albrecht estimates that approximately 40 percent of the students eventually
apply accumulated rental towards the purchase of their instruments. "The amount
of profit we make from converting a rental to a purchase depends on how soon the
conversion is made. The longer we have to carry a renter at breakeven, the less we
profit when purchase takes place. We have a real incentive to keep the rental per-

iod to a minimum."
Mr. Albrecht has encountered difficulties in predicting rental conversion pat-

terns. The rate of conversion differs from instrument to instrument, as might be ex-
pected. The smaller, less expensive instruments, such as coronets, clarinets, and
flutes have a high conversion ratio. But the larger pieces, such as Sousaphones, bass
drums, and baritones, are generally left in perpetual rental. "Any profit we make
here will have to come from accessories and supplies."

Profit margins on instrument support products (reeds, lubricants, mutes,
polishes, and the like) average about 35 percent. "These are good items for the cash
flow because of the rapid and regular turnover throughout the school year."
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Fantasia has a large repair service housed in the rear of the store. Subcon-
tracted to an independent craftsman, Travis Preevy, the repair service is another
breakeven operation for Fantasia. "Trav does a darn good job for us, even if he
doesn't make us much money. He charges a flat rate of $18.50 per hour to the
customer and gives us a 20 percent commission. We provide him with shop room
to work in and purchase any capital equipment he might require from time to time.
We're content with this arrangement, even though it doesn't generate much for the
bottom line, because skilled instrument repairmen are very scarce and the repair
service is yet another source of customer traffic."

Competit ive Edge

Mr. Albrecht assesses the competitive dynamics of his business. "Our sole compet:-
itive edge is seMce- Tliere are three other music stores in Winona, but Fantasia is
the only one that really caters to band directors and their needs. Our competitors
are geared up more for the general public-what we call the walk-in trade. They
carry only a few instruments and accessories, offer no repair, and don't really stock
much in the way of sheet music outside of piano and guitar pop tunes. They make
their money on pianos, organs, records, and stereo sales.

"Even though there's no way to reflect it on the balance sheet, Flllasia'l _
€lg$gst asset is goodwill. We have developed real rapport with band directors in
Winona. They trust us and respect us for our knowledge of the school music busi-
ness. I have developed a simpatico sense with the directors because I love the band-
music literature right along with them. I'm well-versed in who the favorite and most
playable composers are, what's involved in choreographing marching routines, and
what band clinics are all about. I talk the band director's lingo and relate to his own
special world. I 'm wil l ing to go the extra mile to meet their needs."

Going the extra mile includes such services as taping band concerts for
schools at cost, distributing complementary copies of demonstration recordings of
new music, and providing directors with a listening room. "Fantasia Music is the
band director's headquarters," sums up Albrecht. "They come here because we
appeal to their professional interests. We're like a second home for many of them.
No other music store in town can make that claim."

Sheet Music Sales

"We rise or fall on the basis of our sheet-music sales," observes Albrecht. "Our com-
petitive approach, based on band director rapport, higlrlights the role of sheet sales.
We simply have to have what the band people want-the right tunes, in the right
style, and within the proper difficulty level."
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Albrecht prides himself on his "gut feel" for the band and orchestra market.
"I 

\now which of my directors have conservative musical tastes and which are more
contemporari. Some of them like a halftime show composed almost exclusively of
classic marches-say from Sousa, Goldman, and King-while others want a con-
temporary, upbeat sound keyed to recent Top 40 type hits. I have noticed more of
an infatuation lately for the pop stuff, I guess because more and more of the direc-
tors are young. Disco arrangements have been particularly big in the last two sea-
sons.

Albrecht orders from nine mainline music publishing houses on a continuous
basis and from two or three others intermittently. Orders flow in at a heavy pace in
early spring and fall in anticipation of the two distinct band seasons. "Most of the
publishers will carry me for 90 days, and sometimes longer, which is vital to cash
flow. If we had to pay for new music before peak sales season, we'd really have a
messed up short-term financial picture. Selling music is one heck of a seasonal busi-
ness. It's awfully volatile too, and becoming more so every year given the growing
popularity of Top 40 arrangements. You know how unstable and fast changing
that whole business is."

Albrecht laments that he has only limited control over the profitability of
sheet-music operations. Some publishers offer a larger discount on purchased music
than others do, with the amount ranging from 30 to 60 percent. "Obviously, we'd
rather sell the heavily discounted stuff, but it doesn't always fit the directors'
needs. They aren't likely to purchase a composition just because it has an attractive
price. They're educators and artists, not purchasing agents. I can only hope that the
most heavily discounted sheets will also be among the most popular. Forecasting in
this area is hit and miss at best and certainly not very scientific. This is why it is
so essential that I keep in close touch with my local group of directors and with
national trends in the band market. Fortunately, national patterns are beginning to
coalesce, although regional differences in what schools want to play are still some-
what prevalent.

"There's not really a whole lot I can do personally to influence what music
the directors will select. I try to maintain my credibility with them, so that they
will be open to consultation. Beyond that, it's just a matter of having a variety of
things on hand for them to look at during the key ordering seasons."

Despite Mr. Albrecht's "insider" feel for the market, he confesses that nearly
one-third of the sheet-music packages he orders fail to sell. "I'm caught between a
rock-and-a-hard-place in ordering. If I get real cautious about how many new com- ,."1',
positions I order, I run the risk of not having enough on hand to fire-up the enthusi-
asm of directors. On the other hand, the more I over order, the more inventory l i, -
will end up having to eat. Striking the happy medium is mostly a.mal-Lelollu{k." 

':;

Publishers rarely extend refunds on unsold orders, preferring not to make
their business more risky than it already is. Consequently, they*l94d_Lo-AfayiIate.
towards a strategy of flooding the market egch y9q yit-tt_1gmtgl-1ew composi-
tions to increase success probabilities. Despite the reluctance of publishers to make
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refunds, they do cooperate closely with retailers in such areas as providing demon-
stration recordings and fi l l ing last-min-ijte rush orders.

"Anytime I find myself fretting too much over dead inventory, I remind my-
self that selling music to Winona bands and orchestras is what Fantasia Music Com-
pany is all about," Albrecht comments. "our strategy revolves around sheet-music
volume. Some dead inventory is inevitable." Determining what to do with this in-
ventory has proved to be virtually an insoluble problem. "occasionally, I can pawn
it off on another store in the region, but this is rare. If i t won't sell in winona, it
generally won't sell anywhere else nearby. I wish I could get rid of it merely by
lowering the price, as in most areas of retailing, but things just don't work that way
in this funny industry."

Physical Facil it ies

"I hate to say this, but it 's a real testimony to our service that Fantasia has so many
loyal, long-term customers. our in-store accommodations are not luxurious, to say
the least," Albrecht candidly admits. "Not only are we stuck down here in town
where business is dead, but our building is nearly a half-century old. we're definite-
ly not hurting for floor space, or anything like that, but our products and services
simply aren't well showcased."

Albrecht factitiously describes Fantasia's furnishing as "early American make-
do. Most of our furniture was either bought used or made for us. And I don't mean
made like it was manufacturcd; I nrean a guy sitt ing in his garage with a hammer
and nails !

"l suppose we had beltcL g,el in gear someday soon and fancy up the place.
I 've becn reluctant to do much about redecorating, however, unti l I-can get the
bottom line slraighlened out. our financial picture hasn't exactly been on an even
keel  s ince I  took over  in '74.1 ' l l  adrn i t  that .  But  I 'm more concerned wi th serv ing
the music education needs of winona than I am with getting rich. My heart's in the
music, not the cash register. Fantasia offers a unique kind of service to a special
c l iente le.  I  th ink that 's  something to be rather  proud of . , '

Analys is :  Evaluate Fantasia 's  f inancia l  per formance s ince Doyle Albrecht  took
over.  In  your  opin ion,  how could the store become more prof i table? R_eqgnn-
mend appropr iate act ion in  th is  regard for  both the shor t - run and long-run.

Evaluate Mr.  Albrecht 's  manager ia l  s t rengths and weaknesses.  Do you admire h is
phi lopphy of  customcr serv ice before orof i t?

, l

i, . '



EXHIBIT 28.1

PRODUCT L INE ANNUAL SALES VOLUME
(Thousands of  Dol lars)

1974 r975 1976 t911 t9l8 1979

Instrument rental
Instrument sales
Instrument accessorie',,

and supplies
Instrument repair

commissions
Sheet music sales
Miscel laneous

Total

$124  $  I  38
4 7  s 9

$ r47  $174  $203
77 92 112

$ l 1 s
3 8

z ) 8 96348J J2 9

1 . 5  2 . 3
'70 78
l 0  1 3

s2s 7.s  s293.3

3 . 3  4 . 9
84  87
t 2  l 7

s329 .3  S  380 .9

4 . 9  5 . 2
92  105
2 2  3 l

s447 .9 S545.2

E X H I B I T  2 8 - 2

M O N T H L Y  S A L E S  A S  A  P E R C E N T  O F  A N N U A L  S A L E S

January
February
March
April
May
June

6 . 7 %
3 . 9
4 . 9
4 .3
4 .5

14.2

July l '1.7%
August 7.9
September 4.9
October 2.9
November 15.3
December 12.8

1 5 7



EXHIB IT  28 .3

Fantasia Music Company

COMPARATIVE INCOME STATEMENTS, 1914.1919
(Thousands of  Dol lars)

197 4 t975 1976 1977 1978 1979

Sales
Less: returns

Net sales

Cost of Goods Sold
Instrument rental
Instrument sales
Instrument accessories

Gross Profit on Sales
Operating Expenses
Income Before Taxes
Income Taxes

NET INCOME

$2s8
z

$ r t 6

7 6
l 5

$293 $329 $381
3 2 1

$290  $327  $380

5 3  5 8  6 5
46  50  53

7 8 1 2
2 3 4

$  s  $  s s  8

$448 $54s
4 3

$444 $542

lss  2 t0
J  L  J J

88 102 132
2 t  3 0  2 4

and suppl ies 13 l7  19 25 25 33
Instrumentrepaircommissions 8 6 2 6 l1 5
Sheet music sales 82 95 100 I 13 124 166
Miscel laneous 16 12 16 16 14 19

Tota l  cost  ofgoods sold $210 $237 $269 $315 $361 $466

46
4 l

I

$ 4

83  76
59  63
2 2  1 3

__q s
$ 1 4  $  8

1 5 8



EXHIB IT  28 -4

Fantasia Music Company

COMPARATIVE BALANCE SHEETS, 1914-1979
(Thousands of Dollars)

1974 t97s r976 r91l 1978 1979
Assets

Current Assets
Cash
Accounts receivable
Inventories
Total current assets

Other Assets
Equipment

TOTAL ASSETS

$  1 1  $  1 2  $  1 5  $  1 1
4 5  4 3  5 0  5 2
4 1  4 5  4 9  5 9
9 7  1 0 0  l l 4  1 2 2

5 6 9

$  1 0 2  $  1 0 6  $  1 2 3 s l 3 2  $ 1 6 8  S 2 4 s

$  1 2  $  l 2
5 7  8 6
8 4  1 3 0

183  228

l'7l 5l 0

Liabilities and Capital

Current Liabilities
Accounts payable

Notes payable

Total current liabilities

Capital
Capital stock
Retained earnings

Total capital

TOTAL LIABILITIES
AND CAPITAL

$ 4 3  $ 2 7
1 5  3 0

$ s 8  $ s 7

40 40
4 9

44 49

$ 1 0 2  $ 1 0 6

$ 4 1  $ s s
2 8  1 5

$ 6 9  $ 7 0

40 40
1 4  2 2
54  62

s l 2 3  $ 1 3 2

$ 7 8  $ s 2
1 4  3 4

$  92  $129

40  72
36  44
7 6  1 1 6

$168  $24s

t 5 9



people providers

2 9

People Providers of New Haven, Connecticut (PPNH) is a small employment agency
managed by Felix Heinlein and Neal Albee. The New Haven office is tied to People
Providers of America, a national employee recruiting chain with 178 local offices in
the U.S. and Canada. PPNH specializes in recruiting technical personnel for com-
puter services and accounting firms.

Heinlein and A-lbee own equal interests in PPNH, which is set up as a partner-
ship. Felix Heinlein is thirty-five years old and holds an MBA degree from North-
western. Before forming PPNH in 1978, he worked for the Connecticut Depart-
ment of Human Resources for three years as a specialist in job placement of the
handicapped. Neal Albee, thirty-seven years old, started his career with Gulf Oil
doing personnel work. Then he worked two years with Manpower, Inc., leaving in
1978 to go with People Providers.

The two partners profess to be "fairly satisfied" with how the New Haven
office has performed in its first two years of operation but feel it has not come
close to realizing its true potential. They discuss their operations and future de-
signs in the following dialogue.

Description of Services

Albee-Just about all of our work is done over the telephone contacting companies
within a seventy mile radius of New Haven. Occasionally we may hop out a bit
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farther than this. We work almost solely with personnel officers in companies that

have a lot of turnovef among accounting and computer positions. Sometimes we do

work directly with a computer center director or staff accountant.

Heinlein-ln our two years of operations, we have done business with more than

300 different offices. Some of these contacts came through sister People Provider

f ranchises and others we in i t ia ted on our  own.

Albee-l should explain that all People Provider offices are independently owned

and operated. We paid a $5,000 franchise fee to People Providers when we opened,

and they receive 8 percent of all our commissions. In return we can plug into their

information network as a valuable source of finding clients.

Heinlein-We have a fairly simple and straightforward fee system. When we place a

person with a company, we receive from 10 percent to 30 percent of the first year's

salary. The higher their salary, the bigger our percentage. We seldom have any prob-

lems getting the company to pay the fee, because in most instances it costs the

company more to do their own placement work. Our surveys show that we general-

ly save our clients 20 percent plus in placement expenses.

Albee-Our services become even more essential in tight job markets such as our

two specialty areas, accounting and data processing.

Heinlein-Yes, there is a 30 percent shortage of qualified personnel in the DP field

and accounting is almost as bad. Several of our larger client firms are so desperate

for technical employees that they have what amounts to a standing order with us

to supply X number of jobs per month or quarter.

Atbee-Of course, the most valuable service we offer is not so much just locating

employees for companies but rather attaining a good fit between the two. Both

the employee and company have a preconceived set of expectations about what

constitutes a good fit. The more aware we are of these criteria, the more valuable

our service becomes.

Heinlein-Neal has identified the real essence of our business there-we're brokers

or matchmakers. We generate synergy between employees and companies. By that

I mean simply that our service adds more to the employee-company relationship

than would be there without us. The employee and the company need us and we

certainly need them.

Operating Strategy

Heinlein-PPNH would be nothing without marketplace contacts. Along with what-

ever goodwill and image our office has in the community, our only other asset con-

sists of the network of contacts we have built up, in and around New Haven, and
with other P.P. franchises.

Albee-People Provider's national motto is, "Using what you have to get what yo'r

need." In other words, use current contacts to generate future ones. For example,
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every time we get in a new resume or vita we add to our contacts from the refer-
ences listed of former bosses and co-workers. Ten resumes could possibly multiply
into a thousand or more contacts in chain letter fashion. Here again is the synergy
concept referred to before.

Heinlein-We strive very hard to form steady, long-term relationships with our
client companies. Contacts are worthless if they don't cultivate anything. Repeat
service clients are essential as the bread-and-butter of the agency. They pay the
overhead and give us some measure of stability in what otherwise is a very fluid
industry.

Albee-Our records show th'at about 30 percent of our clients have come back to us

at least twice for placements. Felix and I hope to raise that percentage steadily over
the next few years.

Analysis: Suggest ways in which PPNH can increase its repeat customer percentage

over the next few years.

Heinlein-Placement percentage is another performance yardstick Neal and I use.
We are concerned not only with the number of repeat customers we have, but
also with our success in filling job vacancies and placing those seeking employ-
ment. On the demand side, Neal and I are proud of the fact that we successfully
fill 60 percent of the openings brought to us by client companies. In less than 10
percent of our placements has the company ended up being dissatisfied with the
employee after six months on the job.

On the supply side, we are successful in finding jobs for better than 45 per-

cent of our employee clients. This is really fairly high considering that many job

hunters aren't really totally serious about making a new career move.

Albee-That's one of the real headaches of running an agency-determining who is
really serious about wanting a new job. Some people who visit our office are what
we call "tire kickers." They're not really interested in changing jobs but only in
seeing what they're worth in the market-just testing the water.

Heinlein-And for the serious job hunters, there's often emotional trauma associ-
ated with making a change. This sometimes becomes a real impediment to our
placement efforts. When the client is uptight, our role as counselors really comes
to the fore. Neal and I have to function as "securitv blankets."

Analys is :  Suggest  ways in  which PPNH can fur ther  increase i ts  p lacement  percent-

ages on both the demand (company) and supply (employee) s ides.
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Heinlein-People Providers helps each of their franchise offices develop what they
call a grid for growth. This consists of an overall strategic growth plan for the fran-
chise in keeping with its size, client mix, geographical area, and identif ied market
niche. Naturally, each office has a unique grid.

Albee-Felix and I are currently in the process of crystalizing our grid for the 1980
to 1985 period. We thought it would be a fairly easy exercise unti l we really got
into it. For the past three-and-a-half months we've been struggling with our strat-
egy grid.

Heinlein-You'd better believe it! We have some fairly definite ideas about where
we want to go with the agency but the big picture isn't clear to us yet. It 's not so
much a case of Neal and I disagreeing about goals and priorit ies as it is our mutual
inability to clearly define these. After just two years in the business, we both re-
alize that we have a lot to learn.

Albee-Blt we hearti ly agree with the national headquarters that a strategy grid
needs to be developed soon. They've given us another month to develop some-
thing fairly concrete. So far, we have developed a series of short statements Felix
l ikes to call them propositions-about PPNH. We view these as our starting point
in developing the grid. It 's quite possible that additional propositions wil l be
needed before the grid can be finalized, but the seven we have developed so far will
certainly get us going.

Analys is :  Using the gr id format  in  Exhib i t  29-2,  formulate the opt imum six-year
strategy plan for People Providers of New Haven. Feel free to alter any of the
strategy proposi t ions in  Exhib i t  29-1 .

EXHIBIT  29 . - I

S T R A T E G Y  P R O P O S I T I O N S  F O R
P E O P L E  P R O V I D E R S  O F  N E W  H A V E N .  1 9 8 0 - 1 9 8 5

Generate at least $40,000 in annual salary for each partner by 1982.
Minimize office overhead costs: secretarial help, furniture and decorating
appointments, size of off ice, and so forth.
Specialize in accounting and data processing clientele.
Strive for quality of relationship with clients rather than quantity: long-
term relat ionship, repeat patronage.
Branch out somewhat in client target markets and services offered.
Take maximum advantage of the People Providers national information
network.
Build a higher profile in the New Haven-East Coast area.

163

1 .
2 .

3 .
4 .

5 .
6 .

7 .



EXHIB IT  29 -2

STRATEGY GRID  FORM FOR
P E O P L E  P R O V I D E R  F R A N C H I S E  O F F I C E S

1980 l98l  1982 1983 1984 l98s

Target revenue

Placement percentage

Repeat patronage percentage

New cl ients: demand side

New cl ients: supply side

Target markets *(cl ient groups)

New services offered*

*Requires in depth analysis on separate sheet.
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EXHIB IT  29 -3

People Providers

INCOME STATEMENT

for  the year  ended December 31,1978

Fees Earned

Less Operating Expenses
Franchise commissions
Wages and salaries
Rent
Supplies
Postage
Furniture and equipment depreciation
Utilities
Telephone
Miscellaneous

$  8 , 7 0 1
63,000

3 ,45  0
3 ,1  00
2,400
2,300
1 ,623
r , 1 7  s

693

$  108 ,765

86,442

$  22 ,323

Total operating expenses

NET INCOME

EXHIBIT 29-4

People Providers

INCOME STATEMENT

for  the vear  ended December 31,1979

Fees Earned

Less Operating Expenses
Franchise commissions
Wages and salaries
Rent
Supplies
Postage
Furniture and equipment depreciation
Utilities
Telephone
Miscellaneous

Total operating expenses

NET INCOME

$ 9,798
68,ooo

3 ,600
2,400
2 ,184
2,300
1,824
1,200

784

s 1 2 2 , 4 7  5

92,090

$  30 ,385

1 6 5



EXHIBIT 29.5

People Providers

BALANCE SHEET

December 31,1979

Assets

Current Assets
Cash $ 3,628
Accounts receivable 7,380
Supplies 302

Total current assets $ 1 1,3 1 0

Fixed Assets
Equipment and furniture $23,000
Less accumulated depreciat ion 4,600 18,400

Franchise fee and deposits 5,300

Total f ixed assets 23, ' lOO

TOTAL ASSETS $35,010

Liabilities and Capital

Current Liabilities
Accounts payable $ 1,230
Wages payable 270
Taxes payable I 10

Total current l iabi l i t ies $ I,610

Long-Term Liabilities
Notes payable 20,400

Total l iabi l i t ies $22,010

Capital
Albee, Capital 6,500
Heinlein, Capital 6,500

Total capital

TOTAL LIABILITIES AND CAPITAL

13 ,000

ry,01q

t 6 6
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cameron moDIIe
homes

3 0

.,The union is after my plant people, and I'm not about to give in." Boyce Cam-

eron, founder and chief executive of Cameron Mobile Homes, related his problem

to Ramsey Curtis, a freelance labor relations consultant in Atlanta. "Ramsey, you

have an excellent reputation in the Southeast for your ability to troubleshoot

union problems. would you give me some advice on how to ward off the union?"

Cameron and Curtis sat down alone in the company's large executive meet-

ing room, poured coffee, and proceeded to discuss the latest attempt to unionize

Cameron Mobile Homes. Their dialogue follows.

Curtis-Boyce, before we start talking specifics, please fill me in on your company's

background.

Cameron-My father built Cameron Mobile Homes in 1923 on the outskirts of

Atlanta. Today, of course, we're right in the middle of the industrial district.

My brother Lyle and I took over in 1959 when my father passed away' Currently

Lyle is treasurer and I'm head of plant operations. We make a variety of home

styles in the plant and sell primarily to dealers in Georgia and Alabama'

we're profitable and growing. Even with the lousy economy last year, we

grossed over $15 mill ion in sales. 1982 promises to be a much better year if the

economy picks up again.

Curtis-How many people do you employ currently, Boyce?

Cameron-As of the first of the month, 125 or so-17 in the office, 4 sales reps, and

1 6 7
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the rest plant people. Nine months ago, in June of 1980, we layed off 40 of our

wage people due to soft sales. We still need to pare down the work force by a dozen,

but we plan to do that strictly by attrition.

Curtis-Did the union situation heat up after the layoffs?

Cameron-obviously it did. Although very few people with much seniority were af-

fected, the work force was not pleased with the layoffs. But what choice did I

have? The 1980 recession hurt companies all across the country. Cameron was no

exception. You can't employ people when there isn't enough work for them'

Curtis-:V,lhat exactly did the union do?

Cameron-ln July, after the layoffs, representatives of the steelworkers union out

of Birmingham, Alabama, began visit ing with our plant crew both in the plant and

outside. The union reps were fairly low key about it all, but they were persistent.

I quickly got with my legal counsel but found that everything was perfectly legit.

Curtis-Did the union get any of your employees to sign cards indicating their in-

tere st?

Cameron-l am not aware of any such activity but don't know for certainif itoc-

curred. I do know, however, that things seemed to die down going into the fall of
'80. I began to breathe easy again. Then in February of 1981, the union made

another move. Again our plant people were visited and talked to. That was last

month.

Curtis-Has the union been real active in the last month?

Cameron-Yisible but not necessarily highly aggressive.

Curtis-Then why did you tell me a few minutes ago that the union was definitely

after your people?

Cameron-ltjust seemed awfully appalent to me. Why else would they be talking

to Cameron workers?

Curtis-lt's possible that the union is still waiting for more employee interest to

develop. Organizers are professionals nowadays, and they rarely seek a represen-

tation election until they're sure they've got the worker votes lined up.

Cameron-Maybe I have over-reacted to it all.

Curtis-That's understandable. No businessman wants to be hassled by unions.

It's entirely possible that things are not yet ripe for the steelworkers union to

step in. At this point they may be simply testing the water. If they couldn't get

enough votes lined up for an election immediately following the summer lay-

offs, they probably are poised for another attack.

Cameron-Well, what should I do in the meantime to build employee relations

and better assure staying unorganized?

Curtis-l wish there were a simple set of rules I could pass on to you that would

guarantee safety from unions. Unfortunately, the situation is always too complex

for that. What a company does after a union has been voted in is never as important

as what the company was doing before hand'
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Cameron-What do you mean Ramsey?

Curtis-llnions don't get started by accident in companies, Boyce, at least not in

the South where unions haven't traditionally been a part of the landscape as they
have in the Midwest and Northeast.

Unless a company has inherited a union, unionization generally signals a

breakdown in labor relations. Job security is one of the classic reasons why blue-

collar employees side with a union. But beyond that, employees today are very

demanding and hard to please. If they feel they're not participating enough in

operating decisions or not being treated like adults, they may start sympathizing
with the union.

Cameron-You're definitely right that workers today are a different breed of cat!

They are demanding a lot of things besides money and working conditions. So
where does that leave me? What can I do to stave off the union?

Curtis-Since they apparently have not gotten Cameron workers to sign union

cards, I'd say the union is only trying to build up goodwill with your people at

this point. An organizing drive is sure to be in the planning stage but perhaps not
in the near future. My best advice to you, besides keeping an eye out for further
union activit ies, is to get your house in order.

Cameron-Exactly what do you mean, Ramsey?

Curtis-SIrive to create a working atmosphere in the plant that keeps people reason-

ably satisfied. Don't give them any obvious reasons to rekindle their interest in
unionizing.

Cameron You mean quit laving them offl

Curtis-lVell, certainly that is a sore point for your plant. You definitely will have

to tread lightly there. But job security still won't guarantee a union-free shop. To-
day's blue collar worker wants not only job security but also a voice in determining
the terms of employment, protection from arbitrary management decisions, and a

feeling of self-respect. As I said before, Boyce, management has to create a working

climate that wins the respect and loyalty of employees.

Cameron-How can I create that kind of climate here?

Curtis-lL's tough to be real specific because we're dealing with the attitudes of

management. But let me give you five guidelines to follow. First, allow operative

employees to share in managing their own jobs. Participation breeds commitment.

Second, make certain that employees share in the success of the overall company

so that they will have a strong reason to want the company to prosper. Third, pro-

vide all of your people with opportunities to develop and grow in their job-to

mature professionally. Fourth, treat them like adults. That means you have to be

open-minded and, at least occasionally, open to compromise. Finally, and most

importantly, treat them fair and square. And if you don't know what that means,
you are in trouble!

Cqmeron-Nl right, that sounds sensible enough to me. But tell me specifically how

to go about implementing your philosophy. What can upper-level management,
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working along with firstline supervisors, do here at Cameron to create the non-
union environment vou've described?

Analys is :  Answer Mr.  Cameron's  quest ion as complete ly  as you can.  Be speci f ic ,
concrete, and pragmatic.
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Janeck Furniture, originally the Springfield Furniture Mart, is located in a thirty-
year-old building in downtown Springfield, Illinois. Hershel Janeck, the current
owner and sole proprietor, purchased the store and all of its assets from the Fur-
niture Mart in 1966.

Janeck Furniture sells used furniture, unfinished furniture, and a line of mod-
estly-priced new furniture. The store's cramped floor space, limited inventory facil-
ity, and undesirable location have led Mr. Janeck to investigate the possibilities of
expanding to a second location in Springfield. His expansion feasibility study, com-
pleted in 1978 and submitted to a local banker, follows.

Feasibil i ty Study for Expansion of . laneck Furniture

Port l: Estimote of Soles

Springfield's 1977 population was 97,000 with 38,800 households. Annual
per capita expenditure in Springfield for furniture and home furnishings was $207
in 1977 . Nineteen furniture stores currently compete directly against Janeck Furni-
ture with an aggregate sales floor space of339,000 square feet.

1 7 3



Store Name

EXHIB IT  3 . I . 1

EST IMATED SALES FLOOR SPACE
(Square Feet)

Estimated Floor Space

Barney's
Dawsons
Goldblatt 's
Hendricks
J.V. Grand
Leaths
Lee 's
Madisons
Myers Brothers (2 Stores)
Southtown
Stahls
Stern's (2 Stores)
Tiskos
Wolfsons
Sears Roebuck
Stix Baer & Fuller
Famous Barr

12 ,000
4s,000

6,000
14,000
2 5,000
30,000

4,000
12 ,000
16 ,000
6,000

12 ,000
27,OOO
5 0,000
12,000
10,000
6,000
8,000

295,OOO
69,940

368 ,750

Total
) \ q  *

TOTAL

xEstimate of the floor space of Springfield retailers who sell furniture as a secondary oom-
ponent of  their  product  l ine (e.g. ,  Woolco,  Pennys,  etc.)

Shown in Exhibit 3l-2 is the analysis of excess sales demancl for furniture in
Springfield. The figures estimate that Springfield could accommodate an additional
60,000 square feet of furniture showroom space. Assuming sales of $50 per square
foot of space, currently the average for Janeck's downtown store, there currently is
$3 million of untapped market demand in Springfield for furniture.

E X H I B I T  3 1 - 2

E S T I M A T E  O F  A D D I T I O N A L  D E M A N D
F O R  F U R N I T U R E  I N  S P R I N G F I E L D

Retail sales per household
Furniture sales per household*

( . 0 4  x  $  1 3  , 6 7  s )
Individuals per household
Potential furniture sales volume per capita
Total ci ty populat ion in 1977

174

$  1 3 , 6 7 5
$s47

2 . 5
$2r9

97,000



EXHIBIT  31-2  Cont inued

Potential furniture sales volume
(97,000 x  $219 l res)

Approximate out-of-city purchases ( l0% assumed)
Net furniture sales volume
Square feet of furniture store sales space in city
Sales per square foot of showroom
Sales generated by existing stores

(339,000 f t '  x  $50/ f t ' )
Excess sales demand
Square feet of sales area needed at $50 of sale per sq. ft.

($2 ,969,700-$50 per  sq .  f t . )

$21,234,000

$2,724,300
$  19 ,9  19 ,700
339,000 ft,

$s 0/ft '
$  16 ,950 ,000

$2,969,7 OO
{ g  ? q 4

*National business statistics indicate that residents spend approximately 4 percent of annual
income on furniture.

To determine what share of the $3 million could be reasonably attained by a

second Janeck Furniture store, it is assumed that the new store's customers will be

from low to middle income levels (effective gross income of under $15,000). In

lgll , 19,OlO Springfield households were in this target category, distributed as

follows:

9 ,826 households less than $8,000
2,641 households- $8,000- $ I 0,000

6,603 households- $ 10,000- $ 15,000

19,070 households-average$10,700

A conservative estimate of the effective buying income of the target house-

holds is $10,700. Assuming the 4 percent annual income expenditure for furniture
(Exhibit 31-2), rhe 19,070 target households will spend approximately $8,161'000
for furniture during the year. This represents approximately 38 percent of the total

furniture purchasing power in Springfield (921,243,000 in Exhibit 31-2). It could

be expected that 38 percent of the $3 million in excess furniture demand would go

to Janeck's target population group, totaling $1,140,000.
The share of the $1,140,000 which Janeck's second store could capture de-

pends on its location, quality of furniture offered, and extent of customer services.

Given the downtown store's past record of success with selling to the target cus-

tomer group (a 70 percent repeat customer rate from 1966 Io 1971) and the
planned attractiveness of the second store, it is estimated that Janeck's new venture

could realistically capture half of the $1,140,000, or $570,000. If just 15 percent

more patronage could be elicited from income groups above Janeck's target, the

second store's projected annual gross revenue would be $650,000.
Future population growth projections for Springfield are auspicious. The

growth rate for 1970 to 1980 is currently at 19.9 percent. Another 17.9 percent in-

crease is foreseen for 1980 to 1990. Twenty-two thousand additional housing units

are also projected for the eighties.
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Port ll: Estimate of Expenses

Exhibit 3l-3 is a pro forma profit and loss statement for Janeck's proposed
second store. Gross receipts of $640,000, derived from Part I above, are assumed.

Plans are to construct a 16,000-square-foot structure in the southwest part of
Springfield. The building will be constructed and owned by Janeck Furniture on
land that will be purchased for that purpose.

Mr. Janeck wil l provide the $80,000 equity necessary to purchase the land.
The construction of the building will be $270,000. This will be financed for
twenty-five years at I 1.5 percent interest. Monthly loan payments wil l be $2715.

The initial $80,000 inventory will also be financed with a ten year-l lpercent
note. Monthly payments on this note wil l be $1102. Approximately $70,000 of
additional guaranteed financing will also be available during the start-up period.
The guarantee would not cost anything unless called.

In summary, 100 percent f inancing wil l require payments of approximately
$38 l7 per month, or $45,804 per year. The pro forma profit and loss statement
shows a profit of $23,183 after the bank debt has been serviced.

Part lll: Conclusions

It is obvious from the preceding analysis that Janeck Furniture should ex-
pand to a second store. The local demand and future growth outlook for Spring-
field auger well for the proposed expansion. It should be undertaken in the near
term.

Analys is :  carefu l ly  evaluate Mr.  Janeck 's  expansion study f rom the standpoints of
thoroughness,  adequacy,  and persuasiveness.  What  improvements can you recom-
mend? Be speci f ic .

l f  you were Janeck 's  banker,  would you be wi l l ing to f inance h is  new venture?
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E X H I B I T  3 1 . 3

F IRST YEAR PRO FORMA PROFIT  AND LOSS
STATEMENT

Percent
of

Sales

Gross Receipts
Cost of Goods Sold

Opening inventory
Materials
Direct labor
Subcontract costs
Purchases
Overhead

Total

Less Ending Inventory
Cost of Goods Sold
Gross Profit
Expenses

Employee wages
Accounting & legal fees
Advertising
Depreciation
Supplies
Utilities
Telephone
Repairs
Sales tax
Insurance
Bad debts
Miscellaneous

(postage, etc.)
TOTAL EXPENSES

Net Profit (before taxes)
Less federal income tax (50%)

Less state income tax (4Vo)

NET PROFIT (after taxes)

$ 80,000
0
0
0

320,000
0

$640,000

400,000

8o,oo0
320,000
320,000

126,550

193,450
(96,725)

('7 ,738)
$_r!f!z

100.00

12.5

30,000
6,250

30,000
13 ,000

1,000
21 ,000

3,000
600

10,000
4,500
3,000
4,200

5 0.0
5  0 .0

4.68
.98

4.68
2 .03

. 1 5
3 .28

.47

.09
1 . 5 6
0 .70

.47

.66

19.77

30.22

1 7 7



EXHIB IT  31 -4

PRO FORMA PROFIT  AND LOSS STATEMENT
WITH INTEREST EXPENSES

Column 1* Column 2*

Gross Receipts
Cost of Goods Sold

Opening inventory
Materials
Direct labor
Subcontract costs
Purchases
Overhead

Total
Less Ending Inventory
Cost of Goods Sold
Gross Profit
Expenses

Employee wages
Accounting & legal fees
Advertising
Depreciation
Supplies
Utilities
Telephone
Repairs
Taxes
Insurance
Bad debts
Miscellaneous

(postage, etc.)
OPERATING EXPENSES

$640,000

$ 80,000
U

0
0

320,000
0

400,000
80,000

320,000
320,000

30,000
6,250

30,000
13 ,000

I ,000
21 ,000

3,000
600

10,000
4,500
3,000
5,200

$ 1 2 7 , 1 5 0

50 .0
5 0.0

100.00

1 2 . 6

100.00

5 9.08
40.92

14 .17

5 . 7 3

39 .86

3 .05

r . 7 7

(Col. I excludes debt retirement)

Net Profit (before taxes) 192,850
Less federal income tax <96,425>
Less state income tax <'l ,'7 14>
Net profit (after taxes) 88,71 I
Less withdrawals (20,000)

NET PROFIT BEFORE DEBT SERVICE $66,7I1
Debt Service 45,804

NET PROFIT AFTER DEBT SERVICE $ '0. 'O?

4 .68
.98

4.68
2.03

. 1 5
3 .28

.47

.09
1 . 5 6
0.70

.47

.66

1 9 . 8 6

30 .1  3
l 5 . 0 6

1 . 2 0
1 3 . 8 6
3 . r 2

10.42

+.4/o/e. Column I expresses each expense as a percentage ofnet sales. Column 2 represents the
1977 avenge for stores ofcomparable sales.
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prudhoe Bay oilfield Servicing is on oilfield general services company located in

Prudhoe Bay, Alaska. PBOS specializes in doing field maintenance work on oil-

drilling rigs located in and around the Bay atea.Orgatized as a three person partner-

ship in l-975,the company is currently in transition due to the sudden death of

Austin Beall, majoritY Partner.
The company's other two partners, Nance Kizer and Mitchell Granger, are

reshuffling theii administrative responsibilities and reassessing Prudhoe Bay Oilfield

Servicing's future strategy. The following interview with Nance Kizer was held

nine months after the death of Austin in November 1980'

Please provide us with background information about Prudhoe Bay oilfield

Servicing.

Austin and I formed the partnership in 1975 with equal contributions. Austin

kicked in some additional funds in 1977 and became majority partner. Shortly

thereafter, Mitch was invited in. At the time of Austin's death, I had 34 percent

ownership and Mitch had l0 percent. Austin had the rest'

Prudhoe Bay oilfield Servicing was originally founded to perform general

welding work on oil rigs in the Bay region. As time went on, we gradually branched

out inio additional maintenance services, such as mud pumping and acidizing'

Currently we are the largest freelance general maintenance contractor operating

in the Bay.

t 7 9



t80 Experience Phase IIL Venture Transition

We work largely on a subcontracting basis. PBOS makes contact with the rig,
troubleshoots maintenance needs, and then contracts with independent operarors
in the region to do the work. In many instances we can do the work ourselves when
it 's modest in scope.

Austin and I complemented each other well in running the company. He
handled most of the administrative matters in the office, while I spearheaded the
technical work in the field. Austin coordinated personnel, dealt with customers
over the phone, and pretty much determined what services we would offer. I'm
troubleshooter for problems out on the work site. Although we both had engineering
degrees, our talents lay in opposite directions.

Mitch Granger was more-orless a silent partner while Austin was alive. Mitch
runs a flying service here in the Bay and spends most of his time managing it. For
the past several months he has stepped into the vacuum here to assist me.

PBOS established a good track record under Austin and me. In our five years
together, we tripled our assets and topped a million in sales. we expanded our mix
of services greatly and laid the foundation for a professionally managed firm.

Nance, describe for us the transition period after Austin died.

our biggest problem by far has been filling the administrative vacuum left
by Austin. Even though we had $250,000 in key-man insurance on him, money is
hardly any substitute for the loss of our chief decision-maker. or for the loss of a
close friend.

One day Austin was there in the office and the next he wasn't. That's how
suddenly and unexpectedly he died. Mitchell and I were in shock right along with
Austin's family. The whole world suddenly changed for all of us. we weren't ready
for it: but who ever is?

Mitch and I met together six days after the funeral to somehow come to
grips with the situation. Life had to go on for Austin's wife and two daughters,
and Prudhoe Bay Servicing faced its first severe crisis.

I was the only person among all of our twenty-three employees who could
even attempt to take over the office's administrative burden. Fortunately, we had
just recently hired a second engineer to assist me in the field. He is now going to
have to go it alone. Mitch helped with some miscellaneous paperwork chores but
didn't really know enough about the business to do much more.

Austin's wife, Maureen, was able to fill me in on a lot of the office routine
since she had worked closely with our accountant to computerize our books.
Between the two of us, we've managed to keep the wheels moving for these past
nine months. Maureen has been a big, big help.

I hate to admit this, but I really didn't know all that much about the inner
workings of the company until my crash learning program began. I knew quite a
bit about welding and related maintenance services but comparatively little about
such areas as our bookkeeping, personnel records, job scheduling, and cash flow.
I've sure been learning though!
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Prudhoe Bay oilfield Servicing has lost its continuity and momentum since
Austin died. It's been strictly crisis management. New brushfires break out every-
day. I'm frankly worried about our ability to make more forward progress, to use a
football analogy.

I'm working sixteen to twenty hours daily just to barely keep up with all of
the problems. But I have almost no time for looking ahead or for doing any inno-
vative thinking. I get together with Mitch and Maureen a couple of times a week for
lunch. That's just about the only time I have for charting our new course.

What is Maureen's role in the business at this point?

That's a very good question. I guess she has both an informal and formal role.
Let me explain. when Austin died last November, Maureen inherited all of his
ownership interest. She's now the majority partner in pBOS.

You see, Austin, Mitchell, and I never drew up any sort of buy-sell agreement
to allow us to redefine our ownership roles. we were all tight with money and short
of time, so we just never got around to seeing a lawyer. I guess that sounds awfully
myopic, but we never dreamed any of us would die unexpectedly. we were all so
wrapped up in making the company go that we didn't make time to legally plan for
the future.

without a buy-sell agreement, Maureen automatically assumed Austin's
ownership position. Unfortunately, she also inherited Austin's liability for the
company's debt. This amounts to $185,000 for her alone. If pBos should go belly-
up in the near term, she would be ruined financially. I hate that reality but can't
alter it.

Maureen is an excellent businesswoman. She works thirty to forty hours a
week in an informal role. she handles a great deal of paperwork, coordinates some
jobs, and does great PR work with customers. She also has a very good strategic
instinct and contributes to our planning discussions. The office en.rployees respect
her, and she enjoys their company.

Describe a typical work day for you Nance.

It 's not very glamorous. I generally arrive at the office by 6:00 A.M. and
don't leave unti l 9:00 or 10:00 in the evening. I 've had only three days off inthe
last six months. I spend about a third of my time on the phone coordinatingjobs
and talking to clients. The rest ofthe day is spent going over reports and figures and
doing paperwork. I doubt if I ever stay with one job for more than thirty minutes
due to endless interruptions.

I zealously look forward to the time when I can get back to a more normal
schedule that affords me some leisure time. I'm not cut out to be a ..workaholic"

like Austin was. work was his whole life. I have always had hobbies, such as re-
modeling old cars.

I'm also looking forward to the day when somebody else can step into the
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office management role. I miss field work, even in our cold Alaska weather. I have
profited greatly since assuming Austin's former role, but I don't want to stay in
administration forever.

My management style is the exact opposite of Austin's. He was autocratic,
impatient, and a nondelegator. I delegate well and don't push people nearly so
hard. Maybe that's because I'm less committed to office administration than Austin
was.

What is your future, long-run plan for Prudhoe Bay Oilfield Servicing?

kt me candidly say that a long-range plan has not yet crystalized. In a way,
PBOS is a new business once again, now that I'm at the helm. Nine months hasn't
provided enough time for us to plan a definite future. It's too early to say yet.
We're still very much in a state of flux.

I can say, though, that I plan to reduce our scope of activities and services.
Austin was much more ambitious than I in this regard. He wanted to expand our
package of oilfield maintenance services as fast as possible. I'm not so strongly
growth oriented-especially now that I have so many new responsibilities.

Austin got us into several deals that just barely broke even. I don't want to
repeat those mistakes, if I can help it. I think we need to pick a niche and stake our
claim there. Maybe in welding or mud pumping. Time will tell.

In the meantime, Mitch and I plan to continue to work closely with Maureen
until we can get through the crisis phase completely. I think the three of us ap-
proach the future optimistically. It won't be easy, but we'll make it.

Analys is :  what  major  needs does Prudhoe Bay o i l f ie ld Serv ic ing have in the
short - run? How can these be met? What  changes would you recommend?

Do you fec l  Prudhoe Bay o i l f ie ld Serv ic ing wi l l  cont inue to thr ive under Nance
K ize r?

What act ions can smal ler  companies take to avoid the t ransi t ion problems ex-
per ienced by PBOS when Mr.  Beal l  d ied?
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"How can I know for sure when it's time to turn this operation over to a profes-
sional manager?" sheldon Doctorow, productions director and majority stock-
holder of Philmark Productions, was conferring with his friend Charles Dante over
lunch.

"Are you thinking of retiring when you're just fifty-two years old, Sheny?"
Charles Dante registered considerable surprise at Doctorow's question.

"No, I wouldn't retire Charlie," Doctorow responded,,.but I would turn over
daily operations to someone else. Maybe to Tony Davis. He knows our operation
backwards and forwards."

"Tony's a good man. As lead film editor I should know," Dante asserted.
"I have worked closely with rony over the past year-and-a-half helping him with
the MCA deal. Tony's the best project manager at Philmark. But you're the mentor,
Shelly. You started Philmark eleven years ago and have guided us with a sure rudder
all the way. Why are you considering turning it over to Davis?"

Sheldon Doctorow leaned back in his chair for a moment and let his mind
fondly reminisce. He had started Philmark Productions in Los Angeles in 19j0.
Everyone laughed at the effort, saying the movie industry was already oversupplied
with fi lm-editing companies.

But Doctorow had something new-a laser technology editing process-which
the more innovative film production companies soon clamored for. philmark pro-
ductions was suddenly very much in demand and quite profitable. subsequent
diversification lead Philmark into cable television, home-movie film processing, and
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most recently into distribution of video cassettes for VTR's (video television re-
corders).

Philmark was no longer a struggling venture seeking to break out of the red.
Sales hit $38 million in 1980. That's what was troubling Doctorow: had the com-
pany outgrown him?

"Why am I considering giving it to Davis?" Doctorow finally answered,
breaking his reverie. "I guess it goes back to my self-concept. I'm an entrepreneur.
I love to dream up,.r-r-e-w ideas and gadgets and find a market for them. Lately, I've
beEn-fiamnf-Ib-spend more and more time on administrative matters-perfornance
evaluations, forecasting, budgeting. I don't have a lot of flair for that stuff and not
a lot of interest either.

"Maybe it's time for me to get out of daily operations and into some other
phase of the company. Mayby I should even sell out." Doctorow then stood up
from the table and looked out the window. "What do you think I should do
Charlie?"

"Just don't rush into a decision Shelly. Maybe you're over-reacting to all
those committee meetings lately. They could make anyone hate administrative
work!"

"No," answered Doctorow, "It's not anything that superficial. The company
has been changing a lot in recent years, but I haven't been. I guess I'm like the
paternalistic father who never really wanted his kids at home to grow up.

"One thing's for sure: I'm an entrepreneur, not a professional manager.
Whether or not it's time to turn Philmark Productions over to a professional is the
tough question I still have to answer."

Analysis: How can a company determine when the time is right for a professional
manager to succeed the entrepreneurial founder? $. L,. v-'t "- '  , i  L)-  

t ( . ,  t , i ' " 1  , ' . ' , '  
; i r i . , , , , . , " . ,  . , _ !  t , ,What is the difference between an entrepreneunar manager ano a professional

manager?. Do you feel many people have the capacity to be ,both types of
managers?\  | , : '  r  

'

l f  Shetdon Doctorow irjveie to tbrn ai,Er tt l. auii i  op.rations "f i i l i t '"J; Produc-
tions to Tony Davis, how could Doctorow continue to make vital contributions
to the company? Assess his options in this regard. . i

\  \ : r .  J i , r . _ ,  i : , . r , .  i  i : . t ,

ls it really feasible for Doctorow to relinquish the chief executive position given
that  he is  major i ty  s tockholder?
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Louis J. Guinn is a successful real estate appraiser in Salina, Kansas, who is cur-
rently giving serious consideration to the purchase of a defunct local restaurant.
Thanks to his prospering realty firm, Guinn has put together $135,000 which he
wants to use as seed money for a new venture. Although Guinn has no intentions
of personally managing the new business, he would like to serve as a supportive
consultant-stockholder. He is especially attracted to the prospect of purchasing a
restaurant, since he made his start in business twenty-two years ago as the manager
of a successful steak house in Kansas City.

