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CHAPTER 1: The Changing Face of Business

Video Case 1.3: Cannondale Keeps Satisfied Customers Rolling
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· Ethical business decisions
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Video Case Synopsis

You'll never forget your first real bicycle. Maybe it had stickers on the fenders, streamers from the handlebars, and maybe even a bell or horn. The important point was that it didn't have training wheels-and it wasn't a tricycle. It was a bona fide bike. The people at Cannondale share your passion for that first bike, and they want you to enjoy cycling as an adult, preferably on one of their models. 
The Connecticut-based company stresses quality and customer satisfaction from the ground up, from tires to seats to handlebars. Company management also understands that cyclists come in a variety of types, from recreational to racer. And satisfying the needs of a variety of cyclists means that Cannondale offers a broad product line made up of diverse models─ including high-performance road bikes, sport road bikes, cross-country racing models, pack touring cycles, triathlon bikes, mountain bikes, "comfort" bikes, tandems, and even a recumbent cycle with a soft seat and backrest. For the truly persnickety customer, the bike maker also offers customized bike frames. And for cyclists who want to look and feel cool while they are riding, Cannondale can outfit riders with cycling apparel in high-tech fabrics. If that's not enough for the cycling enthusiast, there are hats, socks, shoes, seat and handlebar bags, and more. 
It takes teamwork to produce Cannondale products, which are considered by both the cycling industry and their loyal customers to be of superior quality. If you could sit in on a research and development meeting for a particular model, you'd get a good sense of how dedicated Cannondale designers, engineers, and product managers are to their customers. Steve Metz, director of product management, oversees everything from decisions about how to meet customers' needs to selecting components for a bike and making sure the final product is manufactured to quality specifications and delivered promptly to customers. John Horton leads a team of project engineers who develop new, models and improve currently popular models like the Jekyll. 
Designers and engineers meet frequently and often informally to discuss ways to add value by installing stronger or lighter components and increasing speed without driving up the price. They test different innovations, communicate with the manufacturing plant, and test them again. Once they have a prototype, they ride the bike. And to continually focus on customers, Cannondale designers use inputs from current and potential customers to guide every phase of the development process. After all, the world's highest quality bike is still a failure if it remains unsold in retail stores. 

Technology also plays an important role in creating the lightweight, high-performance bikes for which Cannondale is so well-known. The company isn't hesitant to develop working relationships with outside firms capable of supplying technology not available in house. Years ago, Cannondale reached an agreement with Genosys Technology Management under which Genosys would supply expertise in monitoring quality control and providing improved communication throughout the company. Cannondale has also pioneered such-innovations as the electronic shock lockout system for mountain bikes. 
A traditional mountain bike is equipped with shock absorbers that reduce the amount of shock to a rider's leg, but the same mechanism also makes it harder to pedal uphill or make the most of sprints during a race. If a rider wants to "lock out" the shock absorber, he or she needs to remove one hand from the handlebar, a cumbersome maneuver for a cyclist on the move. The electronic Cannondale system works with the push of a button. One touch activates the lockout, and a second touch deactivates it. Riders love it. But the new system didn't come easily; Cannondale engineers tested and discarded several designs and prototypes before they had one that worked. The new system made its worldwide debut at the Sidney Olympics, where Swiss rider Christoph Sauser won a bronze medal.
The pursuit of quality requires that a firm must make ethical business decisions, even if that means admitting mistakes. Despite every effort to produce the best components, one year Cannondale discovered that the stems─ part of the steering systems on some of its $3,400 to $5,000 bicycles was breaking. The company responded quickly. After four reported instances and one minor injury, Cannondale issued a recall for the defective parts. Although a recall may have caused initial unwanted publicity, in the long run dealers and cyclists knew they could trust Cannondale to make the right decision. That's the mark of a company whose passion is perfection on wheels. 

   Like every business, Cannondale execs have made a few mistakes along the way. Their expansion into motorsports proved a failure. Worse yet, it ate up hordes of company funds and, coupled with the economic slowdown, forced founder Joe Montgomery to seek bankruptcy protection.  In 2003, the firm was purchased by Pegasus Partners, which provided new funds for the cash-starved company and promised to make Cannondale even better. Pegasus representative David Uri voiced strong support for the company: "The fact that the bike division has remained profitable despite the costs of its now closed motorsports business clearly demonstrates the strength of the brand. Our job now is to let Cannondale concentrate on what Cannondale does best── designing, manufacturing, and marketing lightweight, high-performance bicycles for the specialty retail market.

  Answers to Questions for Critical Thinking 

  1.  Identify some of the types of capital that Cannondale uses in producing its bicycles. 
Capital includes technology which includes inventions designed to improve production and information, which is improved by technological innovations. 

Technology plays an important role in creating Cannondale’s lightweight, high-performance bikes. On a traditional bike, a rider removes one hand from the handlebar to "lock out" the shock absorber. By contrast, the electronic Cannondale system works uses advanced technology. The push of a button activates the lockout, and a second touch deactivates it. Designers and engineers discuss ways to install stronger or lighter components and increase speed. They test different innovations, communicate with the manufacturing plant, and test them again.

   2.  In what ways do human resources at Cannondale contribute to value and customer satisfaction? 
   Cannondale relies on its employees as a valued source of ideas and innovation because effective, well-trained human resources provide a competitive edge. It takes teamwork to produce Cannondale products.  Cannondale designers, engineers, and product managers are dedicated to serving their customers. Steve Metz, director of product management, oversees everything from decisions about how to meet customers' needs to selecting components for a bike and making sure the final product is manufactured to quality specifications and delivered promptly to customers. John Horton leads a team of project engineers who develop new, models and improve currently popular models. Designers and engineers frequently discuss ways to add value by installing stronger or lighter components and increasing speed without driving up the price. They use inputs from current and potential customers to guide the development process.

3. Describe how Cannondale can use relationship management to thrive and 
grow as a company. 
Relationship management is the collection of activities that build and maintain ongoing, mutually beneficial ties with customers and other parties. Cannondale has working relationships with outside firms capable of supplying technology. Cannondale partnered with Genosys Technology Management for expertise in monitoring quality control and providing improved communication. 

Relationship management involves gathering knowledge of customer needs and preferences and applying that understanding. To continually focus on customers, Cannondale designers use inputs from current and potential customers to guide every phase of the development process.
  4.  Cannondale relies on teamwork to produce its bicycles. In what ways does this reflect the changing nature of today’s workplace.
In today’s workplace there is a trend toward more collaborative work as opposed to individuals working alone. Businesses using teamwork hope to build a creative environment where all members contribute their knowledge and skills to solve problems or seize opportunities. Firms like Cannondale recognize the value of a partnership with employees that encourage creative thinking and problem solving and that rewards risk taking and innovation. Cannondale relies on individual strengths and diversity of ideas for its horizontal special-purpose teams.
Experiential Exercise

Go to Canondale’s website and find its mission statement. http://www.cannondale.com/company/ What is the company mission? How does Cannondale succeed in its mission? To answer this question, check out the company blog and the videos posted on the website. 

Year after year, Cannondale leads the industry with innovation and state of the art technology. Why do you think Cannondale is the industry leader? 

How does Cannondale show its commitment to quality? How does Cannondale remain competitive? What are the unique combination of organizational abilities, products, and approaches that sets Cannondale apart from competitors in the minds of consumers?
CHAPTER 2: Business Ethics and Social Responsibility
Video Case 2.3: J Timberland Walks the Walk 
Video Running Time: 13:36

Organization Discussed: Timberland

Concepts Spotlighted in Video:

· Business ethics 
· Social responsibility 
· Ethical standards.
· Branding

· Quality

· Competition

· Customer satisfaction

· Collaboration

· Innovation
You know people who talk the talk of volunteerism and service. But do they walk the walk as well? Timberland is an extraordinary example of an entire company based on walking the walk of social responsibility─ in its own boots. The Stratham, New Hampshire-based company has been making high-quality, durable work boots for decades under the name of Timberland, and prior to that under the name of the Abington Shoe Co., which Timberland's founder Nathan Swartz purchased in the 1950s. The firm is probably best known for its waterproof leather boots, but it has added new lines of footwear that include casual fashion shoes, boat shoes, and hiking boots, as well as clothing and outerwear. While continuing to build its reputation as a brand that stands for durability, ruggedness, and the American outdoors, Timberland has been constructing a reputation for integrity and commitment to the community as well. 

Ken Freitas, Timberland's vice president of social enterprise, loves to talk about the ways that his company has been able to build social responsibility right into its brand. "Doing good and doing well are not separate things," he says. ''We're a business─ part of our profits get put back into the enterprise and community." 

Timberland implements this commitment through a series of programs in which its employees ─ including top managers─ and corporate dollars participate. Through its Path of Service Program, employees receive up to 40 hours of paid time per year to participate in community service projects at local schools, day-care centers, the Society for the Prevention of Cruelty to Animals (SPCA), food banks, and the like. They might clean up a nearby beach or help build a park. Years ago, Timberland established its Service Sabbatical Program, in which three- to six-month sabbaticals are awarded to as many as four employees who wish to use their professional skills in assisting local nonprofit organizations full-time. Then there's the Global Serv-A-Palooza, the annual worldwide, companywide celebration during which 2,000 employees, vendors, and community partners participate in a day of service. 

Timberland's organized approach to community service began in 1989 following a phone call from a new volunteer program called City Year, which was based in Boston. As part of City Year, graduating high school students from diverse backgrounds would take a year off before starting work or college to participate in community service. Because many of the volunteer jobs involved outdoor work, City Year asked Timberland to donate 5O pairs of its work boots to the cause. Timberland agreed, and the next year City Year requested 70 pairs. A relationship was born during which both City Year and Timberland have grown nationwide. To date, Timberland has invested more than $10 million in the program and now outfits every City Year volunteer in boots, pants, shirts, jackets, and rain gear. "Yes, Timberland is helping to build City Year," notes Ken Freitas. "But City Year is helping to build Timberland." 
How does Timberland measure the success of its community service programs? "One of the key challenges in a social responsibility program is measurement," admits Freitas. "How do you know if it is successful?" One way Timberland has been able to keep track of this is through joint marketing efforts with City Year. When a retailer in Philadelphia asked Timberland to make red boots to satisfy its younger customers (instead of the traditional tan work boots), Timberland balked at first. But then managers realized that red was the official color of City Year, and red boots might become the signature footwear of City Year volunteers. So Timberland made the boots and supplied them to the Philadelphia retailer as well as City Year participants, and all three organizations experienced growth in the Philadelphia area. This type of growth is reflected in Timberland's revenues, which currently reach more than $1 billion each year. But Freitas cautions against overdoing measurement. "What brings people to a brand isn't necessarily measurable," he explains. So Timberland adopts a "management and magic" philosophy that incorporates tangible results while leaving room for the unexpected or unexplainable. 

At Timberland, social responsibility starts at the top. "Our company has a strong set of values that form the resolve for all that we do in the community─ humanity, humility, integrity, and excellence," writes Jeff Swartz, president and CEO. "We strive to lead as responsible corporate citizens and to invest our resources, skills, ingenuity, and dedication to create positive change." If you happen to attend a Timberland national sales meeting, you'd better leave your golf clubs and swimsuit at home and wear your work boots instead. You might spend the day building a playground. 
Answers to Questions for Critical Thinking 

1. In what ways does Timberland fulfill its responsibilities to consumers, employees, investors, and society as a whole? 
Timberland fulfills its responsibilities to consumers by building a brand known for high quality. The brand has a reputation for durability, ruggedness, and the American outdoors. However, Timberland has also gained consumer confidence by building a reputation for integrity and commitment to the community. Through its Path of Service Program, employees receive up to 40 hours of paid time per year to participate in community service projects. 

Timberland has a responsibility to its shareholders to earn profits. Participation in City Year has led to company growth as reflected in Timberland's revenues of more than $1 billion each year. Timberland has invested more than $10 million in City Year; it measures the success of its community service programs through joint marketing efforts with City Year. Timberland supplied boots to a Philadelphia retailer and City Year participants, and all three organizations experienced growth in the Philadelphia area.