In the following interview, Guinn details the restaurant's past trackrecord and
assesses its future potential.

"The Iron Kettle here in Salina is up for sale by Hugh Dyer. Hugh owns a
food-franchise operation called the chisholm Trail chuckwagon. He has four of
these in Kansas, including one unit here in town. The chuckwagon serves barbeque
and cold trimmings on styrofoam plates in a stand-up cafeteria line. The restaurants
are heavily decorated in a cattledrive western motif-you know, lots of knotty
wood-paneling, seats shaped like saddles, and six guns on the walls.

"Based on over twelve years of success with the Chuckwagons, Dyer decided
he would like to use the same food formula in a slightly higher class setting. So in
the summer of 1978, he opened up a place called the Barbeque Barn in a sub-
division on the outskirts of salina. It sat on 3.29 aqes of land with a split-level
stone house built during the fifties.

"He paid in the neighborhood of $60,000 for the property and then sunk
another $10,000 to $15,000 into redecorating the house. He put in new plumbing

185
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and heating and air and recreated the western, cattle-drive type motif inside. The
setting was more elegant than the Chuckwagon-more tasteful and less garish.

"He set up a cafeteria-style serving line again using disposable plates and
utensils. However, customers could take their food to any of three large rooms and
eat in quite comfortable surroundings. They could even go out back and dine on
shaded picnic tables. The Barbeque Barn's menu was more varied than at the
Chuckwagon and somewhat more expensive-in the $5-$7 range.

"The Barn lasted just about a year before it folded. I attribute its failure to
lack of promotion and customer confusion. Dyer did almost no advertising what-
soever, despite the fact that the Barn was almost hidden from public view on its
large, shaded lot.

"To make matters worse, the way he set up his menu was very confusing.
He featured too many dinners that were almost alike. For example, the Barn
served chopped barbeque beef, pinto beans and potato salad on the Trailblazer
dinner. The Trailboss dinner had chopped beef, potato salad, and corn muffins.
Then the Maverick dinner was simply a combination of the previous two: beef,
potato salad, beans, and muffin. Very confusing. In all, thirteen dinners were
served with little differentiation. And, incredibly, the Barn listed peanut butter
sandwiches on the menu for $1.20 and large dill pickles for a buck each. Now
who's going to go to a supposedly nice restaurant and order that?

"In a last ditch attempt to keep the doors open, Dyer unsuccessfully exper-
imented with a few marketing gimmicks. He gave away free homemade ice cream
with every meal;he had an'all-you-can-eat'sirloin steak night;he even gave away
cheapie cowboy hats to children under eight years of age. All to no avail. The
Barbeque Barn finally closed in July of 1979.

"Then in November, Dyer reopened the restaurant under the name 'TJ's.'

He put his son-inlaw in charge and undertook extensive interior remodeling. Two
new stone fireplaces were installed. The cafeteria line was abolished. Snazzy car-
peting and drapes were put up and a small dance floor was installed over in one
corner.

"Dyer's son-in-law introduced a new decor to the place. He wanted it to be
more cosmopolitan and sopfusticated. A liquor license to serve mixed drinks was
dbtained. The menu was completely reformulated, this time emphasizing chicken,
shrimp, seafoods, and a massive salad-bar table molded into two large letters, T and
J. Customers were waited on at their tables.

"TJ's made an attempt at advertising initially by putting a mobile sign in the
long driveway entrance way promoting the revised menu and availability of liquor.
They also took out a small ad in the television-log section of the local newspaper.
The ad read: 'Come to TJ's for a memorable evening of dining elegance.'

"Business never caught on at TJ's. I think Dyer had not learned his lesson
from the Barbeque Barn experience. The image of TJ's was never really clearly
defined for potential customers. TJ's diverged sharply in menu and decor from the
Barbeque Barn, but you couldn't tell it from the rustic exterior of the building-
which wasn't renovated at all-or from the meager advertising. People didn't seem
to know whether or not it was a family restaurant because of the liquor. Also much
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of the western motif left over from the Barbeque Barn lingered at TJ's-like the
paneled walls and wrought iron fixtures.

"Dyer's son-inlaw wasn't experienced in the restaurant business and
didn't excel as a manager. After five months of operation, he and Dyer
agreed to close TJ's. The son-in-law went back to colleee full-time.

certainly
mutually

"In April of 1980, Dyer put the property up for sale. That was six weeks ago.
He wanted $175,000 and offered to carry the mortgage himself for 10 percent,
which was two-and-a-half points under the prevailing prime. The purchasing price
included the land, building, and all restaurant equipment. Estimating somewhat
conservatively, I figure Dyer has $90,000 to $110,000 tied up in the place. How
desperate he is to unload it I don't really know.

"Several parties have looked at the property for possible use as something
other than a restaurant. A group of doctors looked at it as a potential clinic site
but lost interest when the need for extensive remodeling work became apparent. A
local real estate firm toyed with the idea of moving their headquarters there but
eventually backed off.

"I still have great faith that a restaurant can be successful there. With some
aggressive marketing and dedicated management, there's no real reason why a
restaurant wouldn't succeed. It would certainly make for an interesting challenge."I could see calling the place the Iron Kettle Restaurant and pitching it as a
family-style eatery with home-cooking and moderate prices. The decor is already
set up for this kind of operation.

"The facility is located on a major highway next to an upper middle-class
subdivision in salina. It's not far from a new strip-type shopping center presently
under development. That should help traffic flow to this end of town and enhance
surrounding property values.

"I'm really intrigued with the idea of the Iron Kettle, although I haven't
completely convinced myself to take the plunge. But the situation does look
attractive; there's no doubt about that. ',

EXH IB IT  34 .1

DESCRIPT ION OF PHYSICAL  FACIL IT IES

Lot: 3.29 acres, including numerous shade trees; 200-yard long winding driveway
entrance; complete landscaping adjacent to the restaurant; underground sprinkler
system;asphalt parking lot for 150 cars;7 redwood picnic tables and benches.
Building:4200 square feet; split-level rustic stone exterior; screened in back
porch dining area;44 table and chair units seating 150 people; nearly new
furnishings and interior decorating; wood panering throughout; 2 seiviceable
fireplaces; dance area and bandstand covering 30 feet by 25 feet;fairly new central
heating and airconditioning system.
Equipment and utensils: well-appointed kitchen with commercial microwave
oven and dishwasher; complete dining utensils for 200 people; small cold-storage
room.



Analys is :  Should Mr.  Guinn purchase the property  and open the l ron Ket t le?
What would be a fa i r  purchase pr ice?

Assuming Mr.  Guinn decides to " take the p lunge,"  what  advice would you of fer
him to promote the venture's short-run and long-run success?
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Casner Filtration Systems manufactures air-conditioning filters, heating filters, and
specialty filters for heavy-duty construction equipment. Started in 1954 by Mendal
Casner, the firm prospered through the years and currently employs 158 workers in
its downtown Minneapolis plant.

Mendal Casner visited his physician recently and received a grim surprise; he
was diagnosed as being terminally ill with cancer and given only six months to live.
Casner accepted the news with remarkable courage, insisting that he had enjoyed
fifty-six contented years and had amassed a rather sizable estate to pass on to his
family.

He had just one concern revolving around his lifelong desire to pass on his
business to his only son, Keith. Keith Casner was finishing up his B. B. A. degree
and working part-time in the evenings as a production supervisor in the filter plant.
Keith has always felt that he would, one day, succeed his father in the business but
had hoped to pursue a career in public accounting for a few years before taking
over Casner Filtration. His plans had changed abruptly.

By mutual agreement with his son, Mendal Casner was determined to spend
his final months preparing Keith to assume the leadership role at Casner Filtration
Systems. Both father and son were committed to making a successful transition.
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Analysis: Formulate a detailed plan of action for the Casners to follow in preparing
Keith to take over the reins of Casner Filtration Systems. Bear in mind the l imited
amount  of  t ime they have avai lable.

What  are the pr imary problems Kei th Casner is  l ike ly  to encounter  when he in i t ia l ly
takes over the comoanv?
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Animator Toys, Inc., is co-owned and managed by Boyd Dameron who founded the
company in 1964 in Van Nuys, California, its present headquarters. Animator op-
erates seven retail stores of varying size in a fivecity region of southern California:
Van Nuys, I store; Glendale, 2 stores; Altadena, I store; Monrovia, I store; and
Arcadia, 2 stores. Dameron holds 5l percent of the company's common stock. A1l
other stock is held by three individuals: Burrell Dulany, Animator's treasurer,3l
percent; Chester Wolske, operations superintendent, l5 percent; and Alton Ballard,
a Van Nuys physician, 3 percent.

In 1980, Animator's seven stores generated just over $5 million in grossrev-
enues, leaving an operating profit in excess of $550,000. Fortycight full-time em-
ployees in addition to the four owners work for the chain, including a warehouse
crew of five. Besides the seven retail outlets, Animator owns three small inventory
warehouses located adjacent to the headquarters store in Van Nuys.

Boyd Dameron, who is fifty-two years old, began his retailing career with the
Federated Department Store group in 1960. He developed his acumen for the toy
industry as a buyer of toys at Federated. ln 1964, he left Federated and opened
Animator's first store in Van Nuys. Since that time he has served as Animator's
chief executive officer. Dameron is well-known throughout California as a long-
distance runner, having won over fifty medals and trophies for his age category in
state marathons. He is also an avid hot-air ballonist and amateur magician. As Mr.
Dameron puts it: "No one has ever accused me of leading a dull life!"

t9 r
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In reviewing sixteen years of operations, Dameron points proudly to a
number of business highpoints: adding a second store followed by five others over
sixteen years; expanding geographically in southern California; maintaining
majority ownership of the company;growing in sales and profits for eleven straight
years; steadily expanding the product line to a wider range ofage groups;avoiding
all long-term debt.

Inoking further into the on-rushing decade, Dameron is preoccupied with
one large challenge-mall merchandising. "Oh sure," he explains, "there's always
the problems of inflation, recession, sales seasonalism, and federal regulation in the
toy business, but we've dealt with them fairly capably in recent years. Most
industries have been infected with these gremlins. What I'm honestly concerned
about for Animator going into the '80s is the nationwide trend to mall merchandis-
ing-you know, those giant enclosed developments that are practically a city under
one roof.

"More and more retailers with flashy product lines are staking their futures
on malls. The more successful toy outlets are certainly no exception. They're
closing down existing stores and opening up mall operations right along with the
jewelers, specialty apparel shops, department stores, and book mass-merchandisers.
I'm worried that if our stores don't jump on the bandwagon soon, our larger
national competitors will grab up all of the choice mall slots here in southern
California."

Competit ive Strategy

"You name it, we've got it! Of course I exaggerate somewhat but Animator stores
pride themselves on offering a full-blown product line. No way do I want to hear
that customers can't find what they want at one of our stores. If there's one thing
I really stress to our store managers it's to keep a full line of stuff in stock. This is
our trademark-our competitive edge."

Boyd Dameron elaborates further on Animator's product-line strategy: "We

really market a great deal more than toys as people traditionally think of them.
We're heavily committed to hobbies, crafts, certainly electronic games. We sell loads
of bicycles, scooters, and even some unicycles, believe it or not. We sell numerous
items to collectors, from superhero comics and tournament Frisbees to stamp
mounting kits and high fashion dolls. We sell leather-tooling items, silk-flower con-
struction packets, decoupage supplies, and modeling clay. When Animator adver-
tises that we are the store for toys, hobbies, and crafts, we definitely mean it."

Dameron estimates that approximately 30 percent of sales go to the adult
market, which has more stable demand and fewer fads than the youth market.
Dameron cautions, however, not to segment the market into the simple dichotomy
of adult versus children toys. In reality, at least seven market segments exist: infant,
toddlers, youth, early school age, pre-teen, teen, and adult. Within each segment lies
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additional stratification as well, including male-female, disposable-durable, and
"rough house" versus educational toys. "By no means do we have a simple mar-
keting job," comments Mr. Dameron. "Toys, games, and amusement items appeal
to people of all categories. Any way you slice it, there's great demand for what we
sell."

Dameron admits he finds it difficult to cope with the concept of target mar-
keting. "For years I struggled with the question of which market segment Animator
should really zero in on. Should it be the largest segment of faddist children's toys,
or high-profit-margin adult toys, or the hobby-crafts segment? I guess I knew the
answer all along-go after all markets large enough to be profitable. This strategy is
in keeping with our full product line and extensive inventory. Why should we limit
our stores and pass up opportunities to make money? I think our nonspecialized
approach separates us from competitors and persuades customers to form a lasting
relationship with us."

The Animator stores strive to be competitive in pricing, but Dameron does
not endorse the "discounting" approach. Although some items in the product line
carry as much as a 50 percent price mark-up,most average about l0 percent. "The

whole idea of so-called discount pricing is a bogus concept in retailing today. Dis-
counting from what, the manufacturer's suggested price? That practice has
practically disappeared from the scene. It's an anachronism from the 1950s when
discount houses in the legitimate sense began mushrooming. But in 1981, price
competition is not so simplistic and cut-and-dried. Animator beats K-Mart and
Woolco in price on many toys, even though they may have brought in larger
volume. They don't necessarily set rock-bottom prices on every item-it's not a
part of their overall strategy. Likewise, Animator doesn't jack up the price tag on
every item, simply because it isn't our overall strategy to do so."

Dameron explains that price competition is toughest on toys designated as
major-line, comprising the most popular and heavily advertised new offerings from
the mainline manufacturers (Mattel, Tonka, Fisher-Price, Marx, etc.). "We may not
always have the absolute lowest price in town on these items, but Animator is more
likely to have them in stock at any given time of the year. Toy departments in
many department stores such as Sears and Penney's may carry a full inventory only
during the Christmas season. Animator is reliable year round."

In addition to carrying a full product line, Animator offers several other
customer services which Dameron feels provide an extra competitive dimension.
These include personal sales service, free product layaway, storefront parking, free
bicycle assembly, and gift wrapping priced at cost. Dameron feels that Animator
enjoys a high percentage ofreturn-customerpatronage,eventhoughhehasnohard
data to prove it.

The Animator stores emphasize imageoriented advertising through radio and
newspapers. Television is used only in November and early December. Each store
manager handles his own advertising, but all are encouraged by Dameron to stress
Animator's wide-ranging product line and mix of services. According to Dameron,
the ideal image for Animator is that of the "old fashion" personal service store.
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Analys is :  Evaluate Animator 's  market ing
having a " fu l l -b lown" product  l ine? ls
def ined ?

strategy. What are the pros and cons of
the company's target market adequately

Store Operations

Each of the seven Animator stores are organized into five profit centers: toys,
games, hobby and craft items, bicycles, and books. Exhibit 36-l summarizes the

contribution of each to sales volume. Exhibit 36-2 shows the average profit margin
for each general product category.

EXHIBIT  36-1

PROFIT CENTER CONTRIBUTIONS

(by percentage of gross sales volume, 1975-1 980)

t91 5 1976
Percentages

1977 1978 1979 1980

Toys 53%
Games 15
Hobby/Craft 6
Bicycles 24
Books 2

TOTAL PERCENTAGE lOO

49%
t +

8
25

4

100

46%
t 7
9

a i

4

1 0 0

42% 4l% 43Vo
1 9  2 4  2 3
1 2 9 8
2 2  1 9  1 8

s 7 8

100  100  100

EXH IBIT  35-2

AVERAGE PROFIT MARGIN

(by product category, 1 975-1 980)

1975 1976
Percentages
1977 1978 1979 1980

Toys
Games
Hobby/Craft
Bicycles
Books

47o 5%
8  l 0

28 28
t 4  1 2
l 0  7

7% 8% 67o 57o
9 7 6 8

32  32  30  29
t 4  1 4  1 5  1 6
1 2  l 0  8  9
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As Exhibit 36-3 testifies, the toy business is highly seasonal. Approximately
60 to 70 percent of annual revenues are generated from October through Decem-
ber. In Dameron's words, "The only person who works harder than we do at
Christmas is old Santa himself!"

E X H I B I T  3 6 - 3

PERCENTAGE OF ANNUAL SALES VOLUME

(by months of the year)

191 5
Percentages

1976 1977 1978 t919 1 980

January
February
March
April
May
June
July
August
September
October
November
December

TOTAL PERCENTAGE

l7o
2
2
4
4
J

J

5
4

2 2
3 l
1 9

1 0 0

l 7o
I

2
7
6
J

4
J

J

t 9
29
2 2

1 0 0

I7o
2

5
5
J

5
J

t 9
2 7
2 2

1 0 0

)q^

J

2
5

4
5
J

4
2 0
30
l 8

1 0 0

2% L%
1 2
3 l
4 5
5 5
4 2
4 3
4 3
3 5

24  20
5 2  J l

t 4  2 2
1 0 0  1 0 0

Business seasonalism affects not only cash-flow patterns but also purchasing
and warehousing. Purchasing is typically done at least six months in advance, often-
times even more on specialty items. Mr. Dameron attends several toy shows
nationally during the spring months and does spot ordering as late in the year as
September. Most of the ordered merchandise is inventoried by July or August and
in place for the Christmas season.

"Our biggest problem with ordering is associated with cash flow," Dameron
explains. "This is to be expected in any seasonal business. Without liberal trade
credit to carry us through the summer, we'd be in a fix. Fortunately, manufacturers
understand our plight and generally give us November and December dating on
orders. In the meantime, we have a whale of a lot tied up in our warehouses."

Animator's inventory warehouses are all located in Van Nuys adjacent to the
headquarters store. Forty thousand square feet of inventory space are spread out
over a patchwork series of interconnecting warehouses immediately behind the re-
tail showroom. "I guess we're lucky that the warehouses are unobtrusive and don't
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detract from the store's appearance," observes Dameron. "Rarely can a retailer
combine showroom space and warehousing on a single site."

The outlying stores in Glendale, Altadena, Monrovia, and fucadia are serviced
by trucks leased by Animator. The headquarters store in Van Nuys serves as a
central distribution center. Dameron feels that a number of operating efficiencies
accrue from centralized warehousing, but concedes that it may limit further geo-
graphical expansion. "Until Animator grows so large that our stores aren't within
easy access by truck, we'll keep the warehouses here in Van Nuys."

The Mal l  lssue

"Location is Animator's Achilles heel," Dameron candidly admits. "Most of our
stores were opened during the late 1960s and early 1970s before the enclosed malls
captured retailing. Malls are the wave of the eighties as I see it. Mall merchandising
is certainly where our competitors are heading. I don't want Animator to fall by the
wayside.

Animator's competition comes from every direction: discount houses, depart-
ment stores, sporting goods outlets, craft and hobby shops, and toy chains. The
latter, both regional and national, are perceived by Dameron to be Animator's
strongest future threat. Included among these specialists in various parts of the
country are Toys by Roy, Circus World, Kay-Bee Toys, Toys R Us, Kiddie City,
and F.A.O. Schwartz.

Dameron elaborates on the perceived threat to Animator: "The national
firms, and even several of the regional ones, are well financed and aggressively ex-
panding throughout California. When they enter an area for the first time, they
naturally gravitate toward malls. There we sit with a free-standing or strip shopping
center store while the customers are going to the malls.

"Don't get me wrong - our seven stores are attractive in appearance and in
decent traffic patterns, but none are in malls. Of course, there are a number of
business disadvantages to mall retailing, but one has to go where the action is."

Exhibit 364 describes the physical facilities of Animator's seven stores.
Animator's three other stockholders are ambivalent about possible relocation

of stores in enclosed shopping malls. Burrell Dulany, Animator's treasurer, concurs
with Mr. Dameron that malls are currently popular but is reluctant to "mess up the
balance sheet" with substantial new capital expenditures stemming from relocation.

Operations superintendent, Chester Wolske, says he's not afraid to "plunge

into debt" but has serious reservations about the long-term staying power of malls.
He tersely comments, "I'm not at all sure but what they're just another retailing
fad."

Alton Ballard, a Van Nuys general practitioner, tends to agree with Boyd
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Dameron on the need to "beat our competitors to the draw" on mall expansion.
He notes, however, that the existing enclosed malls in Van Nuys, Altadena, and
Monrovia are as yet quite small in size and that the Glendale and Arcadia malls
are only in the community-planning phases.

All four stockholders are in unanimous agreement on one thing, however:
any mall stores opened by Animator should be large enough to accommodate a full
product l ine in keeping with Animator's desired competit ive edge. As Mr. Dulany
puts it, "We're not about to let mall merchandising cramp our style."

Treasurer Burrell Dulany feels he has "done his homework" adequately in
analyzing the pros-and-cons of mall retailing. "There are several factors to be con-
sidered about mall operations. By being a free-standing store, we can pretty much
call our own shots the hours we will be open for business and things like that. One
of the major disadvantages of being in a mall is that we would have to stay open
approximately ten to eleven hours daily, even in the slow season when customer
traffic is way off.

"Another disadvantage revolves around the costs of getting into a mall. Rent
would certainly double over our present costs, and that's not even considering the
two stores we're free and clear on. Utilities would undoubtedly be higher too.

"Another disadvantage concerns the sheer enormity of malls. Many people
much prefer a free-standing type store where they can drive right up to the
entrance. To get to any particular store in a mall, they may have to walk half a
mile.

"One more problem concerns lack of protection against competitive firms
coming into the mall right along with us. We'd be behind the eight ball if Circus
World or somebody like that were to locate right there under the same roof with
us."

Mr. Dulany concedes that his accounting orientation gives him a natural bias
against relocation. "I admit that I'm fiscally conservative, but I still don't think
Animator needs to be in malls." Boyd Dameron is otherwise persuaded about malls
and not reluctant to air his views.

"I have the highest possible respect for Burrell and would be hard pressed to
run Animator without his expert guidance. However, I do feel he is being penny-
wise and dollar-foolish about the mall issue. I mean, so what if we incur some new
operating expenses-most, if not all, of our stores are in a pretty good position to
take on heavier lease payments. We've done a darn good job of keeping our ex-
penses down on mortgages. I'd much rather be in a mall, even with its high
expenses, if that's where the customers are.

"Neither would I mind having to compete head on against another specialty
toy store if they should happen to already be in a mall or move in subsequently. I
think we can more than hold our own against the competition."

Dameron concludes, "As the times change, we've got to change right along
with them. Marketing is what the toy business is all about. Enclosed malls are with
us to stay in retailing."



Towards The Future

"Ideally, I'd like to expand all throughout southern California with Animator
stores maybe add five or ten more by the end of the decade." Dameron thus sums
up his future vision for Animator. "We have what I feel is a pretty fair track record
so far, so what's to hold us back in the '80s? I wouldn't necessarily be averse to
going public so long as I could maintain controlling ownership. The only thing I
definitely don't want to do is stand pat with things as they now exist. Stagnation
isn't part of my working vocabulary."

Analys is :  Recommend pol icy guidel ine for  the mal l  expansion issue.  What  are the
inherent  r isks and opportuni t ies of  mal l  expansion?

E X H I B I T  3 6 - 4

A N I M A T O R  P H Y S I C A L  F A C I L I T I E S

Store l,ocation Description Age
Outstanding Monthly

Size Mortgage Payment

I
2
J

4

6
7

Van Nuys free standing
Glendale free standing
Monrovia str ip shop. center
Arcadia str ip shop. center
Glendale downtown
Arcadia str ip shop. center
Altadena free standing

l6  years 3500 sq.  f t .
l3  years 3300 sq.  f t .
12 years 4300 sq. ft.
12 years 5200 sq.  f t .
10 years 6000 sq. ft.
8 years 5200 sq. ft.
6 years 7850 sq. ft.

-0- -0-
-0- -0-
$  12 ,000 $  1 ,445
$ 14 ,500 $  1 ,6s0
$27,900 $  I ,898
$42,500 $4 ,1s0
$7s,4s0 $8 ,200

1 9 8
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Davis Sicorski is managing partner of Sicorski and Associates, a venture capital
partnership in San Francisco which specializes in business buy-outs. over the past
nineteen years, Mr. Sicorski has served as consultant in over two hundred buvouts.
earning a reputation as a leading expert in pricing the going concern.

Mr. Sicorski, what methods do you use in determining the worth of a com-
pany that is up for sale?

Unfortunately, there is no simple method of evaluation that will satisfy all of
the parties involved in a buy-out. After all, the buyer wants to use a method that
derives the lowest possible price for a firm. The seller wants the very highest pos-
sible price. Then, of course, there are frequently mitigating considerations, such as
the buyer's desire for minimum cash involvement and the seller's thoughts of tax
avoidance and deferred income.

However, there are four evaluation methods which are used with some
frequency: net worth, market value of assets, capitalization of earnings, and avail-
able tax loss. Each approach has its advantages and disadvantages depending on the
particular situation at hand.

l{ould you please give us a situational assessment of each evaluation method.

Okay, let's start with the easiest method, net-worth evaluation. All you do
here is subtract total liabilities from total assets. Obviously this is a poor technique,

202
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because a firm's balance sheet may or may not give a good picture of what the firm

is really worth. In most cases, net worth understates the true value.

For example, assets are probably carried at deflated costs from an historical

period with a lower inflation rate. The replacement price of those assets may be

drastically different than the balance-sheet value.
Depreciation rates also have a large impact on balance-sheet evaluation. The

business may have greatly speeded up depreciation for taxation purposes, thus

understating the asset's worth.
The evaluator must also bear in mind that many smaller companies do not

have audited statements and may not always adhere to generally accepted ac-

counting principles. This can really distort the net-worth estimation.

The second evaluation approach, market value of assets, involves appraising

the firm's assets at some market value. Determining what market value to use is the

real challenge. Should it be market value in a forced-sale situation, replacement

market value, or market value if the assets could be sold gradually over time as

buyers are located?

I'Yhich market value approach do you favor?

Well, again it depends on the needs and expectations of the partiesinvolved.

The forced-sale market value would be logical only if immediate liquidation were

anticipated. Under such circumstances, an expert appraiser should be called in'

Market value for replacement generally would favor the seller of the business,

since inflation hikes the price of most assets. Market value and replacement value

are similar when assets are evaluated on the soldover-time basis.
If the buyer has some doubts about the firm's capacity to generate a profit

immediately, he should certainly strive to attain a good deal on evaluating assets. In

particular, he should avoid paying for "goodwill" or what's sometimes referred to

as "blue sky." Trying to put a number on a company's image with customers is
generally too subjective.

The third evaluation method, earnings capitalization, basically seeks to pro-

ject future earnings from the company's past performance. If the future earnings of

a company were known with certainty, the worth of any business could be deter-

mined easily. However, since few of us are clairvoyant, we use the next best ap-

proach of capitalizing earnings.

Exactly how is this done, Mr. Sicorski?

It involves solving two problems. First of all, you must determine which past

earnings to use. Secondly, you have to gauge at what rate to capitalize, or affix a

growth percentage, to those earnings. Let me explain briefly.
Since the profit track-record of a company may be inconsistent, it is no

simple matter to determine which historical earnings rate to use in gauging future

earnings. Some people merely take an average of three or five past years, and I
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generally find this acceptable. The evaluator must take great care, however, if he
uses recent earnings for the projection. These can easily be distorted by a slick
accountant who is dressing the business for sale.

In determining what percentage rate to place on earnings, the buyer should
consider how risky the venture is and what alternate investment opportunities he
has available. The higher the risk and the more alternatives available, the lower the
earnings should be capitalized.

The fourth evaluation method is available tax loss. If the potential purchaser
can lower the taxes of his present company by utilizing tax writeoffs accumulated
from losses of the for-sale firm, even an unhealthy looking firm can be a prudent
buy. of course, the buyer must have confidence that he can turn the company
around and quickly nurse it back to financial health.

Is price always the most important consideration in buying or selling a
business?

Not always. Sometimes the terms of purchase are far more important to the
parties involved than the price. For example, the size of the down payment is often
of critical importance to the purchaser. Many entrepreneurs are long on enthusiasm
and willingness to work but short on cash. Their primary concern may be simply to
get enough after-tax dollars to pay for the business. In fact, to get proper rerms, a
new entrepreneur should be willing to pay a premium for an established business.

Can you cite some examples of these terms?

certainly. The seller might accept a relatively small amount down, with the
remainder paid out of earnings over a time period long enough to allow a cushion
for business fluctuations. or the buyer might purchase the controlling share of a
closely-held corporation and then purchase remaining shares over time.

In one recent deal I was involved with, the seller of a business was surprised
to hear the buyer offer 20 percent more than the seller had asked. The buyer was
willing to pay the premium in return for prorating payments gradually out of
earnings. The seller was happy to close the deal because he was in no particular
hurry for the money.

It may also be possible for an entrepreneur to purchase a company while
employed by its present owner. If the buyer feels he has skills to more fully tap the
company's potential, but he lacks purchasing capital, he might arrange to pay for
the firm out of earnings increaseshe is able to generate while working there.

Since terms are of major importance in a purchase or sale, the prospective
buyer should refrain from discussing price until the negotiations have nearly con-
cluded. Too many times the first question asked is "what price do you want for
your business?" when, in fact, the opening question should be, "what do you plan
to do with the funds that you derive from selling your business?"

once the buyer understands the seller's intentions, he is in a much better
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position to discuss terms of purchase. For example, if the seller intends to pay

off his home mortgage and take a six-month vacation and then wants to live off

interest income derived from selling his business, the buyer can calculate the

total costs involved and offer a higher interest rate than the seller could get other-

wise. Both parties close the deal amicably.
In other situations where the seller plans to reinvest only a part of the funds

derived from selling out, terms can be developed where the cash portion of the

payment is staggered to equal the reinvested amount. As I mentioned earlier, the

terms of a buy-out may often be more important than the selling price.

In the final analysis, Mr. Sicorski, what is a business worth?

Its ability to produce future earnings.

Analysis: Why would an enterpreneur prefer to purchase an existing business rather
than star t  h is  or  her  own?

To what extent is the worth of a business a function of the time value of money?

Besides the th ings ment ioned by Mr.  Sicorsk i ,  what  other  factors should the buyer

of  a business carefu l ly  consider?
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In late 1980, Todd Dodge was at the helm of Nardis Creations, a small greeting-
card company headquartered in l,ong Island, New York. Since 1977, Nardis
Creations had been in the red, losing $250,000 in 1980 alone. Former CEO John
Carrisi stepped down in April, 1980, to make room for Dodge who had been
brought in by the Nardis family to turn the company around by 1982.

Dodge had a well-established reputation as a "turnaround artist," having re-
vitalized two "dog" companies into "stars" in a six-year period. When brought on
board Nardis Creations in the summer of 1980, he was given free reign to shake up
the company as deemed necessary. The Nardis family wanted the firm to show a
profit of $200,000 by the end of 1982, giving Dodge just twenty-four months in
which to make the $450,000 turnaround. A lucrative profit-sharing contract was
more than adequate motivation for Dodge, who fancied himself as a modern day
"gunslinger."

The Nardis Product Line

Hallmark and American Greeting dominated the greeting-card industry. A host of
smaller companies competed in the industry, doing business in the $3 million to
$10 million range. Nardis, with sales of $5 million, specialized in Christmas cards
and distributed a line of stationery and wrapping paper. It had also been experi
menting with a gift l ine.

206
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Nardis Christmas cards sold at the very top of the price range at $40 to $250
per 100 cards. All cards were tailor-made to meet customer specifications. Nardis
offered 220 different covers, 187 greetings,43 distinctive type styles, and 8 colors.
Envelopes came in 8 separate colors and were either unlined or lined with gold or
silver foil. ln 1979 the average card order was $70 per customer.

Nardis added stationery, wrapping paper, and gifts to its line in order to give
its sales representatives additional items to offer customers. The gift-wrapping line
consisted of $15 and $25 packages containing paper, appliques, and ribbon. Since
its introduction in 1975, wrapping sales had been minimal.

The stationery line consisted of twenty-five items ranging in price from $14
to $25 for twenty-five personalized sheets, twenty-five plain sheets, and twenty-
five envelopes. Stationery sales volume was about 25 percent of that for cards,
but the average stationery order was for only $17 versus $70 for cards. Over the
past fourteen months, a rather sizable inventory of discontinued stationery styles
had accumulated.

The Nardis line of gifts, initiated in 1977, included jewelry, silver, crystal,
and luggage. All pieces were manufactured by prestige companies such as Cartier
and St. Croix. Introduced with considerable fanfare and a splashy $50,000 catalog,
the gift line enjoyed little financial success. Since 1977, orders have been on a 5
percent annual decline despite a growing per order average. Exhibits 38-1 and 38-2
summarize 1980 sales by product line and greeting-card category.

Operations Problems

Todd Dodge saw a number of internal problem points plaguing Nardis, including
cash flow, composition of the card line, sales-force inadequacies, and a disturbing
auditing report.

The company's cash-flow problems centered around the burgeoning inventory
of stationery, an accumulation of receivables, and difficulties associated with
financing finished-goods inventory. Most greeting card customers did not want to
take delivery until after labor Day. Nardis therefore had to keep a sizable quantity
of inventory sitting idle during much of the year in anticipation of shipping. Dodge
was concerned over poor sales for three entries in the firm's Christmas card line:
Old Masters, scenic, and quotations and poems. He was also concerned with the
mismatch between the product offering and sales.

The responsibility for designing and marketing cards lay with Jeremy Blake, a
25-year employee of Nardis. When asked by Dodge to state his marketing philoso-
phy, Blake responded that his foremost goal was maintaining the company's 40-
year tradition of offering a complete catalog of holiday greetings cards.

Dodge was alarmed over Nardis' nondynamic sales force consisting largely of
widowed women over sixty who sold cards strictly on a part-time basis. Although
the top representative sold more than $40000 worth of merchandise annually, the
vast majority of the 1 ,500 representatives sold less than $3,000 per year.
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Henry Gladstone, sixty-three years of age, headed-up the sales force. He was
responsible for recruiting, determining territories, and training. Since health
problems prevented him from traveling, he dealt with the sales force primarily by
letter and telephone. Although Gladstone expressed concern over the lackluster per-
formance of much of his sales force, he praised their loyalty and professionalism.

One other "red flag" worrying Dodge was a critical auditing report just issued
by Nardis' auditor. The report, excerpted in Exhibit 38-3, questioned a number of
the company's current financial and managerial practices.

Working during the Christmas holiday of 1980, Todd Dodge prepared his
turnaround plan for l98l and 1982.He knew he was faced with a formidable chal-
lenge but resolved that he would successfully revive Nardis Creations. He had
rescued other sinking ships and was not about to lose this one. His reputation
was on the line.

Analys is :  Develop the 1981 and 1982 turnaround p lan for  Nardis  Creat ions.  Rec-
ommend act ion pr ior i t ies for  the company,  implementat ion guidel ines,  and
organizat ional  changes.  Make your  p lan resul ts-or iented,  real is t ic ,  and t imely.

What  d i f f icu l t ies is  Todd Dodge l ike ly  to encounter  in  implement ing your  turn-
around p lan? What  advice would you of fer  h im?

ls a " turnaround ar t is t "  a t rue entrepreneur?

E X H I B I T  3 8 - 1

, I980  PRODUCT L INE ORDERS

Cards Stationery Gifts Totals

January
February
March
April
May
June
July
August
September
October
November
December

TOTALS

1 , 1 l 5
6s0
4 t6
504

8 , 6 t 4
I  1 , 3 3 6
t4,052
8 , 1 8 0
5 ,033
7,333
(  o.) ' )

1 , 1 8 5

64,340

520
633
2',70
z 3 J

534
1 , 2 1 6
4,396
2,853
2 ,216
2,901
| ,225

1 8 1

1  7 , 1  8 0

t 7
3 7

r o r
2 3 7
1 8 4
2t4
2t5
l7 l
9 l
1 7

r ,284

t ,652
r ,320

686
739

9,249
12,789
18,632
tr ,247
7,464

10,40s
7,238
I , 3 8 3

82,804



EXHIB IT  3&4

Nardis Creat ions

COMPARATIVE INCOME STATEMENT.  1978 -1980

1980 r979 t978

Net Sales
Cost and Expenses

Cost of sales and
operating expenses

Selling expenses
General and administrative

expenses
Interest expense

Total
NET INCOME BEFORE TAXES

$4 ,839 ,700

2,317,566
I  , 935 ,880

654,386
r27,900

5 ,035,732
(  $  196 ,032 )

$3 ,864 ,308

1 , 8 8 0 , 3 0 1
1 ,545 ,723

400,590
107,348

3,933,962
($  6e ,6s4 )

$ 3,493,8 5 8

1,7 84,126
1,39 ' t  ,543

258,t99
83,491

3,523,359
($ 29,s0r)
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EXHIB IT  38 -5

Nardis Creations

COMPARATIVE BALANCE SHEET,  1978 -1980

Assets 1 980 t919 t978

Current Assets
Cash
Accounts receivable
Allowance for doubtful accounts
Inventory
Prepaid expenses

Total Current Assets
Property and Equipment

Leasehold improvements
Machinery and equipment
Office furniture and fixtures
Transportat ion equipment

Total
Less accumulated depreciat ion

Total Property and Equipment

TOTAL ASSETS

$  r2 ,2s '7
245,085
(3s ,000 )
7 5 8 , 0 6 1

31,689

r,0r2,092

t94,647
346,376
8 5 , 6 5 9

643,326
424,234

2 t9 ,092

$ 1 2 3 1 J 8 4

$  1 6 , 3 9 1
230,867
(2s ,000 )
635 ,7 l l

68,420

926,389

1  88 ,1  48
340,205
8 3 , 8 7 1
13,126

6 2 5 , 3  s 0
35t ,32r

274,029

F,roo-313

$ 296, r57
' t  o 7  < t t

(20,000)
429,182

36,376

939,237

t82,285
234,323

81,67 r
3 ,366

s 0 1 , 6 4 5
3 l  1 , 5 8 0

190 ,065

T]T*M

Liabilities 1980 1979 1978

Current Liabilities
Notes payable to bank
Accounts payable

Accrued liabilities
(Salaries, wages, taxes, roYalt ies,

commissions)
Advances by customers

Total Current Liabi l i t ies
Long-term Liabilities

Total Liabilities

Stockholder's Equity
Net Earnings
Additional Paid-in Capital

Total Stockholder's Equity

TOTAL L IABIL IT IES AND EQUITY

$ 454,874
367 ,374
3 5 4 , 3 1 8

10 ,834

1 , 1 8 7 , 4 0 0
34,200

1,221,600

5  1 ,000
( r 4 8 , 1 9 s )
106,7'79

9 , 5 8 4

$ 1 , 2 3 1 , 1 8 4

$ 428,304
3 1 3 , 0 5 6
277 ,258

't,254

1,025,872
34,200

| ,060,072

5 l , 0 0 0
47,837
4 l , 509

140,346

qr2qry_Lq

$  348 ,145
279 ,667
257,290

8 8 5 , 1 0 2
34,200

919,302

5  1 ,000
t t7,491
4 t , 5 0 9

210 ,000

$r,129,302

2I I
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"Goodbuy has a new lease on life and I'm going to take full advantage of it. Three
months ago, it looked like we were out of business. Today we are blessed with a
golden opportunity that can literally put us back on the map, If we play our cards
right by making prudent decisions, the future will be much brighter than the past."

Roger Herrington, owner of Goodbuy Grocery, just received a check in the
amount of $125,000 from his insurance company. A fire, judged tobe accidental,
had completely gutted Goodbuy three months earlier. After the usual insurance
doubts and delays, Mr. Herrington was awarded the casualty claim. He immediately
made plans to rebuild but was giving serious consideration to revamping Goodbuy's
sales strategy as well as relocating at a new site in Canton.

In 1967, Herrington built Goodbuy in an older, residential area on Canton's
east side. Managing the store with his son Lester, Herrington carved out a neighbor-
hood niche. The store generated a fairly healthy income for the Herringtons from
1967 to 1976 but entered a period of sales deterioration in 1977 and continued to
decline throughout 1978 and 1979. The ruinous fire in February of 1980 closed the
store.

Comments Herrington, "The fire may have been a blessing in disguise. Kroger
was the beginning of the end for Goodbuy. The handwriting was on the wall. With
my insurance money, we can put Goodbuy back on the Canton map. A new
location and marketing philosophy should give us the fresh start we need."



The No-Fril ls Store

"As I see it," Herrington observes, "the up-and-coming thing in canton and across

the nation is discount food retailing. More and more stores are switching to the no-

frills approach and slashing their prices pretty much across the board."

Discount outlets. often referred to as food warehouses, offer a limited array

of products, no shopping bags, and posted prices rather than prices marked on each

individual item. Oftentimes products are displayed directly in open boxes. Discount

stores typically employ only a skeleton crew, they advertise little and frequently

dispense with all expensive food-maintenance equiprnent, such as refrigerated dis-

play cases. Consequently, fresh produce, dairy items, and perishables generally are

not stocked. Many items are generically labeled.

In comparison with conventional supermarkets, no-frills stores require less

floor space and operate on a much lower investment in fixtures. According to in-

dustry statistics, a typical 25,00O-square foot conventional supermarket would re-

quire $800,000 in fixtures and inventory. A no-frills store would require only

$50,000 to start and have one-tlird to one-half of the floorspace. The no-frills out-

let would offer price discounts from 10 to 30 percent on most durable items, such

as canned goods, sugar, and flour.
Mr. Herrington expresses unreserved support for the no-frills concept.

"Judging from the success of Kroger's no-frills operation near Goodbuy's old site,

today's food shopper is keenly conscious of price'"
Kroger's Bi-Lo stores pursue a strategy of combining discount pricing with

product quality. Kroger ads make the claim that "all Bi-Lo products are not only

comparable but often superior to their famous name brand equivalents'"

E X H I B I T  3 9 . 1

S U P E R M A R K E T  C O M P E T I T I O N  I N  C A N T O N

Houchens Winn-Dixie IGA Kroger*

Number of Stores
Years in Canton
Average size of store (sq. f t .)

Location in city

Approximate local
market share

2
t 6

16 ,000
Northwest
Southwest

2 T

I
A

22,OOO
Northwest

J
q

14 ,5  00
Northwest
South
East

l 9

2
6

21  ,000
Northwest
East

2 5t 3

xDoes not include Bi-Lo store
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Supermarket Competit ion in Canton

According to Herrington, the chances of succeeding with a new no-frills store in
Canton hinge on two factors: store location and competition. "Kroger has proven
to me that the no-frills approach can work in Canton. I think they could have
picked a much better location than they did, though. Canton's east side has quit
growing. I should know, since I operated there for more than a decade. But their
mistake is potentially my gain. There's no reason why I have to rebuild Goodbuy
in the old location. I can relocate in the suburbs where all the growth is occurring.

"From the standpoint of local competition, the time is now ripe for opening
another discount store. This is especially true for the suburbs, where no-frills com-
petition is absent altogether."

Canton is presently serviced by four supermarkets: Houchens, Winn-Dixie,
IGA, and Kroger. Exhibits 39-1 and 39-2 present competit ive data about each.

EXHIBIT  39-2

P R I C E  C O M P A R I S O N  O F  C A N T O N  S U P E R M A R K E T S

Houchens Winn-Dixie IGA Kroger*

Cheer ios  (  l5  oz . )
Sugar (5 lb.)
Tuna f ish (6.5 oz.)
Dog food (14 .5  oz . )
Sliced peaches
Vegetable oil
Bar soap (5 oz)
Alka Seltzer
I gallon whole milk
I lb. butter

. 95
1 . 0 9
.65
. 3 1

2.8( loz
3 .1 (loz

.39
3.2( l tab
r . 6 9
r .49

.95
I  . 1 3
. 5 9
.29

2.0dloz
3.1( loz

.39
5.8dl tab

N/A
N/A

.89  .98
I  . 0 9  I  . 1 3
.74  .59
.34  .29

2.64loz 2.0( loz
4 .2(  loz 3 .7 ( loz

.33  .39
3.2( l tab 5.8dl tab
1 . 9 5  2 . t 6
1 . 3 9  t . 7 9

*Does not  inolude Bi-Lo store

Exhibit 39-3 presents demographic data for Canton's four dominant
dential areas: south, southwest, east, northwest.

A New Lease On Life?

"I have given considerable thought to opening another no-frills venture here in
Canton. I've got the capital and experience to do it, and the present competitive
situation is giving me the green light. Furthermore," Herrington points out, "I've

got a definite competitive strategy in mind.
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EXHIBIT  39-3

1980 DEMOGRAPHIC DATA FOR CANTON

(by residential area)

South Southwest East Northwest

Average home as percent of
Canton mean value:

Population as percent of total
Canton population

Percent minority group

Percent over 62 years

Percent under 18 years

Annual population growth-rate
(  l  97  s - r  980)

88%

227o
r9%
7%

4 r %

7%

9 1 %

24%
9Vo

r 7 %
407o

r r %

s3%

34%
4 1 %
3s%
28%

-s%

1 1 5 %

20%
O7o

r2%
42%

2 r %

"I plan to locate in the affluent, mushrooming northwest side with 16,000

square feet. I'll be open seven days a week, sixteen hours a day. We'll carry around
six hundred non-perishable items displayed in cut-off boxes, and some refrigerated
items. National brands will be carried for some items, as well as regional and private

labels. Thirty to forty percent of the canned goods and staples will feature generic

labeling only.
"Although the new store definitely will be no-frills, I plan to carry some

shopping bags and will allow customers to write checks on local accounts. In my

advertising I don't want the store to develop a cheap image, so these services should

help.
"My projected earnings look decent enough, particularly in comparison with

what they were at the old Goodbuy Grocery. With my son and I doing most of the
work. I don't see how the store could fail. Like I said before, it's a new lease on life

for us!"

Analysis: Crit ique Mr. Herrington's transition strategy for Goodbuy. Do you agree
with the proposed switch to no-fri l ls merchandising? With the relocation
decision? What other promising transition strategies are available to Herrington?

In what ways could Herrington benefit from marketing research before finalizing
his t ransi t ion p lans? Suggest  guidel ines for  h im to fo l low in conduct ing the re-
search.

lf Goodbuy does reopen as a no-fri l ls store in Canton, recommend an advertising
strategy for Herrington to follow. Be specific.
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EXH IBIT  39-4

PRO FORMA STATEMENTS

Projected weekly sales
Cost of Sales
Gross Profit
Miscel laneous Income

Total Income before Expenses
Expenses

Wages (checkers, stock clerks)
Payroll taxes (checkers, stock clerks
Wages (owner, manager)
Payrol l  taxes (owner, manager)
Workmen's compensation, group medical
Buying Service Charge
Drayage (trucking charges)
Advertising
Rent
Licenses & Taxes
Insurance
Accounting
Depreciat ion
Interest

Total Expenses

Net Profi t  before Income Tax
Provision for federal & state income tax

NET PROFIT

$30,000
$26,2s0

$3,7s0
$ 2 7

$  s00
$ 4 7
$ 400
$  2 5
$  297
$  660
$  4s0
$ s 0
$ 300
$ 4

$ 3 0
$ 7 7
$ 8 9

$3 ,77 ' l

$2 ,981

$ 
't96

{ .  r ss

$  s 4 l
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EXPERI ENCE PHASE IV

the entrepreneurial

lifestyle



an entrepreneLtr's
diary

40

Stephen Tanner owns and operates a car-rental agency in Reno, Nevada (Reno-
Rental) and is part-owner of a theater chain in Nevada and Utah (Innertainment
Corporation). He has been self-employed since graduating from college in 1957 and
conservatively estimates his personal net worth at well over $3 million.

Mr. Tanner describes himself as hard-working, success-motivated, and eternal-
ly optimistic. Forty-three years old, he plans to sell out all business interests within
seven years and pursue "a life of leisure." He is married and has three teen-age
children.

During the month of February, Mr. Tanner agreed to keep a diary of his daily
business experiences. At the close of each day, he highlighted his activities and
provided personal impressions.

Februory 2 (Monday)

"Attended three problem-solving meetings today for RenoRental. Met with
Dyer and Kennerman [operations manager and controller] to go over the bank's
tightened credit line and determine monthly cash needs. The bank is getting awfully
tight-fisted. They blame it on the Fed's anti-inflation campaign.

"Met with Ted Aurno [representative for General Motors] to go over possi-
bilities for getting more small car rentals-especially Citation and Chevette. No
dice. They're already behind on dealer orders. We'lI have to stick with Malibus and
the old Chevettes.
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"Ate lunch with Lennie [konard Stouffer, maintenance supervisor] and
authorized the new vacuum. Made a note to order 50 new cases of oil."

Februory 3 (Tuesdoy)

"Got a call from a Mr. Brad Rangier who wanted to discuss possibilities
of using RenoRental automobiles to host the Miss Reno beauty pageant in April.
Sounded promising to me as long as we could get RenoRental's name in print a
few times during the pageant. They'd have to supply the chauffeurs though,
because we simply don't have the available manpower.

"Spent most of the afternoon helping up front [in the rental agency office]
dealing with customers. Diane was sick today."

February 4 (Wednesdoy)

"Drove to Provo for
didn't have my reservation
eet a no-show's room.

"Had dinner with Aaron [Aaron Iange, majority owner of Innertainment]
and went over the Palmer Mall option [a six-month option to reserve space for a
new theater in Salt lake City's Palmer shopping mall, projected for construction
completion in 1984] . Aaron thinks we should not exercise the option yet. By de-
laying, we'll have time to run a market study on the mall site to determine if it
wouldn't be smarter to locate the theater a quarter of a mile away on cheaper land.
We also need to decide whether to so with two screens or four."

February 5 (Thursdoy)

"Had an unusually long Board meeting. Stayed past supper (another free
meal!), cancelling plans to make it back to Reno today. Just as well, because that's
some long trek.

"Tovar and Hines [Board members] thought we shouldn't waste the Palmer
option. It'll be the largest mall in Salt l-ake and supposedly a prime retail drawing-
card. Aaron reminded them of the sky-high rental but agreed that Innertainment
didn't want to give away the theater rights to GC [General Cinema] or a local
yokel.

"I had to agree with Tovar and Hines and encouraged Aaron to exercise the
option. I imagine he will, although he was still noncommittal when we closed the
meetins."

tomorrow's Board meeting with Innertainment. Motel
when I got there. Waited ninety minutes until I could



Februory 6 (Friday)

"Aaron twisted my arm (!) and convinced me to stay over for a long weekend
of skiing. I f lew Joanne [Tanner's wife] down, leaving the kids with the Paines [the
Tanner's neighbors] . The IRS can treat me to a mini vacation!"

February 9 (Mondoy)

"A day for brushfires! Had a rental car stolen and dumped in Carson City.
It was stripped and virtually a total loss. Spent over two hours on the phone dealing
wi th the pol ice and the insurance guy.

"Spent the better part of the afternoon helping Rick Kennerman trace down
a couple of hot-check writers and trying to collect a raft of late receivables from
steady corporate customers. Hate to cut them off, but what can you do when they
don't pay up?

"Finally got home about 8:25 p.m. A long day for sure!"

February l0 (Tuesdoy)

"Spent most of the day researching the possibil i t ies of adding single-engine
airplanes to our rental f leet. Talked to Vegas Air Service at the airport and learned
they would be wil l ing to throw customers my way in return for a piece of the
action. The owner of Vegas, Hal Gholson, offered to form a fifty-fifty partnership
with me. He's got the planes; I 've got the local reputation plus personnel.

"Plan to defer a definite decision until I can look into all of the insurance
angles. What would happen if a client were to crash, and so forth?

"The deal does appear to have the srnell of money."

February 1 1 (llednesday)

"Met with Hank Sylvester [manager of Reno's three Innertainment theaters]
in the morning to look at his P&L for December and January. lnokslikeit 'stime
to raise ticket prices again. The concession prices are about as high as we can go
with them.

"Reno's not exactly your typical town not even a typical tourist stop. The
theaters are open all night long, just like the casinos. Getting someone to sell hot
buttered popcorn at 3:00 A.M. is easier said than done!

"Got a letter from the mayor's civic committee, asking me to serve on Reno's
Tourism Committee. I'm flattered, of course. Talk about a goldmine for business
contacts ! "
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Februory I 2 (ThursdoY)

',Mostly routine paperwork today-cooped-up in the darn office all day'

Signed umpteen insurance forms; authorized the payroll; signed a slew of checks;

*-t. lrtt.r, to four prospective rental clients who recently made the Reno scene;

sent off my resume to the Tourism Committee; approved several maintenance ex-

penditures.
..I sure am tired. I wonder why, since I haven't accomplished anything of

substance all daY."

FebruarY l3 (FridaY)

..The month is flying by. Had coffee with Gholson again today and moved a

step closer to firming up some kind of a deal to rent airplanes. I really would like

to te the controlling partner from a decision-making point of view, but my knowl-

edge of the air rental market is awfully sketchy'
..ordered a wATS line today for my calls to vegas, Provo, and Salt Lake.

Kennerman wasn't overly enthusiastic about it, but accountants are l ike that' Got

to spend some money in the short-run to save some over the long-run'
"Had to fire two of our maintenance people today for releasing cars which

hadn,t been cleaned or checked-out mechanically. claim they forgot, but it hap-

pened to them twice before this month."

Februory 14 (SoturdaY)

"Went to the office early (5:30 A.M.) to finish up some loose ends. Met Stu

lambert and two lawyer friends at the golf course at 1 l:30 for a fast nine holes' To

show you how bad they played, I came back $35 richer. Doesn't happen often!
,'went back to the office and helped with customers for a few hours. Almost

cleared the lot of cars. Saturdays are something else in Reno'"

Februory 16 (MondoY)

..Thought I'd start the week out right by using our new WATS line to drum

up some business. called nine travel agencies in utah and southern california and

made them a pitch about our hourly rental rates. Lots of tourists stay in the Reno

airport for a few hours between flights with nothing in particular to do. why not

rent them a car for an hour or two so they can make the casino scene? All but two

of the agents said they would mention the service to stopover clients.
..Gholson must really be serious about wanting the partnership. He dropped

by today and offered me free flying lessons! It would be nice not to have to drive

any more to Provo for the Innertainment meetings.
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"Interviewed three people to replace the two maintenance guys canned last

week. wasn't overly impressed with their looks, but for $5.65 an hour, what can

you honestly expect?
,,Took a long lunch-hour to attend the first Tourism Committee meeting.

Turned out to be more stimulating than anticipated. Made the 10:00 news."

Februory I 7 (TuesdoY)

..Devoted the morning to a skull session with carl Dyer. Had to cull out a

number of automobiles from the rental fleet that had outlived their usefulness. Sold

them to a local used lot for about 70 percent off original list. Not a bad deal for

either of us really.
"Spent the remainder of the day negotiating a new floor-financing loan with

GMAC [General Motors Acceptance Corporation] . Got to get some new cars in

soon."

Februory | 8 (llednesdaY)

..Drove to the U. of Nevada-Las Vegas campus today to guest lecture in a

couple of classes. Things have certainly changed a lot since Iwent to school there.

The kids are all smarter, and I'm hopelessly older!"

February 19 (ThursdaY)

..Tough day today. we got held up. can you believe it? In broad daylight no

less. Some guy doing the ski mask routine hit the small downtown office and made

off with $1200. Too bad for him credit card receipts aren't spendable, because we

had a lot more than $1200 in them on hand.
.,Fortunately my employees coopelated in every way, so no one got hurt.
..Pretty much blew the whole day on this mess. what will take longer, the

police reports or the insurance paperwork?"

Februory 20 (Friday)

"It was the insurance paperwork that took up the most time after the

robbery. We'Il get our money back though. Police haven't caught the guy yet'

however.
..Radio shack delivered the mini-computer today that we ordered in January.

Found a nice spot for it in Dyer's office; he'll be the main person using it. Should

really be a boost to our budget-control and inventory-planning. Keeping track of

345 cars takes timel
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"Got a call in the afternoon from Metro
agency] . Will visit with them next week to
campaign. Watch out Avis and Hertzt"

Februory 21 (Saturday)

Marketing [RenoRental's advertising
plan our spring and summer media

"Couldn't manage to leave the office any earlier than 5:00 today. Had to get
with Dyer to work up some pro formas for the banker. We need a $35,000three-
month loan for financing replacement tires for the fleet. Thank goodness GMAC
will finance our rolling stock inventory. No way we could pay the bank's high rates
for a loan that large.

"Also made an appointment to talk with Goodrich's rep on Thursday. They
really seem to want our business."

Februory 23 (Mondoy)

"Drove down to las Vegas Sunday night for the travel agency convention
today. Spent the entire day drumming up new business and making contacts. Ate
breakfast twice and lunch three times. I've got this wining and dining down to an
art !

"Drove back to Reno at 7:30 P.M. and didn't get home until mighty late."

February 24 (Tuesdoy)

"Spent the day with Dolph Artis [owner of Metro Marketing] going over our
new ad campaign for the warm season. We decided to stick with the same basic
theme 'RenoRental is your auto rental alternative'-but to put more of a spot-
light on our nonauto rentals. Looks like I definitely may want to cement the air-
plane deal."

Februory 2 5 (Wed nesday)

"Had a productive day. Bought out the two Scott theaters in downtown
Reno, which Innertainment had been after for five years. Got a good enough price
to make our remodeling plans costcffective. We plan to convert the two old screens
into four new ones. Appears to be a good downtown market-especially for revival
runs [reshowing of old classic films] .

"Also got our bank loan okayed for tire financing. Will put me in a good bar-
gaining position with Goodrich tomorrow."



Februory 26 (Thursday)

"Closed the Goodrich deal in less than an hour. Decided to go with polyglass
instead of steel radials. Saved a bundle.

"Worked with Carl [Dyer] on getting the fleet computerized. Not nearly as
much of a hassle as I anticipated."

February 27 (Fridoy)

"Had a slight cold today, so I stayed home and caught up on some of my
reading."

February 28 (Saturday)

"Still under the weather, but had to sign checks at the office. Also worked on
a revised fringe-benefit plan for our employees.

"Another month has flown by! I think my business interests are all better off
than they were in January. Got a long way to go though."

Analys is :  Descr ibe Stephen Tanner 's  professional  l i festy le:  how he spends most  of

h is  t ime,  h is  apparent  pr ior i t ies,  h is  problems,  h is  sat is fact ions,  and so on.  ls  he
an entrepreneur? t ) 0 '  )  t .  I  t ' l

Why do you th ink Mr.  Tanner cont inues to work so hard despi te being a
m i l l i o n a i r e ?  ( i " ; l .  !  r  , !  l k  t J .  )  ) :  . r t

What  do h is  d iary entr ies indicate about  t l ie  real i i ies J t  smal l  business management?
What manager ia l  sk i l ls  are i l lust rated in  the d iary entr ies? r4 ' ' l '  -  i  :  '  ,
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New Generation Software, Inc. of Aberdeen, South Dakota, manufactures and dis-
tributes software packages for computer systems and a variety of data-processing
paper supplies, including printer paper, coding forms, and keypunch-machine rib-
bons. The company was started in 1975 by Harris Monahan, a black entrepreneur
who grew up in East St. louis, Illinois. In the following interview, Mr. Monahan
traces the growth of New Generation Software and assesses his experience as a
minority entrepreneur.

Harris, would you please give us an overview description of your company?

I'm proud to say that we're entering our fifth profitable year of operations
and it seems certain that we'll go over $500,000 in sales this year. New Generation
is a leading producer of EDP software and paper products. we're especially well-
known nationally for our software systems relating to medical accounting. More
doctor's offices use our software for bookkeeping purposes than all of the other
competitive packages put together. New Generation is also a major manufacturer of
ink ribbons used in keypunch machines.

we have one production facility located here in Aberdeen. we employ ap-
proximately thirty-four people in the plant and use manufacturer's reps for our
sales force. I am president and head of R&D.

Fill us in on your personal background.

I grew up in Illinois in East St. Iouis, where my father was an entrepreneur of
sorts. He operated a small grocery store with my mother and also managed a small
226
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piece of land for a farmer. I grew up helping out in the store learning the ABCs of

business from my parents.
I attended a college in St. Louis majoring in engineering but quit mid-way

through to work for an audio-visual firm. My father had passed away, so I had to

lay out of school to assist my mother in selling the grocery store. Before I knew it,

I was married and looking for a better paying job. This was in 1973. My education

was just going to have to wait.
I signed on with Xerox as a sales rep and was transferred to Rapid city, south

Dakota. I worked there for two years or so learning a lot about technical products

and marketing.
In late 1914, I got wind of a deal through a client I called on regularly in

Rapid City. He knew of a paper-processing plant up in Aberdeen that was going

under and about to be l iquidated. The owner wanted $139,000 for the plant,lock-

stock-and-barrel.
My client, whose name was Rollin Davids, asked me if I knew anything about

computer products and if I would be interested in helping him launch a new ven-

ture relating to EDP services. It just so happened that I had been taking computel

courses in night school and had some ideas for developing software material.

Well, things began to gel and before I knew it, Rollin and I purchased the

Aberdeen facility for just $88,500. We struck a mutually beneficial deal with the

former owner where he would keep some of the paper-processing equipment and

leave us the rest with the building. I personally invested $52,000 in equity, using

some money I had saved and borrowing some from my mother's savings.
Rollin, who is also black, and I began New Generation Software in May of

1975, manufacturing paper for computer printers and ribbons for keypunch

equipment. As time went on, we successfully developed over a dozen software

packages pertaining to medical bookkeeping. Thus we have been able to attain a

blend of manufacturing and R&D work in our company.
Roll in sold out his interest to me in February 1980, so I am currently the sole

owner of New Generation. He sti l l  stays in close touch with the business, however,

and throws a lot of new customers our way.

Harris, how conscious are you of being a minority entrepreneur?

This may sound odd, but the only time I'm really conscious of my racial

background is when others bring it up. I consider myself a businessman competing

in the market with a useful product. certainly I 'm proud of my black heritage, but

my business is really no differerlt frorn any other.

To what extent do you strive to do business with other minority-owned
companies?

It's tough to find many minority-owned firms that purchase EDP products.

Most of my sales come from the majority community. I do go out of my way'

however, to purchase raw material supplies from minority firms.
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To what extent have you relied upon government assistance in your growth?

As little as possible. Certainly no more than any other small business. I've had
a couple of SBA loans and a few governmental agencies for customers, but that's
the extent of it. What people hear about government assistance for minority
business is mostly myth. Lucrative government ties are very difficult to come by
and most of the time not worth the extraordinary hassle involved.

I'm firmly convinced that most small companies, minority or majority, would
be much better off spending their time seeking out private sector rather than public
sector business. So much time and paperwork is involved with public sector stuff,
not to mention uncertainty and unpredictabil ity. The government can help
minority firms out basically in the same way it can help out majority firms: cut
taxes and regulations and control inflation.

Do you feel minority firms face any unique problems or challenges?

Oh sure, there's no getting around the realit ies of occasional racial discrimina-
tion. But I would again mention that the key to any business is the bottom line.
Minority businessmen face all of the sarne operating problems as anyone else. It
takes a good product or service backed up by skil led management to run any
business. That's where the real challenge always is.

I guess the primary race-related problem faced by minority companies is how
we are perceived by white customers and clients. Fortunately, the days of blatant
discrimination are mostly history. However, a sensitivity to affirmative-action
mandates does exist.

By that I mean that many majority-owned companies have the feeling that
we have sought them out solely on the hope that they would want to play ball with
a rninority company. In other words, some white business people believe that black
firms want special treatment. That notion is nearly always erroneous.

New Generation Software hustles business aggressively all of the time. We
don't expect to be treated differently because ofrace. We want our products to be
the focus of attention. I 'm sure most other black entrepreneurs feel the same way.

Sonretimes a funny thing happens because of our society's obsession with af-
firmative-action statistics. Occasionally one nf our customers who does not know
me personally wil l learn that New Generation is minority owned. They wil l then be-
corne disgruntled because they weren't able to report their deal with us as being
supportive of an affirrnative-action effort. To us, it was simply a straight business
proposition. It would have been to them too, except for the federal government!

If you were to start New Generation Software over again, what would you do
differently?

I would prepare myself more dil igently. I would gain more financial expertise,
read up more on management techniques, and develop a detailed business plan to
help launch the business.
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I also would control the company's growth better, slowing it down some-

what. I would have sought-out more outside advice and consultation especially

from other entrepreneurs who had traveled down the same road before me.

what advice would you pass on to other minority-group individuals about to

launch a new venture?

First, I would advise them to start out working for some other company in

the industry they would l ike to operate in. Learn the tricks of the trade and

become familiar with the terrain while you're getting paid for it.

Secondly, I would strongly recommend getting a good formal education. Un-

like me, finish school and soak up as much general knowledge as possible.

Third, don't expect others to do you special favors-especially the govern-

ment. It 's hard to overcome the temptation to depend on government loans and

contracts. Just remember that over the long run, you wil l have to make it on your

own.
Finally, and most importantly, I would advise minority entrepreneurs to re-

ember that, f irst and foremost, they are businessmen not blacks or whatever. They

should be proud of their heritage but also proud of their managerial abil ity. Busi-

ness people of any race or color who can't make a profit are ultimately a drain on

so ciety.

Analys is :  Do you feel  Harr is  Monahan's v iews are typ ical  of  other  b lack business

owners? Do any of  h is  s tatements surpr ise you?

In what  ways has the federal  government  sought  to promote minor i ty  capi ta l ism?

What e lse do you feel  should be done in th is  regard?

ln what  wavs can the whi te business communi ty  lend support  to  minor i ty  f i rms?
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Mered i t hMcGowan ,ma jo r i t ypa r tne ro fMcGowanRea l t y i nPensaco la 'F lo r i da '
has been one of the naiion's top-producing realtors since 1973. In that year, she

was Pensacola's 
"Rookie of the Year" real-estate award-winner' In subsequent years

she has won numerous other performance and civic awards. Meredith is a graduate

of the Realtor's Institute and is a certified Residential Specialist. She has been mar-

ried seventeen years and has four children'

Meredi th ' te l lusal i t t leaboutyourcompanyMcGowanReal ty .

ln 1973 and 1974,I worked for Milam Real Estate here in Pensacola learning

my way around in the profession' I quickly established my reputation in town and

U.gun io develop a client following. My income inl914 was just under $37'000-

not bad for a gal with no college, and with previous business experience only in

waiting tables and driving a rural school bus'

Although I very Luch enjoyed working with the folks at Milam' I really

wasn,t all that thrilled with turning over half of my commissions to the agency' So,

w i thmyhusband ' sencou ragemen t , I t ' r tM i l amandworked fo rayea r i nasma l l
partnership.

Tha tgo to ldqu i ck ,because l so re l ym issed thes ta f f suppo r tp rov idedbyan
agency -ano f f i . . , t e l ephone ,Xe roxmach ine ,andso fo r th . Iwashav ing towork
out of my house. That was no way to succeed. It kept interfering with my family's

home life, and they made things a lot more hectic for me'

23r
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It finally became obvious that I needed to set up an office away from home
where I could do my own thing without causing family problems. Given my distaste
for sharing commissions, my only real option was to start my own agency. So I did.
I already was licensed and had selling experience.

I rented and renovated an old office near Pensacola's fastest growing resi-
dential area and hired-away two other top performing gals from Milam. We had
always liked one another and knew how to work together. We formed a three-way
partnership with me taking the lead. This was in September of 1976.

Since then, the agency has added a dozen more reps and three full-time staff
people. We're the third largest agency in Pensacola and rising fast. Our reps are
highly productive and make better than average money. We have a successful op-
eration because we're customer-oriented, knowledgeable, professional-and darn
hard working.

What roles do you and your two partners have in the agency?

They manage and I sell. Both Marjorie and June like to manage. They handle
the administrative paperwork, coordinate our sales force, and stay in touch with
the accountant. They both still find time to do some selling, but it's not their main
thrust.

As for me, I like to put maximum distance between me and the management
routine. Don't get me wrong; I appreciate what Marjorie and June do, but I 'm
motivated by selling and meeting new people. I was born in June and I guess I'm
a typical Gemini I like people and a fast pace.

I think I set a good example for our other sales agents. They respect me
because I perform, and I can help them troubleshoot problems because I'm a
fellow agent. We work together well in the agency because everyone pretty-much
gets to do what they enjoy most and are successful at. We're all working so hard
that we don't have much time to create internal problems.

Tell us what a typical day is like for you, Meredith.

In my business, there's no such thing as a typical day. If variety is the spice of
life, then I lead a very spicy edstence!

My job revolves around people. I meet at least two or three people every day.
Every time I strike up a new relationship, my professional reputation is on the line.
After all, the only thing I have to sell is service-my knowledge of real estate and
my professionalism. In the final analysis, results are all that count. If a realtor can't
produce, she can't do anything.

Sell ing real estate is hardly an 8:00 to 5:00 job with Saturday and Sunday
off. No matter what I'm doing, it seems like I always end up taking care of some
business. If I go to the beauty shop, I usually wind up talking real estate with some-
one. Same thing at church and even the grocery store. I make a point never to bring
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it up outside the office, but people I meet always want to talk real estate. I'm
generally more than happy to oblige them!

I work seven days a week averaging eight to fourteen hours a day except for

Sundays. On Sunday I work in the afternoon after church.

Could you work less if you wanted to?

Somewhat; but people who think real estate can be done part-time are just

fooling themselves. In order to win the confidence of clients, I have to exert myself

to the fullest. And that takes time. I have to look at houses, get to know my clients
personally, keep up with new legislation, and stay in reasonably close touch with
my partners and the agency. You can't do all this on just a few hours a day.

You know, success does indeed breed success. The more buyers and sellers I
come through for, the more people call on me for my services. I can hardly turn
away new business when it's brought to me practically on a silver platter. So, I
stay busy. But I wouldn't have it any other way, at least for the time being.

Meredith, what are the primary joys and frustrations of your job?

People. I can't think of a more peopleoriented career than mine. So,
naturally, people make up both the high points and low points of my work. Let
me give you an example of a low point.

One time I had this little couple who had three preschoolers. We had been
out all day in the hot summer looking at homes. We must have looked at every
listing in Pensacola twice! But nothing was good enough. So we called it a day and
started back to the office. I stopped by a place and got snowcones for the kids.
Before I knew what hit me, one kid deliberately dumped his down my back while
I'm driving. Did I belt him like I would have my own kid? Hardly, I just had to
stay cool, which wasn't easy to do even with the ice down my back!

But most of the time I enjoy my contacts with people and get a real "charge"

out of helping them. Buying or selling a house can be a traumatic experience for
many people, especially when they're being uprooted in the process. Knowing that
I can be of help to them is a gratifying part of my job-and of my life.

Other things I don't particularly love about my job revolve around managing
the agency. Even though my partners carry the load here, I still have to get involved
in more ways than I care to. Things like committee meetings, paying bills, tax de-
cisions. They're no fun, but they come with the territory. You just have to learn to
take the bad along with the good.

I guess one other joy I would mention involves the constant feeling of ac-
complishment. To put it indelicately, I love to "score" on the job-to successfully
buy and sell homes for my clients. There's no doubt about when you've done your
job: a customer smiles, a contract is signed, and a commission is made. You've
scored a touchdown.
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You've made it no secret that you dislike management work. why is this,
Meredith?

It's not so much that I dislike management, it's just that I like to let others do
it! seriously, though, I 've asked myself the same question more than once. I guess
the reason is that, in my profession, managing gets in the way of performing-
scoring touchdowns as I said before. The more time I spend pouring over budgets,
making personnel decisions, and so forth, the less time I have for buying and selling
homes. That's the way I look at it.

Sell ing and meeting people is what I enjoy and excel at. It would be a dis-
service to the agency to stick me behind a desk. Even though the agency does carry
my name, there's no reason I have to be the most active manager. Let me represent
the agency out in the field.

What impact does your job have on your family life?

Plenty, but we've managed to handle it okay. My husband and four kids have
backed my career all the way and therefore deserve most of the credit for whatever
success I've attained. They put up with my long hours and fragmented schedule.
They answer the phone for me and take messages at least a d.ozentimes daily. They
really are jewels.

My husband is a warehouse superintendent. Fortunately, he has a steady, pre-
dictable schedule and is able to be here every evening and on weekends. He's the
source of stability every family has to have.

My kids are proud of my success and wouldn't have my life any other way.
Although I must admit that problems do occasionally arise. Like the time I missed
my oldest daughter's junior-high graduation because I was closins a deal. That
definitely hurt her feelings.

Is your job a stressful one, Meredith?

Much of the time it is. I think I've adjusted to the stress pretty well, but
nonetheless it is there. I'm under stress simply because my clients are under stress
when they need my services.

People hardly ever buy or sell a home under relaxed circumstances. Most of
the time they're under pressure to make the transition. Maybe a relative just died,
and the house has to be disposed of. or maybe the husband has been transferred
suddenly, and he needs to get out from under two house payments. The emotions
run high, and I'm right in the middle trying to make things wbrk out.

Besides this constant pressure to perform, there's the stress that comes from a
work schedule ruled by interruptions. The phone rings for me at the office and at
home all day and night. You hardly sit down to dinner but what some hor prospect
is in town for a few hours and needs your services immediately.

Also, there's the pressure from my agency affiliation. Meetings to attend, the
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banker to wine and dine, occasional personnel squabbles. My two managing

partners certainly can't handle everything by themselves'

Don't let me create an overly pessimistic picture in my comments. without

some StreSS, I,m afraid my job would stagnate andbecome boring. A]so, some stress

is necessary if I'm to perform up to my fullest potential. I don't view stress as my

friend, but it certainly isn't my arch enemy either'

Why have you been so successful in your job?

Hard work, discipline, family support, love of meeting people' and per-

severance. Also some tuck and good breaks. You know, it's only in retrospect that I

notice myself having attained some measure of success. I've never really thought of

myself as anything other than a hard-working gal-certainly not as a success story'

I've always been too wrapped-up in my daiiy activities to think about establishing

some sort of a glamoror^ ira.t record. My career and job are constantly being re-

newed and revitalized. what I've done in the past hasn't been in my consciousness

much. To me, success has always been one step ahead in the future- I'm constantly

working toward it rather than contemplating having attained it'

What are Your long-term goals?

To re t i r ew i thmyhusbandw i th ins i xyea rs .Thenes tw i l l beempty thenand
Joel and I can start a new life. We'd both love to travel extensively and have a lot of

time to ourselves. We've paid our dues'

Wha tadv i cedoyouhave too f fe ro the rswhowou ld l i ke to launchabus iness
of their own?

Work hard. Be supremely committed and dedicated to excellence, Set attain-

able goals that stretch iou lust a bit. View money strictly as a by-product of excel-

lent performance, not as the reason to perform. Uphold honesty and integrity at all

times. lrarn how to like people for who they are not just for what they can do for

you. Don't take yourself too seriously' Do your own thing in your own way'

Analys is :  In  what  ways does Meredi th McGowan f i t  the prof i le  of  a typ ical  entre-

pre neu r ?

ls her l i festyle representative of other entrepreneurs?

Are you surprised at all by her long-term goal?

Would you trade places with her professionally?
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In December 1980, four business professionals collaborated for a roundtable dis-
cussion centering on the keys to entrepreneurial success. participating were: Coy
Hantphill, a small business consultant from chicago; Erik Sawyer, a new venture
banker from Miarni; Gloria cisneros, who manages a public accounting firm in New
Orleans; and Orson McCord, a venture capitalist from New york City.

The panel addressed itself to four questions:

l. what are the most common mistakes made by entrepreneurs and small
business managers?

2. What is the profi le of a successful entrepreneur?
3. what are the most diff icult problems and challenges faced by entrepre-

neurs and small business owners today?
4. what advice would you offer to someone seriously contemplating start-

ing a new business?

Coy Hamphill describes himself as a self-made millionaire who thrives on as-
sisting others in accomplishing the same feat. He developed one of Chicago'slargest
warehousing cooperatives during the 1960s, sell ing out in 196g. Sincethat t imehe
has operated his own consulting firm, Midwest ventures, specializing in consulting
support to new retail ventures.

Erik Sawyer heads up a prospering bank in Miami which caters to new and
small businesses. He previously owned and operated an import f irrn, with manu-

236
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facturing facilities in Haiti, which was expropriated by the Haitian government in

1972.He holds a doctorate in liberal arts from Emory University'

Gloria Cisneros is matraging partner of Cisneros Public Accounting in San

Diego. Since opening as a limited bookkeeping service in 1974, the firm has grown

into one of the largest independently operated public accounting offices in

California. Ms. Cisneros is also part-owner of three other local companies and on

the boards of four firms. Born in Mexico City, she is a naturalized American cilizen.

Orson McCord is senior partner of McCord, Alexander, and Purcell' a venture-

capital partnership in New York City. He received his C.P.A. in 1962 and worked

for twelve years in an investment brokerage firm. In 1915,he formed his present

venture-capital firm which caters to high-technology products'

what are the most common mistakes made by entrepreneurs and small busi

ness managers?

Coy Hamphill--I suppose the most common mistake I've personally observed in-

volves the entrepreneur who gets so wrapped-up in the new-venture idea that he

doesn't adequately investigate the very real start-up problems soon to be faced:

cash-flow paralysis, partner hassles, and things l ike that. I 've found that too many

entrepreneurs fail to have contingency funds on hand during the first year of

operation to use in overcoming unforeseen problems and emergencies. They make

the mistake of planning for the first year as though it were something stable and

routine. Nothing could be further from the truth.

Iirik Sawyer-There are a couple of blunders that I see commonly repeated from

my vantage point as a banker for new ventures. One I will term the tunnel vision

syndrome. Entrepreneurs typically have single vision their attention is focused on

the new-venture idea to the exclusion of practically everything else. In their single-

mindedness, they overlook the essential support mechanisms of business' money in

particular. They act as though funding wil l automatically f lowin just assure asto-

morrow morni r rg 's  sunr ise.
The second recurring mistake is insensitivity-to people. Entrepreneurs are

notorious for being impatient and hard'driving' and my banking experiencc bears

this out. In their haste to make things work out right, entrepreneuls l-reqtrertt ly

chew up a lot of people, including their own families sometimes. F,ntreptellcurs

tend to be autocratic managers, poor l isteners, and always on the i i l i lve. The

potential for people problems is obviously high.

Gloria Cisneros-I must echo the fiqalc-e theme. New ventures that ar9-ttgd.e-r-

capitalized are almost doomed to failure. The reason for this is fundamental; the

more you're under financed, the fewer mistakes you can get away with. Thus, only

superbly-managed firms can readily overcome patchy financing.

I guess one other mistake I see frequently involves,poql b,$!llgts. location.

Many entrepreneurs give only scant consideration to where they open up, only to
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later discover many better-suited locations. By then the investment is already sunk
and irretrievable. Also, many entrepreneurs never consider opening their venture
in another city altogether. Every community has a need for certain types of busi
nesses-especially mundane ones-but these businesses are not always evenly dis-
tributed geographically.

Orson McCord-I concur that undercapitalization is the most common shortcoming
of new ventures. The entrepreneur fashions an elaborate, detailed business plan and
subsequently fails to obtain all of the financing the plan calls for. What does he do?
He attempts to implement the plan as originally put together but with less capital
than anticipated. Pretty soon the entrepreneur is having to cut corners to hold the
plan together. Before much longer, it begins to fall through completely.

One other mistake my partners and I often see involves the entrepreneur who
has not developed his or her business plan to the fullest. An incomplete planning
document is an obvious red flag for a venture capitalist.

What is the profile of a successful entrepreneur?

Coy Hamphil/ That's mighty tough to distill into a brief summary, but I'll give it
a try. Most successful entrepreneurs I know have a see-mingly boundless-store. of
€19.{gy' {-rive, and-dplermination. Tbqy wor! hard and shgw results for it. Success-

.- ful entrepreneurs have to be generalists capable of dabbling in all phases of their
business. This is especially true in dealing with external technical consultants such
as lawyers and accountants. Consultants too easily get off track if you can't follow
what they're doing.

To be successful, it is essential to be a good judge of charactgr.Entrepre-
neurs deal with so many key people who must be trustworthy. Success also hinges
on being able to define and solve problems efficiently by cutting through all the
garbage. Finally, I too would mention that successful entrepreneurs know-.hsw.to
work with other people. If you're dependent on others, you certainly had better
be able to work with them daily.

Erik sawyer I have spent a great deal of time pondering the question of what
makes one entrepreneur a success and another a failure. Certainly there is no
simplistic answer to such a tough question;if there were, I 'd be the best loan maker
that ever graced a financial institution!

There is one thing, however, that I 've observed of every successful business
owner I know, and that is perseverance. Successful people in a-!_yql!s of life are
consumed with what they're doing-1e1u11t committed and dedicatedl This is fre-
quently the only thing that keeps them going and rebounding from setbacks. people
who desperately want to succeed at one thing usually do.
Gloria Cisneros-Successful entrepreneurs are self-starters-internally motivated.
They do lots of routine, behind-the scenes work and generally are wil l ing to put in
however many hours are necessary to get the job done right.

The successful entrepreneur generally has plenty of insight and awareness. He
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or she knows his or her own strengths and weaknesses, capabilities and limitations. I

refer to this as having a mellow attitude-a sense of perspective and confidence.

I would also say that successful business operators make decisions based on

the total picture. The long-run welfare of the entire company is considered the first

priority. The entrepreneur is willing to make short-run sacrifices for long-run pros-

perity.

orson McCord-From a venture capitalist's point of view, I can tell you that I look

at an entrepreneur's personality and character before I look at his pro formas.

There are several personality characteristics that really turn me off in an entrepre-

neur wanting financial backing. I like to refer to these as the four "Cs": cuties,

Cadillacs, cruisers, and credit cards.
A cutie is a male entrepreneur who obviously lavishes a lot of money on girl

friends. We don't want him buying diamonds and furs with our money. A Cadillac

is an entrepreneur who spends lots of bucks on luxury automobiles' Cruisers spend

big on yachts. Credit cards are entrepreneurs who finance all of the above on credit!

I won't deal with one of these characters even for one minute because their profli-

gate lifestyle simply isn't conducive to success.

The one o,ther personality characteristic that is deadly to entrepreneurial suc-

cess is lack o_f commitment. There are darn few people around who became million-

aires with a part-time job. If a client of mine is not willing to commit himself life'

body, and soul to his business, I want nothing to do with him.

what are the most difficult problems and challenges faced by entrepreneurs

and small business owners todaY?

coy Hamphill-The three toughest problems I know of are interrelated: c4gh:fuy,

budgqting, and--timq.-To put it succinctly, to.co-nt-rol cash,flow properly requires

constant budgeting and that requires time. Most small business operators say they

never find enough time to budget and control cash flow. No wonder! You have to

make time for these-first things first!

Erik Sawyer-I see three additional, horrible problems victimizing entrepreneurs

today: go-v-eqnment regulation, inflation, and energy. These are all external forces

which no business person can directly influence. Problems beyond your direct con-

trol are always the most frightening to deal with, and especially for entrepreneurs

who pride themselves on their independence and self-sufficiency'

Big business often can absorb these external problems through passing on

costs to the consumer, but few small firms enjoy such a luxury. Day-to-day survival

can be very tenuous for the small guy today.

Gloria Cisneros-Besides the financial problems already alluded to, entrepreneurs

have a devil of a time today finding qualiled employees who will stay with the

company through thick and thin. Almost every business managel I've talked to in

recent years is concerned about this problem, and they have no easy solutions.

Orson McCord-Besides lack of capital, I think the biggest problem faced by many
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entrepreneurs isl,qg-mUCh.optimisrn. I see too many hot shots who think they're
going to become millionaires overnight simply because they think they've got some
grand scheme or idea. They proceed to spend money like a millionaire, painting
themselves into a corner. I guess what I'm really saying is that too many entrepre-
neurs are their own worst enemy they make problems for themselves.

what advice would you offer someone seriously comtemplating starting a new
business?

Coy Hamphil/-I would highlight two things. First of all, Qpncentrate heavily on
good day-to-day planning and surrounj yourself with qualified people capable of
executing the plans. Secondly, make absolutely certain that you have enough cash
to sustain you through the initial twelve to eighteen months. Do these two things,
and you will be able to stay on top of problems on a daily basis. That's where long-
run survival and prosperity will come from.

Erik sawyer-once again, I'll echo the theme of commitment. I'd tell the pros-
pective entrepreneur that he or she must want the business so badly as to be willing
to sacrifice practically everything for it. They should have the itch so deep that it
can't be scratched. If the individual has a lot of other interests or values. thev had
better work for someone else.

Gloria Cisneros-First of all, I would advise the entrepreneur to make absolutely
certain that he or she had a minimum of three professionals backing up the venture
team: a-QPA, a lawyer,  and a banker.  Not  just  any o ld CpA, lawyei ,  or  banker but
ones who will give the business a decent priority. Shop around and find some good
professionals. Don't settle for mediocre consultants.

Also shop around fo-1 fi.p;1nci..ng. Banks differ a lot more on interest rates and
loan demands than most people suspect. Some banks want to play games with you;
others genuinely want to go the extra mile for you.

one final piece of advice concerns premature growth. Far too many small
companies get intoxicated with their first smell of success and immediately ex-
pand sometimes too far too fast. uncontrolled growth is usually worse than no
growth at all.

orson Mccord-The first thing I would tell someone is to make sure you're serious
about wanting to go into business for yourself. Withoutincredible dedication,you
won't be able to pay the dues required.

secondly, I would advise someone to make certain that they have thought
through the business well on paper. The time to make mistakes is on paper, not
when you've already spent a bundle. Look before you leap!

Analysis: Based on the roundtable discussion, develop your own integrated analysis
of the keys to entrepreneurial success.

What is your own profi le of the successful entrepreneur?
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Damon Mclver is president and sole owner of Damon Electric Corporation in

Seattle, Washington. Mr. Mclver founded the company in 1917 for the purpose of

repairing large electrical equipment such as transformers and generators. After

graduating from the University of California in 1966 with a double major in math

and physics, Mr. Mclver worked in a series of marketing positions for several large

industrial companies, including a leading electric contractor. He received an M.B.A.

in finance from St. Louis University in 1975 '

Damon, describe your business for us in general terms and give us the story of
your start-uP.

We repair large pieces of electrical equipment, such as transformers, gen-

erators, motors, and switch gear. I've got a 13,000-square-foot building and nine

full-time employees. In 1980 the business grossed $150,000.
I got the idea for Damon Electric in 1977 when I noticed that only two

major companies were in the business of repairing large electrical equipment for the

likes of General Electric, Westinghouse, and Siemens. There were a lot of small

mom and pop outfits that specialized in repairs for selected pieces of equipment,

but only two companies coveled the waterfront. I figured surely there was room for

a third major repair company.
I had no desire to lead the way in pioneering some new kind of business never

before in eistence. I might be what could be called a conservative entrepreneur, if

241
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such an animal exists. Getting into a large market with limited competition was
enough opportunity for me.

Once I clarified the basic nature of Damon Electric, my next challenge, be-
sides physically locating somewhere, was to establish credibility with the large
electric companies. General Electric or Westinghouse will not hire just anyone to fix
a $50,000 transformer. I knew I had to come up with a strategic plan that would
encourage GE and friends to accept me.

My approach was simple: build credibility through hiring creditable people. I
became Morgan the Pirate and began stealing away the cream of the crop from my
former employer. I hired away one guy who had been in the power-transformer
business for 22 years, a shop foreman with 15 years of power-transformer
experience, and four engineers with production-shop backgrounds.

The next thing I needed was a facility-one large enough for a crane capable
of lifting up to 25 tons. Finding the right layout at a price that wouldn't im-
mediately bankrupt me was not going to be easy-at least so I thought.

I was playing handball one day at a local club in Seattle when I ran into an
old buddy I hadn't seen in years. He asked me what I was up to these days and I
said, "I'm looking for a high bar crane." To my utter surprise, my friend
responded, "Come see me tomorrow.I think I 've got just what you're looking for."
And sure enough he did. He worked for an engineering firm which had recently
purchased a fabrication business with excess facilities. What was excess to them was
made to order for me. What luck!

Analys is :  Do you feel  " luck"  p lays an important  par t  in  the success of  many new
ventures? Ci te several  i l lust rat ive examples.

To what extent do you feel entrepreneurs often "make their own breaks"? Again,
c i te  i l lust rat ive examples.

Tell us how you got Damon Electric off the ground.

Well, there I was with a lot of fixed costs, $2,500 monthly for the building
and over four grand a month for employee salaries. I needed some business fast. I
managed to scare up a list of 2,300 companies across the country who potentially
needed electrical repair work. I developed a series of mailings promoting Damon's
services and sent them out on four successive weeks.

My aggressive merchandising worked. Within six weeks we had enough jobs
to keep our small crew working overtime. From Novembet of l9ll to September
of 1978 we continued to expand rapidly so much so that we outgrew our facility
and contracted for additional space.

In October 1977 | made an even more aggressive expansion decision, pur-
chasing another plant facility in Grand Island, Nebraska. I got 9,000 square feet for
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$173,000. Now I had a Midwest facil i ty to balance out the Northwest site. The

company's ability to serve national customers was greatly enhanced. Damon

Electric was definitely beginning to establish a solid reputation as a first-class com-

petitor in the electrical maintenance industry.

What were your toughest problems at this stage of the game?

Cash flow and generating growth capital. Fortunately, I have part interests in

two other businesses, both Kelly Girl-type operations. I have siphoned out funds

consistently from both to put into Damon Electric. They have been excellent cash

cows thus far. Other than this, Damon has been financed on debt-mostly short'

term.
The electrical repair business is actually very self-sustaining, with about 20

percent net profit on sales after taxes. The need for large amounts of long-term

capital is therefore fairly manageable.

Is Damon Electric, with its two locations, becoming too large for you to
handle singlehandedly?

It's not quite there yet but well on the way. A professional manager will soon

be needed, not just because of the size but also because of my personal need to con-

stantly pursue new business ideas. No mature business can really tolerate an entre-

preneur in the driver's seat for very long. Both growth and stability would be

threatened.

Analysis: Why does Damon Mclver state that no business can be successfully
guided by an entrepreneur over  the long run? Do you agree wi th h im?

How can an entrepreneur determine when the t ime is  r ipe for  turn ing over  dai ly

business operations to a professional manager?

Damon, have you always thought of yourself as an entrepreneur?

Not necessarily. When I was a corporate manager several years ago, I was

quite content working within organizational constraints. At least when I got to do

things my own way. Maybe that was the entrepreneur coming out in me after all!

If you were content working for others, why did you decide to go it alone?

Had to-I was fired. ln 1976 my employer decided it couldn't put up with my

wheeling and dealing in their repair division. I was too successful, ironically.
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The company had me in charge of their maintenance services located in St.
Louis. I was supposed to oversee technical operations and keep my nose clean. In
six months or so the technical stuff was old hat to me, so I challenged myself by
hustl ing up new clients for them. They didn't appreciate the entrepreneurial spirit
from an operations manager.

In March 1977 | got a telegram at home: "Effective tomorrow you are term-
inated." I had been on vacation. They had decided to extend it indefinitely you
might say! My wife Stacy told me that getting fired was the best thing that could
have happened to me because it helped me figure out what I was really cut out for.
I guess she was right.

If you had not been fired, do you think you would have ever started your
own company?

I honestly can't say. I l ike to think that eventually I would have, but I sure
was comfortable with my $50,000 annual income. The future had seemed fairlv
bright too. But not as bright as it seems now!

Analys is :  Why exact ly  do you th ink Damon was f i red?

In what  ways can cntrepreneurs be d isrupt ive to companies? What  act ions can a
large company take to accommodate entrepreneurs successfu l ly  in  i ts  personnel
ran ks ?

Damon, have you ever regretted the decision to go it alone in your own
venture?

Let's just say I 've had to fight off pessimistic moods numerous times. I don't
know that I've ever really second guessed myself, but I periodically become de-
pressed over the wrenching challenge of keeping the company perking.

The mental and physical energy required is horribly draining at times, es-
pecially in the wee hours of the morning when I'm all alone at the office. The
aloneness and darkness can have a depressive effect on even the most ebullient
optimist.

But the low-lows produce high-highs. I can't tell you how much lasting satis-
faction I derive from doing my own thing, as the cliche goes. Owning your own
business gives you a real sense of purpose in life. It is your life. when my time
comes, I fully intend to die sitt ing behind my desk!

Is the company your foremost priority in life coming before family and other
pursuits?

My wife is first even though I spend more time on the business than with her.
Stacy is my life-support system. In no way does she resent my dedication to the
company because she knows that family also plays an important role in my life.
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Do you know of many other wives who would call losing a $50,000 job the

best thing that had ever happened to her husband? Stacy and I are a unified team

with single-minded PurPose.
Sure, I'd love to spend more time with Stacy and my two daughters' But if

doing so meant abandoning *y independent, achieving lifestyle,I'm convinced that

the family would lose out in the long-run. Stacy and I would lose a dream. I would

lose self-fulfillment. We'd all be losers. The vitality would be taken from our lives'

Analys is :  Do entrepreneurs have to be "workahol ics"? Can business success come

anywayo the r than th rougha l l - ou tpe rsona l commi tmen tandded i ca t i on?

D o y o u p e r s o n a l I y f e e l y o u w o u I d b e b e t t e r o f f s t a y i n g s i n g | e i f y o u i n t € n d e d t o
star t  vour  own business venture?

The following is an interview conducted with Damon's wife, Stacy Mclvcr:

Stacy,descr ibeDamon'sentrepreneur ia l l i festy lef romyoutownpersonal
point of view.

Although I'm not involved in running the business in any direct way' I keep

in fairly close touch with daily events. That Damon works hard is undeniably true,

but he sincerely loves what he's doing. He thrives on it '

Heusua l l yge tshomeeacheven inga round8 :00 'a l t hough tw ice las tweekhe
stayed at the office past midnight. His schedule is hardly what you would call pre-

dictable, although he is home most nights. work is his l i fe and he is my life. There-

fore,I don,t mind being flexible and supportive in whatever way I can.

I s u p p o s e , i d e a l l y , I w o u l d l i k e D a m o n t o h a v e a m o r e t r a d i t i o n a l 8 : 0 0 t o
5:00 schedule, but not if i t prevented him from enjoying his work. I 'm more

interested in the quality of time I spend with him than the quantity.

I've always seen the desire in him to be his own boss and to call the shots in

his own company. He's very well-adjusted in his job and successful' How many

people can really say that?
I knew when I first met Damon that he had different qualities from most

people. He's always had so much confidence and aggressiveness. His nervous energy

prop.l, him from one idea to the next, and he can hardly wait to put thern into

action.

Damoncal lsyouhis l i fe .suppof tsystem.Expla inwhathemeansbyth is .

Well, that's very flattering for him to say. I'm sure he's referring to the fact

that I don't have any qualms or reservations about giving his career all-out support'

we both have dedicated our lives to making Damon Electric successful.

It's not really a matter of putting his interests ahead of mine, because his



Experience Phase IV: The Entrepreneurial Lifestyle

interests are my interests. I have never had a desire to strike out on a career of my
own. I'm fulfilled through Damon's success and the lives of my children.

I know that all sounds trite and old-fashioned, especially in light of today's
E.R.A. trends, but it's the way I feel. I don't see how any entrepreneur could be
very successful early in his career without strong family support.

Analys is :  Did you agree wi th Stacy Mclver  that  few entrepreneurs could establ ish
themselves wi thout  s t rong fami ly  support?

What sacrif ices do you feel an entrepreneur's spouse and children have to make?

What advice would you have for the wives of other entrepreneurs?