2. In addition to a climate of social responsibility, do you think Timberland is likely to foster a climate of ethical awareness throughout its organization? Explain your answer. 
The foundation of an ethical climate is ethical awareness. Since ethical dilemmas occur frequently in the workplace, employees need help in identifying ethical problems when they occur. Workers also need guidance about how the firm expects them to respond. Timberland has a code of conduct that defines how the organization expects employees to resolve ethical questions. “Our Code of Conduct helps us ensure fair, safe and non-discriminatory workplaces around the world, and to create positive change in communities where Timberland® products are made.”

At Timberland, top management sets forth the ethical standards that guide the employees ─ a strong set of values for Timberland and its efforts in the community─ humanity, humility, integrity, and excellence.  Timberland builds social responsibility into its brand, as vice-president Ken Freitas says, "Doing good and doing well are not separate things."
3. In what ways does Timberland's Path of Service Program help develop the quality of its workforce? 
Through its Path of Service Program, employees receive up to 40 hours of paid time per year to participate in community service projects. Employees get hands-on experience at local schools, day-care centers, the Society for the Prevention of Cruelty to Animals (SPCA), and food banks. By working principally in various non-profit organizations, employees can see the strengths and weakness of these organizations and may have ideas for improvement at Timberland. Employees develop valuable communication and teamwork skills which make them better staff members at Timberland. 

4. Think of a small or large company in your hometown or in the town where you go to school. In what ways does the company serve its community? If it does not, describe ways in which it could.
Answers will vary. In Odessa, Texas, Standard Sales is a beer distributor that supports healthcare, educational, arts, and community endeavors. For example, Standard Sales gives to numerous charity golf tournaments, supports the local symphony through concert sponsorships, and the University of Texas of the Permian Basin through its development arm. 

Experiential Exercise

Our approach to building and sustaining strong communities includes three primary strategies: civic engagement, environmental stewardship and global human rights. What is Timberland doing in each of these areas? 
Go to Timberland’s website http://www.timberland.com/corp/index.jsp?page=csroverview
What is Timberland doing about climate change? How does the company approach resource consumption? How is Timberland improving the quality of life for approximately 175,000 workers in 290+ factories in 35 countries? What more could Timberland do to be socially responsible?

CHAPTER 3: Economic Challenges Facing Global and Domestic Business
Video Case 3.3: J I Burton Snowboards Takes Demand for a Ride
Video Running Time: 16:08

Organization Discussed: Burton Snowboards
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· Global and Domestic Business
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Companies build demand for their goods and services in a variety of ways. Automaker Kia attracts buyers with current styling and low prices. Sony increases the demand for its PlayStation games by limiting the supply, making the computer games harder to get─ and more popular. A ski resort like New York's Lake Placid builds demand by hosting a variety of competitions and activities for tourists and athletes year round─ from horse shows to figure skating tournaments. Jake Burton built demand by creating a sport. 

Burton, founder and owner of Burton Snowboards, won't take credit for inventing snowboarding, which he says has actually been around since the 1920s. But when he was a teenager, Burton started sliding down hills on a wooden board with a rope attached to it called a "Snurfer." The Snurfer was primitive and didn't offer much control to the rider, but Burton was hooked. "From that time on, I felt like it could be a sport, but it wasn't a sport for the company that was manufacturing it. They were selling (the Snurfer) like it was a hula hoop or something," he recalls. Burton thought he could I improve on the design─and the sport. 

In 1977, Burton moved from New York to Vermont to start Burton Snowbards. "I was blindly optimistic," he says. In addition to all of the struggles associated with developing a new product, Burton had to build awareness of and interest in the new sport itself. "I became more concerned with hyping the sport to make sure it happened so that I was right," Burton recalls. One major hurdle was the fact that at the time, ski resorts didn't allow snowboarding on their slopes, so snowboarders had to climb hills, carrying their snowboards, in order to ride down. Burton knew he had to change that situation, or his sport─ and company─ would never get off the ground. He had to build demand not only among consumers but among the ski resorts that attracted those consumers, convincing them that snowboarders would eventually become an important market. He got his first break when Vermont's Stratton Mountain Resort agreed to allow snowboards on its slopes. 

Gradually, interest in the sport and in Burton Snowboards spread. Then Burton began to get inquiries from European dealers and distributors, which opened up a whole new market for him. Fifteen years later, demand had increased so much that snowboarding debuted as an Olympic sport at the Nagano Winter Olympics in 1998─ proof positive that the Sport had arrived. Today, Burton Snowboards conducts business in more than 30 countries, with 3,000 dealers worldwide. 

Still, the company hasn't stopped looking for new ways to build demand by attracting new recruits to the sport. Recognizing that snowboarding has been taught and learned haphazardly─ which worries adult riders and parents of young riders─ Burton Snowboards has established a systematic method of teaching called the Learn-To-Ride (LTR) program. The program includes lessons taught by certified American Association of Snowboard Instructors, as well as specially manufactured Burton boards, boots, and bindings designed for beginners. Stowe Mountain Resort, in Stowe, Vermont, was one of the first resorts to host the LTR program. "For over a decade, Stowe has been the frontier for learning to snowboard," notes Jeff Wise, director of the Stowe Snow board School. "Learning from the industry's leading professionals has been made even better with the addition of LTR equipment." 

In addition, in 1995 Burton Snowboards started a nonprofit, after-school learning program for underprivileged and at-risk children in the Burlington, Vermont, area where the company is based. The program, called "Chill," has since expanded to Boston, Los Angeles, New York, and Seattle. "Chill" takes schoolchildren snowboarding once a week for seven weeks, providing everything they need, from equipment to lift passes to instruction. Why do this? "There are so many companies out there doing things for the environment, but we decided to address the people side of things," says Burton. “Chill” not only takes kids off the streets but puts them on the Slopes─ creating a whole new generation and economic class of snowboarders. 

During the rush to grow business quickly, when it seemed that companies couldn't go public fast enough, Jake Burton says he'd rather not. He likes the control that ownership of the company gives him, and the flexibility. “I'm first and foremost a snowboarder,” he says, “and I use the fact that I don't have to be [in my office] every day like I used to as an opportunity to get more immersed in the sport.” Such enthusiastic words from a man who took a sport from its infancy to its debut at the Olympics─ and brought a whole new category of athletes along for the ride. 

Answers to Questions for Critical Thinking 

1. In addition to the materials discussed in the case, what other factors might affect demand for Burton Snowboards? 
A recession in the United States and abroad could prevent people from taking vacations at ski resorts and thereby lower the demand for Burton Snowboards. The price of gas might curtail driving to ski areas. This scenario took place in Japan recently during an economic downturn. 

2. What factors might affect supply of the snowboards? 
Pricing affects the supply of snowboards. As price rises, the quantity that sellers are willing to supply also rises. At lower prices, the quantity supplied decreases. If the number of suppliers increases, producing snowboards at lower prices, Burton will decrease supply because it will have to lower its prices to stay competitive. If the cost of production as a result of technology costs increase, supply will decrease. If taxes on businesses increase, supply will decrease. The factors of production include natural resources, capital, human resources, and entrepreneurship. A change in the cost or availability of any of these inputs can increase or decrease supply.
3. What type of competition would you consider the snowboard industry to be at this time? 
The snowboard industry is in the market structure of monopolistic competition; sellers have some control over price. Sellers like Burton can differentiate their snowboards from competitors on the basis of price, quality, or graphics. However, the success of Burton attracts new competitors. 

4. What challenges might Burton Snowboards face when doing business abroad? 
Burton faces the following challenges when doing business abroad: the strength or weakness of the dollar; competition from other lower-cost suppliers; the economic climate in Japan and Europe (Burton’s overseas markets); global terrorism;  trends showing a decline in consumer interest in snowboarding; global warming ─producing less snow on the mountains of Japan and Europe. 

Experiential Exercise

Burton Snowboards has a website filled with blogs, videos, news and events, snow reports, and message boards. There is also a complete view of Burton’s clothing and accessories. Go to the website and evaluate Burton’s marketing effort. Is it successful? What could the company do to improve its visibility worldwide?  After viewing the website, would you like to go snowboarding? Look at the link on jobs.  Would you like to work at Burton’s Snowboards?  Why? http://www.burton.com/Default.aspx
CHAPTER 4: Competing in Global Markets
Video Case 4.3: ESPN Broadcasts Sports around the World 

Video Running Time: 14:33 

Organization Discussed: ESPN

Concepts Spotlighted in Video:

· Branding
· Global Expansion
· Target Marketing
· Advertising
· Quality
· Partnerships
Blll Rasmussen made a big mistake in 1979. He had decided to launch a Connecticut-based cable TV station to broadcast local sports. So he and his partners leased a building and bought some satellite time. After they signed the agreement, they discovered that their satellite coverage was national, not local─ and the idea for a regional cable sports station began to grow. New England, they thought, would be the perfect sports market for the new Entertainment and Sports Programming Network. Later, when business really got rolling, Rasmussen and his partners shortened the name to ESPN─ and it stuck. 

ESPN long ago leaped its New England borders into national coverage and ultimately extended its reach to covering sports and broadcasting them globally, although the company's headquarters remained in Bristol, Connecticut, where the original building was leased and where they still operate today. Headquarters now includes several buildings, 28 satellite dishes, and 3,200 employees. ESPN operates 6 networks in the U.S. and 25 international networks, reaching between 150 and 155 million households globally. The company also produces ESPN Radio, ESPN Wireless, several Web sites including ESPN.com and ESPNSoccernet.com, magazines, and books, and it is exploring emerging technologies like video on demand and interactive TV. Spanish-speaking viewers can watch ESPN Deportes 24 hours a day. ESPN fans can eat at the ESPN Zone restaurant and buy merchandise at TeamStore@ESPN. Collectively, the ESPN media outlets offer coverage of local sporting events as well as major tournaments like the PGA Championship and the British Open for golf and the America's Cup sailing races─ not to mention games of the NFL, NHL, MLB, WNBA, and various college sports. In addition to the game coverage, it offers sports news and analysis; information on scores, statistics, standings, and schedules; and just about any other sports-related content the enthusiast could want. 

Reaching out for the global market was something that ESPN founders did "on gut feeling," says Willy Burkhardt, managing director of ESPN International. Because cable television was still new when ESPN was born, not much data existed on who was watching what around the world. But ESPNs executives had the idea that sports, like music and major news stories, had universal appeal. So they decided to try broadcasting American sports events in South America. Today, South and Central America─ particularly Argentina, Brazil, and Mexico─ represent 40 percent of ESPN' s total business. And although the firm continues to broadcast American sports overseas, it now places much greater emphasis on local and regional programming based on the tastes and preferences of the host cultures. For example, says Burkhardt, in India "cricket is a total culture." While few Americans are familiar with the sport, millions of Indians are glued to the TV for cricket matches. In Argentina, rugby and polo occupy prime-time coverage. Major markets such as Argentina and India command their own ESPN offices and on-air announcing teams. In addition to South America and Asia, ESPN has a presence in Europe, Canada, Australia, and New Zealand─ and even a station in Antarctica. 

ESPN has used a variety of methods to enter international markets. In Europe, ESPN has had a longstanding partnership with EuroSport, which means that, although many European consumers watch sports on cable television, they are not necessarily aware of the ESPN name. However, recently ESPN did launch ESPN Classic Sport, a network dedicated to the greatest moments of European sporting history. ESPN operates in Canada through partnerships, as well. These arrangements are partly due to varying regulations in different countries and regions. But in Asia, ESPN has a large operation of its own, broadcasting to about 25 countries on the continent, including India, which is one of the firm's most important markets. 