I really hesitate to hand out any general advice for others because I realize
that not all women are like me. I certainly don't begrudge any woman the op-
portunity to pursue her own career. I just ask them not to put me down because I
have chosen to support my husband's work. Entrepreneurs require freedom and
flexibility. Hopefully the entrepreneur's family will not impede that freedom to
any significant extent. The business owner has enough work-related problems with-
out also having to fight domestic battles. Something has to give.

There's great satisfaction in teaming up with your spouse on a project that is
truly meaningful to you both. That's what marriage is supposed to be all about,
isn't it?

Analysis: Besides family support and encouragement, what other external factors
must  be r ight  before an entrepreneur can successfu l ly  launch a new venture? Ci te
i l  lust rat ive examples.

lf you had a viable venture idea you wanted to pursue, would these external factors
give you the "green l ight"  or  " red l ight"? What  would have to change in your
l i fe  before vou could successfu l ly  in i t ia te a new business venture?
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There is no questionnaire, or assessment instrument, that can predict with ab-
solute accuracy your chances of achieving entrepreneurial success. Success in the
real world eludes simple formulas. However, a growing body of empirical research
is making it increasingly clear that individuals with certain personal characteristics
and behavior patterns are more likely to initiate business ventures and to establish
successful performance track records.

The following questionnaire is designed to help you assess your own entre-
preneurial potential more intelligently. By no stretch of the imagination is the
questionnaire foolproof as a predictive instrument. But that's not its purpose. The
sole purpose of the questionnaire is to stimulate your own thinking about the per-
sonal dynamics of entrepreneurship. Hopefully, the questionnaire will help you to
better "know thyself."
Scoring instructions: Respond to each of the statements below. Put ,4 in the
answer blank if you basically agree with the statement; place a D in the blank if you
basically disagree.

It is important that you reflect on the statement a few moments before you
respond. Avoid "shooting from the hip" in your responses. For questions con-
cerning interpersonal situations, it might help you to seek out the opinions and per-
spective of close acquaintances. In some areas of your behavior, other people may
know you better than you know yourself!

t.'' l .  Mistakes prevent success.
2. I  am wil l ing to take r isks in order to meet my goals.



3:*J generally like to do things exactly my way.
t 4. Nothing ventured, nothing gained!

5. I  can be rel ied on to get the job done.
---+- 6. People sometimes tell me to slow down and not work so hard.

. '  7. I  feel gui l ty when I have a lot of free t ime on my hands.
'- i  8. I  don't  hesitate to make my opinions known to others.

).  ' '  , t  9. Ult imately the best measure of success is money.
t 10. It generally takes strong external prepsure to really get me working.

L I 1. I  value my security more than my freedom.
12. I  tend to do most things l ike other people do.

14. I l lness is no stranger to me.
i 15. Luck and factors beyond my immediate control have determined

much of my l i fe.
' '  ,  16. I  tend to let other people set the standards; I  str ive to attain them.
t '  17, I  have more energy and pep then most of my fr iends.

18. I  am frequently conscious of being dif ferent from other people.

19. I  see most situations in l i fe as opportunit ies for competit ion.
20 .  I  am what  I  do .

I Zt. I  would rather work by myself than with other people.

L' 22. I  get sick and run down more often than most people.

23. I am conscious of setting goals for myself everyday.

---'s.-i) 25. I generally know about what time it is.
: 26. Wealth should be distributed to everyone equally.

--rt- 27. lhave been fairly successful in most of my past undertakings.
i' l!. 28. I am in control of my life.

29. Conformists usually get ahead.
"---4- 30. Money is a poor measure of success. ,,'

31. I  often doubt my abi l i ty.

i  32. Losers make more mistakes than winners.

l , '  -  33. I  value status above accomplishment.
34. I fear failure.
35. What others think of me is more important than what I  think.

t ' ,  36. I f  you want something done r ight, do i t  yourself  !
---j:-- 37. The best teacher is experience.

i  '  38. People seldom misunderstand me.
, ,  3 9 .
j t - , ,  40 .
I  j  

4 t .

frequently duck problems hoping they will eventually go away.
set high, but attainable, standards for myself.
enjoy leisure activities more than work.

-1- 42. Money is very important to me.
i 43. Being fired from a job represents an opportunity rather than a

failure.
44. I  am a tougher competitor than most people I know.

--+:- 45. Efficiency is still a virtue.
46. Competit ion is healthy.

-j/- 47. Children should be required to earn part of their allowance.

J : 48. I have little desire to get something for nothing.
i 49 . F ate plays a large role in the lives of many people.

----+ 50. I know what I'm going to do tomorrow.
248
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INTRODUCTION

Thie instructorrs nanual  ls  deslgned to asslst  teachers ln prepar lng

the bookrs caaes and var loue learnlng exerc lees for  c laeeroom dlscusslon.

Notes for  each case or  exerc ise are organlzed around the "stop-act lon"

questlon fornat used throughout the book. The authors have tried to an6r{er

each quest lon as thoroughly as possib le,  but  we recognlze that  each lndiv l -

dual  lnstructor  wi l l  have hls or  her own addi t ional  thoughts and analysis

to contrLbute.  The connentary in the nanual  wi l l  at  leaet  serve as a good

star t lng polnt  for  answer lng the quescions.

We slncerely hope that  you w111 enJoy uslng Exper lencee ln Entrepre-

neurshlp and Snall Bueiness Managenent and that the book w111 enhance your

studentsr  undersEanding and appreclat lon of  the "real  wor ld."  We would

llke to hear your comnents about the book and your classroorn experLence Ln

using l t .  Best  wishes for  a rewarding teachlng experLence.

Don Sexton
Phl1 Van Auken



I ssues

t .  To introduce
i s  o rgan l zed '

WICKER DESIGNS

t h e s n a l l b u s i n e s s l l f e c y c l e f o r n a t a r o u n d . w h l c h t h e b o o k

Z. To expose students to the situational nature of snall buslness Danage-

ment.  Manager i -a l  problems'  chal lengesl  t i i -oppott"" l t les evolve as the

f i rm grows and changes'

Answer Vi,t te"t Ptl tcto'  " f t tel  qg99!19o-a9-!h9!9

scr i i-is how olgrgll .bl"tt an!-shal es cha e a s the com-

cont inues to i6Fituational ra t l var es men-

roblems and c I Ie

evolve a wlth comPan l-EEEJllustrative exan s where

poss ib l e .

Ly  as can.

obviously there ls  no c lear-cut '  s inpl i f ied

si tuat ional ly  appropr late management act lon at

"t.titt-.y"r". io"tt'er' key issues and concerns

lu.r .  o#""  can be hlghl lghted:

Venture Star t -uP

response to che question of

. " " i ' : . - "a " te  o f  a  cmPanYrs'"""oir"a.a 
l t i th each l i fe

1. Developing the business plan and fl-nancial package

2. Coalescing the venture team' inc ludlng external  consul tants

3. C'enerating a posltive cash flow to sustain the conpany through early

oPerar ing hurdles

4.  Developing a v iable compet l t ive edge to at t ract  custoners

5.  Making ln l t ia l  capi ta l  expendl tures to sustaln products/serv lces belng

marketed

6.  Developing the external  re laElonships ( f inancia l  organizat lons'

supplles, """to'li l"' l i ' ' i- ' i i"r' ' i i i ;;;;ia' the base ror tt* fast

growth Per lod

Fast  Growth

1.  Obtaln ing addi t ional  equi ty f l -nanclng to sustaln capi ta l '  bul ld-up

(Recognlze tntt^itli gittr'"g trtt" io'!o-;;;k; whlie naking a proflt)'

2. Retaining earnlngs to fuel internal growth

3.  Evaluat lng the possib i l l ty  of  golng publ ic  wl- th ownershlp

4.  Hir lng addi t lonal  support ive staf f  as wel l  as l lne managers

5.  Formal iz lng organlzat lon structure and personnel  pol lc les

6.  Systenat lz lng the oPerat ions work f low

7. Str lv ing to establ lsh a narket  share that  wi l l  d lscourage addl t lonal

nest  comPet i t lon



Developlng the organlzat lonal  st ructure at  th ls stage ls  d i f f icul t .  In

stafftng the courpany the owner ls torn between htrlng hard-to-flnd people

thst  w111 not  become technical ly  obeolete as the organlzat lon grows versus

hlr lng people that  Ehe cornPany can current ly  af ford.  For example,  a Pro-
ductlon supervLsor for a 15 Person operati.on may or may not be the produc-

t lon manager needed 1n 3-4 years when the operat lon eurploys 80-100 workers.

Matur l ty  -  Stab11l ty

@ r e a e 1 n g n u r n b e r o f r o a n a g e r l a 1 a c t l v 1 t 1 e s f r o n e n t r e p r e -
neur to professlonal  manager

2.  Increasing concern for  stockholder re lat lone and dlv idends

Seeklng to nalntaln narket share

Consider lng acquls l t lon of fers

5.  Organiz lng around prof i t  centera

6.  Increasing concern for  research and developnent

7.  Explor ing dlvers l f lcat lon and vert lcal  lntegrat lon oPPortunl t les

8.  Looking for  rnodl f lcat lons or  var lat ions of  exlst lng products and/or

addi t lonal  conplemenlary Products whlch w1l1 provlde addl t lonal  growth

The organizat lonal  l i fe cycle appl les to a s lngle product  f i rm. The

growth cycle can be prolonged by new product developrent.

4 .

Sa les

The
p lo t t ed ,

above graph shows urultiple
the organizat lonts growth

curves over t ime. I f
curve has a di f ferent

cornblned sales are
appearance:

Sa les

Time

TIIE KLOTHES KORNER

I ssues

1. Use of  pro fonna f lnancia l  s taEenents

BusLness forecastlng and financlal plannlng

Inpaet of  external  econonlc condi t lons on sma1l

,

1 conpany operat ions



4 .  Bus lness  buy  ou t  t e rms

Ana l y?e  each  bqs i l ess  p l an  f r o rn  Lhe  " t " r dpo i . t  o f  " " " *p t i .
question any of !}-""" ""*rrpii6i!?---

Marrene shourd be congratulaEed for  deveroping three al ternate f lnan-
c la l  p lans;  many srnal1 buslness nanagers donrt  de;e1op any.  The pivotal
e lement ln her p lanning ls  when the preval l i r ,g . " . " "" io. rary perroa wir l  endand econonic recovery begln.  The garment industry ts f reqlent ty one of  thef i rst  to feel  the ef fec.s of  a recJsslon and one of  the f i rs t  Eo recover
a  f t e rwa rd .

Bus iness  p l an  "A , "  
l abe fed  pess lm l s t i c ,  assunes  t ha t  The  K lo thes  Ko rne rwi l l  be able only to nainta in the pasE revel  of  sales wl thout  any lncreasedu r i ng  t he  recess iona ry  pe r i od .  p i an  a  p ro j ec t s  sa l es  o f  g67  pe r  squa refoot  of  reta i l  f loor  

-  
space (  for  a 1000 sq.  i t .  b,_r t1di . rg ) ,  as compared r{ r i tha  na t i ona l  ave rage  o f  g70 -g l o0  pe r  squa re  f oo t .  p l an  I ' p . o j u "a "  $g3 l squa refoo t ,  and  P lan  C  p ro j ec t s  $93 / squa re  f oo t .

P lan  B  p ro j ec t s  a  25  pe rcen t  sa l es  l nc rease ,  co rnpa red  w i t h  40  pe rcen t
g row th  i n  P lan  C .  f 13 l  f  assumes  t he  g ross  marg in  on  se l l i ng  p r l ce  w l l lr i se  f r om 37  pe rcen t  ( p1an  A )  t o  42  pe i cen t .  A  g ross  marg in  o f  45  pe rcen t
i s  assumed  i n  p l an  C .

In surveying the three p1ans,  sone students are apt  Lo quest ion noinc reases  i n  ope ra t i ng  expenses  acco rnpany ing  p ro j ec ted  s r l es  i r . . . ases .
The authors feel  addi t ional  sales can be." t , iu. r .a r . r i thout  comparable
expense increases because of  the f ixed nature of  most  overhead costs andou r  pe rcep t i on  cha t  t he  s to re r s  s rna1 l  sa l es  s ta f f  i s  p resen t l y
unde r  u t i l l zed .

ottaccep t  f o r  1981?

The  au tho rs  wou ld  r e j ec t  p l an  A  ou t r i gh t ,  s i nce  i t  p ro j ec t s  no  g row th
and no salary for  the or^ 'ner.  Marrene conlee would be u"t t i .  of f  golng outo f  bus iness .  The  f eas lb l r i t y  o f  p l an  B  h i nges  on  when  Ehe  recess lon  w i r lend.  The plan ls  aEtalnabre i f  the recession ends in the f i rs t  quarter  of1981 .  A t t a i nmen t  o f  p l an  c  i s  con t i ngen t  on  subs tan t i a l  econom lc  r ecove ry
and aggressive merchandis ing abi l i ty .  The authors feer p lan c n lght  be
appropr iate for  L982 but  not  for  19g1. The authors would therefoie go wl thP l a n  B .

re pro ted  f i nanc ia l rat ios for  The K lo thes  Ko rne r  w l t h  i ndus t r
s for

Net  i ncome  as  Z  o f  sa1es ,
no sa 1a ry fo r oume r

Ne t  i ncome  as  ' l  
o f  sa1es ,

$8 ,000  annua l  sa l a r y
for  owner

Cu r ren t  r a t i o

A/R to days sales

r e t a i l e r s  o f  c h d r e n r  s  c l o t

Klothes Korner
P l a n A  B  C

Industry Norms
High Mediurn Low

N e g .  1 1  1 7

4 1

l o

l o o . 7

4 . 5 0 . 7

5 9

Neg . 1 . 7  1 2 . 7

1  . 6 7 3 . 9 , 1

cash & carry tenns 25



1

T c t a l  d e b t  t o  e q u i t y  ( % ) r 2 7  4 6 , 3  1 3 6 . 5  3 0 6 . 3

* N e E  s a l , e s  t o  i n v e n t o r y  (  t i m e s )  1 . 4 6  l . B 2  2 . 0 4  1 5 '  5  I  1 '  4  5 ' 2 1

*Assume  l nven to r y  o f  $46 ,000 .  Th i s  i s  deve loped  unde r  t he  assump t i on  t ha t

i nven to r y  was  p l edged  as  co l l a t e ra l  f o r  t he  bank  l oan  o f  $27 ,600 ,  and  t ha t

the bank loaned th is amoun! on 60 percent  of  the invert tory '

I f  you  we re  Mar l ene  Con lee t s  banke r ,  wou ld  you  l oan  he r  $20 '000  f o r  wo rk i ng

ca  p i  t a1  ?

The authors feel  Ehe bank should grant  such a loan;  Conlee is  suf-

f ic ient ly  solvent  and appears to have a promising fuEure.  I t  should be

no ted  Eha t  banke rs  o f t en  cons ide r  many  f ac to r s  o the r  t han  f i nanc ia l  s t a te -

nen t s  i n  l oan  dec i s i ons .  I n  a  r ecen t  su r vey  conduc ted  by  t he  au tho rs '  i t

was found that  the most inportant  determining factor  on loan dec- is ions was

the  l i ke l i hood  t ha t  app , l i can t s  wou ld  r equ i r e  f u r t he r  bank ing  se rv i ces ; ' n  t he

fu tu re .  Th i s  c r i t e r i on  was  f o l l owed  i n  o rde r  o f  impo r tance  by  c reC i t

wo r th i ness  o f  t he  f i r n  and  t hen  ana l ys i s  o f  p ro  f o rma  f i nanc ia l  s t a temen ts '

I_$" "t . ."  ""t .  P"t "P f g would be a fqir !9€gljitjfa_f::SS-

r9"egi
Th i s  can  be  app rox i l na ted  us i ng  e i t he r : .  c l l e  ad jus ted ' l ook  va lue  o r  t he

p resen t  va l ue  o f  f u t u re  ea rn i ngs .  cons i . ce r i i g  t he  ad jus ted  book  va lue

merho i  f i r s t ,  i t  i s  necessa ry  t o  deve l cp  a  
"p roxy "  ba l : r nce  shee t '  as

f o l l o w s :

. 'FROXY' '  BALANCE SHEET FOR Ti lE
- 

KLOTT1ES KORI ' IBR 
-

ASSETS

C u r r e n t  A s s e t s
SuPP l i es  (  I  )

r o v e n t o r y  ( 2 )

To ra l

$  1 4 0
45,  C)00

!I!B-Mlry!

$ 4 6 ,  1 1 0

__3 , 120
$ 4 9 , 2 6 0

$ 2 7 ,  6 C 0

2 ! , 6 6 4
j1130

F ixeC  Asse t s
S L o r e  E q u i p m e n t  ( 3 )  3 , 1 2 0

To ta  I
T o t a l  A s s e c s

Cur ren t  L i ab i l i t i e s
l e U t  ( 4 )

Ca  p i  t a l
Owne r  Equ i t y

' l o t a i  L i a b i  l i t  L e s  a n d  C a P i t a l

N o t e s :

I .
2 .

?

B a s e d  o n  5 2  p r o p e r t y  t a x .  $ 1 5 6 / . 0 5  =  $ 3 '  1 2 0

Assume  i nven to r y  as  co l l a i e ra l '  r ^71 th  no  bank  l oan ing  ove r  6 [ JZ  o f  i t s

v a 1 u e .  $ 2 7 , 6 0 0 / . 6 0  =  $ 4 6 ' 0 0 0
l l a s e d  o n  p r o p e r t y  t a x  o f  $ 1 5 6  p e r  y e a r ,  a t  5 Z '  9 1 5 6 / ' 0 5  =  $ 3 , 1 2 0



a '  Based  on  i n t e res t  paymen ts  o f  $4 ,140  pe r  yea r ,  r ^ r i t h  an  es t l u ra ted  l 5Z
r a t e .  $ 4 ,  1 4 0 / .  f 5  =  $ 2 7 , 6 0 0

us ing  t he  "p roxy "  
ba lance  sheeL ,  ad jusEed  book  va rue  =  asse t s  ( $49 r260 )

*  o w n e r r s  e q u i r y  ( $ 2 1 , 6 6 0 )  -  l i a b i l i t i e s  ( 2 7 , 6 0 0 )  =  $ 4 3 , 3 2 0 .  G o o d w l l l
wou ld  be  i n  t he  ne ighbo rhood  o f  g10 ,000  -  $ r5 ,000 ,  l eav i ng  a  t o ta l  p r l ce
nego t i a t i ng  range  o f  abou t  g53 ,000  -  $58 ,000 .

using the present value of  future earnlngs method and assuming plan B,
one could project  earnings for  5 to l0 years.  The authors feel  a 6 year
earnings project ion is  reasonable.  Risk f ree money dur ing the prevai l ing
t ine per iod of  1981 was approxirnately 14 percent .  Addlng rn a 2 percent
r i s k  d i scoun t i ng  f ac to r ,  a  cap i t a l i za t i on  ra te  o f  l 6  pe r -en t  r esu l t s .
Assuming 15 percent  growth for  3 years and 1eve1 ""r . r i r rg"  for  the next  3,  a
rough  es t ima te  o f  p recap i t a l i zed  ea rn i . ngs  wou ld  be  $75 ,000 .  The  p resen t
value of  such future earnings,  d iscounted at  16 percent ,  is  approxlnately
$ 3 0 , 0 0 0  -  $ 3 5 , 0 0 0 .

clear ly the adjusted book value method produces a higher se1l  out
bargaining range. obviously other valuat ion approaches exist  based on dl f -
f e ren t  se t s  o f  assump t i ons .

Upda te

Actual  sales for
we re  as  f o l l ows :

The Klothes Korner for the f irst four months of lggl

January :  $3690
February :  4090
March:  6170
A p r i l :  7 1 8 0

PHARR COMPOSING SERVICE

bad debts

coordinat ion and synchronized work

5

I s s u e s

1 .  Manage r i a l  p rob lems  caused  by  bus iness  g rowLh

2 .  Con t ro l l ed  ve rsus  uncon t ro l l ed  g ro r ^ r t h

3.  Discr i rn inat ion against  female enlrepreneurs

4 .  EsEab l i sh i ng  a  bus iness  re l a t i onsh ip  w i t h  a  bank

5 .  Company  buyou t  dec i s i on

In what ways can growth pose problems for  a business?

I .  Unde rcap i t a l i za t l on  and  cash  f l ow  s t r a l n

2 ,  P reoccupa t l on  w i t h  sa l es  t o  t he  de t r imen t  o f  p ro f i t

3.  Backorders and geEt ing behind on product ion schedul ing

4.  Swel l ing accounts receivable and

5. Increased problems of  management
f l ow



6. In a rapid growth s i tuat ion,  the demands always outweight  the capabi l l -

t ies.  I t rs  only af ter  an owner has her 
"back to the wa11" that  the new

person is  added or the new equlpnent is  obtained.  current ly  uhe dai ly
"brush f i res" take up so much t ine that  the longer-range planning is

neg lec ted .

How should Ehese growth problems be counteracted?

l .  Careful  and cont inuous funds management and budget ing

2 .  Use  o f  syscems  ana l ys i s  and  wo rk  eng inee r l ng

3.  Infuslon of  new growth equi tY

4.  Possib ly ref inancing short- tern debt  into longer- terur

5 .  G rea te r  conce rn  f o r  se t t i ng  p r l o r i t i e s ,  wh i ch  rea l l y  amoun ts  t o
" t ime-management"  for  the owner

6 .  De lega t i on  (The  owne r  can t t  do  eve ry th i ng . )

Wha t  a re  t he  s l gns  t ha t  a  bus iness  i s  g row lng  Eoo  f as t?

l .  Cons tan t  sho r l age  o f  cash

2 .  Pa t chwork  deb t  sE ruc tu re

3.  Breakdown in organizat ional  communicat i 'on

4.  Chronic product ion bot t lenecks

5 .  I nc reas lng  sa les ,  d i u r i n i sh i ng  p ro f i t

The key is  to a lways remernber that  a business exlsts to make a prof i t .

owner/managers many t lmes becone preoccupied wi th sales dol lars when they

shou ld  be  t h i nk i ng  p ro f i t s .  One  o f  t he  nos t  d i f f i cu l t  t asks  i s  t o  say  
"no "

to a custoner--especia l ly  a customer Ehat has been wi th you for  a long

t i ne .

What are the s igns that  a business is  growing too s low?

I .  S tagna t i ng  sa les /P ro f i t s

2 .  Excess  p roduc t i on  caPac i tY

3 .  Excess i ve  l i qu i d i tY

4 .  Sa les  bas i ca l l y  1eve l  o r  on l y  na rg i na l  i n c reases

5.  Unconfortable amount of  
" id le"  or  

" f ree" t ime for  the owner

Do you feel  Ehe Problems exper ienced by Cynthia in borrowing money are

typical  of  feurale enErePreneurs?

Al though i t  ls  very r isky to make s l reeping general izal ions,  i !  is  pro-

bably t rue Ehat rnany prospecEive and establ ished women entrepreneurs are

glven less credi t  considerat ion than male counterparts '



Hor^7ever '  t imes are changing rather rapid ly as ! /ornen are enterrng and
exce l l i ng  i n  one  t r ad i t l ona l l y  ma le  occupa . t i on  a f t e r  ano the r .  Th i s  i s
graphlcal ly  borne out  in the con! inuatLon of  the pharr  case,  where cynthia
Pharr  goes on to successful ly  obtain adequate bank credi t .

Changes in governrnent regulat ions now rnake i t  d i f f icul t  to d iscr ln inate
on the basls of  sex.  Al though th is st i l l  does occur,  females can norr  use
the  t h rea t  o f  a  sex  d i sc r i u r i na t l on  su i t  t o  keep  peop le , , hones t . , ,

l l -Y35 ,?! in i9n,  9 id_the banker have any jusr i f icar lon for  re ject ing rhe
$500  l oan  t o  Cyn rh la?

"a.  t " " . t " "4 b.*er  made i t  abundant ly crear that  e l ther the bank
pol icy or  h is own personal  b ias precluded rnaking roans to wonen. cei ta in ly
such a pol icy is  no longer v iewed to be just i f iable by malnstream soclety.
rn ef fect ,  th is banker was bowlng to (now largely passe) sociar  t radl t lon
and chauvinisur.

Good, sol ld loans are as inportant  to a bank as good, dependable people
are to an organizat ion.  Few f i r rns can af ford the "1uxury, ,  

of  d iscr i rn l -
nat ing in the nnarketplace today l f  they are to meeE their  prof l tabi l i tv
g o a l s .

fTovidg guidel ines- for  a smalr  buslness to fo l row in developlng a suppor-
t ive,  long-@

l .  Au toma t i ca l l y  p rov i de  t he  bank  w i t h  upda ted  f i nanc ia l  s t a tenen rs .

2.  Do your "hornework" 
before ureet ing for  a loan:  pro formas, budgets,

s t r a teg l c  p l ans ,  e t c . ,  as  we1J .  as  know ledge  o f  t he  i ndus t r y .  Banke rs
canno t  be  expec ted  t o  know  the  de ta i l s  o f  a l l  l ndus t r i es .  r f  you  can
compare  you r  ope ra t i on  w i t h  so  ca1 led  " i ndus t r y  

s t anda rds , , ,  you  g l ve
your banker addi t ional  informat ion for  the decls ion maklns Drocess.  A
we l l  deve loped  bus iness  p l an  shows  t he  banke r  t ha t  you  ha ie  g i ven  con -
s i de rab le  t hough t  t o  you r  bus iness .  r t  u rakes  you  l ook  p ro fess i ona l .

I s  $370 ,000  a  good  o f f e r  f o r  t he  bus lness?

The  bus iness  rea11y  d i dn r t  beg in  t o  t ake  o f f  rm t i l  1925 .  So  bas i ca r l y
t he  sa les  g row th  o f  $350 ,000  has  occu r red  i n  t he  l as t  4  yea rs ,  o r  an
inc rease  o f  $90 ,000  pe r  yea r .  Even  on  t he  bas i s  o f  s t r a i gh t  i l ne  g row th ,
wh i ch  i s  un rea l i s t i c ,  t he  bus iness  w i l l  be  a t  abou t  a  r n i l i i on  do r l a r s  i n
ano the r  6 -7  yea rs .  Fu r t he r ,  t he  p re tax  p ro f i t  o f  $5 I , 000  rep resencs  a
re tu rn  on  sa les  o f  14  pe rcen t .

The  p r i n t i ng  i ndus t r y ,  o r  a t  l eas t  t h i s  sec t l on  o f  t he  i ndus t r y ,  l s
expected Lo grow considerably for  the next  several  years and should
exper lence'  prof l table returns for  the sarne per iod.  A rnore real ls t ic  growth
project lon would be to reach the I  rn i l l ion sales f igure in abouE 5 yeirs.
t r { i th a 4 percent  pretax return,  earnings wi l l  be roughly $140,000 per year.
A  $370 '000  f l gu re  p rov i des  t he  buye r  w i ch  a  be t t e r  dea l  t han  t he  se l l e r .

Pr lce is  not  a lways the most inportant  considerat ion.  cynthla is  now
50 and beglnning to look towards re l i rement.  However,  her posrt ion wourd
be enhanced i f  she sold ouE in 4 or  5 years when the buslness 1s much
larger and more prof l table.  Ten t imes earnings in 4 or  5 years wi l r  arnount
E o  9 1 , 4 0 0 , 0 0 0 .



-

What  o the r  r easonab le  t e rns  o f  pu rchase  rn i ghE  a l so  be  o f f e red?

I f  Cyn th i a  i s  se r i ous  abou t  a  mo re  l e i su re l y  l i f e  s t y l e ,  she  n i gh t  be

arnenable to a sales arrangement that  would guarantee her a salary for  
"X"

number  o f  yea rs  i f  she  con t i nued  t o  r un  che  ope ra t i on .  I n  p rac t i ce ,  t h i s

normal ly  carr ies a 5 year provis ion which night  not  appeal  !o Cynthiat

s ince she would only be 55 at  the t iure of  reEirement.  She also has strong

comniEments to oEher people in the f i rm, even though they do not  own a

sha re  o f  t he  bus iness .

Perhaps the best  approach would be a purchase annui ty p lan that  would

guarantee a comfortable l i fe annui ty !o Cynthia.

What do you th ink Cynthia Pharr  should do? What do you predict  she wi l l

d o ?

A l t hough  Cyn th i a  i s  cu r ren t l y  be ing  hass led  by  t he  I .R .S .  and  appea rs

to  be  amb i va len t  abou t  SEagec ra f t t s  buy -ou t  o f f e r ,  t he  au tho rs  f ee l  t ha t

she has too much 
"sweat equi ty"  invested in the business to sel l  out  at

t h i s  r a the r  ea r l y  j unc tu re .

Pharr  composing serv ice would appear to have a very rosy future,  wi th

the  rap id  g row th  oppo r tun i t y  i n  e l ec t r on i c  wo rd  p rocess ing  equ ipnen t '

In addiLion,  cynthia appears to fu11y re l ish the prospect  of  tackl ing a

chal lenging new project .  cer ta in ly such a prof i table conpany could sving

rhe  $120 ,000  i n  f i nanc ing  requ i r ed  t o  ob ta i n  t he  ne i ^ r  gene ra t i on  o f  equ ip -

ment .

Rea l i t i e s  suppo r t i ng  a  se l1  ou t  scena r i o  on  Cyn th i a r s  pa r t  a re  as

fo l l ows :

A .  She  i s  50  yea rs  o1d .

B .  S h e  f e l t  
" f l a t t e r e d "  a t  S t a g e c r a f t ' s  o f f e r .

C .  T e n  t i m e  e a r n i n g s  ( 3 7 0 ' 0 0 0 )  i s n r t  a  p a l t r y  o f f e r '

D.  Cynthia has worked awful ly  hard s ince 1967 and hardly enjoys her

p r e s e n t  h a s s l e s  w i t h  t h e  I . R . S .

R e a l i t i e s  a g a i n s t  a  s e l l  o u t :

A .  S t rong  commi tmen t  t o  emp loyees .

B .  Ch i l d ren  have  now  g rown  and  
"1e f t  t he  nes t . "

c.  what e lse would she do? She has not  had the Eine to develop hob-

b l e s .

D .  I t  wou ld  Eake  a  good  
" l i f e t ime "  sa la r y  t o  ge t  he r  t o  qu i t '  AE  50

she  can  l ook  f o rwa rd  Eo  abou t  10 -15  rno re  yea rs .  she rs  no t  r eady  t o

s i t  a round  and  kn i t .

E .  The  I .R .S .  hass le ,  a l t hough  f r us t r a t i ng ,  i s  on l y  t enpo ra ry '

F .  S t rong  commi tmen t  Eo  cus tomers .



Case  Upda te :

Cyn th i a  d i d  no t  se11 .  She  app l i ed  f o r  and  was  l oaned  $120 ,000  t h rough
the  SBA .  Bus iness  i s  s t i 1 l  boom ing .  She  i s  now  ge t t i ng  a  15  pe rcen t  p ro -
f i t  on  sa les .  She  s t i l l  i s  wo rk i ng  j us t  as  ha rd  as  eve r .

A l t hough  t he  aud i t  was  a  hass le ,  she  on l y  pa id  t he  I .R .S .  an  add i t l ona l
$ 1 , 7 0 0  i n  t a x e s .

ASPHERIC ENTERPRISES

Iqqrsr
I .  G e t c i n g  a  n e w  v e n t u r e  o f f  t h e  g r o u n d

2. Forming the venture leam

3 .  Ne \ , r  ven tu re  sE raEegy

4 .  En t rep reneu r i a l  ab i l i t y  o f  an  i nven to r

As you see it, why iras Aspheric bl"._pLi:g{-1g{_!g_gg1t

1.  Lack of  entrepreneur ia l  knor, r -hcw anC nanagenent capabi l i ty  on che part
o f  D r .  C i r ung .  He  i s  a  sc l en t i s t ,  no t  a  manage r .

Z .  Lack  o f  po ten t  ma rke t i ng  s t r a tegy  and  f i nanc la l  bus iness  p l an .

3 .  I nadequa te  sea rch  f o r  i n t e res ted  r r en tu re  backe rs .

4 .  Lack  o f  a  scph i s t i ca ted ,  capab le  ven tu re  t eam.

5.  Aspher ic has an idea and a patent  but  has not  pui  together e i ther a
markeE ing  o r  bus iness  p1an "  Many  i nven t l ons  d i e  a t  t h i s  s t age .

I f  you had al ready invesled $25,000 in the coinpa'y,  would you contr lbute
more?

The authors would not  invest  more unt j . l  Dr.  Chung and tean ' ,got  
their

act  togecher"  an<i  wenl  about forrnal iz ing the new venture in a t ru ly pro-
fessional  way.  Having a promising rrew invent lon is  only the star t ing po1nt
f o r  a  new  techn i ca l  ven tu re .

I f  Dr.  Chung receives another $J0,000 f rom Mr.  Blackrnon, how should Ehe
money be spent?

The authors feel  Ehat the serv ices of  a consul tant  should be ser iously
consldered to a id the venture tearn in pr :ofessionar ly launchlng the new ven-
t u re .  G i ven  D r .  chung rs  obv ious  l ack  o f  manage r i a l  expe r i ence ,  pe rhaps  t he
se rv i ces  o f  Re -Sea rch  Pa ten t s  shou ld  be  se r i ous l y  cons ide red .  Th i s  r n i gh t
even c i rcunvent the need for  addi t ional  seed equi ty on Mr.  Blackmonrs part .
The Leam needs to bear in n ind that  70 percent  of  the royal t les on a pro-
du. t  that  has reached Ehe narket  is  bet ter  than 100 percent  of  one tha!
wi i l  probably never reach the market .



Where  shou ld  Asphe r l c  En te rp r i ses  go  f r om he re?

Dr.  chung and investors mus! recognize the need for  professional ly

organlz ing Aspher ic.  They rnust  e i ther f igure out  a way to get  the venture

goi t rg t t rerselves or  adrnl t  their  need for  outs ide help.  In short ,  they urust

e i t he r  f i sh  o r  cu t  ba i t .

one of  the rnajor  reasons for  fa i lure of  a new venture ls  lack of  an

adequate plan.  A business plan does much more than project  sales and

f inancla l  data.  I t  forces the owners to come to gr ips r^/ i th inportant

issues re lat ing to the new venture.  Through the process of  developing a

p lan ,  c r i t i ca l  i s sues  such  as  cap i t a l  needs ,  ma rke t i ng  s t r aEegy ,  manu fac -

i u r i ng  p rocesses  and /o r  t echn iques ,  pe rsonne l  r equ i r emen ts '  e t c . '  mus t  be

add ressed  and  reso l ved .

PEPPYI  S  P IZZA

Issues

I .  Ne\ , t  venture star t -uP

2 .  Bus iness  p l an  deve loPnen t

3 .  S t ra teg i c  P lann ing

4 .  Ma rke t  r esea rch

I" th" pj=t=9i.9_!9"ttn..l_ "t

and Hal iburcon have caPablY

!e  bus iness
lanned for  Eheir

Do feel  Lathan

ct ive new ven tu re?  How
an?
s

can the docunnent be imProved?

Evaluate che market i r esea rch  conduc ted the entre urs f rom the

s tandDo ln t s  o va l i d i  t completeness and ob-- i In what ways could

I t  have been mproved ?

on the whole,  the business plan is  character j -zed by unwarranted assump-

t ions and unwarranted opt i rn ist ic  conclusions.  Can the cost  of  p izza rea]- l -y

be substant ia l ly  lowered due to lower overhead? Do larger p izza out lets

en joy  s i zab le  econom ies  o f  s ca le?  I s  Peppy r  s  p l zza  rea l1y  be t t e r  t as t i ng?

Can  i eppy ' s  E ru l y  have  f as t  de l i ve r y  w i t h  j us t  Ewo  emp loyees?  How w i se  i s

i t  t o  l oca te  j us t  a  b l ock  away  f r o rn  a  l a rge r ,  esEab l i shed  p i zza  res tau ran t?

Any nurnber of  other unset t l ing quesl ions can be ra ised'

The  marke t i ng  resea rch  was  bas i ca l l y  an  exe rc i se  i n  se l f - f u l f i l 1 i ng

p rophecy .  I f  r e i ponden ts  ( r ando rn l y  chosen  and  rep resen ta t i ve? )  d i d  no t

answer as Latharn and Hal iburton had hoped, the two entrepreneurs cont inued

reph ras lng  ques t l ons  un t i l  t he  des i r ed  response  resu lEed .  I t  seems  f a i r l y

obvlous to th"  authors Ehat respondents to ld Latham and Hal iburton exact ly

what they wanted Eo hear.

The  t eamrs  f i nanc ia l  es t ima tes  appea r  qu i t e  oP t im l s t i c  and  nebu l0us .

For example,  they apparent ly  nade no ef for t  to consider the cash f low

inpac t  o f  o f f e r i ng  coupons ,  f t ee  p i zza ,  t okens '  e t c '



As  a  banke r ,  wou ld  you  l oan  seed  cap i t a l  t o  Peppy t s  P i zza?

Bankers in general  are re luctant  to make loans for  new venture star t -
ups.  The authors would not  grant  a loan r :n less nore val id rnarket lng
research were conducted,  rnonthly sales est lmates were defended, and unless
a bet ter  explanat lon could be roade regarding fast  del lver ies.

I s sues

1.  New venture

2 .  Deve lop ing  a

3 .  Es tab l i sh i ng

CMIG NICHOLS AND GARY HARWELL

market ing strategy

conpet i t ive edge

a narket  n iche

4. Role of  creat iv i ty  and innovat ion in new venture strategy

comDe t l t i ve  s t r a and compet iEive e for  the new bookstore.
v e  t o  s a t l s f y  E h e  c r i t e r i a  e s t a b l i s h e d Nichols and } larwe11: to

Poss ib l e  a l t e rna t i ves  f o r  N i cho l s  and  Ha rwe l l  t o  cons ide r  i nc l ude  t he
fo l l ow ing :

/:,
/  1 . \  "Have  N l cho l s  and  Ha rwe l l  o f f e r  t he i r  se r v i ces  as  book  se lec t i on

\ - ,  
" consu l t anEs "  

t o  cus tomers ,  pa r t i cu l a r l y  i n  Ehe  sc i ence  f i c t l on  a rea .
Presumably many neophyte science f ic t ion readers,  as wel l  as those
unfani l iar  wiEh other genre,  would enjoy lnformal  advice and guidance
on i^rh ich books are most sElmulat ing and enjoyable.

2.  Organize and shelve books in an easy Lo fo l low manner rnaking customer
se lec t i on  bo th  e f f i c i en t  and  p l easan t .  P romo te  Ehe  s to re r s  easy
loca to r  a r rangemen t .

{  3.1 Otter  to put  out  a market  search for  books requested by custoners but
\ / '  no t  i n  s t ock .  P romo te  t h i s  r eade r  sea rch  f eaEu re .

[ 4 . )  O rgan i ze  co l l ec to r  f a res  and  conven t i ons  f o r  book  co l l ec to r s  i n  t he

U '  N o r t h w e s t .

5 .  Se l l  g i f t  ce r t i f i ca tes  du r i ng  t he  Ch r i s tmas  season .

6.  Maintain a bargain table of  books which havenrt  turned over.

7 .  Pe r i od i ca l l y  ho ld  spec ia l  sa l es  o f f e r i ng  t he  en t i r e  book  l nven to r y  a t
cu t  r a te  D r i ces .

[  8. ,  Employ a coupon system whlch custorners can use to bui ld up credi t  for

| /  f r ee  o r  bonus  books .

(91 Open dur ing the evening hours when nany readers,  especia l ly  col lege
L/ students,  are apt  to have the t iure and incl inaElon to browse.

Nichols and Harwel l  should avoid set t ing a r lg ld,  b lanket  pol icy on
book t rade- ins and pr ic ing.  They should swap books,  buy back books,
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and  p r i ce  books  on  Ehe  bas i s  o f  wha t  l he  na rke t  w i l l  bea r '  0n1y  by

protect ing Ehemselves in th is nanner can the duo minirn ize dead inven-

t o r y  and  max im ize  cash  f l ow '  l l o s t  used  bo t k  s t o res  and  espec ia l l y

u s e d c o n i c b o o k s t o r e s , s u b s c r i b e t o a s e r v i c e w h i c h l i s t s b u y i n g a n d
se l l i ng  P r i ces  f o r  a l l  books '

l l .  P rom inenE l y  f eaEu re  t he  un i ve r s i t y t s  co l o r s  and  emb lems  i n  t he  s to re ' s

d e c o r .

12 .  Fea tu re  a  r eade r r s  po l l  o f  we l l  known  books '  pos t i ng  resu l t s  and  com-

menLa ry  on  s to re  wa l1s '  Encou rage  reade rs  t o  ge !  
" pe rsona l l y

l nvo l ved "  w i t h  t he i r  r ead ing '

I nc l uCe  a  sugges ted  name  fo r  t he  s to re '

1 .  Read ing  Wor l d

2 .  Ba rga in  Books

3 .  The  Book  ShoP

l i .  The  Book  S to re

5 .  Read ing  EmPor i um

EKPLORATION GRAPHICS

L s_sue s

1 .  Ven tu re  i n i t j - e t i on  and  g ro ' r t h

2 .  Anoun t  and  t i n i ng  o f  g row t i r  cap i t a i

3 .  Sho r t - t e rn  anC  l ong - t e rm  f i l anc i a l  p l ann ing

B e s i , l e s  h e r  t e : h n i c a l  e x p ' - r t i s e ' 4 L  S n o l u L e r s '  
w h a t  a < i c i i t i o n a l  9 k i l r s  a l d

ffi herPed -ramie-i:l

9r"P!i!:?

1 .  Goa i  se ; t i ng  ( go ing  t o  n i gh t  schoo l )

2 "  Ded i c : t i on  and  pe rseve rance  ( con t i nu ing  t o  t r a i n  desp i t e  soc ia l

shunn i rg  a t  t he  o f f i ce )

3 .  A rn ' b i t i ousness  ( f o rm ing  a  pa r t ne rsh ip  and  subsequen t l y  a  co rpo ra t i on )

4.  Interpersonal  conpetence (wcrking f ru i t fu l ly  wi th the I {ouston oi l  corn-

pany execut ive)

5 .  I nnova t i veness  (app l y i ng  compu te r technology in new ways lo EaP new

rnarke t s)

} , t a n y c o r p o r a l e m a n a g e r s p o s s e s s - t h e i t e r n s m e n t i o n e d i n l - 4 a b o v e . T h e
tey here is  innovat ive" lss "nd a real  desire to have ones o\ tn company'

H o I ^ r c a n a f l e d g l l i l g c o n p a n y d e t e r m i n e t h e a m o u n t a n d t i m i n g o f g r o w t h c a p l -
Ea l  needed?



The cornpany must of  course have crystal ized i ts  growth object ives and
operat ing approach.  A fuzzy tomorrow cannot be adequately prepared for
t oday .

Fundarnental  f lnancla l  analysis is  the obvious key to capl ta l  p lanr, ing:

capi taL budget ing,  prof i t  p lannlng,  cash f low analysls,  pro forrna prepara-

t i o n ,  e t c .

The energing/growing venture nust  concentrate more on what l t  can
rea l i s t i ca l l y  do  f i nanc ia l l y  r a the r  t han  on  wha t  i t  shou ld  i dea l l y  do
according to some vague strateglc node1. This means that  the entrepreneur
must prepare al ternate f inancia l  p lans to provide for  future operat ing
unce r t a i n t y  and  con t i ngenc ies .  An  op t lm i s t l c ,  pess im i s t l c ,  and  rea l l s t l c
plan should be formulated Eo aid the entrepreneur in v lsual iz ing hthat  the
future rnay br ing-- the range of  a l ternat lves and scenar los.  Even though the
entrepreneur cannot forecast  the future wi th great  certa intyr  he or  she can
ce r t a i n l y  ge t  a  good  " f ee l "  f o r  t he  pa rame te rs  and  bounda r i es  i nvo l ved .

Many companies actual ly  grow themselves into bankruptcy.  With an eye

only on sa1es,  the entrepreneur tends to forget  the addi t ional  investments
required in lnventory,  equipment,  accounts receivable,  etc.  More f l r rns go

broke f rorn lack of  cash than f rorn lack of  prof l ts .  Income statenents and
balance sheets are not  enough. Cash f low planning 1s absolutely essent ia l
in a growing company.

Analyze Ex lo ra t i on  Gra h i cs r  cu r ren t  f i nanc ia l  needs ,  boEh  sho rE - te rm  and
-Long-term.

Explorat ion Graphics has certa in ly had an errat lc  past '  as shown in the

fo l l ow ine  t ab ies :

1 9 7 9 - 8 0  7 B - 7 9  7 7 - 7 8  7 6 - 7 7  7 s - 7 6

Net Earnings as percenE of  sales:  43' l  237" 47" l4Z IB7"

Clear ly Explorat ion has taken a step in the r lght  d i rect lon s ince the

d i sas te r  i n  1977 -78 .

One must quest lon how a f i rm can have a predictable f inancia l  pat tern

r1 'hen net  income for  1979-80 was $194,000 and net  worth has increased quLte

s tead i l y ,  f r on  $40 ,000  i n  1975 -76  t o  $474 ,000  i n  1979 -80 .

Normal ly l t i th prof i ts  such as these,  one looks dl rect ly  to che big
requirements for  funds,  that  is  lnventory or  accounts recel-vable.  In-

ventory for  Explorat ion Graphlcs is  rn in imal ,  but  the accounts receivable
are way out  of  l ine.  The lnvestment in A/R for  1979-80 was $3341000 on
sales of  9446,000. The picture has been looklng worse for  the last  few
years as shown by inventory Eurns.

1979 -80  78 -79  77 -78  76 -77  75 -76

I n v e n t o r y  t u r n s :  1 . 3  f . 3  3 . 7  6 . 6  6 . 2

I f  Explorat ion Graphics had turned lnventory 3.7 t i rnes ln 1979-80 as done
in 1977-78,  Ehe conpany would have had only $120'000 in lnvenrory and had

an addi t lonal  $213,000 for  equlpment and bul ld lngs or  to reduce debt .

Long-term planning means nore than forecast lng sales,  expenses,  and

income. With l t  nust  come pol icy guidel ines for  investrnent  Ln inventory

l 3



and  A /R .  Exp lo ra t i on  Graph i cs  needs  t o  es tab l i sh  gu ide l i nes  i n  t hese

I t  nust  be recognized that  credi t  sales and their  lmpacE on the A/R can

be  a  r na rke t i ng  s t r a tegy .  Sa les  i nc reased  62  pe rcen t  f r o rn  1978 -79  t o

1979 -80 .  C red i t  t e rms  cou ld  have  had  a  d i r ec t  i npac t  on  t hese  i nc reases .

Further,  when economic condi t ions deEer iorate,  a l l  companies tend Eo

s t re t ch  payab les  t o  t he  max imum o f  90 -120  days '  Howeve r ,  t h i s  a l one  does

no t  accoun t  f o r  E .G . r s  l a rge  i nves lmen t  i n  A /R '

WATERHAUS AQUA SLIDE

Issues

l .  Ana l ys i s  o f  new  bus iness  p ro f l t  po ten t i a l

2.  Breakeven Point  analYsis

3.  Payback Per iod analYsis

4.  Financia l  Planning

Analyze the short- run prof i t  pgtgnt ia l  9!  t ' la terhalr9-Aqua Sl ide '  Dogs the

@s  yo . r  ana l ys l s  r es t?

s ta te  cond i t i ons  unde r  wh i ch  you  (1 )  wou ld  and  (2 )  wou ld  no t  r ecommend  t ha t

The success of  Waterhaus depends on the number of  customers i t  can

draw, how long s l ides renaln a fad,  and whether or  not  Gerrard has

correct ly  esEimated his costs.  In order to breakeven each year,  the s1lde

would need to at t ract  on average per hal f  hour,  28 people in year 1,  18

people in year 2,  and 4 people in Ehe th i rd and subsequent years '  Assurning

thal  Cerr"ra requires an annual  return on investment of  $30,000,  to break-

even each yu. .  ihu s l ide would need to at t ract  on average per hal f  hour,  3 l

people in year l ,  2I  people in year 2,  and 7 people in year 3 and sub-

sequen t  yea rs .  (See  Append i x  f o r  ca l cu l a t i ons ) '

T h e p y b a c k p e r i o d ( t h e r i r n e i t t a k e s t o r e c o v e r t h e i n i t l a l c o s t o f
the s l ide and bui ld ing) would be as fo l lor^rs:  2.45 years i f  there is  a 30

customer oer hal f  hour average; 3.93 years i f  there is  a 20 custorner per

ha l f  hou r  ave rage ;  and  8 .03  yea rs  i f  Ehe re  i s  a  l 0  cus tomer  pe r  ha l f  hou r

average. These f igures are based on the assumpt ions that  loan payments are

roade rnonthlyr  taxes do not  exist ,  and that  there are no other costs in the

future other than those l is ted by Gerrard '

Recommendat ions

Mr.  Gerrard should go ahead and bui ld Ehe waters l ide i f  the 3 con-

di t ions below are met.  I f  they are not  met,  he should avoid the r isk and

Lnvest  h is uroneY elsewhere.

1.  Data convLnces Gerrard t l la t  he can average 30 people per hal f  hour '

T h e r l s k o f w a t e r s l i d e s b e i n g a s t r o r t - l i v e d f a d i s t o o g r e a t t o r i s k
any longer PaYback Per iod.
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2. The f inancia l  s tatenents f rorn the Tenpe operat ions rnust  be 
"adjusted, '

to provlde a real is t ic  pLcture of  expectat ion for  Ehe srnal ler  yuna
a r e a .

3.  Mr.  Gerrard could af ford to lose his ent i re investment l f  worse came co
worse ,  1 .e .  he  wou ldn r t  be  co rnp le te l y  w iped  ouE .

Appendix A
Breakeven Polnt  Analysis

124  bus iness  days  pe r  yea r

$6 per hour x 14 hours per day = $84 revenue
hal f  hour (93 per hal f  hour x 28 hal f  hour

B reakeven  yea r  l :  9287 ,208 .40  +  124  d ,ays  =----- 
$s-473t-

per day for  I  custorner per
day  =984 )

28 people per hal f  hour average

Breakeven  yea t  2 :

B reakeven  yea r  3 :

1 8 0 , 4 1 7 . 4 0  +  I 2 4  d a y s  =  1 8

37.000.00  +  124 days  =  4
$  84 /day

F o r  9 3 0 , 0 0 0  a n n u a l  R . 0 . I . :

B r e a k e v e n  y e a r  I :  $ 3 1 7 , 2 0 8 . 4 0  +  1 2 !  d a y s  =-------5847d.y-

Brea l t even  yea t  2 :  210 ,477 .40  +  124  days  =

$  B4  / daY

B r e a k e v e n  y e a r  3 :  6 7 , 0 0 0 . 0 0  :  1 2 4  d a y s  =

$ 84 /day

people per hal f  hour average

people per hal f  hour average

3l  people per hal f  hour average

2l  people per hal f  hour average

7 people per hal f  hour average

Appendix B
Payback Per iod

In i t i a l  ou t l ay  =  9215 ,000  f o r  s l i de  +  $65 ,000  f o r  bu i l d i ng  =  g280 ,000 .

Revenue :

30  peop le /ha1 f  hou r :
20  peop le /ha1 f  hou r :
l 0  peop le /ha1 f  hou r :

1 2 4  d a y s  x  ( g 8 4 / d a y  x  3 0  p e o p l e )  =  $ 3 1 2 , 4 8 0
124 days  x  (984/day  x  20  peop le)  =  $208,320
1 2 4  d a y s  x  ( 9 8 4 / d a y  x  l 0  p e o p l e )  =  $ 1 0 4 , 1 6 0

I
2
a

4

5
6
7
8
o

Net  I n f l ow  (30 l e ) Ne t  I n f l ow  (20 l e )  |  N e t I n f l ow  (10
$ 2 s , $ 7 8 , 8 8 8 $ r 8 3 ,
1  3 2 ,  0 6 3
2 7  5 , 4 8 O

2 7  , 9 0 3
L 7  |  , 3 2 0
L 7  7  , 3 2 O

( 7  6 , 2 5 7  )
6 7  , 1 6 0
67 , 160
6 7  , 1 6 0
6 7  ,  L 6 O
67 , 160
67,  160
6 7  , 1 6 0



Pavback  De r l od :
Fo r ] 6 -dp1 .  pe r  ha l f  hou r  ave rage  =  2 ' 45  yea rs

Fo r  20  pu "p f "  pe r  ha l f  hou r  ave rage  =  3 ' 93  yea rs

Fo r  l 0  peop le  pe r  ha l f  hou r  ave rage  =  B '03  yea rs

Note that  the above est imates are opt imist ic  s ince taxes were not  con-

s i d e r e d , a n d G e r r a r d f a i l e d t o i n c l u d e o t h e r p o t e n t i a l c o s t s s u c h a s r e p a i r
wo rk  and  conE ingenc ies .

S & S F'ARMS

Issues

l .  Fa rm ing  as  a  bus iness  ven tu re

2 .  P ro f iE  p l ann ing  and  max im iza t i on

3 .  Re tu rn  on  i nves tmen t  ana lYs i s

4 .  A l t e rna t i ve  dep loy rnen t  o f  r esou rces

What are some of  the pr inary d i f fer=t t9e-s bect tet t  r " t t ing-

i .  C r i t i ca l  r o l e  o f  weaEhe r

2 .  Va r i ab le  wo rk l ng  schedu le

3.  Unique government regulat ions

4 .  V i r t ua l lY  no  marke t  con t ro l

5 .  No  P roduc t  d i f f e ren t i a t i on

6 ,  Ex t re rne l y  d i f f i cu l t  f o recas t i ng

Are Bob and Don t rue entrepreneurs,  s ince the farnin
?

Bob and Don are entrepreneurs to the extent  they have organized a

prof i t -or iented venture involv ing f inancla l  and psychological  r isk ( th is

i e i ng  t he  au tho r r s  s i r np le  de f i n i i i on  o f  en t rep reneu rsh ip ) '  To  t he  ex ten t

that  one feels innovat ion is  a necessary requirement for  entrepreneurshlp '

Bob and Don do not  qual i fy  as entrepreneurs '

Have Bob and Don orni t ted any cost  factors in t inforural  assessment of

& S Farrns venture idea?

l .  Ve te r i na r l an  expenses  f o r  ca tE le

2.  Cost  of  parts to repalr  equipment

3.  Sel l ing expense for  corn and cat t le

4.  Possib le exPense for  a t ruck
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5 .  S tock  and  c rop  l nsu rance  cos t s

6 .  T rac to r  ma ln tenance  expenses

What is  the maximum earninqs before taxes that  could be enerated b the
f a r m . r e n t u r e ? t  p r cduc t  m i x  o ca t  t l e and corn would ide the
rea tes t  r e tu rn  on  i nves tmen t? ume c ease  w i terxnlnated in

t h r e e  y e a r s ) .

Bob  and  Don  men t i oned  t he  poss ib i l i t y  o f  
" hedg lng "  

t he l r  l o sses  by  u t l -
l  i z i ng -a  m ix  t h l s
be  a  w i se  cou rse  o f  ac t i on?  I f  so ,  whac  pe rcen t  o f  t he  f a ru r  shou ld  be
" rp l oyed  f o r  bee f

The authors have tackled the quest ion of  how to naxin ize prof i ts
through analyzing several  resource deployrnent a l ternat lves:

A l t e rna t i ve  l :  A11  ca t t l e  -  no  co rn

A l t e rna t i ve  2 :  43  cows ,  2  bu l l s  -  r ena in i ng

Al- ternaEive 3:  30 cows, 1 bul l  -  remai.n lng

A l t e rna t i ve  4 :  14  co r r s ,  I  bu l l  -  r ena in i ng

ac - r - eage  (22 .5 )  f o r  co rn

ac reage  (84 )  f o r  co rn

ac reage  (92 .5 )  f o r  co rn

A l t e r i - r a t i ve  5 :  No  ca tL l e  -  a1 l  c -o rn

As  i nd i ca ted  i n  t he  f o l l o r " i ng  se r i es  o f  ca l cu l ac i ons ,  a l t e rna t i ve  4  (  l 4
cows ,  I  bu l l  -  92 .5  ac res  f o r  co rn )  r nax lm i zes  p ro f i t s  ove r  a  3  yea r  pe r l od :

$43 ,292 .  The  oche r  4  a lEe r : na t i ves  a re  r ank .ed  i n  descend ing  o rde r  o f  p ro -
f i t a b i l i t y  a s  f o i l o r . r s :  / i 3 :  $ 3 3 , 9 8 6  b e f o r e  t a x  p r o f l t ;  / 1 2 :  $ 3 3 , 2 0 3  b e f o r e
t a x  p r o f i t ;  / l l :  $ 3 2 , 9 6 1 ;  / / 5 :  S 2 3 " 6 7 C

The  ca l cu l a t i ons  f o r  each  o f  t he  5  a l l e rna t i ves  a re  based  on  t he
fol1o' r i r rg est imates :

Cost .  Est inafes for  S & S l 'arms

Cos t  o f  Hay  Pe r  Ac re  I i t i l i zed  f o r  Ca t t l e

Leasc  expense  (pe r  ac re )
S e e d :  1 2  p o u n d s  a E  $ 1 . 7 5
L i m e :  2  t o n s  a t  $ 1 2  p e r
Fe r t  i 1  i ze r
Cutt ing and bal ing hay:

a c r e ,  $ I 2  p e r  i o n
G a s o l i n e :  n e e d e d  . 2  o f  a

per day
TOTAL

Der  Lb .
to i:r

3  t ons  pe r

d a y  a t  g i 6

Year l

$ 1 0
z 1

2 4
20

36

3 . 2 0
9TI4.26

Year I

$ 1 0

Year 2

u::

20

J O

$ 6 6

Year 2

$ r 0

Islrj

$::

20

36

$ 6 6

Year 3

$ 1 0

C o s t  o f  C o r n  P e r  A c r e  U t i l i z e d

Lease expense

t l



Seed
F e r t  i 1  i z  e r
Weed  k i 11e r
G a s o l i n e :  n e e d e d  .  3 5

$16  Pe r  daY
Labo r :  needed  . 05  o f

$24  pe r  daY
TOTAL

Corn  y i e l d  Pe r  ac re :

C o r n  p r o f i t  P e r  a c r e :

o f  a  day  a t

a  day  a t

70  bushe l s  a t  $2 .

$ 1 7 5  -  $ 7 1 . 8 0  =

5
4 5

5

5 .  6 0

1 .  2 0

F
50 per bushel

$ r 0 3 . 2 0

4 5  4 5

5 . 6 0  5 . 6 0

1 . 2 0  1 . 2 0
...:...::::i.':: 

: ^

$ 7  L  . 8 0  $ 7  I  . 8 0

=  ( l 7 s

Resou rce  Da ta
I ; - -TEa;ce;11 cat t le,  no corn

B. 3 acres for  Pasture a I /2 acte

C .  300  ac res  +  3Uz  =  85  ca t t l e

D .  I  bu1 l  Pe r  30  cows  =  3  bu l l s '

Investment in Catt le: : _
3 0  c o w s  a t  $ 4 U U  e a c n

52  add l t i ona l  cows  a t  $550  each

I  bu l1  a t  $500
2  add i t i ona l  bu l1s  a t  $650  each

Ca l cu la t i ons  f o r  A l t e rna t i ve  / l l

hay per anirnal

cows

o f

8 2

$ 1 2 , 0 0 0
2 8 ,  6 0 0

500
l ,  3 0 0

j40

87.  fo r  3  Years  =  916 '393

Revenue
Expenses

Lease  on  257 .5  ac tes  o f

Loan Pa.Yment 
-  cat t le

l l a y  -  42 .5  ac res

P re tax  p ro f i t

To ta l  p re tax  P ro f i c

*  Assunes that  lhe
years does not  make

caLE le ,  s i nce  cows

pascu re

Loan  paynen t  -  haY  ($4 ' 853  a t

f o r  9  r non ths )
TOTAL

a t  $ 3 6 0  e a c h  =  $ 2 3 ' 4 0 0

Year I  \eat  2

s73:?oo $23,40-0-

258 258
1 6 ,  3 9 3  1 6 ,  3 9 3
4853 280

291 291
EflJqs EI7;M
$  1 , 6 0 5  $  b '  l  / u

65  ca l ves

8%

Year 3 't

saz700
258
1 6 ,  3 9 3
280

291
c l 7  n ,

$ 2 5 , 1 7 8

f o r 3 y e a r s = $ 3 2 ' 9 6 1

herd wi l l  be sold at  present market  pr ices '  Three

an appreciable d i f ference in Ehe market  worth of

" . t  U . . .  ca l ves  un t i l  t hey  a re  10 -12  yea rs  o1d '

Resource Data
A: Produce 43 cows, 2

B. Acreage requirenent
ac res '  l eav i ng  100

Ca l cu la t l ons  f o r  A l t e rna t i ve  l l 2

bu l1s ,  77 .5  ac res  f o r  co rn

for  h"y:  45 cat t le t  l f2 acte per anirnal  = 22'5

-  2 2 . 5  =  7 7 . 5  a c r e s  f o r  c o r n

I 8

TOTAL

Annual loan

Calculat ion
8 2  c o w s  x  . 8

paymen t  on  $42 ,400

o f  P re tax  Ea rn ings



C.  135  ac res  requ i r ed  f o r  pas tu re ,

Ca l cu la t i on  o f  P re tax  Ea rn lngs

Revenue
c a r l l e  ( 4 3  x  . 8  =  3 4  a r  g 3 6 0 )
Co rn

TOTAL

Year 3

$ 1 2 , 2 4 0  $ 2 0 , 3 0 0
1 3 . 5 6 2  t 3 , 5 6 2
zt:Bdz 3'.6a

$  2 , 0 0 0  $  2 , 0 0 0

7 , 9 4 9  7 , 9 4 9
l , 4 8 5  1 , 4 8 5
5 , 5 6 4  5 , 5 6 4

t6,897 L6,gg7

$ 8 ,905 
| j j96s

Expenses
Lease -  unused land and pasture
Loan  paynen t  -  ca t t l e  *g20 ,300  a t

87" for  3 years)
Hay expense -  22.5 aetes
Co rn  expense  -  77 .5  ac res
Loan  expense  -  co rn  and  hay  ($8 ,133

a t  BZ  f o r  9  mon rhs )
TOTAL

Pre tax  p ro f i t

To ta l  p re tax  p ro f i t  f o r  3

*

y e a r s  =  9 3 3 , 2 0 3

I nves tmen t  l n  Ca t t l e
J0  cows  ac  9400  each
13  add i t i ona l  cows  a r  g550  each
I  bu l l  a r  9500
I  add i t i ona l  bu1 l  a r  9650

TOTAL
InEe res  t

leaving 65

Year I

$ 1 2 , 2 4 O
13 ,562
25 ,902

$  2 , 0 0 0

7 , 9 4 9
2 , 5 6 9
5,  564

488
13,4-69

$  7 , 3 3 3

acres unused

Year 2

$ 1 2 , 0 0 0
7 ,  1 5 0

s00
650

5m;00
3 , 2 4 4

$ 2 3 , 5 4 4 :  I  =  9 7 , 8 4 8

Calculat lons for  Al ternat ive /13

Resource Data
A.--EoAuce 30 cows, I  bul1,  84 acres for  corn
B .  3 l  ca t t l e  r equ i r e  9 l  ac res  o f  pa . s tu re ,  r eav ing  r09  ac res  u rused

Ca l cu laE ion  o f  P re tax  Ea rn ings

Revenue
C a t t l e  ( 3 0  x  . 8  y i e l d  =  2 4  a t
Corn -  84 acres

TOTAL

Year I

$ 3 6 0 )  $  8 , 6 4 0
1 4  , 7  o o-rT346

Year 2 Year 3

$  2 ,000

4 , 9 3 3
1,927
6 , 0 3 1

471
r5;r3z-

$  8 , 6 4 0
I 4 , 7 0 0
23,340

2 ,000

4 ,933
r ,927
6 , 0 3 1

---*

@

$ 1 7 , 1 5 0
1 4 , 7 0 0

@

2 , 0 0 0

4 , 9 3 3
1,827
6 , 0 3 1

---*
T4;69T-

Expenses
Lease -  200 acres unused land and

pas tu re
Loan  paymen t  -  caE t l e  ( 912 ,500  a t

87" fot  3 years)
Hay expense
Corn expense
Loan pa.ynent -  corn and hay ($71858

at 87" fot  9 nonths)
TOTAL

l 9



P r a t i ' , v  r , r n f  i  t  S  8 '  I 7 8  $  E "  5 4 9

T o t a l  p r e i a :  p r o f i t  f o r  3  y e a i s  = '  $ 1 3 , ' 1 8 5

*F ina ; r c i ng  p r : ov i ded  b , .  p r c f i t  i n  yea r  1 .

i :atc. t tat r lons fc ' r  nf ternat ive f4

Resource Data
I  p roa "ce  t 4  cows ,  1  bu l l ,  92 ' 5  ac res  f o r  co rn

B .  Requ i res  7 .5  ac res  f o r  hay '  l eav i ng  92 ' - i  ac res  f o r  co i : n

C .  15  ca t t l e  r equ i . r e  on i y  45  ac res  f o r  pas lu re ,  l eav i ng  i 55  ac res  unu t i *

l i z e d

.!li :yi. Lio_.,_.o I _P-;: I a1_ 5a r.'I I q.s

l i ,evLtrrue 9

cr r f  - ie  i , \ .q  v .  .  i3  i - i .e l  , i  =  i  j -

( , - r r i .  -  q , .  - )  
. 1 : r c s

T 0'i/ii.

' le . . . t . f_ ' l -e: :_)

"a t j t i t )  $ cs,  t r4 i r  i  1, , ' i r1rr . i

)!:'19e \:'l:)-t:
zI !!i: -3')*

It.::ll -:t.

S 1 7  . | " C
I /r_, ,7 ()tj

3 l , 8 5 C

11i: lr:c r sa s
,  : r ;  l ia  -  :0al  :?a1' ' ja .  rn ' is : r r

i . , )a11 1. : ] i ,1?,r i  
-  i . : : . . r , . ' - i i l  i f l l r :1- i ' ' ,  , . t

8 i ,  i t ' t  3 i ' ( l ' l :s
l i aY  c r :Penses  - -  / '  5  a i ' r r ' : s

Ca.n i 'x- 'et tse - '  9 t -  .5 ac: : '=s:

i ,o,1 i i  i ra vrr i3nc - '  ccr i l  a i r i i  l i : "7 (  i  { "  641

a  r  8 i . i  f o r  9  nc i i i h s )
TOTAL

Pi-etax pr :of  i .  t :

To ta i  p r c tax  p to f i r  f o r  3  yea ; : s  - -  Sq3 '292

a  i  r ) i l i i

2  "  . 1 t j
3 ! f :

6 - 6 ! \

'rl:l 
8

sT1 .  088

: :  t t - ,  l l lat)  ' :  :1,  {)(- ! ( l

r  i l i  '  i ' r l

49' 49t
6 , 5 i t 1  6 , 6 4 \

__:_:,
Ti- .  ag I  I  ,49 i

,r-n;B1l S.:0" l:; '

C a I c u la t j on s -f tr_{!!9l"1!t". -lt-:-

Resource l )ata
A . -  P roduce  a l l  co rn ,  no  c2 - t t i e

B .  On i y  i 00  ac reF j  a re  t r sed  f o r  cc rn ,  l eav i ng  2CC ac - res  i d l e

Ca i cu la t i - o r r  o f  P r : e tax  Ea rn i r ' - gs

Revenue
Cor r r  -  100  ac res

Expense  s
Lease  -  200  unused  ac res

Corn  expenses  -  100  ac res

L c a n  P a Y m e n t  
-  c o r t r  ( $ 7 ' 1 8 0  a t

87.  fot  9 rnonths)
TOTAL

Pre tax  p to f i t

T o t a l  p r e E a x  p r o f i t  f o r  3  y e a r s  =  $ 2 3 ' 6 7 0

Isr-1
s-!l-.lqo-

2 , 0 0 0
7 ,  l B 0

4 3 0- o -  
A l n

$7, B90

Y E A T  Z

c 1 ?  5 n n

Yea r  3

$ 1 7 , 5 0 0

2 , 0 0 0  2 , 0 0 0
7 ,  i 8 o  7 , 1 8 0

4 3 0  4 3 0
9 . 6 1 0  9 , 6 1 0

$-7,-690 $-7;6qo-

2A

s l 7 ,  i 5 ! l



Should Bob and Dor fo j*_._ jg: jg_j" . ! . " !shlp? I f  not ,  what arrangenenEs
tgqd you recommend? What are the
partnei;Eitt-

The proposi t ion of  a 50-50 pa.r tnership sounds nice ln theory but  rarely
r^rorks out  wel l  in  the real  wor1d.  one partner or  the other is  bound to
dominate,  depending on the decls lon at  hand. rn Ehe case of  s & s Fanns,
i t  rnakes sense that  Bob Schneider should have contro l l ing lnterest  because
he intends to carry a heavier  share of  the workload.

The inherent  danger of  a 50-50 arrangenent ls  that  i f  the partners can-
no t  r each  ag reemen t  on  a  dec l s i on ,  ope ra t i ona l  pa ra l ys l s  r esu l t s .  Ano the r
probren re lates to possib le death of  one of  the partners,  which would br lng
the business to an end unless careful  legal  arrangements had been made in
advance .

CIMBERLAND CMFTS

rssues

1. Strategy and operat ions for  a rapid ly expanding ner^,  venture

2.  The advantages and disadvantages of  a husband and wi fe team shar lng
rnanage r i a l  r espons ib i l l t i e s

3.  Forecast ing and planning in a fast  changing industry

4 .  P roduc t  l i ne  expans ion

5 .  V iab i l i t y  o f  ex i s t i ng  co rnpe t i t ve  edge

6. EvaluaEion of  performance t rack record

7 .  L n v e n t o r y  c o n t r o l

Wl i l . :p:c ia l  proPfegrs might  ar ise f ror  rh"  "h"r i .g of  * . r "g.
s i b i l i t i e s b @

I .  con fus i on  o r  d i sco rd  ove r  dec l s i on -nak ing  respons ib i l i t y  and  au tho r i t y

2 ,  Na r rowness  o f  t h i nk i ng  due  t o
fami ly enployees

3 .  I n t e rpe rsona l  d i sha rmony  due
as  we l l  as  aE  home)

lack of  decis ion-making input  f rom non-

to overexposure to one another (on the job

Migh!  unique advantages also accrue f rour such a fami ly arrangeurent?

I .  Closer cooperat ion and greater  commitnent  Eo cornpany goals

2 .  Sav ing  on  sa la r y  expenses

3. Personal  compatabi l i ty  could quice possib ly lead to professlonal  cor-
pa tab l l i  t y .

4- lessened likellhood of estrangernent from faurily due to long work hours
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oer rn i t -p l 'ann ing  beyond two years?

l .  To a conslderable extent ,  Ann nay have a val id point  here given Ehe

faddish nature of  the craf ts business.  However,  p lanning for  rnarket ing

is not  the sole area of  p lanning avai lable to a company'  Cmber land

c a n a l s o p l a n f o r t h e m o r e s t a b l e a n d c e r t a i n f u n c t i o n a l a r e a s ' s u c h a s
pe rsonne l ,  phys i ca l  f ac l l l t i e s ,  geog raph i ca l  expans ion '  e t c '

2 . I f n o t h i n g e l s e , t h e S E a n f i e l d s c a n f o r m u l a t e c o n t i n g e n c y p l a n s w i t h
which to approach the future '  They can thus prepare the company for

a l t e rna te  scena r i os .

The faddish rrature of  craf ts appl ies only to the product  of fer ing and

no !  t o  t he  bus lness  lCse l f .  Cumber l and ' s  p resen t  p r cb lem i s  t ha t  t hey

don t t  know  wha t  bus iness  t hey  a re  i n * - r eEa i l ,  who iesa le '  c r  r nanu fac tu r i ng "

Doe s Curnber land Crafrs have a disr inct  coln!e! ! t i t /9- t jC"?

A11  o f  t he  f o l l ow i . ng  ccns t iEu te  Jn ten t j a l  c c rnpe t i l i ve  edges  en joved  by

Cumber l and  ove r  r eg iona l  who lesa le r s :

1 .  Ex tens i . r e  i nven to r y  se l ec l i on

2 .  0pe raE ion  o f  a  r e ta i l  bus i ness  t o  conp lemen t  t he  ' t ho l esa ie

3 .  C ra f ! s  c l asses  and  sou rce  ne two rk

4 .  Agg ress l ve  adve r t i s i ng  and  sa les  p r cno t i on  ( i nc i u< i i ng  ca ta l og  and

l , lATTS l ine)

5.  Potent ia l  s i lk  f lower r i lanufactr- r r ing

6.  Excel lent  and rcrnet imes exclusive sources of  sr ipply

7 .  On1 : r  f u1 l  l i ne  c ra f t  ope ra l i ons  i n  t he  reg ion

8.  Shiprnents in one to two CaYs

9, Technical  cornpetence in the crafLs area

10 .  I n f o rma l  bu t  appa ren t l y  e f f ec t i ve  ma rke t  r esea rch

Shou ld  t he  S tan f i e l < i s  Pu rsue si lk  f1or. ,er  manufactur ing as a top pr ior i ty?

l .

)

Arg'.r,'r.ent s in favo r :

Apoarent  st rong der,and for :  che product  and l imi ted supply

Ease  o f  se l f -manu fac i u re

High arof i r -  nargin

S t reng thens  t he i r  f r os i t j on  i l s  a  w l ' r o l esa le r  ( backward  i n t eg ra t i on )

A rgumen ts  aga lns t :

1.  The Stanf ie lds nay al rea<ly be spreading thernselves too th in wiLh

explocl ing wholesai ing operat ions pJ-us the neglecled reta i l  business'
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2. Demand forecast  is  shaky and uncerta in

3 .  D i s t r i bu to r s  f o r  s i l k  f l owe rs  no t  ye t  l i ned  up

4 .  Cos t  p ro j ec t i ons  unce r t a i n

5.  r f  they canrt  forecast  for  two years in advance, how could they rnake
decis ions on machinery and equiprnent  or  other long-tern manufactur lng
inve stment s ?

The authors feel  the stanf ie lds should probably bypass s i lk  f lower
manufactur ing in or<ier  to devote more t lme to contro l l ing present growth
and stra ightening out  the inventory probleni .

Eva lua te  cumber rand t s  f i nanc ia l  hea l t h  and  pe r f o rnance  ! r ack  r eco rd

I '  sales and prof i t  sonewhat errat ic ,  perhaps due co a seasonal  t rend in
t t re overal l  industry.

2 .  cos t  o f  gooc i s  so l d  even  more  e r ra t i c ,  pe r i r aps  re f l ec t i ng  i nven to r y
contror  problerns '  Gross margins show less Ehan 25 percent  rnark up"

11.  Prof i t  margin averages beLideen 3 arrd 4 percent ,  which is  certa in ly none
too  hea l t hy .  Ann  S tan f l e l - d t s  s t a temen t  t ha t  she rs  no re  conce rned  w i t h
sa les  t han  p ro f i t  i s  wc i l  bo rne  ou t .

4 .  The  f i r n ' s  l i . qu i d i t , v  i s  ve r y  h i gh  when  i nvenLo ry  i s  i nc l uded .  L r i t l r ou t
i nven to r y ,  t he  sho r t - t e rn  f i nanc la l  p i c t u re  i s  no t  so l i d .  Howeve r ,
they are turning their  i 'veniory about 4-5 r imes per year,  which is  not
b a d .

5.  A11 in a l l ,  wi th i ls  rarge lnventory ancr comrni tment to expansion,
cumber land appears to be a f l rm that  is  lay ing a heal thy ioundat lon for
future growth.  The stanf ie l .ds must becorne rnore prof i t  consci .ous,
however,  and begin to Eake advantage of  the "dues" paid thus far  i '
ge t t i ng  t he  who lesa l i ng  ope ra t i on  o f f  t he  g roun< l .

$: fg_r"""" t " .V . . " t r . l  the Stqnf ie ids?

1 .  A long  w i t h  conce rn  f o r  p ro f i t  v i s  a  v i s  sa1es ,  i n ' en to r y  con t ro l  shouLd
be  cumber l and ' s  gu ld i ng  p r i o r i . t y ,  A  who lesa l l ng  ope ra t l on  l ack l ng
inven to r y  con t ro l  i s  headed  f o r  no th i ng  bu t  t r oub le .  A t t en t i on  nus t
a l so  be  g i ven  i o  t he  ma in tenance  o f  g ross  marg ins .

How would a _sqra] l  conpurer ! !  benef ic ia l? _1"_ygg._!gg_ge purchase of  a
computer would bE coGT-Ju-siJTf 

-

1.  A smal l  computer r . /ould be a good th ing provided that  the exist lng
manuaf system opel :ates r /e l l "  Too of ten f i r rns th ink conputers are a
magic ansvJer to poor reporEing p?:ocedures,  etc.  Computers for  inven_
to r y  con t ro l ,  payab les ,  and  rece i vab les  f o r  sma l l e r  f i r r ns  can  be
pu rchased  f o r  a round  $5 ,000 .  Deve rop ing  t he  so f twa re  packages  cou rd
eas i . l y  doub le  t h i s  f i gu re .

2 .  The  compu te r ' s  use fu l ness  wou ld  be  con t i ngen t  on  seve ra l  even t s :
A.  Designing a system for  organiz i .ng inventory
B. Designing a system for  handl ing inventory
C .  Seeu r l ng  t he  se rv i ces  o f  a  qua l i f i ed  sys tems  ana l ys t / compu te r

programmer
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I s s u e s

l .  The s tudent r

2 .  I nves tmen ts

THE }4ILLIONAIRE

s  en t rep reneu r i a l  pe r sona l i r y  and  i nc l i na t i ons

stra E egy

o u r  ( l )
r sona l  needs?

issues addressed bY the above

Wha t  does  You r m i l l i on  do l l a r  sPend i sDree sa

r sonal  i  tY ? enErep reneu r i a l  i n c ina t  ion s

1i  fe sty le ?

Sorne of  the under ly ing behavioral

i n t r ospec t i on  a re  as  f o l l ows :

l .  R i sk  t ak i ng  P roPens l t y

2 .  Secu r i tY  needs

3 .  Ach ievemen t  needs

4. Desire for  autonomY

5 .  Leve l  o f  amb i t i on

5 .  Leve l  o f  soc i a l  con fo rm i t y

S tuden t s  shou ld  be  encou raged  t o  i n t r ospec t  mo re  t han -supe r f i c i a l l y

wi th resPect  to the precealng 
"behavioral  

issues'  I f  theyrre even hal f  way

se r i ous  abou t  poss ibJ - y  pu rsu ing  en t rep reneu r i a l  ac t i v i t i e s  i n  t he  f u tu re '

t t r "y " . "a to be farnl l iar  wi th their  personal  inc l inacions'

This exerc ise should be used in tandem with Ehe quest ionnaire 
"Whatrs

Your Entrepreneur ia l  Pocent ia l?"  found at  the end of  the book'

Suppose  you  recg iYed  t he  m i l l i on  do l l a r s  bu t  we re  expec ted  by  a  boa rd  o f

t r us tees  t o  * " * ' * r , "  
I d

<
vou  do  t o  u rax im i ze  R0 l?

f f ionse ro th is quesr ion should be conpared wi th the

p rev ious  response  . o  i " " o t "  i n ves tmen t  s t r a tegy  d i f f e rences '  The  s tuden t

should be asked Eo cornpare di f ferences and to expla in them' Which invest-

nen t  s t r a tegy  i s  mo re  conse rvaE i ve?  I nnova t i ve?  T rad i t i ona l?  To  wha i

ex ten t  wou ld  Ehe  s tuden t  be  w i l l i ng  t o  wo rk  f o r  t he  boa rd r s  i n t e res t s  ve r -

s r r s  P e r s o n a l  i n E e r e s t s ?

The instruccor may \^ /ant  to use th is case in conjuct ion wi th Ehe Kogan

a n d W a l l a c k C h o i c e D i l e m m a Q u e s E i o n n a i r e o r E h e E d w a r d s P e r s o n a l i t y P r o f i l e
t es t .  I n  r ev i ew ing  t he  answers  t o  t hese  t es t s  t he  s tuden t r s  p roposed

ac t i ons  can  be  co rnpa red  w i t h  t he  resu l t s  o f  Ehe  t esE '  I t  g i ves  t he  s tu -

den t s  an  exce l l en t  oppo r t un i t y  t o  l ea rn  abou t  t hemse l ves '

POLYMAR MANUFACTURING

I ssues

1. Srnal l  business Planning
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I
I

Iv
0rganiz ing for  p lanning -- -+

I
I
I
Iv

i ; o r e , ' a s l  i r p_  , -  -  v - . ,  r  - , . 4 !

Deslgnat ion of
planning t ime
per lod and place

Io r i na l i za t i cn  o f
plannlng inform.a-
t l on  sys tem

Iden t i . f i ca t i c -n  o f
bus iness  op l , o rEu r , -
i 1 ^ i o c  r n a  l h i ' o r r c -

c c i n t i l g c n c ; .  p J . a r i s

Shor i - t e rm  anc i
i . cng - t c t r r  goa i , s

Budge t  s

I
i

iv
l ' o t : t l , r i J - , iL . io r -  o f

i i i v e  $ i . r - . - i : c q t

co l i r i : l -  - - - - -&Cln !e  L i ;  t i ve  e { !Ee

I
I

{t
Coai fcnnlla gi6,r *.****-p'

I
I

v
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I
Iv

Pian t lming 0perai ioris sched-
I  u l . ing ;  - iob{
I  coo r< l i  na t i cn'v

Plan inplernenl 'at ion -=_--- '> L lne supervis lon
Iv

Plan steer iug an, l  controf- -> Ma-nageneut by
ez:ce pt  ion

Can  you  sugges t  any  imp rovene r r t s  i n  Po l y rna r t s lannin framework?

Po l yna r r s  P res iden t  D r - i gh t  E l k i ns  mus t  o f  cou rse  recogn i ze  t ha t  a
planning system is worth no more than the informacion whlch goes lnto iC.
The  rea l  u t i l i t y  o f  company  p l ann ing  i s  no t  how  t i gh t l y  des igned  t he  sys tem
is but  rather whether or  not  l t  generates accurate and t l .orough lnforurat lon
in a t inely fashion.  rn other words,  the infornal  comnunicat ion dynamics
of  p lanning are more inportant  than the formal  design-on-paper aspects.
Above al l  e1se,  p lanning is  a communicat ion process between a companyrs
ope ra t i ng  un i t s .  Po l ymar  wou ld  do  we l l  t o  f ocus  i t s  s t anda rds  he re  ra the r
than on f ine tuning the aesthet ics of  i ts  forrnal ized planning systen.
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SUN CITY DELIVERY

Issues

l .  Pe rsona l i t y  cha rac te r i s t i c s  o f  en t rep reneu rs

2.  Fenale entrepreneurs

3 .  Read iness  o f  a  bus lness  f o r  expans ion

4,  Rel iance of  a sma11 company on a few key custoners

5 .  Bus iness  acqu i s iE lon  dec i s i on

Can only extroverted personal i t ies becorne successful  entrepreneurs?

In deal ing wl th somethlng as complex and subt le as behavioral  charac-

t e rLs t i c s  o f  en t rep reneu rs '  vague  gene ra l l za t i ons  and  s te reo t ypes  mus t

obvlously be avoided.  Certa in ly i t  Is  not  posslb le to c lassi fy entrepre-

neurs as belng predorninant ly  extroverts or  int roverts.  Indeed the whole

c l ass i f i ca t i on  sche rne  i s  d i sc red i t ed .

Perhaps the fo l lowlng less glar ing general izat lons about entrepre-

neu r i a l  success  a re  a  s t ep  c l ose r  t o  r ea l i t y :

1.  To be successful ,  entrepreneurs must know how to work wi th and through

o the r  peop le .

2.  Entrepreneurs must be asserEive enough lnterpersonal ly  to assure

r  esu l  t  s .

3.  Possessing a certa in personal l ty  type is  not  so much the key to

entrepreneur ia l  success as is  the abl l i ty  Eo nanage people and re-

sources wi th in an organized f ramework.

What entrepreneur la l  opportunl t ies are avai lable to indiv iduals having a

technlcal  or i .ntat lo ry '  or  computer

I t  is  precisely in these technical  f ie lds thaE the rnost  g larnorous and

dranat lc entrepreneur ia l  success stor ies of  the pasE two decades have

blossorned. Part icular ly  in and around Palo Al to,  Cal l fornia ( the faured
"S i l l con  Va11ey " )  has  t echn i ca l  en t rep reneu rsh ip  f l ou r i shed ,  p roduc ing  such

success sEor ies as Arodahl ,  Cray Research,  and Syntex.

Entrepreneurship and technical  innovaEion have been inseparably l inked

ln Arner lca throughout th is century.  The up and coming century Promises
perhaps even nore spectacular  oPportuni ty for  the entrepreneur wi th a pro-

duct  thaE creates new markets and technologies or  whlch outrnodes exisElng

o n e s .

Whi le many ne! ,  venture star t -ups do not  meeE wi th spectacular  success'

studies show that  "spin-of fs"  f rom technical  f l rms,  usual ly  rnanaged by

eng inee rs ,  have  t he  h i ghes t  success  ra te .



Do you th ink bein a women hel or  h indered Mar le in her ear l bus iness
experaence

Undoubtedly l , lar ie faced more of  an up-hi1 l  f ight  in some respects than
would have a conparable male counterpart .  New companies must depend upon
the Erust  and good fa i th of  numerous part les,  inc luding bankers,  con-
sul tants,  custoners,  and the "general  publ ic ."  Fernale entrepreneurs are
1ike1y to encounter rnore f requent hurdres and roadblocks ln bui ld ing t t re
trust  and support  of  externals than would be the case for  comparable rnales.
rn short ,  sorne people are apt  to g ive less respect  and ser lousness of  con-
s lderat ion to feurale entrepreneurs.

Nonetheless,  Mar ie Tarv in made Sun Ci ty Del ivery a success;  For e l ther
a male or  fenale,  th is is  what entrepreneurship is  a l l  about.

How can a sma11 business owner know vrhen he or  she is  rea11

It  is  perhaps easier  to ident l fy  when an entrepreneur is  not  ready
expand. Expansion would seem prenature or  unwise when:

l .  The business cannot s lay on top of  i ts  present orders and volurne of
o pera t  lons .

2.  The company has exper ienced cash f low problems for  several  months.

3.  Custoners in the present target  market  are largely untapped.

4.  Expanslon rnust  be f inanced largely through debt or  t rade credi t .

5.  The business owner is  present ly  overworked or  has not  made adequate
provis ions for  get t ing the help of  someone else ln expansion.

6.  The courpany has been exper iencing product ion or  lnventory d iscon-
t  inui  ty  .

7.  The entrepreneur is  expa.nding so1e1y Eo increase sales but  noc
necessa r i l y  p ro f l t .

{hat  are the advantages and disadvantages of  ty lng a smal l  business to
large company c l ients?

A  r - - ^ - !  ^ ^ ^  ^  .
A u v d r r L d t E s .

l .  Big bucks f rom a few sources

2 .  Soc ia l  p res t i ge

3.  Cash f low would probably becoure more predictable and guaranteed

4. Addi t lonal  contacts wl th other large cornpanies

D l sadvanEages :

I .  Dependency reduces porrer .



2 ,

3 .

i he  J , a rge  c ' . l s t omer$  mav  g r . , 4  i i i s l e r  i han  t h4  sma l i e r  se r v i c i ng

be  ac l e  t o  keep  r l t '  Y j t h .

L l r ge  cus t cmc rs  o f l cn  have  t i t :  econom lc  musc l=  t c  de r i ve  p r i ce

and  r t l he r  compe t i t i ve  a . l v . r n tages .

The  l c ' c s  o f  a  s i ng ie  cusLc rnc l :  cou ld  have  a  s i gn i f i canL  impac i

f i rm rs  i ncome  and  p ro f : i t ab i l i cY .

f i rm rnay

b reaks

on ihe

Shou lC  S r rn  C i t y  buy  r ; u ;  A i r f r : e i gh t  Se rv i ces?  t r ^ Jhac  i s  A i r l r e i l r t  wo r  Lh? I f

l lar ie cot l* l t .sE f f ih"  . f  f . .?u y o u t ,  v ; n a t  t e r m s  s n o r i -

The  c rux  o f  f he  i s s t r e  i s  how  rnuch  i s  a  company  wo rCh  t ha t  i s  gen : ra t i ng

$ 1 C 0 , 0 0  i r i  s a i e s ,  y e L  n o t  m a k i n g  a  P r o f i t  ( $ 3 5 5 ) .  T h e  i n f o r m a t i o n

ava i . l ab l e  docs  no t  l e r r d  i t se l . f  t c  ca1cu ia i i cn  o f  ne t  p resen t  va l ue  o f

l 'u ture incone or any other st ra ight  t -orward anai-yt ical  cechnique.  0 l  d

f ash ion  
"ho rse  i r ad iug "  l og i c  seems  app rop r l a te .

B r , r 1 ]1  gun  C i r y  and  { i r  f  r e i gh t  have  co rnpa rab l - e  sa les  (  $101 '  600  ve rsL l s

$ 9 5 , 5 0 C  r c s p e c t i v e l y ) ,  b u t  S u n  c l t y ' s  n e t  i n c o m e  i s  s o m e w h a t  n o l e  s u b s t a n -

t i a l .  ( S l , 4 8 O  v e r s u s  $ 3 5 0 ) ,  t h c u g h  n o t h i n g  s p e c t a c u l a r .  I t  s e e n s  f a i t : l y

c i ea r  t i r a i  l he  on l y  i : eason  why  ) l a r i e  wou ld  wan t  Eo  pu rchase  A i r f r e i gh t

wou l r i  be  i f  some  so r i  o f  s i ' ne rg i sE i c  e f f ec t  cou ld  be  ach ieved .

I n  ana l yz i . ng  each  f i rm rs  i ncome  s ta temen t ,  Ehe re  ap [€a rs  co  be  l i t t l e

oppo rcun i t y  i o r  hyp ing  p ro f i t  t h rough  cu tE ing  ope ra t i ng  expenses  s i gn i f i -

ca r r r l y ,  as  t hese  a re  m in ima l  o r  bas i ca l l y  unchangeab le .  Abou t  t he  on l y

ope ra t i ng  expense  l ha l  r ep resen t s  an  oppo r run i t y  f c r  cos t  cu t t i ng  i s

sa la r j es  ( pe rhaps  t h rough  conso l iCa r i ng  pe rsonne l ) .  I t  i s  conce i vab le  t ha t

up  t o  $20 ,000  i n  p ro f i t  cou ld  be  gene ra ted  he re .

The  owne r  o f  A i r f r e i gh t ,  r ecogn i z i ng  t ha t  t he  f i rm  i s  no t  ve r y  p ro f i t -

ab1e ,  m igh t  r ea l i s t i ca l l y  ask  f o r  an  e f f ec t i ve  se j ' 1 i ng  p r i ce  c f  $45 '000 '
Th i s  i s  equ i va len t  t o  t he  bock  va lue  o f  t o t a l  asses t s  ( $23 ,070 )  and  assump-

i i o i r  o f  - l _ i  ab i l i t i e s  ( $22 ,270 )  "  Sun  Ca ty  wou ld  mos t  l i ke l y  v ' t an t  t o  d i scoun t

rece i vab les  by  abou t  50  pe rcen t ,  o r  $7 ,000 ,  and  nego t i a t e  f u r t he r  on  t he

bas i s  t ha t  A i r f r e i gh t  i s  unp ro f i t ab l e  ( nega t i ve  r e ta i - ned  ea rn i i - t gs ) .

I f  M a r i e  w e r e  t o  d i s c o u n t  t o c a l  a s s e ! s  b y  $ 7 , 0 0 0  ( $ 1 4 ' 0 0 0  -  $ 7 ' 0 0 0 ) '
she  rn i gh t  c r ,me  i n  w i t h  an  o f f e r  i n  t he  ne ighbo rhood  o f  $18 ,000 .  Obv ious l y

A i r f r e i gh t  wou ld  no t  v i ew  such  an  c f f e r  ve r y  pos i t i ve l y .

Pe rhap ;  t he re  wou ld  be  some  room fo r  comprom ise  i f  t he  sa la r y - cu t t i ng

scena r i o  m . : n t i oned  ea r l i e r  we re  t o  ma te r i a l i ze .  I f  Sun  C i t y  wou ld  cons ide r

t he  $45 ,00J  ask i ng  p r i ce  and  A i r f r e i gh t  cons ide r  d i scoun t i ng  rece i vab les  by

$7 ,000 ,  subsequen t  sa l a r y  r educ t i ons  o f  even  j us t  $10 ,000  n i gh t  swee ten  t he

dea l  enough  f o r  Sun  C iEy .  The  resu i t i ng  pu rchas ing  p r i ce  o f  $38 '000
($45 ,000  -  $7 ,C00 )  wou ld  p roduce  a  payback  pe r i od  on  t he  buyou t  o f  app tox i -

na te l y  f ou r  yea rs  ( assun ing  $10 ,000  annua l  p ro f i t .  r esu l t i n -g  f r om Ehe  sa la r y

cu t s ) .  Th i s  r qou ld  no t  be  a  bad  dea l  f o r  Sun  C i t y "

BIG SKY WESTERN STORE

I s s u e s

1 .  Compu te r i zed  i nven to r y  con t ro l
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2 .  Re ta i l  co rnpe t i t i ve  s t r a tegy

3 .  P r i ce - i n t ens i ve  merchand i s i ng  s t r a tegy

4 .  Use  o f  compu te r s  i n  sma l1  bus iness

Whur "  lgai"st  the Big Sky ?

i .  Greater  personal .  serv ice and customer atcent lon than can be af forded by
a  l a rge  d i - scoun t  ope raE lon  l i ke  B ig  Sky

2 .  A t t r ac l i ve  ma1 l  l oca t i on

3 .  Be t t e r  se l ec t i on  o f  s i zes  and  scy l es  o f  me rchand i se

!.lU_1 " g_!f!e_44ll"i"9 strategy parlicul-ar1y appropriare to rhe Big Sky
i ^= r t - e rn  S t . r " ?  

-

t ,  Wes te rn  wea r  c l o th i r r g  ca r r i es  a  f a i r l y  subs tan t i a l  r e t a i l  ma rk -up ,  as
does  nos t  appa re l .  P r i ce  d i scoun t i ng  i s  t he re fo re  f eas ib l e .

2 .  The  phys i ca i  f ac i l i t i e s  a t  B ig  Sky  a re  f a i r l y  p l a i n  and  bas i c ,  so
cus tomers  w i - l 1  r r eed  a  s t r ong  econom ic : : eason  t o  pa t ron l ze  t he  s to re .

3" The owner,  Mr.  Ridiey,  seems to have a real  knack for  econornlcal
pu rchas ing  a .nd  ec , ; nom ies  o f  s ca le .

I den t i f y  a t  l eas t  t h ree  o t i r e r  d i f f e ren t  r e ta i l l n . q  s i t uac ions  whe re  an

i .  Pe t  s t o res :  Cus tomers  wou ld  undcub ted l y  co r re l a l e  p r i ce  w i t h  t he
hea l t h  and  qua i i t y  o f  an i r na l s ,  ( l i o r+eve r .  pe t  supp l i es  wou ld  p robab l y
L ' e  app rop r i a te  f o r  p r i ce  d i scoun t i ng ) .