ESPN continues to grow in international markets because its managers believe they can bring "a new century of sport" to viewers around the world. "You learn by doing," says Burkhardt. ESPN wants viewers worldwide to watch what it is doing. 
Answers to Questions for Critical Thinking 

1. Describe three barriers to ESPN as it expands in the global marketplace. 
· Social and Cultural Differences: differences range from language and customs to educational background and religious holidays. Understanding and respecting these differences are critical for ESPN. Sensitivity to local attitudes, and expectations regarding dress, body language, and timeliness is important for ESPN. ESPN must cultivate sensitivity to the religions and values in its overseas markets.
· Economic Differences: ESPN must consider a country’s size, per-capita income, and stage of economic development. ESPN must consider a country’s infrastructure─ (telecommunications, television, radio, and print media), and energy facilities. Foreign currency fluctuations may present added problems for ESPN.
· Political and Legal Differences:  legal and political differences can pose barriers to international trade. Some countries impose general trade restrictions. Others have established detailed rules that regulate how foreign companies can operate. ESPN faces the lack of consistent laws and regulations governing global business.
2. How might NAFTA and the European Union affect ESPN in those areas? 
By eliminating all trade barriers and investment restrictions among the United States, Canada, and Mexico, NAFTA eased regulations governing services, such as banking, and established uniform legal requirements for protection of intellectual property such as ESPN’s programming. Trading without tariffs or barriers simplifies shipments of goods across borders. Standardized customs and uniform labeling regulations create economic efficiencies for companies like ESPN. Mexico is a major ESPN market. 

To achieve a borderless Europe, the European Union (EU) is removing barriers to free trade among its members. This process involves standardizing business regulations and requirements, standardizing import duties and taxes, and eliminating customs checks. By unifying standards and laws, the EU could establish trade agreements with ESPN that would be alike in all EU countries.  This would reduce paperwork and red tape for ESPN. Since most EU countries use the euro, ESPN would face the same exchange rates in most of the EU countries. 
3. Describe the levels of involvement ESPN uses in its different international markets. 
ESPN has chosen several levels of involvement in international markets:
•
Exporting: ESPN broadcasts American sports events in South and Central America

•    Entering into contractual agreements: In Europe, ESPN has had a longstanding partnership with EuroSport, ESPN operates in Canada through partnerships.

•
Direct investment through the establishment of an overseas division:  Major markets such as Argentina, Brazil, and Mexico have their own ESPN offices and on-air announcing teams. In Asia, ESPN has a large operation, broadcasting to about 25 countries on the continent, including India, one of the firm's most important markets.
4. Does ESPN adopt a global business strategy or a multidomestic business strategy? Explain your answer. 
ESPN adopts a multidomestic business (or adaptation) strategy because it  treats each national market in a different way. It develops products and marketing strategies that appeal to the customs, tastes, and buying habits of particular national markets. South and Central America─ particularly Argentina, Brazil, and Mexico─ represent 40 percent of ESPN' s total business. ESPN places much greater emphasis on local and regional programming based on the tastes and preferences of the host cultures. In Argentina, rugby and polo are very popular while in India, cricket is the most popular sport. Also, ESPN uses announcers with local accents to make its broadcasts as local as possible because the Spanish spoken in Argentina sounds quite different from the Spanish spoken in Mexico. ESPN has moved from a pan-regional to a local focus.

Experiential Exercise

ESPN International Mobile distributes content via WAP, SMS, video, data applications, games, wallpapers and ringtones with product distributed around the globe in eight languages, on over 35 carriers to more than 1000 handsets.  Included is video distribution of major American sports in Europe, Canada, the Middle East, Southeast Asia, Latin America and Australia, as well as the best from our Latin American regional networks in Spanish on ESPN Movil.  Our X Games Mobile service includes video-with more than 100 X Games clips of medal runs, interviews and more.
How  does ESPN International Mobil help ESPN develop its brand name? http://international.espn.com/
.

CHAPTER 5: Options for Organizing Small and Large Businesses

Video Case 5.3: The UL Mark of Approval 

Video Running Time: 7:46

Organization Discussed: Underwriters Laboratories
Concepts Spotlighted in Video:

· Business ethics 
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· Ethical standards.
· Not-For-Profit organizations

· Innovation

· Global business

· Mission

You've seen the little UL mark of approval on countless products. Maybe you've never paid attention to it, or maybe you've wondered briefly what the "UL" stood for. In fact, "UL" represents Underwriters Laboratories, a not-for-profit organization that has existed for more than a century. 

Founded by Chicago electrical inspector William Merrill in 1894─ in response to the constant fires in the Palace of Electricity at the Chicago World's Fair─ Underwriters Laboratories has been devoted to inspecting and testing billions of products for safety and quality assurance ever since. UL conducts more than 100,000 product evaluations each year, and only those that pass the organization's rigorous examination get the coveted UL mark. UL tests everything, including computers, electric blankets, and commercial ice cream makers. Currently, 20 billion products from more than 71,000 manufacturers bear the UL mark. 

UL started out small. In the first few years, two experts joined Merrill in his enterprise, and they performed 75 tests on a $3,000 budget. By the tenth year, UL's budget had increased to $300,000, with 7,500 test reports issued. UL inspectors had spread out over 67 cities, conducting evaluations and helping set safety standards. In 1916, a team was dispatched to London to monitor England's exports to the United States. By 1958, UL testing centers had spread across Europe. Years later, UL opened facilities in Asia. 

Underwriters Laboratories has grown like many other small businesses into a huge international organization. With 5,000 scientists, engineers, and safety specialists, the firm faces daily challenges. Yet UL has not lost sight of William Merrill's original mission─ to provide product safety assurance to consumers. And UL continues to develop new standards for the products it tests. So the coffeepot you click on in the morning, the air conditioner that cools your bedroom, and the hair dryer that blows just the right amount of heated air were most likely tested by UL specialists before they ever reached the store shelves─ or your home. 

Here is how the process works. A firm submits a product to be tested, ideally sometime during its development. UL assigns the product to the correct testing division, where engineers and other specialists will see it through the evaluation. As part of the submission, the firm answers all kinds of questions about the product─ what it is, how and when it will be used and by whom, what materials will be used in manufacturing it, and how the product is wired (with diagrams, if applicable). Then UL plans a testing program, tests the product for safety and reliability, and returns a formal report to the manufacturer. The standards for testing are developed by experts from UL, as well as by people from the industry and the public. For instance, standards for testing a fire extinguisher might be developed by UL specialists, members of the manufacturing industry, and firefighting personnel. If a product passes the tests, it gets the UL mark. If it doesn't, a manufacturer can modify the design and resubmit it or appeal the decision. 

UL is not the only product-testing organization in existence; it has international competitors such as SOS, Intertek, and Bureau Veritas. Because of this rivalry, UL must remain innovative and current, constantly finding new ways to serve its clients and the general public. The UL program helps retailers by giving them a standard by which to evaluate the products they want to sell to consumers. And, although not every manufactured product must be tested, many states and towns do have ordinances or codes requiring a UL listing for certain items such as smoke alarms and electrical wiring. The certification program helps consumers identify the safest products on the market. The organization's Web site, which is easy for manufacturers, retailers, and consumers to use, also helps UL remain competitive by adding instant and easy access to information. In addition to providing safety standards on products, the UL Web site offers safety tips for a whole range of everyday situations at home, in the office, and elsewhere. Consumers can visit the site to learn more about child safety, college dorm safety, smoke alarms, ladders, lawn mowers, and Christmas lights. The next time you plug in the toaster oven or heat up your dinner in the microwave, check for the UL mark on your appliance─ chances are, it's there. 
Answers to Questions for Critical Thinking 

1. How might the Underwriters Laboratories team up with a business incubator? What might be the benefits to both? 
A business incubator provides low-cost shared business facilities to small start-up ventures. A typical incubator might section off space in an abandoned plant and rent it to various small firms. Tenants often share clerical staff, computers, and other business services. The objective is that, after a few months or years, the fledgling business will be ready to move out and operate on its own. 
The majority of incubator programs are focused on economic development. Underwriters Laboratories could team up with a business incubator to test the products developed by the start-up companies in the business incubator. UL would assure the new companies of the safety of their products, and the new companies would provide UL with new clients. 

UL and the start-ups companies can trade ideas with one another.

2. UL is a not-for-profit organization. Describe its objectives, as well as the business concepts it shares with for-profit companies. 
The same business concepts that apply to organizations whose objectives include earning profits also apply to not-for-profit corporations—firms pursuing objectives other than returning profits to owners. UL sees itself as a social-welfare organization whose job it is to provide safety through education, awareness, and outreach. UL is devoted to inspecting and testing billions of products for safety and quality assurance. As a not-for-profit, UL is exempt from paying income taxes and uses its tax-exempt status to invest dollars into the community.  Similar to for-profit organizations, UL faces international competitors such as SOS, Intertek, and Bureau Veritas. Because of this rivalry, UL must remain innovative and current, constantly finding new ways to serve its clients and the general public 

3. Look around your dorm room or apartment, and make a list of all the products with the UL mark on them. Also list those that don't have it, if any. How do you think the UL testing process affects the way manufacturing businesses operate? 
With UL mark: electric can opener, electric juicer.

Without UL mark: calculator, my microphone, stapler, 3-hole punch.

The UL testing process provides oversight for manufacturers, who realize that the UL mark on their product is a valuable marketing tool. Consumers will have confidence in the safety and quality of the product, and as a result, sales should increase. In addition to providing safety standards on products, the UL Web site offers safety tips for a whole range of everyday situations at home, in the office, and elsewhere. Many states and towns have ordinances or codes requiring a UL listing for certain items such as smoke alarms and electrical wiring. The certification program helps consumers identify the safest products on the market. 
4. Think of yourself as an entrepreneur starting a business. Imagine a product that you would like to make or sell. Then visit the UL Web site to learn the procedure for testing your product. Create a plan for your business that includes the way you would organize your business ─ as sole proprietorship or partnership─ and include a strategy to develop your product and have it tested. 

Students can share their business plans and strategy for development with the class.. A business plan provides an orderly statement of a company’s goals, the methods by which it intends to achieve these goals, and the standards by which it will measure achievements.

UL's testing services are organized into sections that evaluate specific types of products. The staff includes experienced support associates, engineers and technical support personnel. Reviewing requests, examining how products are constructed, conducting tests, evaluating results and developing safety standards for products are a few of their responsibilities. Field representatives visit manufacturers' facilities. They help confirm that products bearing the UL Mark continue to meet applicable UL safety requirements.

Sole proprietorships offer advantages because they are easy to form and dissolve. A sole proprietorship offers management flexibility for the owner, along with the right to retain all after-tax profits. Minimal legal requirements simplify entering and exiting a sole proprietorship.  A partnership is an association of two or more who operate a business as co-owners.  Partnerships are easy to form. The legal requirements consist of registering the business name and taking out the necessary licenses. Partnerships offer expanded financial capabilities when each partner invests money and increase access to borrowed funds. Professionals combine complementary skills and knowledge.
Experiential Exercise

For over 100 years UL has provided technical expertise to manufacturers in 35 countries, so that they can build safer products for their customers. Through a combination of online training, books, safety videos, live Web-delivered programs and facilitated workshops, UL University now offers training solutions in the U.S., Brazil, China, or virtually anywhere else in the world.  Go to the UL website http://www.ul.com/ and select a training program such as Medical Devices,  Quality Training, or Fire Safety. Select a country from the list in the upper left corner, and see if the training you selected is offered. Would you consider UL training? Report your findings to the class. 
CHAPTER 6:     Starting Your Own Business: The Entrepreneurship Alternative

Video Case 6.3:  The Geek Squad to the Rescue! 

Video Running Time: 13:17

Organization Discussed: The Geek Squad
Concepts Spotlighted in Video:

· Innovation

· Entrepreneurship

· Creativity

· Service Marketing

· Quality

· Teamwork

· Vision

· Training

· Pricing

· Customer Satisfaction

Who would have predicted that one day being a geek would be considered cool, much less heroic? Of course, heroic geekdom does have a few icons─ Clark Kent, for one. But most people conjure up images of the Man of Steel ─ not the mild-mannered reporter─  when they think about Clark Kent's fantastic deeds as Superman. 

Entrepreneur Robert Stephens doesn't mind this perception. He also doesn't mind being called a geek, although he readily admits that he strives harder to emulate his own hero, James Bond, than he does Bill Gates, who transformed the world of computers with his company, Microsoft. But since Stephens does own a computer company─ of sorts─ he admits to his admiration to the geekish Gates as "having made everything easier for us." 

Stephens is the epitome of an entrepreneur─ so much so that associates joke that their dictionary definition of entrepreneur would read:  Robert Stephens. A decade ago, he recognized an opportunity ─ a gap in the technical service provided by computer companies for individuals and small businesses─ and made a business out of filling it. "No one wanted to make house calls [to repair people's computers]," he recalls. But Stephens was willing to be on call 24/7 to drive to the homes or offices of people who ran small businesses, to diagnose any problems with their computers, fix the problem on the spot, and even upgrade their computers on request. It was a simple business idea, designed to take advantage of an opportunity. Stephens also had the vision to realize that the Internet, even though at the time in its infancy in commercial applications, would have a huge impact on the way companies conducted their business by allowing people to work from home. And computers had begun popping up in homes for personal use and entertainment. So Stephens quit his computer programming job at the University of Minnesota and launched his computer-repair business with an initial investment of $200. 

Stephens didn't have much money. He also didn't have any employees. But he was blessed with liberal amounts of creativity, intelligence, humor, and energy. He thought hard about what to call his company, wanting the name to make a lasting impression on potential customers. Finally, he came up with The Geek Squad because he wanted to imply that he had a whole army of employees who could solve any computer-based trouble at a moment's notice. “The name is very important because it's what people think, say, and remember,” Stephens explains. 

When his customer base began to grow beyond his own service capabilities, he added his first employee, and then a few more. To support his company image, he designed badges identifying each employee as a member of The Geek Squad “intelligence network.” He also designed uniforms for each serviceperson and provided a company car: a specially painted Volkswagen Beetle Geekmobile. Customers loved it─ and so did The Geek Squad members. 

For the most part, The Geek Squad serves customers operating home-based and other small businesses ─ ordinary people, such as lawyers who need fast repairs to their office computers. But sometimes glamour comes calling in the form of customers like U2 and the Rolling Stones. A few years ago, Geek Squad headquarters received an emergency call from U2's sound crew, who had encountered a host of computer problems in setting up the sound system for an Anaheim concert. They did such a bang-up job that the band called them in again during an appearance in Minneapolis. 

Why did Stephens choose the entrepreneurial route for his career path? “I didn't want a boring job. I wanted to work for an international spy organization, and this is the closest I can get.” He identified an important trend in the marketplace and built a business around it. His business model is based on his philosophy that he'd “rather be great at one thing than be mediocre at 15 things.” The Geek Squad has progressed from a sole proprietorship begun in Minneapolis to a corporation with sizable offices in Chicago, Los Angeles, and San Francisco, as well as the Twin Cities. His intelligence network of service reps now numbers more than 50, and annual revenues have grown to several million dollars. His employees have job titles like “Dr. No” (the company's finance director) and “Counter Intelligence” (inside service representatives). He loves every minute of being a professional geek, even if he never did get his shot at being an international spy. 

Answers to Questions for Critical Thinking 

1. Stephens identified two important trends in the environment ─  the need for on-site computer service and the growth of the Internet─ that helped him predict his business would be a success. Identify at least one other factor in the environment that could be considered positive for The Geek Squad. 
Another factor in the environment that is positive for The Geek Squad is the growth of home-based businesses. Stephens had the vision to realize that the Internet would have a huge impact on the way companies conducted their business by allowing people to work from home.  The Geek Squad serves customers operating home-based and other small businesses ─ ordinary people, such as lawyers who need fast repairs to their office computers to meet deadlines. 
2. In what ways has Stephens and other entrepreneurs like him influenced the economy? 
Entrepreneurs like Stephens have an overwhelming desire to make their businesses grow The Geek Squad influence the economy through job creation.  Stephens started out on his own making house calls, then added 1, then 2, then 6, then 12 employees. Now his network of service reps now numbers more than 50. Entrepreneurial businesses generate more tax dollars as they grow. The Geek Squad’s annual revenues have grown to several million dollars. About 465,000 new businesses are started each month in America.
3. Describe some of the personal characteristics that probably contribute to Stephens's success. 

Stephens had the willingness to assume the risks involved in starting The Geek Squad. He quit his computer programming job at the University of Minnesota and launched his computer-repair business with an initial investment of $200.  Stephens had the characteristics of  creativity, vision, intelligence, humor, and energy.  He had so much energy that he was willing to be on call 24/7 to drive to the homes or offices of people who ran small businesses, to diagnose any problems with their computers, fix the problem on the spot, and even upgrade their computers on request. He conceived of a new idea for a service and devised innovative ways to overcome difficult problems. Stephens believed in his ability to succeed and instilled optimism in others. He identified an important trend in the marketplace and built a business around it.

4. Why was The Geek Squad a good business idea? 
The Internet is a major force for the 21st century.  Technical support is a vital part of using computers and the Internet. The Geek Squad provides on-site emergency computer support to homes and businesses and allows people to have a rapid response to their computer problems. Clients can get back to  work without delay and meet their deadlines. They do not have to unplug and lift heavy computers into the car, take them to a repair facility, and wait for weeks to get them fixed.  This service is a good business idea because it helps people get their work done.  The Geek Squad has built trust and loyalty among its customers.
Experiential Exercise

How had The Geek Squad expanded since it began in 1994? What is the extent of its services? Go to  http://www.geeksquad.com/about/default.aspx
and find out. Then suggest plans for the future for this company. How could The Geek Squad expand in the future?  Report your findings to the class.  
CHAPTER 7: E-Business: Doing Business Online
Video Case 7.3:  Manifest Digital: Putting the User First 

Video Running Time: 7:13

Organization Discussed: Manifest Digital

· Innovation

· Internet and e-business

· Entrepreneurship

· Competitive differentiation

· Customer satisfaction

· Viral marketing

· Target marketing and marketing research

· Relationship marketing

· Decision-making

· Customer loyalty

Concepts Spotlighted in Video:

What would you be willing to do to win a 61-inch plasma display projector? Would you be willing to test your ability to hurl office equipment farther than your opponents can? Would you make a mad dash through a busy office, leaping over co-workers, filing cabinets, and copy machines?  Would you roll down a hallway in a runaway office chair, dodging stacks of boxes, office furniture, and pesky janitors? This is what scores of information technology professionals did during the IT Guy Games, an online game developed to promote technology company NEC Visual Systems.
The IT Guy Web site was created by Manifest Digital Inc., a user-centered marketing and design firm located in Chicago. The firm was founded by Jim Jacoby and Mike Davidson in 2001. According to Jacoby, Manifest Digital was "born of the dot.com fallout." After the dot.com bubble burst in 2000, the two joined forces to launch a company that would design and build Web sites based on "usability"─ the ease with which a user can access, understand, and use a Web site. Although there are many Internet design firms, and a growing number of usability companies, Manifest Digital puts the target audience at the center of every decision they make. Clients such as Sony, Texas Instruments, and Wynn Las Vegas have taken advantage of Manifest Digital's capabilities. 
To serve the audience, Manifest Digital must learn about them. The company does this through research and testing. Research may start with purchasing data and sales analysis. Who is buying the product now? Who is the company trying to reach? This was the starting point when the company redesigned the Baseball section of the Wilson Sporting Goods Web site. Wilson knew that its audience was primarily teen and preteen boys. But the existing Web site was similar to a catalog. There was little on the site to involve the user. Manifest Digital redesigned the site around players at five different positions: pitcher, catcher, first base, infield, and outfield. Each position featured several Major League Baseball players. This gave users a chance to learn about Wilson's products through their favorite players. In addition, Manifest Digital made the site more active and interactive. They added animation, downloads, and video to engage the audience. Sales grew, and Wilson asked Manifest Digital to redesign other elements of their Web site. 

Unlike many Internet design firms, which don't test their Web sites until late in the design process, Manifest Digital tests during every stage. Testing involves bringing in users and gives them tasks to accomplish, such as finding, comparing, and purchasing products online. Designers observe the users in action to see where they succeed and where they have trouble. This helps Manifest Digital make the structure of the site clearer. “You have to be careful not to ask them what they need or what they want," warns Carolyn Chandler, a User Experience professional at Manifest Digital.”  “You end up with many different solutions to the same problem, but none of them address what the real need is.” 

To discover the real need, Manifest Digital uses “contextual inquiry.” This involves observing users in their “real-world” environment. While developing an Intranet for YMCA, Jacoby noticed that the employees were “scrapbooking” ─ collecting information from a variety of sources and putting it into binders. Although no one had asked for this capability, once Manifest Digital built it into the Web site, the client realized it was exactly what they needed. 

Creating a relationship with users helps attract and retain an audience. Manifest Digital experienced the growth of a vibrant community when they built the NEC IT Guy site. The site was publicized by banner ads featuring the IT Guy. The character was so popular, the games were so much fun, and the prize was so good that IT managers ─ the target audience─ flocked to the site. Manifest Digital built a message board into the site, and users posted voraciously, offering tips to their fellow competitors about how to win the games. The campaign was so effective that NEC, which expected to spend $67 per click in advertising, ended up spending less than $3 per click. Even after the competition ended, the site remained online, because the community surrounding the game was so strong. 

Web design has gone through several stages as the Internet has grown. During the past ten years, standards of design and functionality have developed. Now designers are innovating around those standards. Jim Jacoby sees usability as the latest way for companies to differentiate themselves. "Technology is a commodity," he says, “but usability is an art.”

Answers to Questions for Critical Thinking 

1. Describe ways in which Manifest Digital helps its business customers achieve success. 
Manifest Digital puts the target audience at the center of every decision they make.  To serve a particular audience, Manifest Digital learns about it through research and testing. Research starts with purchasing data and sales analysis. Who is buying the product now? Who is the company trying to reach? Manifest Digital tests during every stage. Testing involves bringing in users and giving them tasks to accomplish, such as finding, comparing, and purchasing products online. Designers observe the users in action to see where they succeed and where they have trouble. This helps Manifest Digital make the structure of the site clearer. Manifest Digital tries to help business customers attract, retain, and stimulate users. 
2. Manifest Digital must understand the consumers who will buy its clients' goods and services. Describe ways in which you think Manifest Digital demonstrates this understanding.
Manifest Digital tries to find out what the customer is looking for because users bring their own expectations to a website. For example, users expect the log-in process to be simple. Manifest Digital also tries to create a community of users who leave reviews (i.e., self-generated content) about products for other users and stimulate others to tell people about the website (i.e., viral marketing). The company helps its clients establish direct contact with consumers worldwide.  The company uses interactivity to provide consumers with more information about products; encourages them to make purchases; and build relationships.
Manifest Digital showed the extent to which it understood the consumer when it redesigned the Baseball section of the Wilson Sporting Goods Web site. The audience was primarily teen and preteen boys, so Manifest Digital redesigned the site around players at five different positions: pitcher, catcher, first base, infield, and outfield. This gave users a chance to learn about Wilson's products through their favorite players. Manifest Digital also made the site more active and interactive by adding animation, downloads, and video to engage the audience.  The company showcased Wilson’s products through the product experience of a 10-15 year-old player. 
3. Why is usability an important component of Web design? What sites have you encountered that are not "user friendly?" 
"Usability"─ the ease with which a user can access, understand, and use a Web site is very to insure that the on-line experience is a positive one. If not, a user will go to a different Website.  People are busy and do not want to spend time navigating a website that doesn’t work as advertised. It is frustrating. Even if the site has a help number or email address, it takes a couple of business days to get a response. 

I have tried to order products and gone from screen to screen all the way to the payment information section. I tried to enter my credit card number and was told that it was invalid. Having just used my credit card elsewhere, I knew that the problem was with the website, not the credit card. After wasting lots of time, I could not place order. Likewise, I was writing a grant for an arts organization and the online application would not accept the zip code. I had filled out the entire application—which could neither be saved nor submitted. 
4. Why do you think the NEC IT Guy site and the Wilson Baseball site are successful? 
NEC IT Guy site and the Wilson Baseball site (see question #2) are successful because they are innovative. They offer a rewarding experience by engaging the audience. Creating a relationship with users also helps attract and retain an audience. The NEC IT Guy character was popular, the games were fun, and the prize was so good that IT managers ─ the target audience─ flocked to the site. Manifest Digital built a message board into the site, and users posted voraciously, offering tips to their fellow competitors about how to win the games. The campaign was so effective that even after the competition ended, the site remained online, because the community surrounding the game was so strong. 