2 .  P res t i ge  appa re l  and  f u rn i sh i ngs

3 .  l ' l ed i ca l  equ ipmen t  and  p roduccs

Quite f rankly,  the authors d id not  f ind th is quest lon part icular ly  easy
to  answer .  P r i ce  i s  such  an  impo r tan t  i ng red ien t  o f  mos t  p roduc t s ,  t ha t  1 t
i s  d i f f i cu l t  t o  t h i nk  o f  nany  re ta i l  s i t ua t i ons  whe re  p r l ce  i s  s t r i c t l y
secondary in importance.

Deslgn a cornputer  punch card that  could serve as a plotgtype for  Big Skyrs

ca l ,  and  s imp le  t o  u t i l i ze .

Poss lb l e  Punched  Ca rd  So lu t i on

Columns
l-10:  Name in Fu11 (Tony Larna;  Just ln)
l 1 :  C o d e d  N a r n e  ( l ; 2 )
7 2 :  C l a s s  ( M ;  W ;  C o d e d )
1 3 - 1 6 :  S t y l e  ( M f g . ;  A s s l g n e d )
1 7 - 1 8 :  L e a t h e r  C o d e d  ( L i z a r d ;  0 s t r l c h ;  e t c . )
I 9 -2O :  Co lo r  Code  (B lack ;  B rown ;  ecc . )
21 -23 :  S i ze  ( I / 2 ;  Cod ,ed  As ;  5 ;  i 05 ;  f o r  l 0 f 2 )
2 4 t  W i d t h  C o d e d  ( A A ;  A ;  B ;  . . . ;  E E E ;  C o d e d )



25 ' .  S t i t ch  Coded  (Nu rnbe r  o f  r ows  o f  s t i ches  o r  pa t t e rn  coded )

2 6 t  T o e  C o d e d  ( R ;  J ;  T ;  X ;  e t c )
2 7 - 2 8 .  H e i g h r  (  i 1 " ;  1 6 " )
2 9 :  H e e l  ( l ;  8 )

Codes  shou ld  be  c rea ted  i n  o rde r  t ha t  numbers  ( d i g t t s )  r ep resen t  t he

var ious i tems, thus ut i l iz ing fewer card coLumns. None of  these l tems has

to  be  l n  a  pa r t i cu l a r  ca rd  co lunn ,  i . e . ,  t he  a r rangemen t  above  i s  no t  com-

pulsory.  The only requir€rment would be that  EVERY card had lhe same cate-

gor les ln the ident ical  colunns.  (A11 c lasses should be in column 12 in

the exarnple) .

Provide pragurat ic  guidel ines for  overconing the resistance of  sales per-

sonnel  in i rnplernent ing the ner^r  inventory contro l  systern.

1.  Inst i tute a prof i t  shar ing system hrhere cost  savings enabled by the new

computer ized system can be share<i  by sales ernployees.

2 .  Ho ld  g roup  sess ions  w iEh  t he  sa les  f o r ce  des igned  t o  ca re fu l l y  exp la i n

the new syslem to then and to h ighl ight  i ts  many benef ics.

3.  Show employees hcw a l i t t1e bi t  mor:e Eime spent in r inging up sales

saves  even  more  t i ne  i n  i nven to r y  o rde r l ng  and  con t ro l .

4 .  U t i l i ze  pos i t i ve  r e i n fo r cenen t  t echn iques  s t r aceg i ca l l y :

A.  CongraCulat ing employees when lmplement ing the new computer ized

sys tem success fu l lY .
B .  P rov i d i ng  emp loyees  w i t h  t i ne l y  f eedback  on  cos t  sav i ngs  a l t a i ned

anC improvemen!s in contro l l ing inventory.
c.  I lo ld ing formal  and informal  sales personnel  meet ings to d iscuss the

status of  the new systen and receive feedback f rom them on

p r o b l e n s ,  e t c .

TELGUARD SERVICES

I s s u e s

1. Coping wtth Ehe pace of  proCuct growrh ar td obsolescence

2. Inter f ,  ce belween srna11 companies and the federai  government

3 .  E r rp l oy :e  en t reP reneu rsh ip  ( p ro rno t l r r g  en t rep reneu rsh ip  w i t h i n  a  p ro -

fesslo ra l iy  rnanaged cornpanY)

4 .  Acqu i : i L i ons  s t r a tegy

5 .  The  en t rep reneu r l a l  l i f e sLY le

Nane other products narketed over the Past  decade \ th lch had rapid growth

curve s .

1 .  C a l c u l a t o r s

a  r \ i ^ i l ^ 1  - . - . ^ L ^ ^
L .  u r B r L d a  w a L ! r r s r

3 .  E lec t r on i c  games  and  t oYs
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4 .  Fo re i gn  au tomob l l es

5 .  Po l yes te r  f ab r i c s

What can conpanies do Lo avoid product  obsolescence?

t.  Research and de. . 'e lopment lnto other products

2.  Market ing research Eo determine other customer needs

3. Divers i f icat ion especla l ly  into products which ut l l ize Lhe sarne rnanu-
factur ing technology and market ing dist r lbut ion channels

9an yo_u th ink of  addi t ional  exanples of  how sma11 companieq have benef l ted
frorn federal  governmenc legis lat lon or  p

1.  Sinal l  Business AdminisErat ion loans and nanagenent asslstance

2 .  Ta r i f f  p ro rec t i on

3.  oSHA and EPA created niany snal l  companies:  a larn systems, emergency
l i gh t l ng ,  sa fe t y  gua rds ,  po l l u t i on  r non i t o r i ng  dev i ces ,  eEc .

4 "  Fede ra l  p rocu remen t  po l i c y  spec i f l ces  l 5  pe rcen t  o f  con t rac t s  t o
m ino  r i  t  l e s  .

5 .  Deve lop rnen t  o f  i n ven t i ons  t h rough  Na t i ona l  Sc ience  Founda t i on  a ran t s

6 .  P roposed  spec ia l  t ax  l eg i s l a t i on

7.  Cr iaduaCed tax on net  income

il$!_gg_lgg_$Il_!y1e Wanamacher: means when he says he wanrs a1i Telguard
emp loyees  Co  Denave  as  en t rep reneu rs?

t "  . " ^ . "  " " " ;  

-

1.  Feel  f ree to suggest  new ideas arrd innovat lve operat ing approaches.

7- .  show in i - t iat ive and assert iveness : -n the way th€y perforrn thelr  jobs.

3.  Enphasize job prcdrrct iv l ty  over bureaucrat ic  manaeement of  the fornal
o  r gan i za  t i on .

4 .  s t r ess  i nd i v i dua l i sn  r a the r  t han  g roup  consensus  o r  comml t t ee  app roach .

I h " t  . . "  t " r g " .  " " r p  l n t e rna l  en t rep reneu r i a l  sp l r i t
among employees? 

-

l .  Reward  i nd i v i dua l  c reaE i v l t y  wheneve r  poss ib l e .

2.  De-emphaslze management by cornrni t lee and groups.

,?.  Stress infornal  conmunlcat icns r t iore than forrnal  (bureaucrat lc) .

4-  subsid ize the creat lve ideas of  employees (an approach popular ized by
Texas  I ns t r umen ts ) .
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5. Er<tencl  
" job ownership" to ernployees thtrough delegat ion and decentral i -

zaEion of  decis ion-rnaking power '

6 .  Use  Ehe  p ro f i r  cen te r  o rgan i za t i ona l  app roach '

What general  guidel ines do you th ink Telguard should fo l1ow- in making

fu tu re  ecqu i s i t i ons?

l . N a r r o w d o w n t h e c h o i c e s n o r e t h a n m e r e l y s t a E i n g ' . s e c u r i t y a n d e n e r g y
conge rva t i on .  

"

2 .  Choose  compan ies /p roduc t s  wh i ch  cou ld  bene f i t  f r om  R  &  D '

3 .  Choose  cand ida tes  t ha t  r equ i r e  cash  f o r  f u r t he r  g ro r ' v t h  o r  add i t i ona f

managemen t  t echn i ca l  conpe tence '

4 -  l l r i : e ss  cand idaEes  hav ing  a  s t r ong  marke t i ng  capa l i l i t y  i o  p ra l l e l

Te lgua rd  r s  s t r ong  rna rke i i ng  o r i en ta t i on '

Do 1 'or-r  feel  p laying -"ng-a:g" j i r l lens 
-"game is-  an entrepreney-r : ! !L- ] -aclc: i  v i tY?

Even  t ho r rgh  peop le  cus tomar i l y  assoc ia te  e i l t r ep reneu rsh ip  w i t h  s r : a r : t i ng

new  bus inesses  f r on  sc ra t ch ,  acqu i r i ng  Ehe r r r  a i so  i s  a t : he  nuc ieus  o f

en l r ep reneu r i a - l  ac t i v i t - y "  i oLe ; t i a l  en t rep ieneu r i a l  sL ra teg ies  f o r

acqu i r ed  f i rms  wou ld  i nc l . u< ie :

i .  Tu rna rounds  (b rea th i ng  new  v i t a l i t y  i n t o  s t a i c i  o r  mo r i bunC  comp :n ies ) '

2.  Capi ta l  invescmeni  (pour: ing new equi ty into e compa; ly whose gi"owt i r  ha: :

b e e n  s t u n t e d  b Y  l a c k  o f  c a P i t a l ) '

3 .  S t r a teg i c  r ea l - i gn rnen i  ( r : epos i t i on i ng  t he  acqu i r : ed  f i r n  i n t o  neu  marke t

segmen ts '  p . t . u t i . g  an  a l t e rna te  compe t i t i ve  edge '  e t c ' ) '

Entrepreneurship can be consi t lerer i  as a new and i r rnovat ive rnethod of

running a business.  I^Jhat  i t  ' loes is  br ing about change tL i rough innoval ion '

Haurbui : lers have been arounci  for  years,  but  Roy Krock jnrr ' :duced a new

rnarket ing technique w:- th f {acDonalds '

In what ways could an-- inexpel le lced entrepreneul-benef i t  f ron the ad

" "d  s " i da "ce  o f  LY le  Wananache r?

1 .  Rec .e i v i ng  ne rv  con tac t s  t o  sus ta i n  t he  bus iness  (banke r t  i n ves to r s '

e t c . )

2 .  Deve lopmen t  o f  a  r ea l i s t i - c  bus iness  p l an

3.  Assi tance wi th ant ic ipat ing problerns and hurdles

4.  Strategy developrnent and ref in ing

5 .  Assessmen t  o f  comPe t i t o r s

6.  l ' lora1 support  and encouragenent

7.  A mentor to whom the f ledgl ing entrePreneur can go for  advice and con-

su l t a t i on



l.s_-e f i:1:li 1I, _ L iii':e me_ljue-rrierl: _.i_f r:e !9gri ii!l_!e *b_gjln9l|_rysgg s ! ?

The nianap;er:  whlr  canrt  r lan. lge his or  l ier  or ,n L i r :ne,  prcbai : ly  aoir ! t  be
very p lof lc ier . t t  i l !  inan:rg ing fhe c j 'me of  sui :ordi_nates.  Ai1 managers have
er 'act i  y  ther same anour l i  of  t iu ie;  scmo r ise i t  r . ' i -  seiy r . rh i le others sqwrnder:
i t .  T ime  i s  c : e r i a i n l v  a  Fc re  va i t r ab le  r eso r l r ce  Lhan  noney  i c  na ' y  ha rd
p ressed ,  "wo i : ka l r c l . i c "  

en i : r ep reueu rs .

D c  y o r i  f e e l  e n t r e c r e r i e u r { j  c _ a n :g::crg.d j,n _-1 ! , O!_fS 5 : 00 schedu ie ?

No one putsuing ary chal leni lg endeavcr .Jan aetain sr- tccess by working
ius t  40  h .u r s  a  week .  Th i s  i s  espec ia i i y  t r ue  o r  e r r r ep reneu rs  t oday ,  who
face a nc ' re host i le and lhreatening external  envirotunent than ever before.
Even fo i :  the f1or. l : : ishin;1 f i rn,  success can rarely be. ,nalnta ined v ia the
t  :  00  t , :  ! i :  O0  i : ou te .

A 'unrber cf  sr : rveys have showri  Lha!  entrepreneurs typical l -v  r i lork in
e>:cess of  60 hoursT/rveek,  anci  nan. /  put  in as many- as 80.  Most  entrepreneurs
coul t - i ,  thtough t ine marr . rgenent,  acccmpl i .sh just  as much in fewer nours"
5u t  a i l  en i r ep re *eu r  cy l r i ca l l y  v i ews  h i s  hus iness  as  a  baby - -he  conce l ved
i - r ,  nu r t u red  i i ,  a ' d  w111  p robab l y  v i an t  t o  " baby  

s l t "  i t  i ' c r -  t he  res t  o f
h i s  l i f e .  l i o  wcnde r  so  $any  t ou rs  a re  wo rked !

EI1ERGEI.ICY riOBILii CARA,GE

1"ry.u
1 .  P romo t i ona l  sE raLes . /

2 "  I nage  c rea t i on  f o r  a  ne \d  ven tu re

-l."ig" . p."t"ti. str?_t5g1to3_Ir..ffIsJ_l'tg!l]S_!grage thar would make
o p t . i n u m  u s e  o f  l . J o l f e r s  S 5 , 0 0 0 _

wolfers f i rs t  c-onsi .derat ion should be running a permanent ad in the
Davenport  te lephone book yelro. , r  pages.  The ad shculd be large enough t<r
at t r :act  the at tent ion of  somecne quickly scanning the yel low pag"s icr
emergency auto repai . r .  woi fe shouid ruo the ad unt ler  "Autornobi le 

Repair ing
anC Ser ' . ' ice" anC perhaps even under "Garage-: \ ,utcnobi ie. ' ,

A  s i gn i f i can t  ye l l ow  page  l i s t i ng  i s  1 i ke1y  t o  use  up  abou t  ha l f  o f
l io- l fe 's  $5,000 prourot lonal  budget.  prornis ing pronot lonal  avenues fcr  hf to
to use in addiEion to the yel low page ad might  inc lude the fo l lowing:

1.  Referra l  serv ice f rom Davenport  garages and serv ice sLat lons (where
t r Jo i f e  wou ld  pay  a  " f i n c i e r t s  

f ee " ) .

'2.  
Having his t ruck professional ly  painted and decoraled to becorne a"mobi le promot ion."  This could be accompl ished wi th the remaining
$ 2 ,  s 0 0 .

wolfe would probably not  be put t ing hls money to good use over radio,
te levis ion,  or  even newspape;:  because of  the tenporary impact  of  these
rnedia.  Eurergency l lobi le Garage must be accesslb le to potent la l  customers
on  a  pe rmanen t  bas i s .



THE VESSEL APPAREL SHOP

I s s u e s

1. Entrepreneur ia l  p l -anning

2 .  ope ra t i ons  p l ann ing

3 .  P lann ing  f o r  pe rsona l  l i f e s t y l e

To what extent  have the Stocqleys act ively p l"nn
eJ "r .  e*t idet t t?

In managi .ng Vessel  so far ,  the Stockleys have engaged in v i r tual ly  no

plannlng at  a l l .  Ed Stockley even admits as much at  several  points in the

case .  Cha rac te r i s t i c  o f  so  many  o the r  i nexpe r i enced  s rna l l  bus i ness  owne rs '

the Stockleys have evidenced a react ive,  ad hoc plannlng approach.

The fo l lowing planning def ic iencies are conspicuous in the case:

1.  Lack of  f inancla l  inforuraEion about Vesselrs h isgor lcal  and current
n o r f n m e n a n

2 .  I ndec i s l on  abou t  Vesse l t s  l ong - run  goa l s

3 .  I ndec i s i on  abou !  pe rsona l  ca ree r  and  l i f es t y l e  goa l s

4 .  Conp lece  absence  o f  a  f o rma l i zed  conPe t i t i ve  s t r a l egy

5 .  I ndec i s i on  abou t  Vesse l t s  p roduc t  m i x '  t a rge t  ma rke t ,  and  p romo t i on

6.  Absence of  f inancia l  p lanning,  inc luding budget lng and inventory

c  onEro  1 .

There ls  rea11y no excus for  the Stockleyts lack of  inforrnat lon about

their  business.  Past  expenses can be der ived di rect ly  f ron the checkbook.

Monthly sales must be known; otherwlse they could not  remlt  sales tax.

Assurnlng t tey mark up their  products 50 percent  on sel l ing pr ice ( th is ls

t he  same  as  100  pe rcen t  on  cos t  and  i s  known  as  " keysEon ing " ) r  1 t  i s  easy

to determlne gross urargln.  Expenses are deducted f rorn gross nargin,  g iv ing

non th l y  p ro f l t s .

The reta i l  buslness has two seasons:  a spr ing/summer season and a

fa l l /Ch r i s tmas  season .  MosE  re ta i l  s t o res  do  60  pe rcen t  o f  t he l r  yea r l y

business beEween Thanksgiv ing and Chr istmas.  Planning is  therefore

s iurpl i fled .

In what speci f lc  areas is  nore planning warranted by the Stockle

aspec t s  o f  t he i r  pe r sona l  l i ves  r equ i r e  add i t i ona l  p l ann ing

More plannlng ls  desperately needed for  Vessel  Apparel  in the fo l lowlng

a r e a s :

l .  Budget ing and forecast ing

2 .  Cash

3. Inventory order ing,  f inancing,  and contro l
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4. Pro forma analysls

5.  Advert is lng stracegy arrd carnpalgn

6 .  P roduc t  m i x  de f l n i t l on

7 .  Conpe t i t i ve  edge

8 .  Ta rge t  ma rke t  c l a r i f i ca t i on

9.  Long range goals

The Stockleys must 
"get  

their  act  together"  personal ly  and seek . to

integrate their  personal  1 lves and professlonal  pursui ts.  Both Ed and Sue
are overcommit ted vr i th f in ishlng up co11ege, hold lng down part- t lne con-
muni ty serv ice jobs,  etc.  Both rnust  take stock of  thelr  current  l ives
through c lar i fy ing l i festy le- le isure preferences,  p lans to have chl ldren,
and through ident l fy ing what they would ideal ly  l ike to accornpl ish over the
nex t  f i ve  yea rs .

Clear ly che Stockleys should not  consider openlng anolher store or  a
chain of  stores unt i l  they know thelr  exist lng business.  As the business
expands l inear ly,  the problerns expa.nd exponent ia l ly .

For theur to consider sel l ing the business,  they need to know con-
s i de rab l y  mo re  i n  o rde r  t o  se t  a  p r i ce .  M jus ted  book  va lue  o f  asse t s
would be easy to determine but  would underpr lce a growing buslness.  I f
lhey donrt  knor, r  their  lncone, they certa in ly could not  set  a prLce base or
determine present value of  future earnlngs.

What are the nost  importanE plannlng issues for  Vessel  in the short- run?
rne  l ong - run  !

The SEockleys must concentrate in the shorE-run on f lnancla l  p lanning
and malntain lng the solvency of  Vessel  Apparel :  cash f low planning,  weekly
and rnonthly budget ing,  inventory coordinat lon and contro l ,  and prof i t
p lannlng.  Longer-range planning conslderat ions ( for  such a sma11 operat ion
as Vessel ,  the " long-run" 

may be no more than 18 to 24 nonths) are pr l -
nnar i ly  market ing re laEed: product  mix,  target  market ,  courpet i t ive edge,
a d v e r t i s i n g ,  e t c .

This type of  p lanning ls  so easy that  1t  could be done Ln a couple of
hours each uronth.  They could use a year ly p lan and at  the erd of  each
nonth drop that  nonth and add another to the end of  the year.  Retal l
s tores general ly  p lan on a seasonal  basis and do two plans per year.

Wha t  does  , t h i s  case  i l l u s t r a te  abouE  the  rea l i t i e s  o f  en t re neur la l
p lannlng?

The Vessel  Apparel  case hlghl lghts the cr l t lcal  ro le of  lnformat ion in
business planning,  especla l ly  f lnancla l  and market lng lnformat ion.  The
case fur ther i l lustrates the interdependency between the nanagerrs personal
and professlonal  ro les and beE\^reen short- range and long-range planning
i ssues .  The  case  a l so  l l l u s t r a tes  t he  re l a t i ve ,  o r  s l t ua t l ona l ,  na tu re  o f
pl ,anning-- that  organlzat ions cannot be planned for  ln the "abstract"  

but
ra the r  mus t  f ocus  on  s i t ua t i on - spec i f i c  goa1s ,  cons t ra l n t s ,  r esou rces ,
e t c .
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l:",91

i .  G ro r ; ! l t  s i r a t eg , , -  ( < i i r : 1  conpan ies )

2 .  Syne rL l j - '  bec r ^ reen  two  i n t e j a re l a tec l  b t r s j nesses

3 .  G row i i i g ;  a t  a  nanageab le  pace

4. F; ' . r . ,a. r r t j .a l  p lanning anC contrc>l

5.  Def in ing i :o inpan) '  scope and :n iss ion

*#F:#ff ::Ii*es-sl.] 
rg"e:I:" . gr.' ps!{:r u _g!rs_L%J. ler _s:.o nts r jJ r Len I

The  f i r s t  s t ep  i n  s t r aLeg i c  p l ann ing  j _nvc l ves
ecnpa r i ng  s t r eng fhs  and  weaknessno ,  opp "a t l r . i t i " u
capa l - . i 1 i t i e s ,  e t c ,  The  f o l l cw ing  obsen ,a t i ons  a re
s i t ua t i on  c f  So r r j - c s  Sys . rens  and  Aud io  A r t s :

1 '  The t \ " /o*t leadeci  ' : :o inpany is  current ly  urderstaf  fed.  ca-ymon and r i rder
w11i  be increasin€l ly  hard pressed to handle both aclur in ist rat lve ani l
t echn i ca l  ope rac i cns  fmcE i c :ns  f o r  two  bus i r r esses .  r ' u t u re  g ro i r i h  s€en6
g rea t l y  cons t ra i ned  i n  t h i s  r ega rd .

2 "  The  son i cs  sys tens  re ta i l  ope ra t i on  ha r : c i r y  appea rs  hea l t r r y :  l a ck l us te r
l oca t i on ,  poo r l y  p romo teC ,  cas l i  s l a r ved ,  u . c . de rs l a f f ec l  .

3 '  caymon  and  E lde r  a1 r  buc  adm i t  t ha t  son i cs  sys tens  i s  t oLe ra ted  on i y
because  o f  i c s  ab i l i t y  t o  supp l y  Au , l i o  A rEs  w . i t h  equ i , pmea t  and  com_
p o n c n t  s .

4 '  A l t hough  t he  d r i ve  o f  caynon  t o  l and  a  "b i g  
f i sh "  f o r  Aud io  A r t s  i s

connen< iab le ,  t he  g30 ,Occ  o f  f i nanc ing  i s  po ten t i a l r y  a  . r . a rge  s tumb i i ng
b lock .  The  j o i n t  ven tu re  i s  a l r eady  expe r i enc ing  cash  f r ow  p robJ_ens
d r  a L  ! s .

t he  s i t ua t i ona l  auC i t .  o f
and  t h rea t s ,  r esou rce

r:e levant  ! :o i : t ie  c l i r reni

6 .

q The two partners must he very careful  not  to b i te of f  more than they
can chew in the way of  nerd contracts for  Ar:d ic Arts.  They are corr_
s i de r i ng  no t  on l y  ve r y  l a rge  p ro j ec t s  bu t  t echn i ca l l y  sop i_ r i s t i ca ted
ones  as  we l1 .  "Rome  

was  no t  bu i l t  i n  a  < i ay .

S o n i c s  S y s t e m s t i n v e n t o r y  i s  t y i n g  u p  s o m e  f u n < i i n g ;  h o w e v e r ,  i t  i s
be lng  t u rned  nea r l y  5  t imes  pe r  yea r .

The  ba lance  shee t  de f i i - r i t e l y  r equ i r es  c l ean ing  up  i n  t he  wo rs t
poss ib l e  way .

7 .

I n  a  no rma l  s i t ua t i on ,  w i t h  a  "messy ' ,  
ba l ance  shee t . t he  accounEs

rece i vab le  can  o f t en  be  reduced  by  40  t o  50  pe rcen t .  Howeve r ,  t h l s  i s  on l y
a "ru1e 

of  thumb" ancl  an aging of  the accounts is  necessary to determine
wh i ch  ones  shou ld  be  v r r i t cen  o f f  o r  t u rned  ove r  t o  a  co l i ec t i on  agency .
co l l ec t i on  agenc ies  no rna r l y  cha rge  50  pe rcen t  o f  t he  amoun t  co l r ec ted .

' r he  
i nven to r y  a l so  p robab l y  con ta i ns  some  o ld  o r  obso le te  l t ems .  These

should be urarked down ln an ef for t  to recover the cash t ied up in t t re s low
mov ing  i t ems .
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2 .

q

I .

The C\. {o com;:rn ies have the fo l lowing short- term needs:

Improve cash inf low

S tab l l i . ze  r evenues

?

4 .

T n n r o r c o  q t r F f i n o

St lmu l . e te  r e ta i l  sa l es  f o r  Son i cs  Sys tens

Reduce  cu r ren i  l i ab i l . iE i es

Inrproving cash f low rv i ' - l_ l  not  be an easy task.  Cash f low nonral ly
t o l l ows  sa les  i f  t he  accoun t s  r ece i vab le  can  be  co j . l e cced  l n  a  sho r t  pe r l od
of  t i rne.  The gross rr rargins on the reta i l  sales are comparable in the 50
pe rcen t  r ange .  Howeve ; : ,  i n  t he  commerc ia l  con t rac t s  t hey  a re  on l y  abou t  30
pe rcen t  and  t h i s  i s  r ec l ucec l  even  f u r t he r  when  t he  nea r l y  $11 ,000  f o r  con -
t ract  iabor j .s  consideret i "  r t  seems as though the o ' ,qners look upon reta i l
sa l es  as  d  ne t - - ess i  t y  t b r  t he  con t t : ac t  ope raE ion  when ,  i n  f ac t ,  r e t a i l  r eve -
nue  i s  t he  p ro f i t  gene ra to r .

Revenues car be s*,abi l ized only when both operat ions have been
es r -ab l i shed .  i l oweve r ,  e f f o r ; s  shou ld  be  nade  t o  i nc rease  re ta11  sa l - es  t o
the point  that  the revenue generated covers overhead anC scme contr lbut lon
to  p ro f i t ,  A l  t ha !  po in t ,  con f rac t  sa i es  cou ld  be  cons iCe red  as  s r rno la -
neo ta l  r evenue .

Addi t ional  p.ecple r . r i11 be requirec for  ihe reta i l  operat lon unless one
o f .  i he  owne rs  nakes  t h l s  a  p r i c r i r y  i t em  fo r  h l s  e f f o r t s ,  The  impac i  o f
add i t i ona l  pe rsonne l  on  p ro f i t  r na rg i ns  nus t  be  cons ide red .

No th i ng  i s  sea ted  abou t  adve r t i s j ng  excep t  an  expend i t u re  o f  $1 ,55C .
This is  about the cost  of  an ad in the yel .Low pages.  The current  leve1 of
advert is ing is  hardly enough to generate an iurage for  a new store.  Once
again,  the i rnpact  cf  increaser i  expendi tures on prof i t  urust  be consldered.

c l ea r l y  add i t i ona l  cap i t a l  and  some  l ong - t e rm  deb t  a re  needed  w i t h  t he
$50 ,000  i n  payab les .  Howeve r ,  ch i s  w i1 l ,  no t  be  easy  w l t h  t he  nega t l ve
re ta i ned  ea rn i ngs .

Long-run needs for  Sonics and Audio Arts lnc lude the fo l lowing:

I .  E i t he r  b r i ng  new  v i t a l i t y  t o  Son l cs  Sys te l r l s  o r  c l ose  i t  down

2. Deterrn ine whether lhe reta i l  buslness or  conLract ine should receive the
top  g row th  p r i o r i t y

3 .  De f i ne  t a rge t  na rke t s  f o r  each  bus iness

4 .  A t t r ac t  add l t i ona l  equ i t y  i n t o  t he  bus lnesses

rt  appears that  Sonics Systems ls provid ing most of  the lncorne for  the
courbined operat lon.  Some plannlng is  necessary to determine rdhaE the
markeL ls  and how uruch of  i t  sonics systens can obtaln.  r t  is  c lear Ehat
for  the next  2-3 years,  th is r r r i l1  be the "cash 

cow" of  the operat ion and
considerat ion should be given to i .Tards expanding l t .

The two businesses complement each olher.  The owners nust  set  prLor i -
t i e s  f o r  each  bus iness  based  on  p ro f l t s  gene ra ted .
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ln  the opin ion of  the authors,  Sonlcs Systems should be emphasized in

the near future to provide ch'e f r l rds necessary for  growth in Audio Arts '

Both Caymon and Elder are 
" tuned in"  to the Audio Arts buslness'  which

seems to of fer  suf f ic lent  future potent ia l  for  both nen'  The auLhors can-

no t  accep t  Caymon ' s  s t a temen t  l ha t  e l ec t r on i c  p roduc t s  canno t  be  ob ta i ned

by  Aud io  A r t s  any  way  excep t  t h rough  Son i cs '  E l ec t r on l cs  con t rac t i ng  f i rms

a re  t h r i v i ng  na r i onw ide ,  and  mos t  a re  no t  t i ed  t o  r e ta l l  ou t l e t s '  E i t he r

Caymon Lras mistaken l "  i ' t i "  assessment of  industry supply dynamlcs or  he was

uslng a convenient  excuse for  keeping Sonics open'  Perhaps he too

recogn i zes  cha t  son i cs  p rov i des  a  sou rce  o f  r evenue '  wh i ' l e  Aud io  A r t s  l s

j usE  ge t t l ng  
" t h rough  t he  keyho le " '

I ssues

l .  The manager ia l

2 .  En l r ep reneu rs

3 .  C lass i f l ca t i on

Fo r  each  o f
an example  O

ATKINS MACHINING

ac t i v i t i e s  o f  en t reP reneu rs

as  gene ra l l s t s

o f  en t reP reneu r l a l  ac t l v i t i e s

2 .

4 .

1 .

6 .

7 .

the nine ro l es ,  c l . t e  a t  l eas t  one e r j - a l  ac t i v i t t ha t  i s

the rcr

As nana r  o f  a srnall rnachine shoP, whlch EWO Or t h ree  o f t he  ro l es  do

feel  Fl r . Arklns s  mos t  o f  h i s  t ime r formi ? Which o f  t he  n l ne

ro.Le s you ire rnost  crucia l  to t succe s s o f  a  new venture ?

C o o r d i n a t o r : s y n c h r o n l . z i n g m a n u f a c t u r i n g a n d i n v e n t o r y c o n t r o l ; s y s t e n -
;Tizii[-EEE work of ernployees; cash florn' planning'

D i s tu rbance  hand le r :  ned ia t i ng  i n  emp loyee  d i spu tes ;  se t t i ng  p r i o r i -

f f i ; t i l izat ion;  draf t . ing procedures and ru les.

Resou rce  a l - l oca to r :  budge t l ng ;  P r i o r i t y  se t t l ng '

L e a d e r : l n i t i a t i n g o p e r a t i o n a l a c t l v i t i e s ; p r e s i d i n g o v e r m e e t i n g s ;
Tssu i tU  wo rk  d i r ec t i ves '

l l on i t o r ;  ana l ys i s  o f  f i nanc ia l  r epo r t s ;  f o l l ow ing  up  on  i nsE ruc t i ons

ind  d t r ec t i ves  i s sued ;  obse rv i ng  coope t i t o r s '

Spokespe rson :  h / r iE l ng  co r respondence l  mee t i ng  w i t h  emp l cyees '  cusEom-

e-=;a;rs;  designing advert is ing strategies '

F i gu rehead :  p res i d i ng  uve r  company  pa r t t es  and  spec ia l  even t s ;  use  o f

f f i a i t l e  and  $ rqu i s i t es ;  head ing  t he  boa rd  o f  d i r ec to r s '

Neso t i a t o r :  meec ing  w l t h  enp loyees  f r om d i f f e ren r  wo rk  a reas l  dea l i ng

r  o f f i c i a l " s ;  ba rga ln i ng  w i t t r  supp l l e r s  and  cus tomers '

communicator :  formulat ing pol ic ies and proceduresl  te lephone

aof idsaE6;;  interpersonal  encouncers '

8 "

o

The authors feel  Ehat daY to

nos t  new  ven tu res ,  h i gh l i gh t i ng

day surv ival  is  the real

the rnanager ia l  act iv i t ies
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r esou rce  a l l oca t l on ,
f i nanc ia l  s t ab i l i t y

The ro les of  the
instructor  may want
neu rs  as  de f i ned  by
1 9 8 0 .

and moni tor ing.  Only as organizat ions grow and gain
do most of  the other s lx ro les come to the fore.

enlrepreneur d i f fer  wi th Lhe type of  business.  The
to refer  to the var lous c lassi f icat ions of  entreDre-
KarI  Vesper in I ' lew Ventgre Management,  prenEice-I la l1,

I s s u e s

I .  Sma11 bus iness

2.  Vu lnerab i l i t y

MAGIC CARPET TMVEL AGENCY

response to legls lat ive threat

to external  threat

What act lons should the NJTM and Brook Stevens take in seekl to thwart
l s coun t  equa l i t . y "  b l

s i rnple,  st ra ight forward solut ions to pol i t lcal  problerns of  th ls nature
are elusive.  The c l iche about f ight lng ei ty  ha1, l  cer ta ln ly appl ies here.
rn general ,  the NJTAA nust  let  out  a l l  s tops in lobbylng against  the bl1 l
i n  t t e  New  Je rsey  l eg i s l a tu re .  Hope fu l l y  t he  NJTAA has  s l gn l f l can t  po l i t i -
ca1 power.  This nay be l ts  only prayer.

Brook stevens should mosi  certa in ly conrnunicate wi th h is co 'gressnan
and  keep  l n  c l ose  t ouch  w i t h  NJTAA ac t i v i t i e s .  Rea l i s t i ca l l y  l he re  i s
l i t t f e  e l se  he  can  do  i n  t he  sho r t  r un .

Tb i s  s i t ua t i on  l s  s im i l a r  t o  t he  cu r ren t  e f f o r t s  by  consumer  g roups  Eo
p rov ide  a  5  pe rcen t  d i scoun t  when  b i l 1s  a re  pa id  by  cash  i ns tead  o f  us l ng
c red l t  ca rds "  To  da te  t h i s  i s sue  has  rece l ved  rnuch  ve rbage  bu t  1 i t t 1e
ac t i cn ,  an< l  on l y  a  hand fu l  o f  bus inesses  p rov i de  t he  d i scoun t .

Do  you  f ee l  t he  b l 1 l  i s  u l t ima te l y  l n  t he  bes t  i n t e res t  o f  consumers?

The arguments agalnst  the bi l l  presented in the case are rather con-
vincing in the opin ion of  ihe authors.  To us i t  seems that  the bur<ien of
p roo f  shou ld  l i e  w i t h  | t r ew  Je rsey  cons rmer i s t s  sponso r i ng  t he  l eg i s l a t i on .
They should be requireci  to show how alr l ine Licket  pr ices are inf laLed by
travel  agency serv ices.  The authors feel  th is would be easier  said than
done. The real  advantage of  using a t ravel  agency cver an al r l ine Ls that
i he  t r ave l  agency  has  access  t o  a l l  a i r l i ne  schedu les  and  p r l ces .

Assuning that  the NJTAA is successful  1n sta l l lng the b111 for  the short-
."rt,u"t t lr it@lit i"-?i"J yu..", "r."E ur..r.gr"
ac t i ons  shou ld

This is  indeed a di f f icul t  quest ion Eo address given the t rernendous
dependence  o f  t r ave l  agenc ies  on  a i r l i nes .  S tevens  and  t r ave l  agenEs  i n
general  would have to begin explor ing al ternat ive revenue strategies.
Presurnably the need for  t ravel  agency serv ices would not  d isappear wi th the
discount equal i ty  b i11.  stevens rvould s lmply have to consider innovat ive
approaches to market ing his serv ice:  heavier  advert ls ing,  specla l  package
deals,  d iscounts for  regular  paErons,  etc.  The bot tour l ine would be bound
to suf fer .  A nurnber of  t ravel  agencies der ive a port ion of  their  income
from motel  and hotel  bocklngs.  r f  Magic carpet  is  not  provld ing th ls ser-
v i ce ,  i t  l s  f o rego ing  p ro f i t  oppo r t un i t i e s .
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OMNI SKI PRODUCTIONS

I s s u e s

l .  S a I e s  f o r e c a s t l n g

Z .  Seasona l  bus iness  de rnand

Der i ve  t he  19B l  sa l es  f o recas t  f o r  OMNI  Sk l  P roduc t i ons  us i ng  Lee  Sk la i r r s
eoua t i on  and  t he  seasona l  da ta  D resenLed  be low .

The 1981 sales forecast  for  each rnonEh is shown below. Al1 uronthly
va lues  we re  de r i ved  us i ng  t he  same  sequence  o f  conpu ta t i ona l  s t eps .  Us ing
Janua ry  as  an  examp le ,  t hese  s teps  a re  as  f o l l ows :

Fo rmu la :  2574  +  45 .5  ( x ) ,  whe re  x  =  number  o f  mon ths  hav ing  lEssed
s i n c e  J a n u a r y  l 9 7 b  (  t l r e  b e g i n n i n g  o f  t h e  p e r i o d  f o r  w h i c h  O l t t i { I t s  s e a s o n a l
sa l . es  t r end  was  de r i ved ) .

Janua ry  =  2574  +  45 .5  ( 60 )  =  nonseasona l l zed  f o recas t  =  5304 "  The

seasona l i zed  f o recas t  i s  de r i ved  by  nu l t i p l y i ng  5304  x  . 63  ( Janua ry ' s

s e a s o n a l  i n d e x )  =  3 3 4 1 ,  t h e  s e a s o n a l l y  a d j u s c e d  f o r r c a s t  f o r  j a n u a r y .

F e b r u a r y  =  2 5 7 4  +  4 5 . 5  ( 6 1 )  =  5 3 4 9 . 5  ( " 8 0 )  =  4 2 7 9 . 6  ( o r  4 2 8 0  r o u n d e d
o f f ) .  T i r us ,  OMNI  can  expec i -  t o  se l 1  app rox ima te l y  42BO pa i r  o f  s k i s  i n
F e b r u : r y , 1 9 6 1 .

Seasona l  1y
Ad jus ted
Fo reca  s t1 , cE  I

S ea sonal
Index

Unad j  usted
Fo recas t

J a n u a r y  ( 6 0 )  6 3
F e b r u a r y  ( 6 1 )  B C
t ' l a r c h  ( 6 2 )  8 5
A p r i l  ( 6 , 3 )  9 3
I t a y  ( 6 1 )  l O C
j u n e  ( 6 5 )  9 7
J u l y  ( 6 6 )  9 :
A u g u s t  (  6 7 )  9 8
S e p t e m b e r  ( 6 8 )  1 0 4
O c t o b e r ( 6 9 )  l 2 A
November  (  7C )  130
D e c e m b e r  ( 7 i )  1 3 5

53 04
5 3 4 9 .  5
539 5
5440.5
5486

557 7
5 6 2 2 . 5
5668

5 7  5 9
5 8 0 4 .  s

o b ,  b ) l

3  3 4 1
4280
42:E6
506C
548 6
5366
529t
5  5 1 0
5 8  9 5
6 8 5  6
7 487
7 836

b b ,  i  u r

The  accu racy  o f  t h i s  f o recas t  i s  dependen t  on  two  f ac to r s :  Lhe  season -

al i ty  index and the 5 year t rend equat ion.  This is  a re lat ively accurate
app roach  bu t ,  l i ke  nos t  f o recas t i ng  me thods ,  l t  ass t rmes  t ha t  a l l  f ac to r s

th is year wi l l  be the same as last  year.  The forecaster  must  take into

cons ide ra t i on  such  f ac to r s  as  adve r t i s i ng ,  p r i ce  po in t s '  co l d  wea the r ,

snow ,  e t c .

Every manufacturer  and reta i ler  of  winter  equipment star ts praying for

snow  i n  Ju l y !
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COLOI]IAL AMERICAN KITCI{EI]S

8",:9"

i .  P rodu , : t  i cn  r nanagen ren  j :

2.  l , {oving a s i i :ugr; l . i .ng nel i  venture through the keyhole

.1 "  Coa iesc i ng  t he  ven tu re  l eam

4 .  Respons ib i l i i y  o f  an  en t rep reneu r  i o  sLockho ide rs

i r ,  P roduc t  i nnova t i on

Wh;r i  apparenl  L i l - -sLakes dld I1r .  Bradle and his associates make in devel-

,cpi r 'g Cocd Bun s?

1,  Tco much enphasis on technical  devetopment of  the bun baking process
aL-rd not  enougtr  consj . ,Jerat ion of  eventual  consumer acceptance of  the
prodrrct  and how :nuch i i  would cost  to galn that  acceptance.

2.  i ,ack of  f inancia l  o ianning for  contro i l ing the expendi tures of  the com-
pany "  i ' l r .  Gene rs  r ccc rd  keep ing  p ra . c t . i ces  a re  h i gh l y  undes l r ab le .

i ,  Lack  c f  so l i d  na rke t  r esea rc t r  da ta .

! .  I a c l i  o f  i n i f i a l  c a s l r  L o  s c e  t h e  p r o j e c E  t h r o u g h  i t s  f i r s t  s t a g e s  o f
r Jeve lopnen t .

l9 j_ggE_j lg_product  Cevelopmeqt phase have been bet ter  handled f ron a
rna ; : ke t i ng  po in !  o f  v i ew?

A l in i ted local  market  development st ra legy would have been advisable
in crder Eo perfecr  the baking technclogy on a semi-autonated basis and to
:es t  consumer  des i r e  f o r  t he  new  buns .  Th i s  s t r a fegy  wou ld  have  been  use -
fu l  because i t  wotr ld have generaEed the necessary cash f lows to cont intre
cpe ra t i cns .  La te r  t he  au toma ted  p rocess  ccu ld  have  been  deve loped  i f  t he
l imi ted venture proved to be successful .  Otherwise the company would have
neen  ab le  t o  cu t  i t s  i nves tnen t  l osses  anC  l i r n l t  i n ves to r  l i ab i l i t i e s .

What should Colonia l  Arner ican Ki tchens do now?

'I

Var i ous  a l t e rna t i ves  f o r  Mr .  B rad ley  t o  cons ide r  i nc l . uCe  t he  f o l l ow lng :

.Dec la re  bank rup t cy .  Th i s  a l t e rna t i ve  wou ld  ho ld  no  bene f i t s  f o r  e i t he r
l i censees  o r  c red i t o r s ,  who  wou ld  l ose  t he i r  en t i r e  i nves tmen t .

Se1l  out  to a large baker:y chain possessing the f inancia l  and urarket ing
ivherewiEhal  to succeed wi th Good Buns.  Under th is p1an, Mr.  Bradley
'^rould at  le€st  i@ith credi tors to t ransfer  indeb-
tedness to the new parent  company.  However,  a l l  that  Mr.  Bradley had
i l oped  t o  acconp l i sh  pe rsona l l y  wou ld  be  l os t .

Seek  ven tu re  cap i t a l  t o  deve lop  Good  Buns .  Mr .  B rad ley  wou ld  l i ke l y
have  d i f f i cu l t i e s  r a i s i ng  g row th  cap i t a l  f r om  th i s  sou rce .  Even  i f  he
somehow succeeded wi th these sophist icated investors,  he i , rould in a l l
p robab i l i t y  Lose  con t ro l  o f  h i s  ven tu re .  He  cou ld  pe rhaps  s tay  on  w i t h
Co lon ia l  as  a  t echn i caL  consu l t an t .

2 .

1



4. Cont inue ln the at tenPt to forge ahe .  Should Mr.  Bradley
i n fonn  s tockho lde rs  o f  Co lon ia l r s

t rue f lnanctal  condi t ion and then resume at te!0Pts to work out  technical

product ion probleurs.  I f  a breakthrough does not  come af ter  another 12

months of  st r iv ing,  Mr.  Bradley w111 have to lmplernent  one of  the other

op t i ons  l i s t ed  above .

5.  Merge wi th a larger bakery having funds necesgary - to develop t l rq fg l1 l '

autornated bakGg equipment.  Mr.  Bradley and his lnvestors would obtain

@y, a l though Mr.  Bradley himsel f  could no

longer real ize his personal  goal  of  urajor i ty  ownership t^ i i th l ts  poten-

t i a l  f o r  l ong - t e rm  cap i t a l  ga i ns  and  i ncome .

wha t  r espons lb l l iE i es  does  Mr .  B rad ley  have  t o  h i s  s t ockho lde rs?

1.  To keep then r , re l l  in fonned about progress the f i r rn is  making to solve

technical  problems and to achleve rnarket ing breakthroughs.

2.  To develop a reasonable plan for  correct ing technlcal  problens asso-

clated wi th Good Buns and for  achieving market ing progress'

3.  To malntain accurate records on bow funds are being spent.

4.  To take reasonable precaut ions to safeguard stockholder funds'

INFOMATICS CORPORATION

I S S U e S

l .  Bus lness  e th i cs

2.  Set t ing company ethical  standards

Draf t  pol icy statenents for  the seven ethical  issues ldent i f led by

In fomat ic  s.

The fo l lowlng cr i ter la should be used in apprals ing the ethlcs pol icy

statement develoPed bY students:

1 .  C la r i t y :  how  eas i l y  does  a  po l i c y  l end  i t se l f  t o  m l s i n te rp re ta t l on  and

z .  spec i f i c i t y :  does  che  po l i c y  s t a temen t  de l i nea te  c l ea r - cu t  pa rame te l s

;" acEion so that the manager knor,rs when the policy has been enforced

ve rsus  v l o l a ted?

3. Loplementat ion ef fecEiveness:  what d i f f icul t ies and problems would

@pleurent ing the pol icy guidel lnes:  organi-

za t i ona l  changes ,  a l t e red  p receden ts ,  r ev i sed  ope ra t i ng  p rocedu res .

4.  Degree of  toughness:  wi l l  v io lators be punished severely enough to

de-tJ others? Wm punishment 
" f i t  the cr ine"? Wi l l  i t  be t lmely

adrnln istered ?

For an excel lent  example of  an ethlcal  code which fu l f i l ls  the stan-

da rds  above ,  see  
"weye rhaeuse r r s  Repu ta t i on - -A  Sha red  Respons ib i l l t y r "  i n

Respons i ve  i ap i t a l i sm :  Case  S tud les  i n  Co rpo ra !9_ loc i a1  Conduc t  by  Ea r l  A .

.



In addi t ion to forr" l i "hg .orp.ry pol  hat  e lse should
t f " " Z

Knowles nust  be gulded by the old adage that  act lons speak louder than
words.  He rnust  st r lve to set  an exarnple for  the companyrs personnel ,  espe-
cla1ly 1 lne rnanagers.  Several  studies* of  buslness ethlcal  pract lces have
lndicaEed that  senlor  execut ives exert  a rnajor  inf luence on the ethlcal
pracElces of  their  subordinates.

seeningly the nost  ef fect lve way of  at ta ln lng ethlcal  behavlor  f roro
lower level  personnel  is  for  their  bosses to act  in an ethical  manner.

Wha t  cons t i t u t es  e th i ca l  behav io r?