Experiential Exercise

Manifest Digital builds partnerships with companies. “In order to maintain our focus, we have cultivated valuable partnerships to deliver broader services that integrate with our model.”  Go the Manifest Digital websitehttp://www.manifestdigital.com/partnerships.asp  and find out how the company collaborates with others. Who are the partnership companies? What role does each partner playThink about the three goals of business mentioned in the video─ acquire, retain and stimulate.  Do you think that the partnerships have been successful? Explain. 

CHAPTER 8: Management, Leadership, and the Internal Organization
Video 8.3 Made in the USA: American Apparel 


Video Running Time: 5:17

Organization Discussed: American Apparel
Concepts Spotlighted in Video:

· Team manufacturing

· Production team strategy

· Entrepreneurship

· Vision

· Outsourcing

· Ethical standards

· Decision-making

· Leadership style

· Operations management

· Employee satisfaction

· Upward communication

· Social responsibility

Apparel is on the cutting edge of fashion. Its hip T-shirts are designed specifically for a young, urban crowd. All are made in the United States by workers who earn far better wages than most others in the garment industry. A sign at the doorway to one of the firm's stores promises to “pioneer an industry standard in social responsibility.” Founder Dov Charney likes to project an image of free expression. Yet all of these qualities have a familiar ring ─ they sound very much like concerns of the late 1960s and early 1970s. Dov Charney even sports the look─ a mustache and muttonchop sideburns. 

Charney has a vision─ to provide young, urban consumers with logo-free cotton clothing made in the United States and not sold in shopping malls. He wants to accomplish this objective by running a factory with a safe and innovative working environment. He prices his clothing between $15 and $45, so his core customers can afford it. And he locates his stores in areas where young consumers are likely to shop, such as New York City's Lower East Side. Charney knows who his customers are, and he is interested in serving only his target group. “We don't design clothes for a 50-year-old,” he says without apology. “We don't even care about them.” 

To achieve his goals, years ago Charney tapped Marty Bailey, who had already worked in the T-shirt industry for 20 years, including a stint at Fruit of the Loom. Bailey knew how to make the vision become a reality. Having watched most of the country's T-shirt production move offshore, he agreed with Charney that American Apparel should stay on American soil. But the manufacturing process itself needed to be streamlined and improved. “There were a lot of operators on the floor,” recalls Bailey. “There was a lot of work in process. Material was sitting around for months. That means a lot of cash was tied up on the sewing floor. At Fruit of the Loom, I had instituted work teams. I did the same thing here.” Over a period of about nine months, Bailey converted the entire operation to teams of 4 to 12 workers. Each worker would have responsibility for one portion of a garment-say, a sleeve or a neck-but the team would produce the final product. Each team would have access to a supervisor and a mechanic to help minimize delays. “We went from producing 30,000 pieces a day to 90,000, with no unfinished work in process,” Bailey says of the conversion. 

A successful company needs a leader and effective management. Dov Charney is clearly the leader of American Apparel. Sometimes he is called charismatic, sometimes controversial. But American Apparel is very much his company ─ he developed the style and continues to oversee all aspects of design, development, and marketing. Charney likes to visit American Apparel’s 131 retail stores as often as he can; another 60 stores are planned for next year. “Dov is a huge part of the company,” says Marty Bailey. “He is the face of the company, the passion, the drive. He's also the best marketer I've ever been associated with.” 

Bailey is also a top-notch manager. “I spend time in the stores, too. But I manage operations, which includes running the plant and handling distribution.” Bailey acknowledges the difference in their two styles of leadership and management. “Dov is very animated, which is a huge part of our company. I'm pretty low key. But when I change pace, people know it's time to get serious.” Yet Bailey points out that his goals and philosophies of leadership are really similar to Charney's. “I believe in managing people, not personnel,” he says. “You ask people, you don't tell them.” 
Both men emphasize the importance of treating workers with respect. “My job is to support people, to train people, to listen to people, and to give them every opportunity to be successful,” says Charney. Workers at American Apparel not only are paid better than the industry average but also have unique opportunities. Because the factory is located in Los Angeles, it attracts a substantial number of Hispanic employees. So the firm offers free English and citizenship classes, low-cost lunches, and free use of bicycles for commuting to and from work. A new health clinic has opened right at the factory to encourage employees to use their health care benefits. 
Communication is also an important part of the American Apparel culture. “One of the main reasons people get upset is lack of information,” Bailey observes. “You need to inform [employees], you let them know what's going on, and you let them know that they're needed. As a manager, the three most important things I can ever do is say please, thank you, and ask, ‘What do you think?’ ” 
Answers to Questions for Critical Thinking 

1. Describe the skills that you think Marty Bailey has that enable him to manage American Apparel's operations. 

Marty Baily has all three basic types of management skills: technical, human, and conceptual. For technical skills, he knows all the tools and techniques of manufacturing clothing, which allowed him to develop the most efficient production processes. He has superb human (interpersonal) skills─ he fosters communication, listens to workers, and lets them know they are valued. He also says he manages, people not personnel. But he also points out that when he “changes pace, people know it’s time to get serious.” In the conceptual skills arena, he sees the organization as a unified whole and understands how each part contributes. Perhaps equally important, he understands Do Charney’s vision.

Bailey brings 20 years of experience in the garment industry including a stint at Fruit of the Loom where he instituted work teams.  Under Marty’s management, American Apparel has gone from producing 30 to 90 pieces a day.  He’s low key and believes in teamwork and values his  employees. By having each team produce a completed garment, he made American Apparel more efficient and cut costs. He sees the importance of open communication and believes that the best ideas come from employees, not managers. 

2. Based on what you have learned about the company, its leader, and its top manager, write your own mission statement for American Apparel. 
Answers will vary, but they students should be encouraged to review the case and the text discussion of mission statements, Following are some samples that express some of the company’s founding concepts: 

· American Apparel:  Providing young, urban consumers with affordable clothing made in the United States.  
· American Apparel: clothes for people who want to express themselves
· American Apparel: clothes for a new generation 
· American Apparel:  clothes made by U.S. workers for U.S. contomers. 
3. Using the five-step approach to decision making, describe how American Apparel might make the nonprogrammed decision to add a new product to its line. 
A nonprogrammed decision involves a complex and unique problem or opportunity with important consequences for the organization. 
· Recognize problem or opportunity:  The product line did not have fingerless gloves. Many people use fingerless gloves for driving or weight-lifting. 

· Develop alternative courses of action: Buy the gloves from another manufacturer; continue to offer gloves that are not fingerless; 
· Evaluate alternatives:  Purchased gloves might be manufactured overseas which runs counter to American Apparel’s mission; gloves with fingers are not used for weight-lifting, a popular sport for the target market of young, urban adults, and opportunity for niche marketing would be missed.. 

· Select and implement chosen alternative: Design, manufacture, and market the Unisex Acrylic Fingerless Glove.
· Follow up to determine effectiveness of decision: Produce the Unisex Acrylic Fingerless Glove and track sales worldwide. 
4.  How would you describe Dov Charney's leadership style? How does it help shape the corporate culture?

Dov Charney is a charismatic leader with a vision for his firm that serves as the target for a firm’s actions and directs American Apparel toward opportunities.  Dov exhibits several leadership traits:  courage, the ability to inspire others, passion, commitment, flexibility, innovation, and a willingness to experiment. Dov uses a democratic leadership style because he involves subordinates in making decisions. He delegates assignments to Marty, asks employees for suggestions, and encourages participation. He empowers employees by sharing power, responsibility, and decision making. 

Dov’s leadership style influences the corporate culture which fosters communication, empowerment, teamwork, respect, and opportunities for success. Dov sets a high ethical standard by not shipping manufacturing jobs overseas and putting American workers out of work. The company values its employees who, in turn, feel valued and work hard to make the company grow. Workers have a clear sense of purpose and their roles within the company.
Experiential Exercise

As part of American Apparel’s philosophy to protect the jobs of American workers, the company has also spoken out about the subject of immigration. Even as early as 2003, American Apparel was running ads and putting up billboards calling for reform. Go American Apparel’s website and click on Legalize LA http://www.americanapparel.net/contact/legalizela/ Read the action plan.  Do you think that it is part of corporate social responsibility for American Apparel to involve itself in immigration legislation?  Explain your point of view.

     CHAPTER 9:  Human Resources Management, Motivation and 

 Labor-Management Relations
     Video Case 9.3: Replacements, Ltd.
     Video Running Time: 2:15

Organization Discussed: Replacements, Ltd.

Concepts Spotlighted in Video:

· Human Resources Management
· Motivation
· Employee satisfaction
· Recruitment and Selection
· Corporate culture
· Attitudes
· Employee benefits
Video Case Synopsis

How would you like to take your dog to work? That’s everyday life at Replacements, Ltd., the world’s largest supplier of old and new china and silverware, located in Greensboro, North Carolina. With a 415,000 square foot facility, Replacements has an inventory of 13 million pieces in over 297,000 patterns, some over 100 years old. Owner and founder Bob Page built Replacements into a $70 million a year business and has been bringing his two dachshunds to work for years, and he encourages Replacement’s over 500 employees to do the same. But please be careful around the fragile china!

While pets have traditionally been banned from most offices, Replacements is one of a growing number of firms that allow dogs at work. About 20 percent of American firms, including giants like Google, allow dogs in the office. According to psychologist Dr. Rose Perrine, author of the study “Critters in the Cube Farm”: “Employees perceive that [pets at work] reduce stress. Employees also thought pets improved mental and physical health, and organization effects, such as attendance and productivity.” Page echoes these sentiments, welcoming dogs not only in the office, but also in the warehouse and even the showroom.

According to Page, it’s a perk that pays off. According to one survey, 46 million workers would work longer hours if they were allowed to bring companions to the office. The theory is simple, dogs reduce stress and that is good for business. 

The dogs seem to get along well at Replacements, and only occasionally express themselves with a loud bark.  Although there have been a few “accidents”, dogs have become part of the firm’s culture. The company has been named as a “Best Place” to work in a number of publications. If you are ever in Greensboro, feel free to stop in, well-behaved pets are welcome.

Answers to Questions for Critical Thinking

1. Why does Bob Page, founder of Replacement, Ltd., allow employees to bring their dogs to work?

Bob Page has been bringing his two dachshunds to work for years and wants to extend the same benefit to his employees. Managers, like Bob,   develop creative ways to tailor their benefit plans to the varying needs of employees. Those with dogs need to care for them during the day. Bringing a dog to work is a workplace benefit. However, Bob gets a benefit as well. The theory is simple, dogs reduce stress and that is good for business. Employees thought pets improved mental and physical health, and organization effects, such as attendance and productivity.  Replacements, Ltd. is now a $70 million a year business with 500 employees.

2. In what ways does having dogs at work help Replacements, Ltd. recruit and retain quality employees?  

Bob attracts and retains employees through salary, benefits, and working conditions. Allowing dogs at work is a creative strategy in the search for qualified employees. One of the most effective external sources of new applicants is employee referrals; dog lovers who work at Replacements would no doubt recommend the company to their friends as being a dog-friendly environment. Allowing dogs at work is also a retention strategy. Employees with dogs would be reticent to leave their jobs because of the difficulty of finding another company that allows dogs at work. 

3. Which of the motivation theories that we discussed explain why 46 million 

    Americans would work longer if they could bring a companion to work?
According to Herzberg’s Two-Factor Model of Motivation, hygiene factors are essential to job satisfaction. Hygiene factors are related to the job environment, personal life, working conditions, and company policies. Hygiene factors are extrinsic rewards─ having one’s dog at work makes the job more enjoyable. It is a perk, and research shows that employees are willing to work longer hours if they don’t have to go home to walk their dogs. Also, high employee morale occurs in organizations in which employees feel valued. Allowing dog owners to bring their dogs to work makes them feel valued, and they feel motivated to work harder.
4. How do you feel about working in an office that would allow dogs? Can you see any drawbacks to such a policy?

It would depend on the dog. If the dog slept in the corner and didn’t bother anyone, it would be fine. However, if an employee were allergic to dog hair, it would be a big problem. If the dogs were aggressive to people they didn’t know, it could be a problem. If the dogs barked, whined, or growled, the noise would disturb other employees and customers. Also, taking time to walk the dogs would take away from completing tasks at work. What if the dogs fight with each in trying to establish dominance?
Experiential Exercise

Go to the Replacements, Ltd. website  http://www.replacements.com and click on employment. How does the company attract new employees? What benefits does the company offer to attract new employees? What is the employment policy of the firm? What is the firm’s mission? How does Bob Page provide a workplace that is open, honest, and safe?
\

CHAPTER 10:   Improving Performance through Empowerment, Teamwork, and Communication

Video Case 10.3:  Meet the People of BP 

      Video Running Time: 7:35

Organization Discussed: British Petroleum
Concepts Spotlighted in Video:

· Team cohesiveness and norms
· Informal communication channel
· Empowerment
· Corporate culture
· Training
· Employee needs and goal setting
· Human resource management
· Problem solving team
· Global teams
· Conflict resolution
· Culture
· Active Listening
Video Case Synopsis

London-based BP (British Petroleum) is a major player in the oil and energy industry, with more than 100,000 workers in 100 countries. Imagine what 100,000 workers can accomplish if they all perform at the highest level. From human resources managers, to sales and marketing managers, to finance executives, to retail store managers, to geologists, BP employees are part of an organizational culture that fosters empowerment, communication, and effective teamwork. “Experience isn't essential to join us─ it’s your attitude that's important to us,” says one part of the careers section of the BP Web site. This outlook prevails throughout the many BP divisions. 

Some years ago, BP instituted a training program designed to build better communication and teamwork among its top-level managers. Called the Projects Academy, the program─ based at the Massachusetts Institute of Technology (MIT) ─ provided top managers with new ways to examine complex problems, work with colleagues and staff, and find solutions for developing new products.  Program director Jim Breson observed that getting these individuals to work together as a group was initially a challenge─ they simply weren't accustomed to it. “When we were creating the program, we noted the high-level managers were rather like the Tom Cruise character in the movie Top Gun.” These managers, he says, were already highly competent, but they needed to find ways to perform even better, through teamwork and communication. The managers who emerged from the course say they are better for having taken it. “I think what Projects Academy provides is a framework that gives us the best of what we can learn from others while preserving the best of BP' s unique approach,” remarks David Dalton, a geologist who recently became BP's general manager in Abu Dhabi. “What's happening here is a real effort to keep people engaged and linked together on an ongoing basis. My classmates and I are focused on how we, as a broad community of project people, can learn from each other and create new insights into how we perform our jobs.” Dalton and his colleagues now communicate regularly from anywhere around the world. He likes the fact that he can call on the expertise of others who have similar concerns and responsibilities to his own. “It's positively wonderful to be part of a growing connectivity that allows us to share and communicate these responsibilities.” he says. 

Far from the oil fields of the Middle East─ and from MIT─ management trainees for BP's retail stores, which include convenience stores and cafés adjacent to BP stations, are learning the same concepts. During their training, they become familiar with the BP culture of empowerment. As part of the Customer Assistant team, they develop skills in working with others. They learn the norms of the team, including how to communicate with each other and with customers. 

As a large firm, BP operates teams that serve different purposes; however, they all share the goal of communicating effectively and taking personal responsibility to improve performance, provide customer service, and gain a competitive advantage. Teams are so important to the firm that it gives awards to those that perform especially well. One award-winning problem-solving team found a better way to predict pressure in deep-water drilling operations, thus avoiding dangerous accidents and oil spills. A cross-functional team with members from refining and marketing worked together to launch Masana Petroleum Solutions in South Africa, a firm owned and run by local residents. Still another team found a new way to reduce C02 emissions at the Salah Gas Project in Algeria. 

One of the more unusual BP teams is known as Operation People. During a time when the firm was cutting costs and morale was beginning to sag, BP convened an Operation People group to turn things around. They developed some corporate initiatives─ and they also started a band, which took popular songs and rewrote the lyrics to apply to BP. The band played at one meeting and was a hit. So they began to perform at other venues, including the Rock and Roll Hall of Fame. With this creative form of communication, they spread the word about their company. 

Some years ago, BP introduced a new global management framework that gives the financial controllers more independence to run their units. This change meant the firm needed to retrain the controllers in their new roles. So BP created a training course that put participants in teams in which they had to solve real-work problems together, even if it meant resolving personal conflicts. BP spokesperson Sarah Harvey explains, “The program is designed to help our people develop a deeper knowledge of their role and accountabilities and also the interpersonal awareness to build the right relationships with their business partners so that they can remain connected yet independent.” One team leader in the program notes the importance of understanding his teammates' behavior so that he could manage their relationships. But all of the relationship building took place within the context of real situations that BP financial controllers would face. 

BP uses nearly every available medium of communication, including publishing its own very substantial magazine, called The BP Magazine. The publication is filled with all types of articles that focus on economics, culture, the environment, and even the foods of the nations in which BP does business. Not only does the magazine help BP employees around the world stay connected, but it also provides a forum for good publicity, such as announcements of awards the firm has won or achievements particular divisions or employees have accomplished. New events are happening somewhere every day at BP─ and the company wants all 100,000 employees, and its many customers, to know. 

Answers to Questions for Critical Thinking 

1. Describe ways that BP empowers its employees. Do you think this approach is effective in such a large company? Why or why not? 
BP has a culture of empowerment, communication, and effective teamwork. All teams share the goal of communicating effectively and taking personal responsibility to improve performance, provide customer service, and gain a competitive advantage. The Operation People group was a three-day conference on refining which included people from all over the company. The conference produced a common leadership model which suggested how employees want leaders to behave— having leaders engage others in the workforce not simply tell them what do to. This approach has been very effective because BP employees come from different countries and different cultures and can offer valuable ideas.  Empowering employees fosters inclusiveness and makes the company more effective and more competitive.
2. BP uses a variety of teams to accomplish many of its goals. What makes them effective? What are the benefits of this approach? 
 Most of the BP teams are cross-functional, problem-solving, and project teams.  During a time when the firm was cutting costs and morale was beginning to sag, BP convened an Operation People group to turn things around. In addition to developing corporate initiatives, Operation People started a band, which took popular songs and rewrote the lyrics to apply to BP. The music drew everyone in. At first the band lampooned the company, but then used the lyrics to tell the story of refining and show top managers the emotions felt by the workers. The benefit is that top managers started listening and including lower levels of management in decision-making. As a result, employees felt valued and morale improved dramatically.

3. A company as large as BP must rely on many forms of communication. How might managers use teams as a basis for managing informal communication? 
BP used its employee rock and roll band as a vehicle for successful informal communication. The lyrics to the songs were written to tell the story of the changes in refining and how the employees felt. When the band, called Operation Village People performed for senior management at a conference, band members effectively communicated their feelings and concerns, and top managers listened more attentively than if they had received a formal presentation. Music provided an important means of informal communication at BP. 

In addition to the band, BP managers could use the grapevine to get a feel for the morale of teams, understand employee anxieties, and evaluate the effectiveness of formal communications.  Managers can improve the quality of information circulating through the company grapevine by sharing what they know, even if it is preliminary or partial information. By feeding information to team leaders, BP top managers could harness the power of the grapevine.

4. External communication is vital to a firm such as BP. Suppose an environmental accident such as an oil spill occurred involving BP. What steps would you recommend the firm take to communicate the circumstances of the incident and maintain goodwill with its customers and the general public? 

BP use external communication to keep their operations functioning, to maintain their positions in the marketplace, and to build customer relationships by supplying information. BP uses nearly every available medium of communication, including publishing its own magazine, called The BP Magazine to create goodwill and contribute to customer satisfaction. However, a public crisis threatens BP’s reputation or goodwill. When dealing with a public crisis, BP should put together a plan of action and deal with facts and rumors immediately to regain trust.  BP should respond quickly with a written statement and stick to it that mentions the time, place, initial description of what occurred, and the number and status of the people involved. Next, BP should put top company management in front of the press because the public will hold top management accountable. Then, when answering reporters’ questions, executives should stick to the facts.  Finally, if executives don’t know the answers to questions, they should offer to find out. 

Experiential Exercise

Check out BPs site at www.bp.com to get an idea of its corporate culture and the ways it communicates. Discuss the potential for unique forms of communication in the corporate world, similar to BPs rock band. Students might consider poetry and rap lyrics, art and cartooning, or other forms of music. Based on the video, what kinds of issues with communication was BP experiencing? (issues with downward communication).  Think about the ways employees attempt to communicate with management, through formal and informal channels. In which channel does music fall? (informal) What type of corporate communication was represented by the band’s lyrics? (upward). Why do you think the band’s music was able to break through these barriers? (It found a new channel of communication that got the attention of executives).

As seen in the video, what positive results came from the whole experience, based on concepts in the text? (Teams were formed, goals were set, corporate supervisors helped with upward training, management listened supervisors , decisions were made based on employee feedback and goals were revised, supervisors were pleased that leaders listened to them, managers enjoyed relating to people for a common goal.)

For fun, think of popular songs whose titles or well-known lyrics could be slightly changed to reflect corporate themes, Think of several well-known corporations and the way these lyrics might reflect their global status and corporate culture. 

CHAPTER 11:  Production and Operations Management

Video Case 11.3: Washburn Guitars: Sound Since 1883 

      Video Running Time: 10:50

Organization Discussed: Washburn Guitars
Concepts Spotlighted in Video:

· Operations management
· Technology
· Production process
· Specialization of labor
· Quality control
· Computer-aided design and manufacturing – CAD/CAM
· Assembly line
Video Case Synopsis

Well-run businesses tend to stay sound for a long time. They grow, they change, they add and delete products, they open and close manufacturing plants, they streamline and expand their operations. But their basic business foundation remains strong, no matter what happens. 
Washburn Guitars has been making beautiful sounds since it was founded in Chicago in 1883. Location has always been a key component of the company's overall strategy; when the firm became Washburn International nearly 100 years later, it wasn't long before its manufacturing, office headquarters, and warehouse divisions were consolidated into a single 130,000-square-foot facility outside Mundelein, Illinois. This allowed the firm to incorporate its SoundTech speaker division, which had been operating elsewhere, into the same facility. Perhaps the most important reason for the move, however, was the availability of a skilled workforce nearby. Company president Rudy Schlacher explained that moving to the new location allowed the firm to “tap into an exceptional local workforce.” About three years after the move, Washburn International morphed again─ into U.S. Music Corporation─ which now includes even more divisions, such as Randall Amplifiers, Vinci Strings and Accessories, SoundTech Professional Audio, and Oscar Schmidt folk instruments. The organizational change “gives us the opportunity to clearly separate the parent corporation [U.S. Music] from the name of its producing division, Washburn Guitars,” explained Schlacher.  
Building fine musical instruments is an art in itself, and the production crew at Washburn takes its job seriously. “Every guitar that is shipped from the Chicago area factory is constructed with passion only a musician can feel,” says the Washburn Web site. Each acoustic guitar is built by one craftsperson─ called a luthier─ from start to finish. “These guitars are crafted with the hard-working spirit and quality standards of the luthiers that have crafted Washburn guitars since the late l800s for Building fine musical instruments is an art in itself, and the production crew at Washburn takes musicians and songwriters around the world.” 
“I like working with wood, taking it from raw lumber to an actual musical instrument with its own voice,” says luthier John Stover. Stover has built acoustic guitars for such musical stars as Dolly Parton and Dan Donegan of Chicago-based metal band Disturbed. 

Even though the guitars are built by hand, Washburn uses computer-aided design and manufacturing (CAD/CAM) technologies in its manufacturing process. A CAD/CAM engineer helps design and draw new guitar models. The electric models that are built on an assembly line are still guided by expert craftspeople whose jobs may be assembly lead or neck lead (the worker in charge of building and assembling guitar necks). 

Building only 2,500 guitars a year for the general public while maintaining Washburn's high quality standards is expensive. But Washburn finds ways to save in production costs so that it can charge customers reasonable prices for its products; many of its models retail for between $500 and $1,000. Some models are manufactured in Indonesia, where labor is less expensive. Also, although Washburn accepts customized requests through dealers on its current line of guitars and basses made in the United States, the firm does not offer individual custom designs. So a customer could ask for a different paint finish or a left-handed conversion─ but not an entirely different design. This system means that customers generally get what they want─ without paying exorbitant prices. And it allows Washburn to carefully control its inventory of raw materials and components. 