The debate here has scarcely been resolved.  The authors certa in ly
donrt  have anything new or or lg inal  to add to the accunulat ion of
v iewpolnts,  but  we can pass on two pragnat lc guidel lnes that  we have found
he1pful .  To us,  an act ion rnay be wel l  on the way to qual i fy lng as ethlcal
l f  i t :  l )  is  wel l  wirh in the spir l t  of  rhe 1aw and 2) would noc apear ro
take advantage of  anyone lnvolved.  Mur i t tedly these guldel ines are
somewhat vague and sfuopl is t lc ,  but  we nonetheless feel  they have a sErong
potent ia l  for  guid ing the behavior  of  conscientLous managers.

*See  espec ia l l y
Brenner and Ear l  A.
Feb rua ry ,  1977 ) .

" I s  
t he  E th l cs  o f  Bus lness

Molander,  Harvard Buslness
Changlng?" by Steven N.
Review (January-

CHAMA STEELWORKS

Issues

l .  Soc ia l  r espons ib i l l t y  o f  sna1 l  bus iness

2.  Cornuruni ty re lat ions

3 .  Pub1 l c  r e l a t i ons

4.  Deal ing wi th the nass media

5 .  Spec la l  i n t e res t  g roup  po l i t i c s

Is Cha.rna Steelworks

case  rea l l t i e s  wh i ch  cou ld  be  used  t o  ve r i f y  chama ts  i r r espons lb i l i t y :

1.  The company had not  t radi t ional ly  operated at  n lgh! ,  a t iure per lod
which is  guaranteed to be a neighborhood nuisance.

z.  Frank chamars abrasive uncooperat ive deneanor certa in ly does noc con-
no te  a  r espons ib l e  a t t i t ude  on  h i s  pa r t .

3.  charna has not  in any way documented the purporEed ef fect iveness of  the
$85 ,000  dec lbe l  node ra t i on  equ iDmen t .

Case  rea l i t i e s  wh i ch  m igh t
s ib i l i ty  against  Charna:

be used to refute charges of  i r respon-

43



l "  Denve r r s  u rban  sp raw l  cane  t o  Chana  nc t  v i ce  ' : e r sa .

2 "  Chama  has  repo r i ed f y  spen t  a  f a i r l y  cons ide rab le  sum o f  r noney  seek ing

to abaEe the noise Probiein.

3.  Chaura does provide a nurnber of  jobs to the loca1 community '

4 .  I f  Chau ra t s  s t a temen t  Eha t  t he  1oca l  r r e i ghbo rs  a re  noL  co rnp la i n i ng  abou t

Ehe noise is  t rue,  then the noise complaint  i .s  being ra ised by people

who are not  af fected in any way,  and the complaint  may not  be
j  us  t i  f i ed  .

I s  S IN  ac t_ i ng  respons ib l y?

so  1 i t t 1e  i n f onna t i on  i s  p rov i ded .  i n  t he  case ,  i t  i s  < j i f f r l cu l t  t c  eva l -

da te  s IN .  I t  wcu l c  be  L re l p fu l  t o  know  i f  t he  g roup  i s  i ndeed  co rnposed  o f

ne ighbo rnood  res i den t s  and  exac t l . y  wha t  r emed ies  t he  a ro r i p  p i oposes  f o r  t he

nc - i se  p rob iem. .  As  i s  so  o f l en  t he  case  i n  l he  rea l  v ro r l d ,  i n su f t i c i en t

i n f o rna t j - cn  r i i a k -es  t he  ques t i on  o f  S IN rs  r espons ib i l i t y  a  d i f  f i c , ' t l c  one  i o

a s s t e s s .

Qu i . t e  f r e i 1uenL1 ,v ,  g ro r : ps  such . r s  S IN  a re  compJsed  o i  p ^ :op1 :  f r c i l l  oL i r e l '

I  c c -a t l ons  and ,  i r - i  nany  cases '  peop l c  f ; : om  o the r  sLa ies .

'lhar-qc.!lt5al-_r_11!1t:ir:-s abc':i business na-kgsneni-gl-iil-1-sl1:.1iS4..t-t-t:t's-

:.:"'i
l .  co i r , pan  j . os  c f  a j . l  s i z c$  nus t  dea l  ,  a t  l eas t  oc , : as i o r ra l l y .  i { i  L  j - r  spec ia i

i n t e r e s t  g r c u p s .

2 .  l n  i - oc i ay t  s  soc ia i  c i i r r a t e ,  co rpo ra i i ons  r t o  i cnge i :  have  t he  l uxu ry  o f

pu rs . r i ng  p ro f i t  as  f : he  so le  goa j -  and  p r i o r i l y .

3 .  T rade  o f f s  i nev i t ab l y  mus t  be  r r i ade  be t v reen  j obs  and  soc ia l  ob j ec t i ves "

Eva lua te  F rank  Cha r r ra i s  pub l i c  r e . I a t i ons e  f f ec t l veness .

F rank  cbama  i s  qu i l _e  cbv jous l y  h i s  own  q /o r s t  eneny - -a  r ea l  
" bu l i  i n  r he

Ch ina  shop , "  H i s  ac t i ons  a re  ab ras i ve '  a r r ogen t '  and  myop i c .  Even  t hough

he  pe rhaps  f ee l s  j us l - i f i ed  i n  behav ing  ru< ie1y ,  t he  rea i i t i e s  o f  pub l i c

re l a t i ons  s t r ong l y  d i c t ace  aga ins t  i t .  I t  i s  d i f f i cu l l  t o  imag ine  how

anyone could have sympathy for  t t re company gi .ven Chamars r tegat ive

pe r  f o rmance .

l f  SIN does br ing sui t  against  Charna,  what act ion should t - !9- ! : r rPgg-!3L9?

G iven  t he  adve rse  pub l i c i t y  a l r eady  gene ra ted  by  F rank  chana  on  t e l ev i -

s lon,  the company should str ive to stay oui  of  hot  water in the future.  ln

the event of  a sui t ,  the company would probably be best  of f  by set t l ing out

o f  cou r t  as  a rn i cab l y  as  poss ib l e .  O the r \ ' t i se  t hey  may  be  rn  dange r  o f
"winning the bat t le only to lose lhe war."

Do  s rna l l e r  compan ies  have  any  soc ia l  r espons ib i l i t e s  beyond  p rov i d i ng  a

Eoduc t / se r v i ce  and  ?

T t r i s  i s  a  con t rove rs i a l  quesE ion  wh i ch  has  sca rce l y  been  reso l ved  i n

deba tes  ove r  t he  pas t  decade .  The  au tho r t s  pe rspec t i ve  i s  p ragma t i c :  com-

pan ies  o f  a l l  s i zes  mus t  s t r i ve  t o  i n t e r re l a te  ha r rnon ious l y  w i t h  t he
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external  environrnent.  r f  preval l lng socieEal  expectat lons cal l  for  busl-
ness involvement in nonprof i t -or iented behavLors,  cornpanles would be
fool ish Eo stubbornly resist .  rn the 1980s,  sorne lnvolvenent ln "socla l

responsibi l i ty"  prograrns 1s becorning necessary for  corporate surv ival  r lght
along wi th the need to renain prof l table.  At  the same t ime, rnany marginal
conpanies can be forced into r , rnprof i table operat ions and eventual ly  out  of
bus iness  i f  t he  cos t  o f  t he  soc ia l  ob l l gaL lons  a re  excess l ve .

MIDWEST MIJNICIPAL AIRPORT

I s s u e s

l .  Rev i t a l i zaE ion  o f  a  sEagnan t  bus iness

2.  Relat ionship between community and buslness

3 .  S t ra teg ies  f o r  g row th

Provide suggest ions for  how Mr.  Mart inel l i  can at t ract  new business to
M ldwes t  A i r po r t

Mart inel l i  faces an r :nusual ly  d i f f lcul t  probleur because of  the
airport rs complete dependency on the loca1 cornmunl ty.  L l t t le  can be done
to st imulate demand for  a l rport  serv lces given the c i tyrs populat ion 1eve1
and rnix.  Mart inel l i  is  fur thered constra lned by ornnlpresent governrnent
regu la t i ons  and  t he  consequen t  r educ t i on  o f  ope ra t l ons  f 1ex lb l 1 i t y .

s t i l l ,  Ma r t i ne l l i  does  have  some  op t i ons  f o r  r ev l t a l i z l ng  t he  a l r po r t :

1.  At t ract  addi t ional  commuter a i r l ines through of fer ing subscant ia l
b reaks  on  a i r po r t  r en ta l  and  u t i l i za t l on  f ees .  r nves t l ga te  t he  poss l -
b l l i t i e s  o f  g ran t l ng  new  ca r r i e r s  f r ee  adve r t i s i ng ,  coope ra t l ve  adve r -
t i s i ng ,  o r  a t  l eas t  cu t - r a te  adve r t i s i ng .

2.  st r lve to at ta in strong support  f rorn the loca1 chamber of  comnerce ln
p romo t i ng  a l r po r t  se r v i ces  and  i n  a t t r acE lng  new  ca r r l e r s .

3 .  Renew a  d i a l ogue  w i t h  Beacon  A i r f l i gh t ,  A i r s t r ean  Av ia t i on ,  and
A l l egheny  t o  assess  poss ib l l i t i e s  f o r  t he i r  r e -en t r y  unde r  new  i nduce -
men ts .  Renego t i a t e  l n t ens i ve l y  w l t h  penn lnsu la  A i rways  t o  ce te rm ine
wha t  concess ions  cou ld  be  made  by  t he  a i r po r t  t o  e l i c i t  add iE iona l
f l i gh t s  and  new  rou tes .

This mldwestern community is  exper iencing the very same air  serv lce
probrerns current ly  being faced by many medium size c i t ies.  Dramat ical ly
r i s i ng  f ue l  cos t s ,  de regu la t i on  o f  t he  a i r l i ne  i ndusc ry ,  and  a  popu la t l on
shi f t  to che "sunbel t"  

have courbined to danpen both supply and dernand.

ree  w i t h  Ma r t i ne l l i  t ha t  c i v i c rorr th is  v i ta11 l lnked to aLr
t r a f f i c  s e r v

Al though such a real i ty  may exlst  for  some comrouni t les,  i t  ls  d i f f icul t
!o make a strong case for  Midwest.  HisLor lcal ly  the town had re l ied on
heavy lndustry for  i ts  gror^/ th,  not  on l ts  accessib i l i ty  to cosmopol i tan
travel .  The authors feel  that  for  the rnajor i ty  of  sna11 and rnedlum
Arner ican communitLes,  c iv ic growth is  much urore c losely correlated wi th
ava i l ab i l i t y  o f  h i ghway  f ac i l iE l es  r han  w l rh  a l r po r r s .



EBERMRDT PRODUCTS

rssues

l .  Market lng research

2 .  Ma rke t i ng  s t r a tegy

Design a market ing research carnpaign for  Eberhardt  Products.  Be sure to

speci fy whaE inforrnat ion is  to be gathered and how i t  is  to be Sathered.
Make  you r  des ign  rea l i s t i c  and  p ragma t i c .

Pe rhaps  che  s imp l i sE  so lu t i on  t o  Sa the r i ng  marke t i ng  i n f o rma t i on  i s  f o r

Ebe rha rd t  t o  u t i l l ze  a  we l l  des igned  wa r ran tee  ca rd  o r  a  r eba te  coupon  f o r

each  o f  h i s  p roduc t s .  Even  t hcugh  wa t ran tees  i n  t he  sE r i c t es t  sense  don r t

ordinar i ly  apply to products l ike RustRid and ReFinlsh,  EberhardE could

devise something innovat l -ve :

l .  A pr ice rebate canpalgn whereby consumers must ccmplete the market lng

informat ion card in order to receive the rebaEe.

2.  Some sort  of  a contest  vrhere thre narket ing inforr .at ion card is  the

entry form.

3.  A f ree bookle!  on car care and paint  maintenance in exchange for  the

na rke t i ng  l n f o rna t i on  ca rd .

At  a n in imum, the informat lon card should contain the fo l lowing:

l .  Cuscomer narne and address ( for  possib le fu lure di rect  mai l  canpaigns)

2.  Who purchased the product

3.  Store in whlch purchase was nade

4 .  I n t ended  use  o f  p roduc t

5 .  An t l c i paEed  f r equencY  o f  use

KATH SUR.GICAL EQUIPMENT

I s s u e s

1 .  Cash  f l ow  ana l ys i s

2 .  F i nanc ia l  p l ann ing

Develop a cash f low stateurent  for  Kath for  the.  four monEh per iod beginning

with l {overnber 1.  State any assumpt ions you make.

Cash  Budge t

Month I  I ' lonth 2 } lonth 3 Month 4

Beg inn ing  cash  ba lance
C a s h  r e c e i p t s

Cash avai l -able
Cash  d i sbu rsemen ts :

$ - i 0 , 0 0 0  $ 2 2 , 3 3 9  $ i 5 ,  i 4 6  $  5 , 4 8 9
65,000 73,333 _8i ,65!  106,627_

l 5 , o o 0  9 5 , 6 7 2  l o i , 8 1 3  1 1 2 , 1 5 6
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purchase s
O the r  cash  exp€nses

Tc ta l  cash  d i sbu rsemen ts
Sub to ta l  o f  cash
Repayment of  loan
Cash  ba lance  be fo re

add iE lona l  bo r row ing

5 7 , 4 7 0
1 2 , t 9 7
o y ,  b b l

? \  ? ? o

3 , 0 0 0
Tzz;l3e

6 3 , 0 3 0
L 4 , 4 9 6--.-
r  t , ) l b

E;ia6
3 , 0 0 0;-

) 1 ) , l 4 b

7  7  , 0 6 5
16,259
qT-57
2 J r J - _--s-;4Ee=

-  3 ,000
F-s;aet-

cons tan t .

A )  A a <

1 6 , 9 6 4
9 9 ,  5 g g
L Z r ) O /

- ? n n n

$  9 , 5 6 7

Assume that  sales and nanufactur ing expenses are

Sa les  Schedu le

M ^ ^ | L

f f i#F|=- - ; ; rc
3  

6 0 , 0 0 0  ? n  n ^ ^

4  
7 o , o o a  

J v !  v u v  9 o ' o o o
80,  coo 

45 '  ooo
.15, ooo 

r 15'  oco
I  2 5 ,  0 0 0

The above sar 'es schedule assumes that  Mr.  r ' reaaorr  s sar.es forecast  isr ccu ra re  ( i . e . ,  " " : : : 1 " " :  sa l es  o i  i o , - " t 2 , .  l 4  and  1 ; - ; ;  " i " u r " .  sa tes  o fa '  4 '  b and 6 respect ively over t i re next-  fbur ,ont ' ,or ,  
^ ' i . , i  

i i rat  pr ices wi l lremain constant  at  $5,000 for  uu" ' ,  u, . r io"r .ve and gz, i6o* i :J . -"ach s ieaner.

Cash Receipt  Schedule_

i " l on th  o f  Sa le  Mon th  I  M r$nG;Eer-:-
Oc !obe  r
i ' {onr h I  

40' ooo $20' oco
M o n t h  2  5 3 , 3 3 3  $ 2 6 , 6 6 7
M o n t h  3  6 0 , 0 0 0  $ 3 0 , 0 0 0l 'otar 

@ -$7J,33-5_ sBi-;66?- ,ffi

:ffT:rjt::orl i":t. i"t lar 
amounr of sales is collecred in rhe rnonrh afrerrnonrh.,\ss,rme ;;.;Tnjf ;ff:ili"?"ii*:":.:J"j::i*:f 

',;"ir,u 
ro'oJ"g

Dl rec t  Labo r

Labor ror auroclaves G$I,000/unir  t?l t l*-  Tglt* , :  Y:".1 ,  Monrrr  4
Labor ror sEeaxners esi ]ei i i , l i ; "  t ' l : ! i3 t t r ' :  

?13 $140o-0---$i6;00-0
rorai direcr rabor Fiffi F### ### ###_ :  - t -

Di rec - .  Ma te r i a l s

Materiars ror autoclave @g1,500,/unlt Y"ig*,4 TH**--*++f---l9"rh aMareriars ro, "t.."u. G$i,t;;i;;;":i:99 :lSA lilgf-TT*roear direct Lnaterlars j",sor= -szi# ff i ff iAssune that  the produccs are manufactured ln the month they are soi<i .
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C o s t  o f  G o o d s  S o l d

D i rec t  l abo r
2  Supe rv i so r s

ToEal  shop wages and salar ies

Ma te r i a l  s
Pay ro l l  Eax  and  bene f i t s  ( 12% o t

shoP  wages  &  sa la r i es )

Workmen ts  Co rnp .  ( 62  o f  shop  wages  &

sa la r  i es  )
Supp l i es  and  ma in tenance  (2 ' 'A  o f  sa l es )  1 ,600

MonEh I  Month 2 Month 3 Month 4

$ 2 5 , 2 5 0  $ 2 7  , 2 5 0
4 , 0 0 0  4 , 0 0 0

29,250 3 l ,  250
3 2 , 2 5 0  3 5 , 2 5 0
3 , 5 1 0  3 , 7 5 0

1 , 7 5 5  1 , 8 7  5

s tz , soo -  s t s , roo
4 , 0 0 0  4 ,  o o o-fr;md --;m0

2 2 , 5 0 0  2 5 , 5 0 0

Rent
o the r  cos t s

To ta l

2 , 5 8 0

r , 2 9 0

2 , 0 0 0

0 the r  Cash  ExPenses

2 , 8 2 0

1 , 4 1 0

1 ,  8 0 0
2 ,  0 0 0

2 , 3 0 0
2 , 0 o o
4 , 0 0 0

$ / ) , u b )

2 ,  5 0 0
2 , 0 0 0
4 , 0 0 0

336,6t5
4 , 0 0 0  4 , 0 0 0

355776 $6r;o3_0

N o t e t h a t d e p r e c i a t i o n h a s b e e n e x c l u d e d f r o m c o s E o f g o o d s s o l d s i n c e i t
is  nOt a cash expense. Asstrme that  naintenance expense of  

"suppl ies and

m a i . n t e n a n c e ' . l s n o t p a r t o f w a g e s a n d s a l a r i e s . O t h e r w i s e , a d d i l l o n a l
wo rke r t s  compensa t i on  mus t  be  pa id '

Purchases Schedule

Purchases = ending inventory - beginning inventory + cost of goods sold'

As  spec i f ied  in  the  case,  end ing  inventory  i s  inc reased $2 '000 each mon lh '

M o n t h  1 :  P u r c h a s e s  =  1 7 , 0 0 0  -  1 5 , 0 0 0  +  5 5 , 4 7 0  =  $ 5 7 , 4 7 0
M o n t h  2 :  P u r c h a s e s  =  1 9 , 0 0 0  -  1 7 , 0 0 0  +  6 1 , 0 3 0  =  $ 6 3 ' 0 3 0
M o n t h  3 :  P u r c h a s e s  =  2 1 , 0 0 0  -  1 9 ' 0 0 0  +  7 5 , 0 6 5  =  $ 7 7 ' 0 6 5
M o n t h  4 :  P u r c h a s e s  =  2 3 , 0 0 0  -  2 i , 0 0 0  +  8 0 , 6 2 5  =  $ 8 2 , 6 2 5

Meado r r  s  sa l a rY
Sec re ta rY r  s  sa l a rY
Sa les  comrn i ss i ons  (5% o f  sa l es )

To ta l  o f f i ce  sa la r l es

Workmenrs  ComP ( I%  o f  o f f i ce
wages  &  sa la r i es )

Adve r t i s i ng  &  P romo t i on  (2%

o f  s a l e s )

0 the r
To ta l

I ssues

1 .  P r o f i t

Montl-r I  Month 2 Month 3 Month 4

I , 1 0 0  1 , 1 0 0  l , 1 0 0  I '  1 0 0
4 . 0 0 0  4 ,  5 0 0  5 , 7  5 0  6 , 2 5 0

lio-d 
-q:66d m;650 lTllm

91  96  109  1  14

o  1 ,800  2 ,  300  2 '  500

3 , 0 0 0
$ 1 2 , 1 9 i

3 .  0 0 0  3 , 0 0 0  3 , 0 0 0

$T4;4q6 sTilziq $l6p6a

FANTASIA I,IUSIC COMPANY

analysis and Planning

2.  Assessrnent of  f inancia l  performance

3. Conpet i t ive strategy
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4 "  Pe rsona l  s t r eng lhs  and  weaknesses  c f  an  en r rep reneu r

5.  l lanagemenr phl loscphy tor*ards proi . i . t  arrd custoner serv lce

Eva lua ie  Fan tas i a r s  f i nanc ia l  pe r f o rnance  s i nce  L roy - l e  A lb rech t  t ook  ove r .
ln yor l r  opin ion,  how ccufd the store becorne rnore prof i table? Recommend
approprr ;trff i

Fan tas ia r s  ne t  i l come  has  i nc reased  s i gn i f i can t l y  as  a  pe rcen tage  s l nce
1974  (E rh i b i t  3 )  bu t  t he  abso lu te  i nc rease  l s  neg l i g i b l e  ( 54000  i n  l 97 i
versus 98000 in f979).  Dur ing the sarne s ix year t i ,oe per lod,  sales have
more  t han  doub led  and  s l i own  s teady  expans ion .  W i t hou t  ques t i on ,  Faa tas i a
has  been  expe r i en , : i ng  p to f i t ab i l i t y  p rob lems .  Sa les  have  g rown  i np res -
s i vc l y ;  p ro f i t  has  s l agna te . i .

The conparr ; l 's  f i l rancia--L d i ienna can bc reaCiJ.y J iagncsei i  by l . :npar ing
t - i r e  annua , r  sa , i es  r r r l - une  o f  each  D t : oJ r c t  l - i ne  {Exh ib i : 1 )  w i t h  f he
c. . , ; . ' r 'eFj lcLld ing r :o. iL o i  goods s ' :1d ( I l : lh ib i t  3)"  I rantasLa appl iars i ,_\  bc suc-
. : ecd in i  : r d i n i i : ab l y  * l i h  i ns i i r ; r ne j i t  r en i : . 1 i . ,  s l l r r s ,  i r , . 1  a t : cessc r i es  : nC
supl i . i . :s"  i : ' i ;s i i  jvL p i :c f  i t  nargins at ie cv; .dent  for  these i i . i r :ee pzrr i  lc6l .ar
t r :o i i r - lat  l ines.  ( ;cr l r r is i ; i .ons oi r  i . ' ,s t - r .ddlcni  repai is  ani  sheea ni : .s ic  sales are
atnct i . ]e j  s ' r -c i ' t  ent i r t i l , r .  411oi . r i .ng r i rac rcpai is  are v j .er :eC a.s a ._crs i  cer i ier
bv  r l l l . : . : t r ! ,  s t i ee l  c i us ; r r : : : a1es  i i r pea r  iO  i - + :  l he  ( : , l I i r r i i  e : : p l a i r . i : i ng
ii-n1: a: ia t :; .l.ac i.:.1. j..,1-(: f f j nanc-iai ie rfo i'i:r:li:,ce i; om i97 4- 19 7 9.

Rttcomj] ;e j . i i : i t iar !9 a.e cbvi . r - .us I  sheel  i t i r rs ic  sa1es t rusi  + i  t l l . . t r  be Sl- ,ore<i
up an<i  *r ' ie  ! : :c f - iLable or  i ; : rp1ed, i \ lbreci r t  woi-r ld urrdoub' tedi l l  refuse 16
Crop  s i r ee l  nus i c  sa l . es .  s i nce  ne  i ' i c l r s  t h i s  t c  be  F : rn tas l a t s  f € i . : so r i  t c r
be ing  i l  L , . i s i ness .  ' l ne  c r r t i r e  coope i i r j - ' / c  s l r a teg ) ,  o f  Fan tas i a  i s  cas i
i i : ! o  t l oL l b t .  l L  sne . r s  t hac  41 i : r ech r - t  s  pencha r r i  f o r  p ro ' . r i c l ng  " i endc r  

l ov { r r g
ca i : e "  l c  a r ra  ba r : d : . : i a  shee t : : l u s i c  has  r i o  p ro f i t ab l e  bes i s .  Sone th i ng  has
8o t  

' Lo  g i ve .  Add i r i cna l  r e l eva r i t  r ecommend ; r l l o i i s  a re  as  f o i l ow> ; :

l  Tu rn  i nS t ru r r , en t t  r a i L :  i r s  ; n t n  r  n r , r f  i  i  Cen - t e r  t h rOugn  ra l s i l r g  r a teS , ,

2.  Exp.ei : i rn:nt  wL'- t i t  some syslern for  a i lor , - i .ng band directors to exaln ine
shee t  nus  l c  w ' r t houE  Fan tas i a  hav i r , g  Eo  I ' 3 y  l o r  i t  l n  adva r , l ' . e  o f  o rde rc
l i e i ng  rece i ved .

3 .  Ra i se  p r i ces  on  i ns t i umen t  r en ta l  o r  d rop  t he  se rv l ce "  Ha rg ins  a r r :
aw fu l l y  s l i n r .

4 .  Con t i r r ue  t o  pusb  accesso r i es  a r ' d  supp l i es  agg ress i ve l y  g l ven  t he i r
I  e r o p  n - , r f i  I  r r r (- -  - -  . . - - J r n .

Eva lua le  Mr .  A l ' o rech t t s  nanage r i a l  s i r eng ths  and  weaknesses .  Do  you  adn i r e

! ! s  p t r i l o sophy  o f  cuscomer  se rv i ce  be fo re  p ro f i t ?

;.,*

1. Extensive knowledge of  muslc l i terature and secondary school  rnuslc
p rog  rans .

2" Good persoira l  re la l ionship wi th l , l inona band directors.

Weakne s se s

I . Lack of  af tent iveness to f inancia l  perforrnance and prof i tabl i l ty .
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2 .  L i n i t ed  bus iness  expe r l ence .

The authors admlre Albrecht ts enlhuslasm and genuine concern for

customer sat is fact lon.  Thls adrnirat ion would abrupt ly  cease,  however,  were

Fantasia to go bankrupt  due Lo fa i l ing prof i tabl l i ty .  A bankrupE business

ls hardly l -n any posi t lon to sat is fy customer needs.  dbrecht  neednrE apol-

oglze for  a l ter lng operat ions in ways deslgned to betEer guarantee long-

run surv lval .

PEOPLE PROVIDERS

I ssues

l .  Snal1 business strategic p lanning

2 .  F ranch i se  ope ra t i ons

3.  Market ing strategy'  inc luding target  market

suggest  ways ln whlch PPNH can increase i ts  rePeat customer Percentage over

the next  few years.

l .  O f f e r  se r v i ce  d i scoun t s  f o r  r epea t  bus iness .

2.  Develop a c lose working re laEionship wi th personnel  of f icers in c l lent

f l rns to encourage long-run re lat ionships.

3.  Fol low up on al l  p lacements to demonstrate lota l  commltment to c l ient

company sat is fact ion.

4.  Per iodlcal ly  send pa.st  c l lent  cornpa.nies sorne form of  a newslet ter  or

update to maLntain connunicat ions.

suggesr l rays ln whlgh PPNH gan {ur thel  i lcre?se i ls  Plscenent percentages

o" both the deta-d (company) and suPPIy (eurployee) s ldes'

t t " ""  r " t "  -* iderat ion in naxiur lz ing placernent percentages should be

to cont inue wi th Ehe rnarket  segnentat ion strategy whlch emphasizes

account log and conputer personnel .  PPNH is not  suf f ic lent ly  large or

sophlst icated to at tenpt  to be 
"a11 th ings to a l l  peop1e."  By l imi t ing

thelr  recrui t ing to a narrov,  range of  personnel ,  Heinle in and Albee can

cont inue to develop long-term cl ient  re lat ionships ernphasiz ing personal ized

service.  This const i tutes a potent  compet i t ive edge for  PPNH'

on the denand (courpany) s ide,  the fo l lowing ideas could be consldered

for  increaslng placement percentages:

l .  Con t l nued  agg ressLve  use  o f  r esumes  ! o  gene ra te  con tac l s '

2.  Mvert is lng for  qual i f ied job candidates in ner^/spaper want ads'

3.  Establ lshing t ies wi th p lacenent of f ices of  1oca1 col leges and tech-

nical  schools.

4.  of fer  f lnder fees to pa.st  c l lents wi l l ing to provlde the names of

f r iends and associates poEent ia l ly  interested in a career change or

replacement.
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Ideas to conslder for  lncreasing placernent percentages on the supply
(eurployee) s ide include the fo l lowing:

l .  Establ lsh contacts wiEh a wlde var lety of  f i rms who ernploy the serv lces
of  accountants and conputer personnel .  Do not  restr ic t  cctnpany con-
Eacts only to bookkeeplng f i rurs and EDP serv lce conpa.nies.

2. Strlve to rnake maxfuntrm use of the People Provlders natlonal inforrnation
network.

3 .  S t r i ve  ! o  o f f e r  c l l en t s  r e l oca t l on  counse l l ng  l f  r eques ted .

Uslng the gr id fornat  in Exhibi t  2,  formulate the opt imum slx year st rategy
plan for  People Provlders of  New Haven. You rnay al ter ,  change, or  add to
any  o f  t he  s t r a tegy  p ropos i t i ons  l n  Exh ib i t  I .

t97 9 8 5838 t

Target  revenue

Placement Z

Repea t  paEronage  %

New c l l en t s :  demand  s i de

New c l i en t s :  supp l y  s i de

Ta rge t  na rke t s  ( c1 l en t  g roups )

New se rv i ces  o f f e red

r22 1 3 0 1 5 0 180 200 220 z )v

607" 602 637. 657" 687" 702 70:l

30i( 307" 307" 302 30'. 307" 30i(

60% oz /" 642 667" 68"t 70% 7 i v

45i( 467" 477" 48z 497" 502 507"

?Superv sory > s i t i < r s ?  ? <ecuE ye Po t ions

,|

CAMERON MOBILE HOMES

Issues

l .  Sma11 ,  bus iness  un lon i za t i on  e f f o r t

2.  Ernployee re lat lons

3 .  Pe rsonne l  po l i c i es

Answer Mr.  Carneronts quest ion as cornplete ly as you can.  (" I , ihat  can uPpef

Speci f lc  anployee-or iented prograrns of  actLon which Cameron night  con-
s lder lnc lude the fo l lowlne:
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1 .  Managemen t  by  ob jec t i ves

2 .  P ro f i t - sha r i ng

3 .  Bonus  p l an  t i ed  t o  p roduc t i v i t y  s t anda rds

4.  Flext ime work schedul ing

5 .  G roup  f r i nge  bene f i t s

6 .  Company  news  l e l t e r

7 .  Recogn j , t i on  o f  eu rp l oyee  b i r t hdays ,  ann i ve rsa r i es ,  e t c .

B.  At tempt by top management to know employee names and cai_ l  thern by nane
whenever possib le

9.  Recogni t ion by management of  a job wel l  done. A s i rnple "good job" goes
a long way.

The  who le  ques t i on  o f  mo t i va to r s  ve r sus  sa t i s f i e r s  i s  1 i ke1y  t o  emerge
at th is point ,  potent ia l ly  opening the proverbia l  can of  worms concerning
Cameron rs  e f f o r t s  t o  bu i l d  l abo r  r e l a t i ons .  The  i s sue  i s  r ea l l y  a  moo t  one
as far  as Ehe authors are concerned, because Caoeron must st r ive to take
s i t ua t i ona l l y  app rop r i a te  ac t i on  ra the r  t han  f o l l ow  some  academ ic  mode l .

The cornpany would do wel l  to engage in i rnmediate and cont inuous super-
v lsory developnnent to r id the organizat lcn of  b latant  and conspicuous human
re la t l ons  p rob iens .  A11  coo  f r equen t l y ,  un lo i r s  ge t  t he i r  f oo t  i n  t he  doo r
because  o f  supe rv i so r y  bung l i ng  and  "Theo ry  

X "  a t r i t udes .

In short ,  Cameron must do everyth ing possib le to creaEe an organiza-
t ional  c l lmate not  conducive to unionizat ion.  This invar iably requires
concern for  basic hurnan re laclons,  open communicat ion,  and prosi l ive re in-
forcenent of  producl ive ernployee behavior .  51lck g i rnrnicks or  crash
programs wi l l  never serve as subst i tutes for  a humane organizat ional  c l i -
ora te .

People basical ly  \^rant  to be t reated l ike people.  Academics cal l  t t r is  a
mo t l va t l ona l  t echn ique .  Rea l  r i o r l d  peop le  ca i l  i t  common  co l r r t esy .
"P lease "  a -no l  " l hank  you "  go  a  l ong  way .

JANECK FUR}IITURE

I s s u e s

I .  Bus iness  expans ion  and  re l oca t i on

2.  Growth f inancing and planning

3 .  Ma rke !  ana l ys i s

Ca re fu l l y  eva l - ua te  Mr .  Janeck rs  expans ion  sLudy  f r o rn  t he  s tandpo in t s  o f
t ho roughness ,  adequacy ,  and  pe rsuas i veness .  WhaE  imp rovemen ts  can  you
recomrnend ?



The pr imary we.kness of  Mr.  Janeckrs expansion proposal  concerns hls
est lmates of  sales aud expenses.  His use of  nat lonal  averages ln der lv lng
marke t  demand  i s  h i gh l y  ques t i onab le ,  s i nce  t he  Sp r i ng f i e l d  na rke t , . y . r o i
f l t  nat ional  averages.  There is  a lso the c lassic p.obler  of  uslng gener-
a l i zed  ave rages  t o  f i t  pa r t i cu l a r  c i r cums tances .

Janeck's assumpt ion that  spr lngf ie ld has an excess furnl ture denand of
$3  m i l l i on  i s  u r se t t l i ng .  r f  such  a  su rp l us  o f  denand  acEua l l y  ex l s t s ,
Spr ingf le ld residents must be shopplng outs lde of  the c i ty .  They would
have to t ravel  e i ther to chicago or st .  Louis,  both over i00 , i1us "r .y .
r t  seens qui te doubtfu l  that  many spr ingf ie ld resldents would t ravel  so far
for  furni ture,  especia l ly  consider ing the income level  of  Janeckfs target
narket .  t r , Ihy isnr t  Janeck's exist lng store doing more buslness? what rs l l l
happen when the new Janeck store star ts compet ing ra l th the old one?

Accord: ' -ng to an o1d reta i l lng adage, the three most inportant  sales
fac to r s  a re  l oca t i on ,  l oca t i on  and  l oca t i on .  Janeck  p l ans  t o  l oca te  l n
sou thwes t  Sp r i ng f i e l d ,  bu t  i s  t h l s  de f i n i t e l y  whe re  t he  rna rke t  i s?  Does
Janeck know for  sure thaE future metropol i tan growth rd l l  be in the th is
a rea  o r  even  i f  sp r i ng f i e l d  w i l l  con t i nue  t o  g row?  0n  wha t  bas i s  does
Janeck  conc lude  t ha t  h i s  s t o res  w i l l  cap tu re  ha l f  o f  t he  na rkeL?

Janeck rs  es r ima te  o f  ope ra t i ng  expenses  f o r  t he  new  s to re  l n  cou r_
pa r i son  w i t h  NaE iona l  Home  Fu rn i sh i ng  Assoc ia t i on  compos l t e  ave rages  i s
q  ue  s t i onab le .

Cos t  o f  goods  so ld
G r o s s  p r o f i t
Employee wages
Adve r t i  s i ng
To ta l  expenses
Ne t  p ro f l t  be fo re  t axes

I  ssue s

I .  Key  pa r t ne r  dea th

Janeck

5 0
4 . 6 8
4 . 6 8
1 0  1 a

30.22

PRUDI1OE BAY OILFIELD SERVICING

NHFA-sn
4 l

1 4 .  t 7
5 . 7 3
3 9 . 8 6
?  n q

A cornpar ison of  f igures reveals substanLial  d i f ferences becween
Janeckr s est imates and NIIFA averagea. whi le recognlz ing the l in l ted val i -
d i ry of  averages,  the authors wonder i f  Janeck might  ooi  be over ly opt l -
n i s t l c  i n  h i s  l ow  es t i na te  o f  expenses .

rn short ,  the authors wonder how thorcughly and accurately Janeck has
done his honework.  rs he so deternined to open a second store that  he has
c losed  h i s  n i nd  t o  bus lness  rea l i t v?

we re  Janeck t s  banke r ,  wou ld ou  be  w i1 l i to f inance his new
venture

The authors would not ,  even consider ing thaE Janeck is  w1l l lng to put
up $801000 of  h is own money.  Hi .s expa.nsion plan has too many f laws and
ques t i onab le  ass rmp t  i ons .



2. Strategic real ignnent

3.  New rnanagement t ransi t ion

what rnajor  needs does Prudhoe Bay oi l f ie ld serv ic ing have in the short- run?

l .  Obtain ing adxninls l rat ive help for  Nance Kizer

2.  Formal lz ing Maureen Beal l rs ro le in the conpany

3. Systenat i .c  intermediaEe-(2 to 4 years)  and long-range planning

l .  Klzer should inorediate ly h l re a capable execuElve secretary to assrme
many of  the rout lne of f ice administrat lon rnat ters.  Klzer shouldnrt  be
spending his t ine doing paperwork and supervls lng of f lce personnel .
I I ls  ro le should be one of  st rateglc decis lon naking.  perhaps Maureen
Beal l  could assutre th ls ro le ternporar l ly  or  cake the lead in t ra ln lng a
new Person.

2.  Klzer,  ln conjunct ion rd l th Maureen Bea11 and Mitch Granger,  musE
streaml lne the operat lons and act lv i t ies of  PBOS ln every posslb le way:
wi thdraw from low pr lor i ty  projects,  delay inminent expansion,  con-
sol ldate resources wherever posslb le.  Kizer cannot cont inue worklng
100  hou r  weeks  l nde f i n l t e l y .

3.  Mi tch Granger and Maureen Bea1l  nust  crystal ize their  ro le ln PBOS. I f
their  involvement in operat lng the busLness ls  to be temporary,  p lans
must be la id to fur ther lncrease personnel .

Mau reen  Bea1 l ,  as  a  ma jo r  s t ockho lde r ,  musL  dec ide  exac t l y  wha t  he r
role ls  golng to be.  As the major  sLockholder she can appoint  hersel f  as
presldent ,  of f lce manager or  nhat  have you.  Or,  she could sel l  out  to the
o the r  two  pa r t ne rs .

Do you feel  Prudhoe Bay Oi l f ie ld Servlc ing w111 cont inue to thr ive under
Nance Kizer?

l .  This is  a perplexlng quest lon given that  h is operat ing phi losophy seems
to dlverge sharply f rorn the one pursued by Aust in Bea11, which
apparent ly  was successful .  There are sorne lndicat lons that  Kizer ls
less adventureous than was Bea1l  and perhaps not  as tenperamental ly
sui ted for  entrepreneur ia l  work.

2.  On the other hand, Kizer has evinced a t remendous capaci ty for  work and
a f la i r  for  professlonal  nanagement.

3.  Qul te posslb ly the real  key Eo the conpa.ny 's future v i ta l l ty  l les wl th
developing a good worklng "chernlstry"  

bet \ . reen Kizer and whoever e lse
ul t imately emerges as a key decis ion-uraker for  PBOS. Does Kizer have
the capaclEy to excel l  as a " lone wol f"  entrepreneur,  or  does he
require a team ef for t? The answer to th is quest ion wi l l  determine what
bluepr int  PBOS should adop! for  the future.

What act ions can snal ler  companies take to avoid the t ransi t lon problerns
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Few smal1 companies would be able to snoothly absorb the sudden loss ofa key decis ion naker.  There s lmp1y.r . . r , t  any workable ans!7ers to thequest ion of  how could t te death of  a key person be handled wl th d lspatch.

About a1l  a sna11 conpany could real is t lcal ly  do ls  n ln in lze Eheadverse funpacts of  key partner denise.  posslbLe act ion guidel lnes ln th lsregard include the fo l lowlng:

l .  Draw up a 1ega11y blndlng buy-sel l  agreenent 1n the event of  keypartner death '  Normal ly  a f l rm shouid carry enough l t ie-rnsurance forthe partner to buy out  h is share ln event  of  a death.

2.  Malntaln key person insurance.

3.  Str lve to ensure that  key
business enough to permit

4.  Indiv ldual  partners should

enployees trnderstand the lnnerworklngs of the
thelr  act ive involvement t rnder an * Iag".r"y.

avold over dependence on one another.

5.  The ownershlp
ope ra t l ons  o f
f o r  g ran ted .

6 .  As  soon  as
son should
be capable

rofe of  fami ly rnembers not  d i rect ly  lnvolved in dai lythe buslness should be c lear ly "p" i t .d orr t  ana not  taken

f i rn can absorb the addi t ional  overhead, a back up per_hired-for  each partner.  These back , . rp peopfe would thenassuning rnanager la l  responslbi l i ty  sf rouia a pa.r tner d ie.

PHILMARK PRODUCTIONS

Issues

t .  Transi t lon f rom entrepreneur ia l  to professlonal  management

2.  Role of  encrepreneurs in professional ly  nanaged cornpanles

Theoret lcal ly  the answer to th is quest lon l ies wi th examlnlng theconpanyrs complexl ty and rate of  gror ih.  once a "*p.rrv- l .g ins to d iver-s i fy  in a s ignl f icant  $/ay and gror  to the polnt  of  needing severaf  l inenanagers,  i t  general ly  becomes *nposslb le for  one rnalv ldLi  to pu' l  a l l  ofthe power levers.  The need for  p iotu"" ional  execut l r r ""  ,or1d appearobv ious  a t  such  a  po ln t .

However,  ln the nontheoret ical  real  wor1d,  where academlc ideals areofEen i r re levant ,  founding " . raa.p.u.ru.r .s  not  inf requent ly p lace Chelrdeslre for  cont inued courpany contro l  ahead of  nanager la l  perforrnance.Founding entrepreneurs donr i .n" ."""" . i iy- thrnk 11k!  p.or""" ion.r  nanagersdo'  nor do they necessar l ly  have to rn i t re absence of  external  stockholderdeurands'  Entrepreneurs are urost  l ikely to pass on the re lns when they feell ike i t '  whiqh nay or  may not  be when they should f ron the standpolnt  ofacadem ic  l dea1s .

the
be
o f

Wha t  i s  t he  d i f f e rence be trreen an entre reneur la l  manaqer and a pro-fe s sionaf r"n-gEii--I6 feel many Deo have the capacl t t o  be  bo tht ypes  o f  manage rs?



Although sorne might  d isagree w- j . th us,  the authors v iew the essence of

entrepreneur ia l  rnanagement to be ln i t iat ing new ventures,  pursuing new
bus iness  oppo r tun i t i e s ,  o r  do ing  t h i ngs  l n  i nnova t i ve  ways .  The  essence  o f
professional  management is  nainta in ing and enhancing the v i ta l i ty  of
going/growlng ventures.  At  what point  a "new" venture becomes a "golng"

one remalns largely a moot issue wi . th the authors.  l ' le  feel  that  so long as

a manager is  cont inual ly  on the search for  new enterpr ises and seeking new
ho r i zons ,  he  o r  she  i s  an  en t repaeneu r .  The  "men ta l  se t "  i s  wha l r s  c ru -

c i a1 ,  no t  t he  company rs  g ross  sa les  vo lume ,  number  o f  eu rp l oyees ,  e t c .

The authors dont t  feel  there are many people who have what l t  takes
temperamental ly  to succeed as both entrepreneur ia l  and professlonal  mana-
gers.  i^ Ie say th is again based on our def in ing the Ewo or ientat ions on the

bas i s  o f  men ta l  se t .  As  t he  au tho rs  see  i l ,  en t r ep reoeu r i a l  manage rs  a re

concerned pr imar i ly  wi th searching ou!  new prof i t -generat ing opportuni t ies;
p ro fess l ona l  nange rs  en ,phas i ze  how  to  max im ize  ra te  o f  r e tu rn  on  cap i t a l
wo rk i ng  w i t h i n  we l l  de f i ned  and  t i gh t l y  o rgan i zed  conpan ies .

I f  She ldon  Doc to row were to  Eu rn  ove r  t he  da i l y  ope ra t i ons  o f Phi lnark

Product ions to Ton v ] . s cou ld  Doc to row  con t i nue  t o  make v l t a

con t r i bu t i ons  t o  t he c o m p a n y ?  A s s e s s  h i s  o p t i o n s  i n  t h i s

At th ls r isk of  sounding cynical ,  Ehe authors feel  that  so long as Tooy

Dav i s  needed  Doc to rowrs  i nnova t i ve  b r i l l ance '  DocEo ro l l r s  p rom inen t  r o l e

wi th in t t re conpany would be rnai .nta ined.  However,  were Doctorow to turn

over the re lns to Davis and no longer be able to sustain h is innovat ive-

ness ,  Doc to rowr  s  con t r l bu t i ons  and  l o f l uence  wou ld  i nev i t ab l y  dec l i ne .

Possib le opt ions for  Doctorow Eo pursue lnclude the fo l lowing:

1.  Cont lnue to wear nul t ip le hats wl fh in Phi lmark and str ive to hal t  addi-

t ional  dr i f t  beEween Doctorcr^ i  and the conpany.

2 .  Make  Tony  Dav l s  ch i e f  ope ra t i ng  o f f i ce r  and  rede f l ne  Doc to rowrs  r o l e  as

board chalrnan and senior  st rategist .

3.  Put  Doctorow in charge of  specia l  projects and new ventures and let  h lm

exert  h ixnsel f  in th is ro1e.  He could rnake a contr ibut ion in forming

new ventures which would be incorporated into the parenc conpany.

4.  Have Doctorow se1l  out  h is ownershlp interest  and use the proceeds to

pu rsue  new  ven tu res .

I s  1 t  r ea11y  f eas ib l e  f o r  Doc to row  to  r e l i nqu i sh  t he  ch ie f  execu t i ve  pos i -

t l on  g i ven  t ha t  he  i s  na jo r i t y  s t ockho lde r?

The authors feel  that  such an arrangement would indeed not  be feasib le.

I t  would be a highly wrusual  s i tuat ion that  someone lacking ul t inate decl-

s i on  mak ing  au tho r i t y  cou ld  capab l y  assume  cE0  respons lb i l i t i e s .  l l e re  i s

the real  key to Phi lnarkts apparent  d i lenma: Doctorow canrt  have his cake

and  ea t  i t  t oo .

IRON KETTLE R-ESTAURANT

I ssue s

I .  Rev l ta l i za t ion  o f  a  fa i led  bus iness

5 6



3 .  Buyou t  dec i s i on

Shou ld  Mr .  Cu inn  pu rchase

2 .  SEra teg i c  r ea l i gnmen t

1.  Guinn seens to have a
and  cou ld  pe rhaps  ge t

2 .  Gu inn  has  had  p rev i ous

3 .  A  new  shopp ing  cen te r
r e s  t a u r a n t .

and o n  t he  I r on  Ke t t l e?

good grasp of  mistakes made by previous owners
the business of f  the ground.

expe r i ence  l n  t he  res tau ran t  bus iness .

is  present ly  under developnent adjacent  to the

to a najor  h ighway.

be of fer ing an at t ract ive f inancing

4 '  The  res tau ran t r s  f ac i l i t i e s  and  deco r  a re  a t t r ac t l ve  and  conp fe te  f o r
i m m e d i a t e  r e o p e n n i n g .

5 .  The  res tau ran t  i s  l oca ted  nex t

6 .  The  se l l e r ,  M r .  Dye r ,  seems  t o
package .

A rgumen ts  Aga ins t

be able to g{ve

1.  The restaurant  may have developed a dubious reputat ion wi th so many
char-rges of  ownershlp and decor.

2 "  r t  i s  qu i t e  poss ib l e  t ha t  such  uncon t ro l l ab l e  f ac to r s  as  l . ca t i on ,
ra the r  Ehan  m ismanagemen t ,  doomed  p rev i ous  i nca rna t i ons  o f  t he
r e s t a u r a n t .