Occasionally Washburn creates an alliance with a musician such as Dan Donegan for a particular series of instruments. Together with Washburn's luthiers and production team, Donegan designed a new series of guitars called Maya (after Donegan's daughter). "Washburn really went above and beyond to make sure my guitars are to my exact specification. I really wanted to create a guitar that is somewhat unique but appeals to artists of all musical genres," said Donegan of his experience with Washburn. The Maya standard and Maya Pro guitars are both built in the United States and come with a range of components. The Maya standard is made of poplar and retails at about $1,500, while the Pro is made of mahogany and retails for just under $2,700. Washburn is also producing a limited customized edition of the Maya line that will be available through select dealers. 

Building a guitar is clearly a labor of love for those who work at Washburn. These craftspeople understand the needs of their customers because most of them are musicians themselves. So working with someone like Dan Donegan is as smooth a process as strumming an old tune. Production manager Gil Vasquez explains his job at Washburn this way: "My knowledge of guitars is vast, and I am constantly searching for the ultimate tone, whether it is in the way the guitar is constructed or in the electronics that are being used." Vasquez knows what he is talking about; his customers include Lenny Kravitz, Eric Clapton, Jimmy page─ and Dan Donegan. 

Answers to Questions for Critical Thinking 

1. How do production and operations management contribute to the long-term success of Washburn 'Guitars? 
In a firm that manufactures musical instruments and related equipment, production and operations management form the core functions of the business. Production and operations managers contribute to the final products ─including quality─ that Washburn sells for profit. The effective management of both, including outsourcing some production overseas and monitoring inventory, can lower Washburn’s production costs. Also, it is clear that Washburn hires highly skilled workers who know exactly how to design and produce its instruments. These workers not only help lower costs but also contribute to innovation and customer relations because they tend to be musicians themselves. This helps maintain Wahsburn’s reputation as a manufacturer of high-quality, yet reasonably priced instruments.

2. Describe the manufacturing technique(s) you think are applicable to Washburn. Also, explain how CAD and CAM contribute to the design and production processes at Washburn. 
Although Washburn does use an assembly line for some of its products, it does not mass produce guitars in large numbers. Washburn does engage in some customer-driven production, particularly in the case of limited-edition series like the Maya edition produced in collaboration with musician Dan Donegan or in the customization of existing models. Students may also infer that flexible production is used as well, because highly skilled workers are involved and the number of products manufactured is not high (around 2,500). CAD/CAM processes help designers try out different guitar body styles with neck designs. CAM could assist in setting up the production of a certain model of 
3. Describe the physical variables and human factors involved in Washburn's choice of location far its headquarters and production facility in Mundelein, Illinois. 
Washburn has remained in the same general region for more than 100 years. Currently, Washburn’s office headquarters, manufacturing, and warehousing are all located at one 130,000 square-foot facility in Illinois. Executives needed to consider how they would transport raw materials to the facility and finished products to dealers around the country. Because the facility is located in the Midwest, delivery to U.S. retailers never involves more than about 1,500 miles. Available real estate (for building the plant), assess to supplies and raw materials, and available energy were also considerations. 

4. What are the benefits of quality control at Washburn? What methods might the firm use for controlling quality? 
Quality control is crucial for Washburn because the firm sells only a few thousand guitars each year to a very discerning audience. If a guitar is defective, it won’t sound right─ and a customer is unlikely to return for a replacement. Although company resource materials do not say so, Washburn might use benchmarking─ observing processes at another firm─ for tips on efficient and high-quality production. Washburn could also use visual inspections of processes and products both during and after manufacturing to ensure quality from the outset. 

Experiential Exercise

Visit this guitar manufacturer at www.washburn.com.  Click on “artists” to find out who play on Washburn guitars. Click on “forum” for some insider info. Then look at “instruments” to understand the final creations that evolve from the firm’s production and operations. Have students think back to the video and the steps in production that they viewed. How many steps can they recall in the making of a guitar?  Ask them to work as a group to list all the steps they can think of, from the very first step in coming up with a design idea, to the very last in putting the guitar in its case. Did any of the steps surprise them? For instance, were they aware of how many coats of paint were involved, or how many departments the instrument moved through?

Next have them think of another familiar item, or one in which they’re interested, and do some research on how it’s manufactured. Did they choose a very high-tech item with many intricate components? Or a rather low-tech one with a few simple parts but demanding more craftsmanship? What specific steps or procedures are involved in the production for this item? What have they learned overall about the costs, time, and human labor that go into the production of just one item?
CHAPTER 12:  Customer-Driven Marketing

Video Case 12:3: WBRU Listens to Its Customers 

      Video Running Time: 12:50

Organization Discussed: WBRU
Concepts Spotlighted in Video:

· Market segmentation
· Relationship marketing
· Advertising
· Promotion
· Market research
· Customer satisfaction
· Value
· Brand loyalty
· Customer needs
Video Case Synopsis

Everyone has a favorite radio station, whether it's rock, folk, urban, or news. Just like other businesses, radio stations use strategies for segmenting markets and target those who are most likely to listen to their format. But unlike some other businesses, radio stations must engage in marketing both to consumers (listeners) and businesses (potential advertisers). WBRU is no exception. Based in Providence, Rhode Island, WBRU serves a mainly college-educated audience spread throughout Rhode Island and southeastern Massachusetts. 

WBRU presents what it calls a "modern rock format" with nine commercial breaks each hour. Calling itself "music interactive," WBRU concentrates on hot new music groups, boasting that its programming contains "no endless morning talk, no off-color or offensive humor. We only feature targeted lifestyle programs and promotion with the most dynamic, exciting playlists in the business." 
Local advertisers and listeners meet on the common ground of WBRU's radio waves. According to a past demographic survey for the station, 29 percent of WBRU's listeners are employed full-time; 28 percent have a home mortgage; 13 percent own a computer; 11 percent drive a Lexus, BMW, or Saab; and 10 percent work in executive or managerial positions. During a past 12-month period, WBRU listeners spend $21 million on furniture, $17 million on appliances, $26 million on clothing, $9 million on TV sets, and $9 million on jewelry. WBRU attracts its advertisers by providing them with this listener profile information. Through the years, such corporate heavyweights as Blockbuster Video, Dunkin' Donuts, New England Sports Network, and Tweeter Home Entertainment have signed on for commercials at the station─ to gain its listeners' ears. 

Segmenting the market is important for attracting advertisers, but it is even more important for attracting listeners. If WBRU knows who its listeners are, it can find-tune its programming to offer selections they want to hear. To get such information, the station conducts an online survey at its Web site─ listeners can answer questions about other stations they like, what they do in their free time, what consumer items they purchase, and who their favorite recording artists are. In one marketing segment, the station targets African Americans by offering gospel music on Sundays by its DJ Brother Don, followed by DJs Cas Casion and Commish, who specialize in hip-hop and rhythm and blues. Other programming slots include "Retro Lunch" and jazz at 2 AM. Each of those time slots is targeted to a specific listening market. 

Listeners can get music news and win free CDs and other prizes at the WBRU Website, as well as look up future programming schedules. They can browse through the BRU Store, view the message board and photo gallery, and download interviews with the likes of Dave Matthews. All of these opportunities to interact with the station help WBRU sharpen its understanding of its listeners. If you want to go see Big Dumb Face at Lupo's on Friday, you can find out about it at WBRU. If you prefer Papa Roach or Alien Ant Farm, keep listening to the station for you chance to win free tickets. And if you're not sure whether you want to plunk down your cash for the new Buckcherry CD, check out the review first on WBRD. Falling asleep while pulling an all-nighter? Tune into SBRU LOUD at 10 PM on Thursday nights, and you're guaranteed to stay awake. If all of this sounds good to you, you're probably the perfect SBRU listener, even if you don't own a Lexus or your own company─ yet. 

Answers to Questions for Critical Thinking 

1. In what ways does WBRU attempt to add value to its basic service? 

WBRU’s adds value to its service through market segmentation and target marketing. First of all, WBRU fine tunes its programming to offer selections that the target audience wants to hear. Secondly,  WBRU identifies the needs and wants of the individual and business decision makers in their target audience and then works backward to offer products and services that fulfill them. By using diaries and surveys, WBRU can pair listeners with advertisers. For instance, if a listener is in the market for furniture, WBRU sends them special notices about a furniture sale from an advertiser. The expression “find a need and fill it” is perhaps the simplest explanation of the two elements of WBRU’s marketing strategy. 
2. In addition to providing businesses with demographic information about listeners, what types of marketing efforts might WBRU make to attract businesses to advertise on its airwaves and Web site? 
To attract new advertisers to its airwaves and Web site, WBRU could participate in event marketing, sponsoring short-term events such as athletic competitions. Event marketing forges partnerships between not-for-profit and profit-seeking organizations. WBRU could also engage in cause marketing,  partnering with organizations to promote awareness of, or raises money for, a cause or social issue. Companies like WBRU look for ways to contribute to their communities by joining forces with charities and causes. Being a good corporate citizen is also a way to attract new advertisers to WBRU.

3. Describe a typical WBRU listener from what you have read in the case. 
As the video states, a typical WBRU listener is in his/her late teens, twenties, or thirties. The listener is a professional, well-educated, earns more than an average salary, and drives a better car. According to a past demographic survey for the station, 29 percent of WBRU's listeners are employed full-time; 28 percent have a home mortgage; 13 percent own a computer; 11 percent drive a Lexus, BMW, or Saab; and 10 percent work in executive or managerial positions.

4. Go to the WBRU Web site at www.wbru.com and look for ways that the station conducts research about its listeners, either directly or indirectly. 

WBRU conducts research about its listeners directly through professional marketing research firms such as Scarborough Research and Arbitron.  Indirect research about listeners comes from blogs which require a log-in procedure in order to leave a comment; this gives WBRU contact information for a listener and the ability to target this person with emails. Also, people can buy tickets to concerts on the WBRU website, but there is a log in procedure that gives WBRU information about a person’s interests plus contact information. Similarly, Podcasts can only be viewed by members. 
Experiential Exercise

The video explained how WBRU uses relationship marketing  to develop and maintain long-term, cost-effective exchange relationships with partners. These partners include individual listeners, advertisers, and employees. As its ultimate goal, relationship marketing seeks to achieve customer satisfaction. What benefits does WBRU give each one of these groups? 
How does relationship marketing provide WBRU with protection against competitors?  How does relationship marketing contribute to a higher lifetime value of a customer—referrals and customer feedback from the customer over the life of the relationship, minus the amount the company must spend to acquire and serve that customer?  

CHAPTER 13:  Product and Distribution Strategies

Video Case 13.3: Monopoly: America's Love of Rags-to-Riches Game Is Timeless

      Video Running Time: 7:48

Organization Discussed: Monopoly
Concepts Spotlighted in Video:

· Production
· Distribution channels
· Distribution strategies
· Product line and product mix
· Product life cycle
· Brand name
· Brand association
· Brand equity
Video Case Synopsis

Maybe you've never been to Atlantic City, but if you've played Monopoly, the names Park Place, Boardwalk, and Atlantic Avenue are as familiar to you as the streets around your own hometown.  Monopoly, invented in 1934 by entrepreneur Charles B. Darrow, is based on real streets in Atlantic City. When Darrow first showed his game to executives at Parker Brothers, they weren't interested. But the gamemaker's disinterest failed to discourage him. Darrow and a printer friend made 5,000 sets anyway and convinced a department store in Philadelphia to carry them. When all 5,000 quickly sold out, Darrow went back to Parker Brothers, who soon changed their minds after learning of the consumer response to the unknown─ and untested─ new game. Their decision to add it to their product line was perhaps the most important move in Parker Brothers' history. Within 12 months following its launch, Monopoly had become the best-selling game in the U.S. By 2005, Parker Brothers, now a division of Hasbro Inc., had sold more than 200 million sets of Monopoly worldwide. 