3.  Guinn al ready has a lucrat ive fu l1 t ime job and mey not
t he  new  res tau ran t  t he  a t t en t l cn  i i  w i l l  r equ i r e .

!iha!_lpl]g_!g_. 
lsi. p.urcha se price ?

Gu inh  es t ima t . j s  t ha t -  t he  p rev i ous  p rop r i e to r ,  Hugh  Dye r ,  has  pu t
$90 '0001  t o  9110 ,000  i n  r he  bus lness .  oy . r  i s  as l e i ng  g l 75 ,0oo ,  wh i ch  doesseem somewha t  h i gh  i n  so  f a r  as  Gu inn rs  cos t  es t ima tes  a re  accu ra te .  Thel0 percent  nortgage rate of ferecl  by Dyer is  a def in l te s l /eetener,  but  GuLnnhas  no  appa ren t  need  f o r  much  f i nanc lng  g i ven  h l s  seed  cap i t a l  o f  g I 35 ,000 .

Beyond these few facts not  nuch else can be deduced about a " farr"
purchase pr ice.  u l t imately th is w111 probably be declded by how much Dyerwants to unload the property versus how strongly Guinn has ih"  t t .h tos ta r !  up  t he  I r on  Ke t t l e .

*::TrgrJ:.{g{aj:ggr!-i, 
"rake rhe plunse," whar advice would youoff . r  h im to prorol

1 '  Don t t  expec t  t o  make  t he  res tau ran t  success fu l  wo rk l ng  on l y  pa r . - t l ne .
I f  Guinn doesnrt  p lan on personal ly  managlng the operat lor , ,  f , .  f , .abe t t e r  h l r e  an  expe r i enced  f u11  t ime  manage r .

2 '  conduct  some market ing research to deterrn lne how the prevlous
res tau ran t s  we re  pe rce i ved .



se t t l e  on  a  f am i l y -o r i en ted  s t r a tegy ,  s i nce  t he  res tau ran t r s  p resen t
deco r  seems  s l an ted  i n  t h i s  d i r ec t i on .

C rys ta l l ze  t he  res tau ran t r s  i r nage  l n  t he  pub l l c r s  n i nd  t h rough
agg ress l ve  p romo t i on .

Do  no t  pu rchase  t he  f ac i l i t y  a t  a  p ren iun  p r i ce ,  s i nce  $135 r000  cou ld
go a long way towards bui ld ing a new restauranE ta i lored to Guinnrs
exac t  spec i f i ca t l ons .

CASNER FILTMTION SYSTN,IS

I  ssues

l .  Pass ing  on  a  bus iness  f r om fa the r  t o  son

2. Preparat ion for  sma11 business ownership and management

3.  Probleurs of  t ransi t ion f rom one nanagemenE team to another

loTyfute u autei l .d ple! of acrion for the Casners ro fo11or,r
Kej.th to take o

l n  DreDar

r  1n mind
the l ixnl ted anount of  t ime t have aval lable. t  are the

ens Kei th Casner is to encounter when
r

ln i  t  1a takes  ove r
the courpany?

rt  ls  not  possib le in just  s ix months for  Mendal  casner to urake his
son prof ic lent  ln a l l  of  the technical  areas of  buslness such as f lnancla l
analysis,  budget lng,  and inventory contro l .  Kel th wi l l  have to depend upon
his business school  educat ion and subsequent on-the- job t ra ln ing for  h ls
operat ions expert ise.  rn t t re t iure remainlng to the - . " . ru." ,  they should
concentraLe on the "envlrorunental  

aspects"  of  the buslness:  learning the
f i l t rat ion industry and i ts  conpeci t ive dynamics,  farni l lar l ty  wl th key
cus tone rs  and  supp l l e r s ,  tmde rs tand ing  a l l  phases  o f  p l an t  ope ra t l ons ,  e r c .

Mendal  casner nust  a lso ln l t iate i rnrnediate act lon to br ing KelEh on
board the f i rmrs managenent team. Fortunately Kel thr"  " rp"r . , i . "ory
exper lence on the nlght  shi f t  should prove helpfu l  in th is regard as wel l
as,wl th learning the external  var labres del ineated above.  r t  wourd be rnost
unfor tunate i f  in  h is n ight  shi f t  work Kei th had fa i led to win the respect
of-  the conpanyts employees.  To be suddenly Ehrust  into the leadershlp ro le
w l t hou t  such  respec t  wou ld  g rea t l y  r educe  chances  f o r  a  smoo th  t r ans i t l on .

Las t l y ,  and  pe rhaps  o f  g rea tes t  impo r tance ,  t he  casne rs  mus t  cha r t  a
long-range growth plan for  the business so that  Kei th can betEer overcome
myopic,  short  s ighted decis ion-maklng in the t ransi t lon per iod.

By revlewing the current  short - term and long-range p1ans,  Kel th wi l l
galn a good feel  of  the company.  Dur ing the next  s ix months the casners
should go through the ent i re p lanning pio. . "" .  This should not  onry con-
slder st rateglc p lanning but  should get  down to the detal rs of  budget lng,
cash f1ow, producL planning,  etc.

Menda l  casne r  mus t  o f  cou rse  s t r a i gh ten  ou t  a1 r  o f  h i s  es ta te  p rann ing
so as to avoid leaving Kei th and fami ly wi th a tangled 1ega1 legacy.
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ANII',IATOR TOYS

i s s u e s

I .  Ma rke t l ng  s t r aLegy

2 .  De f i n i t i on  o f  t a rge t  na rke t

3.  Contr lbut ions of  product  l ines to overal l  conpany prof l t

4.  Retal1 lng in enclosed shopplng mal1s

5 .  S to re  r e l oca t l on

6.  Long-range reta i l ing strategy

Evaluate Aninatorr  s xnarket lng strategy.

At  f l rs t  g lance,  one gets the inpresslon that  Animator has gone over-board wi th l ts  product  1 ine,  t ry lng lo be al l  th lngs to a l l  people.
However the companyrs prof l t  pei fo i r . . rc .  and f inancia l  growth are qui te
success fu l .  No th l ng  succeeds  1 l ke  success .

A 100k at  Exhlbl t  I  shows each of  Anlmatorrs f lve product  l ines to beroaklng a s lgni f icant  contr lbut ion to overal l  prof l t .  Exhlbi t  2 ref lectsfa i r ly  heal thy prof l t  margins for  each of  the l ines and very heal thy
margins for  hobby/craf t  i tems and blcycles.  A11 in a l l ,  Aninator ,s
na rke t l ng  s t r aEegy  appea rs  e f f ec t i ve .

-  
Further,  the expansion into hobby/craf t  i tems and bicycles tends toof fset  some of  the seasonal i ty  ln the toy business.

a " fu l1 
b lown" t  l i ne?

Pro  s

1.  Enables promot lon of  , ,one 
stop shopping, ,  thene

2. Provides wherewithal  for  market ing exper i rnentat lon and innovat lon

3 .  Sp reads  r i s k

4'  Permits f rnanlcal  "synergy" 
(balancing of  prof l t  marglns,  counteract lng

seasona l  t r ends ,  e t c . )

Cons

l .  Heavy t ie up of  cash in inventory

2'  Threat  of  over commltmentr  where a few poor ly performing products may
sap the success of  successful  ones

3.  Di f f icul ty  of  provld ing adeq'ate sales expert lse,  af ter-Ehe-sa1e ser-v i c l n g ,  e t c .

Is the conpanyts target  market  adequately def ined?



Dameron seems to have a good understanding of  the var ious market
segments in the toy industry,  but  he c lear ly has re jected any not ion of
ca rge t  ma rke t i ng  ( " go  a f t e r  a l l  na r ke t s  l a rge  enough  t o  be  p ro f i r ab le " ) .
Gaug lng  f r om An ina to r r s  success fu l  s l x  yea r  t r ack  r eco rd  (Exh ib i t  5 ) ,  t he
fol lowing statement by Dameron rvould not  appear to be id le boast ing:  " I

th ink our nonspecial ized approach separates us f rom compet l tors and per-
suades  cus tomers  t o  f o rm  a  l asE ing  re l a t i onsh ip  w i t h  us . "

Despi te past  success,  Anlmator cannot ser iously expect  to be al l  th lngs
to al l  people.  Such a strategy could be suic ide over the long haul  for  a
sma11 company.  I f  Darneron resists c lar i fy ing his target  narket  by age
g roups ,  he  shou ld  a t  l eas t  a t t emp t  t o  be t t e r  spe11  ou t  h i s  p roduc t  l i ne
strategy (whlch i tems he r^rou1d rnost  l ike to se1l  to each urarket  segment he
in l ends  t o  ca te r  t o ) .

Recornmend pol icy guidel ines for  the ma1l  expansion issue.

The  au tho rs  can r t  he lp  bu t  conc lude  t ha t  Dameron  1s  be ing  b l i nded  by
what he perceives to be the glamor of  na11s.  The wlsdon of  convert ing
cu r ren t l y  success fu l  sEo res  t o  na11  ope ra t i ons  i s  ha rd l y  appa ren t  t o  t he
authors,  even though rnal1s do geoerate a predictable anount of  t raf f ic  f low
du r i ng  t he  t o l l day  season .  Dameron  adn i t s  t ha t  h i s  p resen i  s t o res  a re
at t ract lve in appearance anC iocated in good t raf f ic  F€. t terns.  The f inan-
c ia l  success cf  the AnLnator chain tns al ready been al iuded to.  ln short ,
there appears to be no compel l ing rat ional  reason why Dameron l rould want to
get  into the higher rent  and overhead associated wi th ma11s,  some of  which
are not  yet  even bui l t .  Dameron night  do wel l  to ask hinsel f  what he is
i n  bus iness  f o r :  t o  gene ra te  a  hea l t hy  p ro f i t  o r  t c  be  a t  t he  f o re f r on t  o f
ne \ r  r e ta l 1 l ng  t r ends .

What are the inherent  r isks and opportuni t ies of  rna11 expanslon?

Burrel l  Dulany enumerates rnost  of  these towards the end of  the case.
The authors would only add one other thought.  Boyd Daroeron must bear in
mlnd Ehat the success of  locat ing in a rnal l  ls  by no neans assured.  He
seems to assume that  ina11s are some sort  of  a reta l l ing necca.  In
ac tua l iEy  rna11s  a re  s i np l y  one  more  bus iness  s i t ua t i on  requ i - r i ng  r a t i ona l
ana l ys i s  and  app l i ca t : l on  o f  bus iness  common  sense .  To  abandon  a  good  " su re

thing" in favor of  a possi .b le bet ter  th ing would hardly appear !o be econo-
m ica l l y  p ruden t .  Ma11  sLo re  ope ra t i ons  no rma l l y  change  owne rsh ip  qu l t e
of ten.  Frequent ly the th i rd ovlner of  a store ln a mal1 1s the f i rs t  Lo
gene ra te  any  rea l  p ro f i t s .

S ICORSKI  AND ASSOCIATES

I s s u e s

l .  Techn iques  f o r  buy ing  and  se l l i ng  bus inesses

2 .  F i nanc ia i  eva lua t i on  o f  a  bus iness

3 .  Bus iness  buy -ou t  t ac t l c s

I.Jhy would an errtrepreneur prefer *"o purchase an ex_fgli-r1A-lgglryjj_Ig$9!
than star t  h is or  her own?



l .

t

4 .

He or she may be exper leneed ln the lndustry and percelve an oppor_tuni ty to sEimulate the companyrs perfornance.

The entrepreneur may be able co acqulre assets at  be10w replacement ors ta r t - up  va lue .

He or she nay feel  the rnarket  wi l l  not  support  another conpet l tor .

The entrepreneur may s lmply wlsh to avold the nunerous hassles andwor r i es  assoc ia ted  w i t h  new  ven tu re  s ta r t _up .

Even though the entrepreneur nay be buylng sone headaches,  he or  she lsalso buying an ongoing business wl th a "r r" toru.  base,  suppl lers
es-tabl lshed,  a recognlzed name, and in sone cases,  an al ready devel0pedrelat ionship wi th the f lnancia l  communltv.

6 '  Loans are much easier  to obtain for  buylng an exist lng buslness thanfor  star t lng a nei^r  one.

lon of  the t ine vaLue ofnoney

urt inately any business must be appralsed on the basis of  what return1ts owners/ investors could earn on al lernate lnvestments;  hence buslnessworth is  v i r tual ly  synonynous wl th the t lne value of  oroney.  Frorn thestandpoint  of  how the l ror th of  money decl ines over t lme aL to inf lat lon,
business valuat ion 1s agaln a f ,nct ion of  rnoneyrs t lne value.  Ar. r .  four ofthe evaluat lon urethods discussed by s icorskl  revolve around t lme value con-s i d e r a t l o n s .

As the r lsk f ree lnterest  rate lncreases,  the f l rnrs return on lnvest-xnent must  a lso increase.  r ]nder current  condi t lons wl th r lsk f ree noneypaying about 19 percent ,  a re lat lvely stable f i rn would need co return atl eas t  20 -23  pe rcen t .

Bes ldes  t he  t h l nes  men t l oned  by  Mr .  S l co r sk r ,  wha t  o the r  f ac to r s  shou ld

- n a g e r 1 a 1 a b 1 1 i t y a n d k n o w 1 e d g e o f t h e b u s 1 n e s s a n d i t s
lndus t ry

2.  The f l rnrs cornpet l ' lve standing,  lnc luding market  share,  lnage, and
s t reng ths  and  weaknesses

3.  Dependency of  the conpany on a few key custoners

4.  Pendlng lawsul ts against  the conpa.ny

5.  Lease arrangenents

6 .  Dep rec ia t l on  schedu le

7 .  Un ion  con t rac t s

8 .  Supp l i e r  con t rac t s

9 .  Ex l s t l ng  c red i t  po l i c y



1 0 .

l !

Age of  accounts recelvable

Condi t ion of  equipment and furni ture

NARDIS CREATIONS

I ssue s

l .  Business turnaround

2 .  S t ra teg i c  r ea l i gnmen t

3 .  Bus iness  reo rgan i za t l on

Develop the l981-1982 turnaround plan for  Nardis Creat ions.  Recommend
act lon pr ior i t les for  the company,  inplernentat ion guldel ines,  and organiza-
t lonal  changes.

Dodgers turnaround pr lor i t les should be the fo l lowlng:

I .  Weeding out  and renix ing the product  l lne:  drop the fa l l lng gl f t  l ine;
reduce Ehe types of  staEionery carr led to only the rnost  prof i table;
reduce the number of  cards of fered,  agaln ln keeping wi th
prof i tabi l i ty ;  t r in down Ehe number of  envelope opt ions to enable
l onge r ,  mo re  e f f i c l en t  p roduc t l on  runs .  (The  p ro f i t ab l l i t y  ana l ys i s
assoclated wl th the var ious product  1 ines,  the est lmated savings,  and
pro forma cash f lows are presenLed ln Appendix A,  B,  and C ahead.)

2.  Replace the contro l ler  hr i th someone nore qual i f ied and reta in con-
sulEants to redesi-gn the Nardls account lng and informat lon systems.

3.  Sel l  of f  the dead staElonery lnventory lonedlately to generate needed
working capl ta l .

4.  ReLire unrket ing head Jererny Blake and sales di rector  Henry Gladstone.

5.  Revl ta l lze the nondvnamic Nardis sales force.

6.  Conslder a new equi ty infusion to bolster  Ehe cornpanyrs conslderable
l ong - t e rm  deb t .

What d l f f icul t ies is  Todd Dodge 1lke1y to encounter in i rnplement lng your

D l f f i c u l t i e s :

l .  Employee resistance to personnel  changes

2. UnwlJ. l ingness of  Blake and Gladstone to ret l re or  to accept any lnnova-
t l ve  i deas

3.  Further communicat ion breakdowns belween Control ler  and Account lng
Manager as the new f inancia l  inforrnat ion sysEen is implemented

4 .  Oppos l t i on  f r om p resen t  Na rd l s  sa l es  r ep resen ta t i ves  t o  sa l es  changes

o z



5. Unwi l l ingness of  Nardls fanl ly  to generate addi t ional  equl ty

Advlce to Todd Dodge

l .  C,et  the conplete,  unequlvocal  support  of  the Nardls fami ly.

2.  
, t : r : ; ' : i l  : : : i l : : : . . "a1 

changes swl f r ly  ro n ln i rn lze reslsrance.  r ine

3'  
: i : ' : ; : l ; " :nd 

persuaslvelv expla in to personnel  the reasons for  each of

4 '  Be prepared to accept cr l t lc lsn and be ernbrol led ln controversv.

?

The answer to th ls quest l0n depends on the organlzat lonal  context :  howlarge 11 ls '  the u"* : : :  of  a. . , tonon! " . j " t .o uy t t r i  t , r . r . .or-d Eanager,  etc.usual ly  Eurnaround i r t rsrs . . "  p.o i . "" io. r . r  , " r .gu."  ;h;- ; ; * . ther peoplerscompanles rather than their  own. I " - i ; i ;  context ,  they would not  beclassl f led as entrepreneurs in the rradlr lonal  sense.  
. i l ; ; ; . ,  

as changeagents w' th ln thelr  organlzat l .ns,  turnaround managers nlght  be thought ofas  en t rep reneu rs -_ i n te rna l  oppo r t un l t y  seeRers .

APPENDIX A
Pro f l r ab i l i r y  Ana l ys l s  ( 000 , s )

: : : " :  .  $CGS and oper.  t ,g}4 
-ah 

t lG  &  A  6 o q  
- ; ;  t t  2 , 3 1 8

lelrrlq ',ii: ,i: ,i :'Jiicon r r l bu r i on  18  8  r  zoA t  ( 50 )  ( 68 )
Rat lonale

l .  Sa les  -  g70  pe r  o1d9 r -  f o1  ca rds ,  g l 7  pe r  o rde r  f o r  s t a rLone ry .Subtracr  rota ls f rom to ia i  s" ie"  on f . r .or .  ; ; ; ; ; ; " " . .Rema lnde r  1s  g l f t  sa1es .

2 '  cGS  &  ope r '  -  ( a )  Nuu rbe r  o f  o rde rs  o f  s t a t l one ry  I s  251  0 f  t ha r  o fcards.  Cosr of  urarer ia ls is  est lnated-; ;  ; ;  rhe sane.cost  of  packaging rhe saure.  cosE of  J"" ig i 'a . r i r r .a.ry
more for  cards.  Cost  of  an order of  stat ionery 1s est l_nared ar  752 ot  an order  of  cards.  ls i . - " i -  isz = rcZ(b)  c f f rs  were f igured at  0.9"1 of  to t " i  CCS-pf , r "  $50,000for  the catalog.

c & A - 

; iB;:* 
on percenr of sales _ srarlonery at 62 and gif ts at

Sell ing - Flgured on percent of sales: stat lonery 67., glf ts 0.97..

APPENDIX B
Savlngs Est i rnat ions

Di_scon t  l l rue S ta Eioner,v
ra tes  Upe ra t i ons

$343 ,000

4 .

l .



,

G & A
Sel l lng Expense

D iscon t i nue  G i fEs-  
Cos r ;F  Sa ies  &  Ope ra r l ons
G & A
Transpo r t  &  S to rage
Ca ta logue

Se11 Excess InvenEorv
s t a t l o n e r y  &  G i f t s
O the r
(Se l1  a t  402 )

4 .  Se l l  S ta t l one ry  Mach ines

(se l1  Ar  40%)

$53 ,000
1 2 , 0 0 0

$ 3 3 , 0 0 0

APPENDIX C
Pro Forma Cash Flow----

\  La rd  s  un l y )

3 9 ,  0 0 0
1 I 6 , 0 0 0

$  2 I , 5 0 0
6 ,  0 0 0
4 , 9 0 0

5 0 , 0 0 0

$  6 5 , 0 0 0

$ 4 9 8 , 0 0 0

qg:lqo

8!!90

$ 1 3 , 0 0 0

$  5 , 0 0 0

5 .

r9B0  1981 1982SALES (es t .  182  g rowrh  ra te )
Cos t  o f  Goods  and  Ope r .
G & A
Sel l ing
Total  Expenses
Ope ra t l on  P ro f i t
I n t e  r es t
Increase ln Receivables
Incorne before Taxes

Taxes
Ne t  P ro f i r

Dep rec ia t i on
One Tine Cash Flows

Sale of  Inventory
Sale of  Machinery

Ne t  Cash  F low

s
r,eoz z2d6 isrq

609
1 , 9 0 3
T:m

1 8 9
I28-l

6 l
0- T

o 1

7 3

7 r , o
2 , 0 5 0
4 , 9 7  5

338
r25
t 5---19=8

5--r33

848
2 , 4 7 9
5 , 8 2 6

444
r 0 5
l 5

a a r

l7o
r ) 4

6 0  4 3

2 6 0
1 3  o

9 
-T73 

$ 253

Notes :

1.  1980 sales reduced by 77" to g ive sales of  cards on1y.

2.  Expenses breakdown cornes f rom prof i tabi l i ty  analysis chart .

3.  Cost  of  Goods and operat ing expense has
lncrease in sales.  So used 16% increase

4. G & A and sel l ing expense -  used lg%.

5'  rnterest  is  reduced as one t r .ne c-ash f lows and subsequent posi t lve cash
f lows are used to reduce debt .

0
0

$--l9-.7

history of  being 2"/"  beLov
per year.

o.{

Reduced Interest  Expense Froro
Shlftlng to Long-TErrn-nebt



6 , Taxes  i n  l 98 l  a re  1ow  < lue  t o  $250 ,000  l oss  ca r r y  f o rwa rd .

GOODBUY GROCERY

I s s u e s

l .  No - f r i 11s  g roce ry  r e ta l l i ng

2 .  S to re  r e l oca t i on

3 .  Me rchand l s l ng ,  p roduc t  n i x  s t r a tegy

4 .  Compe t i t i ve  t ac i i c s

5 "  Rea l i gnnen t  o f  s t r aceg5 ,

6 .  Adve r t i s i ng  s t r a tegy

7 .  Ma rke l i ng  resea rch

Cr i t i que  Mr .  He r r l

Herr  ing ton?

*r€fr"*F*+ffi:"""ffi
The aut l ior :s cornplrment,Mr.  Herr ington for  h is deternlnat l .n ro reopenGoodbuy Grocery and hls wl l l ingness tJ inr ,o.rutu.  He seens to be ccnsclousof  Lhe need for  cevel0plng a c impet l t ive eage and for  th lnking strate-glcal ly .  Thls is  somev;hat  remarkable given t i re muncrane na.ure of  rhe busi_ness  and  He r r i ng ton rs  l lm i t ed  en t rep re i eu r i a l  backg round .

l { e r r i ng ton rs  p r lma ry  cha l l enge ,  and  t he  rea l  key  t o  t h l s  case ,  I l e sw l t h  assess ing  t he  f i nanc la l  po t "n i r . r  o f  no - f r l 11s - ro . . h . . r J i " r ng .
Informat ion presented in the case in th is regard is  qr t {gq lLrni ted in scope,thereby c losely paral le l ing ihe way the , , real  

wor ld, . ' ty f i " . i i1 ,  i . .  Rarelywouid an entrepreneur suc-h as Herr ington have nnr, rch nore lnformat lonavai lable wi th which- to fashion a coipeLi t l r ,e st raLegy" students arethrust  in the unserr l lng ro le typical iy  faced ly  " r r t i "p. .nu.r . " ,  havinEi  tomake cr l i ical  c iecls ions on cbe basls o i  l in i ted lnfor ' rat ion and only pa.r-f ia l i ,y  informed speculat i .on.

No-fr i11s nerchandisr . 'g woulcr  appear Lo have sorne markec appeal  an<istaying power r . rnder the presenE "concr lc rn11ieu.  tJhat  ls  r ts  rL\ng runpotenl ia l  and stabi l  i ty  remalns to 
'be 

seen, as is  the case for  nost  lnnova_t ive ventures '  s tudents mlght  prof i t  f rorn conduct lng sorne secondaryresearch i ' to no-f r i l1s rnerchandis ing.  The pro fcrml 1n e*hi i r t  5,  to what_eve r  ex ten t  l t r s  va1 id ,  doesn r t  f o re i e l l  spec tacu la r  pe r f o rnance ,  bu t  t heventure would appear to ha,re some vlabi l i ty .

The decls lon to re l 'cate in cantonr s af f luent  northwest  srde cei ta ln lysppears to have sone ner l t  on the surface.  ordlnar l ly  i t  ls  prudent toopen a new buslness in the thr iv lng end of  town , ,wher l  
t te-aci fon fs. . ,However,  there nay be soroe who tak!  the pcsi t r .on that  Goodbuy Groceryshould re l0cate ln cne of  che less af f i .uent  canton nelghborhoods whoseresi<ients n ight  be expected to bet ter  patronlze a discour, t  pr ic i ig grocerystore '  on the other hand, more af f luent  shoppers "oaa" in iy ' , - r " r"*ru

bargains as ruer-1.  The authors feel  t i rat  the rccat ion decis ion should not
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be^based on demographic trends a10ne but shourd ar-so carefuf ly considero l r re rences  in  cons t ruc t ion  s i te  cos ts - lna  "o r r rng- .ugJ i " i i " . " .  Fur ther ,: h:i':..':il "i":':,fii:i:' "i[i;::r#:"." u"g " "nr "nu.r.'"" "t,r.,8, may
__  

Few  o the r  r ea l i s t l c  t r ans i t i on  s t r a teHe r r i ns ron .  He  cou ld  i nves t  ; a " - ; , ; i ; ; ; s l : " ^ "0 f . : .  
ava i l ab l e  r o

: ii"ii ";.*" 
ff 

"::;:","o ".t " i tu u* p.. i";;; ;. "l "lTitl' 
lil"'lr Jir i:: tTff 

i-
authors suspecr .n.. 

t l ;.^oll,what competlt ive eage-wo"ii^'trJ"tlJ"r Thej:ilj":jf.:":,L{j.:fr" ";:,:Tl.t::,:l'"f; 
i":;i:.;d';j;:. ;;#i, ::;: " "-

are higher,  bur custcbeen 
able to conpete wi th the "hJ": :*"Th" i r  pr lcesIners are wi l l ing to pay for  the "" . """ f . r . " .

ffi bene f l  t frorr narket i r esea rch before flna-
u l de lne s o r  h im  t o ol1ow in con-

does as  a  no - f r i l l s  s t o re in Canton,  recomnen4 an adver_Her r i

Iow pr ices (  ' . f  ight  inf la t ion, , )

f i : : ; t t " " .  
shopping (s iurpl ic i ry,  back ro the . ,o1d 

fashlon. ,  basics,

Home owrrershlp

Cen t ra l i zed  l oca t l on

Product  qual i ty  assured

ductlns rfrEEGEE?iEl

Herr ington should eurpl0y the serv lces of  a consul tant  to conduct  theresearch'  The authors feel-  such i """ . . " r ,  ls  lmportant  enough Eo warrantt he  add i t i ona r  expense ' -  He r r i ng to r  * r " " : l l  needs  t o  ae te r f i i ne  mo re  abou t;x;" il#:.:ilL;"L,il51:33jj f 
-;; 

;:;:,, r s sro res. _iiJ.?o-uo"r,,g

l .  How successful  has Kroger,s By_Lo no_fr i1 ls store in Canton been?
2. Is  there roon in Canton for  a second no_fr i11s store?
3'  which no-f r i11s fs3gulss are popular  wl th consumers and which are not?
4 .  How  va l i d  and  accu ra te  a re  He r r i ng ton rs  p ro  f o rma  p ro j ec t l ons?
5. Which nelghborhood in Canton would beno_fr i l ls  store? 

wuurq De expected to.  best  support  a new

6. Where do the custoners l ive that  shop at  By_Lo?

Good

rn t te op'n ion of  the authors,  the for l0wlng advert is lng themes shouldbe stressed ( in a newspa.per and door_to_door handbi l l  " . rp ign,1,
l .

2 .

J .

4 .

6 6

I f



4 .

5 .

AN ENTREPRENEURIS DIARY

Iesuee

l. Da11y actlvl t les of an entrepreneur

2. Entrepreneurlal l l feetyle

3. Realltlee of soall buslness rnanagellent

The followrng observatrona about Tannerrs lrfestyle can be gleaned f-ronh ls  d la ry  en t r les :

l .  His schedule is nult t faceted and ful l  of varlety.

2' I te antlclpates aome actlvl t les ln advance and react '  to others afterthe fact.

3' Ile works long hours and not necessarlly accordrng to a strlct dailyrou t ine .

He has rnul t ip le projects and pr lor l t les golng s lnuLtaneouely.

He concerns hlneelf wlth both short-run and l0ng-run declslone andpo l l c l es .

6.  He cont inual ly  searches for  new buelness opportunl t les.

7.  He nul ls  over certa in decis lons for  an extended t tne per lod.

8.  I Ie performs hls share of  mrmdane work act lv i t les.

9 '  He nalntar 'ns a sprr l t  of  optrn isrn and dlsplays a posrt lve out look.

10.  He str lves to balance work responsibl l l t tes wl th fanl ly
cons lde ra t l ons .

Is Tanner an entrepreneur?

unq'est lonably he ls .  He has several  business projects golng at  thesane tloe; he ls contr.nually on the search for addltionir opd"trrrrrtlee; heca11s the 6hots wl th ln h ls conpany;  he ls  a general lat ;  he 1s certa ln ly af  lnanclaJly-or lented achlever.

Numerous personal needs could, and probably do, lle behtnd rannerrsefforts. Posslbl l l t iee lnclude tfre fot lowfng:

l. Strong achlevenent need

2. Strong securlty need
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3. Love of  "wheel lng 
and deal ing"

4.  Deslre to achleve a certa in rate of  return on lnvested caDltar

5.  Enjoyxoent of  manager la l  act lv l t ies

6.  Absence of  st rong nonbuslness lnterests,  lnc ludlng hobbies and le lsure
pursul  t  s

7. Reluctance to sel1 out or remove Mnself fron "runnlng 
the show"

what do hls d iary entr les indlcate about the real i t les of  smal l  buslness
rnanagerentf .

The dlary conmentary c lear ly ref lects that  smal l  business managers musc
be general ls ts capable of  perfornlng a broad array of  lnterre lated act lv i -
t les.  Entrepreneurs must be able to acconrnodate lnternal  and external
threats,  ldent l fy  and evaluate opportuni t ies,  nalnta ln operat lons f lex lb i -
l l ty ,  work $r l th people smoothly,  and be cont inualry sel f  mot lvated.  The
qual l t les of  pers lstence,  hard work,  sel f -conf idence,  and indiv idqal isn are
also spot lLghted in the dlary entr ies.

NEW GENEMTION SOFTWARE

Issues

1. Minor l ty  group entrepreneurshi .p

2.  Government support  of  sma11 buslness

Do you_fee1 I larr ls  Monahants v lews are typlcal  of  other b lack business
owners? Do any of  h ls statene

Whi le l t  ls  d i f f icul t  to general lze about any group of  people,  the
authors feel  that  Mr.  Monahanrs v lews are wldely shared by other b lack
entrepreneurB. Monahan cones across very much as a pragmat ist ,  more con-
cerned l t i th excel lent ly  fu l f l11lng his buslness r . "por," ib11i t les than wl th
socla l  polenlcs.  whi le obvlously proud of  h ls ethnlc her l tage,  he ls  a lso
proud of  h is abl l l ty  to succeed wi th in the establ lshed socia i  system. He
is t ru ly "color  

b l lnd" ln the most adnlrable sense.  The authorsf  exper i -
ences wl th other rn lnorLty entrepreneurs have been qul te s iur l - lar .

The authors d id not  react  wl th greaE surpr lse to any of  Monahanrs state-
nents.  He revealed hlursel f  to be hard worklng,  opt ln lst lc  in out look,  1n-
div ldual ls t ic ,  and real l ty  or lented-- just  l lke most other , , typlcal . .  

entre-
preneurs known by the authors.

In whag.ways -qas the federal  governnent sought to p longte ur inor l ty
capi ta l lsrn? What e lse do you

For an e><ce11ent up-to-date revlew of  th ls subject ,  the authors recon-
rnend the ar l tc le "Hor.7 

Mlnor i ty  Buslness can Bui ld on r ts st rengthr ' ,  by
Rlchard F.  Auner lca,  Harvard Buslness Revlew ( l4ay-June, t9g0).

The pr inary thrusts of  federal  government asslstance to n lnor i ty  capi-
ta l lsrn has come 1n the form of  MESBrcs (Minor i ty  Enterpr lse srnal l  Buslness
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rnvestment cornpanles) and the SBAIs & Program which has sought to generate
government contracts for  n lnor l ty  f lms.

rn addresslng the quest lon of  fur ther governnent asslstance to n lnor i ty
enterpr lae,  the authors would only erho Harr ls  Monahanrs suggest lon for
berter  government contro l  of  lnf latbn and the economy.

Il 
vthlt ways can the w ss :ornnuntty lend support to rnlnority

flrns?

l .  Serve ae cuatomers

2.  Serve as dl rectors on nlnor i ty  conpany boards

3.  Coslgn loans

4.  When sat ls f led wl th the ninorJty f lnnrs serv l -ce and
othere 1n the corporate commul l ty .

prlces, lnforn

MCGOWAN REALTY

Issueg

I.  Character is t lcs of  a fenale entr?preneur

2.  Entrepreneur la l  l i festy le

3.  Entrepreneur la l  phl losophy

In what ways does Meredl th McGowan f l t  the prof l le of  a
reneur? Is her l i festy le representacive of  other ent

at  a l l  by her long-tern

Meredl th comes acroas very loud and c lear as an entrepreneur:  she
dis l lkes adnlnlst rat lve work,  enJoys lnterre lat lng wi th people,  works long
hours,  Le opportunlst ic ,  and she ls  an achlever.  I ler  descrLbed entreDre-
neurLal  l l festy le certa ln ly does not  seen atyplcal .

Her goal of retlrlng with her husband to travel hardly eeeme rmusual
glven the procllvlty of nany business orrrlers to sel1 out after havlng been
at the heln for eone tlne. Whether or not Meredlth wll1 ever be able to
overcome her need to "score" 

ln real estate recnalns to be seen.

Would you t rade places wl th her professlonal ly?

In order to reallstlcally answer thls questlon, one would ln turn need
to ask the fo l lowlng subject lve quest lons:

I. I'Iould I be wl11lng to work as hard and contlouously aa Meredlth?

2.  Do I  enJoy worklng l r i th a l l  sor ts of  people?

3. Ao I a self starter poesessLng the dlsclpllne requlred to be my own
b o s s ?

4. Would I nlnd lnternlng1lng fanlly 1lfe wlth ny work?
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5 .  D o I

5 .  Do I

requlre the securlty of a rtable uronthly salary?

have an aff lnl ty for cashlng in on opportuntty?

TIiE KEYS TO ENTREIRENEURIAL SUCCESS:

A ROUNDTABU DISCUSSION

I s sues

t .  Entrepreneur la l  success factorg

2.  Mietakes noet  connonly nade by entrepreneurs

3.  Problens and chal lenges faced by er , t repreneurs

4.  Guldel lnes for  star t lng a new venture

5.  Pract l t ionerte guLdel inee to entrepreneurshtp

Based on the roundtabre dlscusslon,  devel0p your own lntegrated analysls of
," yo,r, or., paofff" fficessful entrepffi

- , ,sunnar lz lng the v lews of  the fotn roundtable part ic lpants produces thefol lowlng port ra l t  of  the successful  entrepreneur:

l .  Engages ln s l tuat lonal  (cont lngency) p lannlng

2.  Interpersonal  sensl t lv l ty  and conpetence

3. Plent l fu l  energy,  st rong success dr ive

4.  GeneralLst  or lentat lon

5.  Tru6tworthy

6. Perseverance and total conmltment

7.  Internal ly  not lvated

8 .  Se l f  i n s l gh r

9.  wel l  prepared f lnanclar ly  for  the compa.nyfs star t  up and rn l t lar  growth

DAMON ELECTRIC

Issues

l .  The  en t rep reneu r r s  l i f e s t y l e

2.  The ro le of  "good 
breaks, '  ln  entrepreneur la l  success

3.  Transi t lon f ron entrepreneur la l  to professlonal  managenent
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4 .

5 .

The potentlal dleruptlveness of entrefeneura ln large cmpanles

ftnpact of entrePreneurial l l festyle onfamlly 11fe

6. L l festy le and fanl ly  conetra lntg to entepreneur ia l  guccess

Do you feel " luck" tant the success of

venturee? To what extent entre euls of ten

breake

The authore are not synpathetlc wlth " luq" explanatlons of entrepre-
neurlal succeas. l,le strongly belleve ttnt ma6g61{a1 acumen lies behlnd

most succeas breakthroughs for a enall- buelnee. What the uneophlettcated

obeerver mlght attr ibute to a stroke of good irtune, the authore would

tend to atEilbute Eo good conpany organlzatlor'and rnanagerlal plannlng--the

cornpanyrs wherewLthal to take advantage of protslng buelnese opportunltles
as  they  ar ise .

doee Danon llclver Etate that qo llglne|lggbg gC99"9g!Cl

an entrePreneur orel lhg- f.S.-ry

Mclverrs statement would aeem to be predlcatl on two qtnllfylng

a sarrnPt lons :

1.  That  the easence of  entrepreneurshlp la star t lg new ventures ag

opposed to roanaglng establ lghed ones'

2. That entrepreneur6 woul-d not be expected to early rnake the transltl'on

to professlonal managementr or even have the de11g to do 8o.

Mclver ls probably statlng hls own personal vier 36ey"' they are not

necessar l ly  representat lve of  a l l  entrePreneurs.  Ce:aln lY Mclverrs
"breed' .  of  enErepreneur 1s wel l  repreeented ln the bt lngss wor ld,  but

there ls also a dlff"."nt breed that thrlves on longlrro managenent and

control  0f  one comPany'  seeklng a succegslon of  new obrtunl t les for  that

one buslness rather than a ser ies of  new buslnesses'

How can an entrepreneyr detemlne elhen. the_t lBg_1l- f lPqor turnlng over

@ a professlonal  nanager?

Thls questlon ls addressed ln more detall in the ca6("Phllnark

Product lons."  I loweverr  l t  can be nent loned here that  the:ransl t lon lssue

ls str lc t ly  a personal  decls lon for  the entrePreneur lnvo\6.  lb opt lnal

rules apply for all entrePreneurs. The lndlvldual entrePr'eur Eust decide

tor  nfnsef i  (hersel f )  where hls (her)  ta lents and energy € be best  be

appl led:  on a succeBslon of  new venturesr l t l th a successloof  oppOr-

t rnr l t les for  one company,  \ t l th splnof f  projects wl th ln a-91\  f l rn,  by-;;;;t;; 
in acquisitlotts, vra new product development and R tp, "1"'

Why exactly do you think Darnon was flred by hls prevlous enplc"r3

A1-though lnfornatl-on provlded in the case ls somewhat sketc'' there is

evl.dence that Damon didnti play by the rulee in rnanaglng the matenance

services.  I le refers to h ls 
"wheel lng and deal lng",and."hust l logo t ' "*

c i re.r tsr"  indlcat lng an aggreselve,  perhaps iconoclast l 'c  nanageme sty le

on hLs pa.rt. EvldenCly he went overboard, perhaps cuttlng too nancor-

, r" r" ,  "nd fa l led to f l l  the corporatLonrs 
"mold. ' '  whether or  not  \  cor-

poratlon was unduly bureaucrarlc and constrictive ls not mentioned '

Damon.
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In what ways can entrepreneurs be d_srupt ive to conpanies?

l .  Denandlng extensive personal  a.onony and decrs lon rnaklng lat l tude.

2.  Eschewlng group del iberat lon ad consensus.

3.  Preoccupa.t lorr  wl th innovat ionand dolng th lngs di f ferent ly
(  unconvent ional ly)  .

4.  Over looklng or  consclously Ehe establ lshed chaln of cornnand.

What act lons can a lar

lnor ing

take to succe ss fully acconmodate entrepre-neurs anong l ts  personnel  ranki

.,

2

I .  Asslgn them to specla l  p loects or  " f r lnge" 
departnents requir ing, the

sk l l l s  o f  a  c rea t i ve ,  aase t l ve ,  and  l ndepend " r ra  , " nag "a . - ' -

Minln lze expectatrons foFerenonlal  and "group 
th lnk. '  act lv l t les.

open up and malntaln q1s- ' l ines of  cornrnunlcat lons between 11ne mana_gers and entrepreneurs g reduce the potent ia l  for  terr l tor i . i -ar"p,r tu"
and protocol  conf l ic t .

Make a long-tern commltent to internal entrepreneurshlp so that rt
becomes more than mere. '  a " fa l r  

weather. .  experf toent .

Publ lc lze lnternal ly  . t repreneur ia l  successes at ta lned to bui ld l lnesuppo r t .

4 .

5 .

Do entrepreneurs have
"wo rkaho l t cs "?  

Can  bus lness success cone
other than rhroqCh .L_99!_!grgq!al connlTienr and at lon? Do

wo t t e r  o 1n
sEarElng your own busLrss venture?

- 
Th9 authors n ightacet lously comment that  entrepreneurs donrt  have tobe workahol lcs in ord, j . to be successful ,  but  l t  sure helpsi  

- i t " .u 
can beno quest ionlng the r f l i ty  that  unconmon dedrcat lon and zeal  " . "  po.ru-

qurs i tes to entrepreur la l  success ln todayrs lnhospl tabru-t , r " r r r"""
envlrorunent.  The o 'spect lve entrepreneur 1s k iddin!  h lmsel f  ( r rersel f )  tobel ieve otherwlse.  Jven lndiv lduals of  br l11lant  bui lness . . r r . r ,  nusr paythat  "sereat  

equl ty

r t  shourd 5" lnted out  that  many " fast  
t rack" nanagement execut lves

are arso workahotss and possess roany of  the charactet" t i " "  . ro.r" r ry at t r r -buted to entrepr.eurs.

,  
Regardlng nr iage,  obvlously the entrepreneur nust  oake th ls decls lon

fron a persona'perspectlve. one thlng nust be rorrr. rn ,iidr-^'horu*r.r:
human belngs p not  capable of ,  pursulng nany chal lengirg; ; ; i " 's lmul ta_
neously.  Abo. average acconpl lshnent requlres .boue-.r rEr lge ccmnltment.
The potent l " ' fo-r-buslness pursul ts and pioblems ao pru" ip i i . tJ  nart ta l
d i f f lcul ty  rwel l  establ lshed.  unfor tunately,  a l l  . " "o^pi i " t*"ncs carry apr lce.  11t  -ndiv ldual  nust  declde how nuch of  a pr lce tu 'o.  " i "  ls  wi l l tng
to  pay  f o rus l ness  succeas .

oo-yon "%fer "rt ."preneurs could establ lsh then-
feel an

7 2



The l i terature,  in addl t lon to common sense,  st rongly supports the

plvotal  ro le fanl ly  p lays ln entrePreneur la l  success (or  fa l lure) ,  as

al luded to above.  The chal lenge of  successfuLly launchlng a new venture 18

so great  that  i t  usual ly  requlres the strong endorsement and asslstance of

faurlly and friends.

The sacr l f lces which an entrepreneurrs farnl ly  w111 ln a l l  l lke l lhood

have to make are leglon:

l .  Less  t i ne  w l t h  f a t he r  ( o r  no the r ) .

2.  less t lme for  vacat lons,  re laxed weekends,  and fanl ly  recreat lon.

3.  Accomrnodat lon of  business problems, st ressesr and stra lns brought hone.

4.  Foregoing nater ia l  weal th dur lng the ear ly,  bul ld-up phase of  the new

bus lness .

5.  Intermlngl ing
sent worry of

Besldes faur i l and encouragenent, elhat other external  factors must

be  
" r unch a new venture?

of  faml ly
personal

wealth wlth buslness wealth and the ever Pre-
bankruptcy.

Patr lck L l les has probably nade the def in l t ive

Business Ventures and the Entrepreneur (Richard D.

The cr l t ical  external  var lables c i ted by Ll1es

l .  Low f inancia l  constra lnts

2 .  D i ssa t i s f ac t l on  w " l t h  p resen t  j ob

3.  Ident l f icat lon of  new venture ldea

4. Perceived conpet l t ive wedge

analysis here ln h ls
I r w i n , 1 9 7 4 ) .

New

lnciude the fo l lowlng:

WHATI S YOUR ENTREPRENEURIAL POTENTIAL?

Issue s

l .  Personal l ty  and behavioral  character ls t lcs of  entrepreneurs

2.  Entrepreneur la l  sel f  assessment

As stated in the lntroductlon to thls exerclse, the authors have no

pretenses about the quest ionnalrers scient i f lc  val id i ty .  I t  1s not

deslgned to be a deflnltive measure of entrepreneurlal potentlal. Rather

lntrospect lon 1s the chlef  purpose of  the quest lonnalre:  to help students

becorne farnlllar wlth the essentlal behavloral cornponents of entrepre-

neurship (at  least  according to a consensus of  the l l terature)  and how they

personal ly  stack up.

Scorlng the questionnalre ls slnple. Students should total uP the

number of responses agreeing wlth the key be1ow. The greater the

agreenent,  the nore the student perceLves hf tosel f  (hersel f )  to Poasesg
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behavioral characterlst ics consonant wlth those aseoclated wlth entrepre-
neurs 1n the l l terature. These characterlst lcg are as fol lows:

l .  Abl l l ty and deternlnatlon to learn fron experlence (q'est lons l ,  32,
37 ,  43)

2. Wll l lngness to aaaure r lske (questlona 2, 26, 4g)

3. Deslre for personal autonotly and lndependence (questlone 3, l l ,  21,

4. orlentat lon tonard hard work and personal productlvl ty (questlons 4,
13,  25,  45,  50)

5. Tendency to gauge personal success ln f lnanclal terns (questlons 9, 30,
42)

6. Achlevenent drlve (questions 7, 20, 23, 33, 34, 41, 47)

7. rnternal locue of control (be1lef ln at least part lal ly deternlning
ones des t lny )  (ques t lone 15 ,  28 ,  49)

8. self  motlvatlon by lnternal ly f toposed perforroance standarde (questions
1 0 , 1 6 , 3 5 , 4 0 )

9. Tendency towardB noncornforrolty or dolng things unconventlonally
(quesr lons  12 ,  L8 ,  29)

10 .  Conpet l t l veness  (ques t lons  19 ,  44 ,  46)

11. Hlgh energy level and robust health (questlons L4, 77, 22)

L2 .  Asser t l veness  (ques t lons  8 ,  24 ,  38 ,  39)

13 .  Se l f -con f ldence (ques t ions  5 ,  27 ,  3 l )

3 6 )

6 ,

Scorlng Key

l .  D  l l .  D
2 .  A  1 2 ,  D
3 . A 1 3 . A
4 .  A  1 1 .  D
5 .  A  t 5 .  D
6 .  A  1 6 .  D
7 .  A  t 7  A
8 . A r 8 . A
9  A  1 9 .  A

1 0 .  D  2 0 .  A

2L.  A
t t  n

23. A
24.  A
25. A
26. D
2 7 .  A
28. D
29.  D
30.  A

3 1 .  D
32. D
33.  D
34.  D
3 5 .  D
3 6 .  A
3 7 .  A
3 8 .  A
39.  D
40. A

4 t .  D
42. A
43.  A
44.  A
45.  A
46.  A
4 7 .  A
48. A
49.  D
50.  A

r t  1s unl ikely that  e lEher Lnstructor  or  students w111 agree w"r th the
authorar key Eo every quest lon.  Thls is  predictable g lven the lnchoate
sEatus of  the l l terature and subJect lve nature of  the quest lonnalre.
However to the extent that dlsagreement lrlth the key spa.rks discusslon,
debate,  and heal thy dissent ,  the quest lonnalrets ro le has been excel lent ly
fu1f l l1ed !
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