But the huge popularity of Monopoly poses a problem for its manufacturer: the game lasts, and repeat sales are difficult to secure. Once a family or an individual consumer buys a Monopoly set, there's no need to buy another. And if the idea of commerce─ or rampant greed ─ doesn't appeal to someone, he or she is likely to pass on the game. Until recently, young children were left out of the game unless they had guidance from parents or older brothers and sisters, simply because the rules, concepts, and numbers were too complicated for them to follow. So Monopoly marketers began to evaluate ways to extend the product line. They examined new age groups, new socioeconomic groups likely to have market potential, and different interest groups and considered commemorative editions to mark or celebrate certain events in history. They also researched new platforms using interactive technology. 

“Line extensions are all additives to Monopoly No.9 [the official name of the original game],” explains Holly Riehl, director of marketing for Monopoly. The original game captures a universal truth that we all aspire to wealth, according to Riehl. In fact, Monopoly is such a universal game that, as Riehl says, “it has been adapted so thoroughly by every country that every country thinks it's their own,” These ideas have combined to set the stage for a burst of new Monopoly editions targeted to different consumers. 
Several years ago, Hasbro introduced a premium-priced Deluxe Monopoly with eye-catching new features for the collector─ special tokens, title and deed carousels (making it easier to see and organize them during the game), and wooden houses and hotels. At around the same time, the company brought out Monopoly Junior for younger players. Based on an amusement park theme, in which game participants buy and sell amusement park rides and attractions, Monopoly Junior has attracted a younger generation of players ages 5 to 8. There's also the Dig'n Dinos edition for even younger children, and a Disney edition for players ages 8 to adult. Also in the product line are Monopoly 60th Anniversary and Monopoly Millennium, both developed to mark those anniversaries ─  and sold at a higher price of $39.95. If you are feeling particularly patriotic, pick up the America edition; if you speak Spanish, you can purchase the Spanish edition. And if you are a Star Wars or Pokemon fan, fear not ─ a Monopoly edition has been created for you, too. 
Hasbro has also ventured into the interactive realm with a new subsidiary, Hasbro Interactive. The division sold 1 million copies of the first Monopoly CD-ROM, which became the fifth best-selling PC game of all time. “On the computer, Boardwalk and Park Place came to life,” says Holly Riehl. Four years after the first release, an updated version hit the market, in which players could customize the 3-D board properties with their own street names and landmarks. Then came Monopoly PlayStation, Monopoly Hand-held, and Monopoly Nintendo, along with an e-mail version of the game. 
Hasbro isn't trying to flood the market with Monopoly games, although certainly its marketers would like to see at least one edition in every household. But to reach as many consumers as possible, marketers conduct extensive product planning to make sure that each new version “makes sense," as Riehl puts it. "For instance, Monopoly Star Wars and Pokemon were a good fit,” she says. The company tries to balance the basic concepts of the original Monopoly game with every one of its extensions, including such additions as a new token to the game. Several years ago, Hasbro conducted a search for a new Monopoly playing token, finally narrowing it down to three candidates: a biplane, a piggybank, and a sack of money. Then consumers were invited to vote for their favorite among the three. Over 2 million consumers cast their vote for the sack of money, which is now part of the game. 
Riehl reports that Hasbro is planning even more extensions to attract new and loyal customers to the Monopoly experience. Monopoly slot machines are already very popular in Las Vegas, and game fanciers can watch for a Monopoly cafe as well as Monopoly books and other media. In short, Hasbro hopes Monopoly will eventually have a monopoly (of sorts) on all kinds of entertainment. 

Answers to Questions for Critical Thinking 

1. How would you classify Monopoly as a consumer product? Why? 

Monopoly is a specialty product because a purchaser is willing to make a special effort to obtain it. Consumers are already familiar with the game and the brand and consider it to have no reasonable substitute.
2. At what stage would you place Monopoly in the product life cycle? How does this relate to Hasbro's decision to extend the product line? 
Monopoly #9 is in the maturity stage because it has been in existence since 1934, and as of 2005 over 200 million sets of Monopoly had been sold worldwide. Monopoly had reached a saturation level at which further expansion was difficult because the game lasts, and there's no need to buy another. For this reason, Hasbro decided to extend the product line using the strategy of adding new users─ children, different socioeconomic groups, and different interest groups such as Star Wars. Hasbro also extended the product line by changing sizes and product designs─ Monopoly handheld. Hasbro also researched new platforms using interactive technology─ Monopoly Nintendo. 

3. Monopoly marketing director Holly Riehl says that the idea for each new Monopoly edition goes through extensive planning before it is manufactured and brought to market. Even so, do you think that Hasbro is taking on more risk by introducing so many different types of Monopoly to the marketplace? Why or why not? 
No, Monopoly is a well-established brand and there is a need to remain competitive with a steady stream of new products to offer the firm’s customers.  As Holly Riehl suggests that consumers should look for Monopoly the movie, the play, the book, and the CD-rom because Hasbro wants to deliver the Monopoly experience in many different formats. 

4. Visit the Monopoly Web site at http://www.monopoly .com or open up your own Monopoly game. Identify as many elements of the product image as you can. Do you think that Monopoly is a strong brand? Why or why not? 

Elements of the product image:  names such as Boardwalk and Park Place; the man with the top hat and white moustache; the logo of the red background and big white letters spelling monopoly; the get-out-of-jail-free card; sayings such as “Do not pass go, do not collect $100.”  

Monopoly is a strong brand because the brand name is has universal recognition and is distinguished from board games of competitors.  Monopoly is a family brand ─ a single brand name used for several related products. The promotion of Monopoly’s individual products such as Monopoly slot machines in Las Vegas benefits all Monopoly products such as Monopoly-Global edition because the family brand is well known.  Monopoly enjoys a significant amount of brand equity, the added value that a respected and successful brand name gives to a product.

Experiential Exercise

You have been hired as a consultant for Monopoly to innovate and develop new products and services. Monopoly already has tournaments in many countries, slot machine games, anniversary editions, deluxe editions, and wallpaper.  Go tohttp://www.monopoly.com, click on “browse all games” and study the current offerings. Then develop a new product or service and a distribution strategy for Monopoly.

CHAPTER 14:  

Video Case 14.3: FUBU: For Us, By Us 

     Video Running Time: 20:52

Organization Discussed: FUBU
Concepts Spotlighted in Video:

· Entrepreneurship
· Promotional strategies
· Celebrity spokesperson
· Brand identity
· Pricing objectives and pricing strategies

· Customer-centered marketing

· Target marketing

· Integrated Marketing Communications (IMC)

· Social responsibility

· Global business

· Retailing

· Product life cycle

· Relationship marketing
Video Case Synopsis

It’s the American Dream: four inner-city kids, steeped in hip-hop, start their own clothing business and make it big. Really big. It began when childhood friends Daymond John, Alexander Martin, Carl Brown, and Keith Perrin were looking for the tight-fitting tie-top hats that were popular among hip-hop fans. They left their Queens, New York, neighborhood and drove into downtown Manhattan in search of the hats. When they finally found them, the four realized quickly that they could easily make similar ones and sell them to their friends. So they bought fabric and made 40 hats, which sold right away. By then, they were thinking about starting a business. John was a homeowner, so he took out a mortgage to fund the business and turned half his house into a clothing factory for tie-top hats, T-shirts, and baseball caps─ all with the logo FUBU embroidered on them. The name, which has a hip-hop ring to it, stands for the company philosophy: "For us, by us." The founders now laugh about those early beginnings. "Our entire business model was to get enough money to buy food to eat," they recall.
Selling some clothes to friends got their business off the ground, but the FUBU (pronounced foo-boo) founders needed more than that. Money was an obstacle. Even if they could place some socks in one retail store and some shirts and hats in another, they didn't have a way to promote them.

And to be successful, they needed a way to promote their goods to get the message out to prospective customers. The messenger came in the form of rap artist and actor L. L. Cool J, who happened to be from Queens as well. Cool J liked FUBU's stuff, but he wasn't ready to wear it in a show or music video until the owners made some design and color changes. FUBU listened and came up with the right T-shirt for him, which resulted in Cool J becoming an early spokesperson for the brand. Since then, supporters have included Mariah Carey, Boys II Men, Will Smith, and Sean "P Diddy" Combs. Placements of FUBU clothing in music videos, feature films, and on stage have gone a long way toward building the brand's identity.

With the financing that came with a promotion and distribution agreement with Samsung, FUBU was able to open the doors to many of the 500 retailers who now stock FUBU clothing, including Macy's, Foot Locker, Champs, and Nordstrom. Eventually, the FUBU founders were able to afford a booth at the glamorous “Magic: The Business of Fashion” trade show in Los Angeles, where celebrities and department store buyers now flock to put in their orders as soon as possible─ which generates sales as well as publicity for FUBU. And when the NBA approached FUBU about a licensing agreement, both sides realized immediately that it was the perfect match. The NBA's customers are often FUBU customers as well. NBA clothing by FUBU is expected to generate $25 to $50 million for FUBU, and potentially more. Each organization promotes the other, to the benefit of both. 

Price has been an issue from the beginning for FUBU. The four founders wanted to produce high-quality clothing at prices somewhat lower than other manufacturers. Still, the clothes aren't cheap. Jeans run from $44.99 to $69.99, and a T-shirt with the official Harlem Globetrotters logo can be priced from $55 to $89. The company also has a women's line, where women can pick up a velour dress for $64.99, a stretch denim shirt dress for $55, and some graphic tees for $22.99. Clearly, consumers don't seem to be griping about price─ today, FUBU is a $350 million global business, selling its products in countries as near as Canada and Mexico and as far away as Japan and Malaysia.

FUBU's relationship with customers is an important part of its promotional effort─ all four founders say they are comfortable talking with anyone they meet on the street. They like to stop and listen to the experiences and ideas of the people who buy and wear their clothing, and they never forget their roots. Their personal presence gives them a connection with consumers that other designers and manufacturers simply can't achieve. When shoppers can't be near a FUBU store or the headquarters in New York, they can log on to the company's Web site at http://www.y2g.com to find out about company-sponsored parties, trips, and tours, and read celebrity interviews, all of which enhance their relationship with FUBU. “We're a lifestyle brand,” say the founders. And shoppers seem to be happy to live their lives in FUBU clothes.

Answers to Questions for Critical Thinking

1. FUBU has coordinated its promotional activities to produce a unified, customer-focused message. How would you state that message?
The message centers on cool fashion for African American, inner city, Hip Hop kids. However, the brand has captured the imagination of kids around the world who listen to rap music. 

2. How would you characterize FUBU's promotional objectives?

FUBU’s promotional strategy objectives include providing information, differentiating their products, increasing sales, and accentuating a product’s value.  By using music videos, FUBU launched its products successfully until the company had enough funds to attend fashion trade shows. To differentiate their products, FUBU has positioned itself as the fashion statement of rappers like L. L. Cool J and sports icons like NBA players. By showing the clothing in music videos worn by rap artists, FUBU established it products in the minds of its customers─ kids who listen to rap. FUBU increased sales by expanding its product assortment and then showing its women’s clothing, footwear, and jewelry in the music videos. FUBU accentuated FUBU the value of the clothing by showing NBA players wearing it. Celebrity spokespersons showed the attributes, price, and quality of the FUBU brand.

3. Which advertising media would be the most effective for FUBU at its present stage? Why? How do you think consumers perceive FUBU's pricing?
FUBU should use integrated marketing communications (IMC) to coordinate advertising, sales promotion, personal sales, and public relations. In this way, FUBU will execute a unified, customer-focused promotional strategy. The company should continue to use music videos because its target market of Hip Hop fans watches them. Consumers perceived FUBU’s pricing competitive and affordable. FUBU wants to continue to appeal to its target market of inner city kids who can’t afford high priced clothing.  
Experiential Exercise

FUBU sells its products internationally in countries such as Nigeria, Saudi Arabia, France, and Japan.  Does FUBU adopt use standardization or adaptation strategies for its overseas markets? Which do you think would be preferable for FUBU.  Now FUBU has added suits and tuxedos.  Is this a good branding strategy?  Do you think that this will change the company’s image? Go to http://www.fubu.com  and look at FUBU International.  Develop a promotion plan for international sales. 

CHAPTER 15:  Using Technology to Manage Information

Video Case 15.2: Peet's Coffee & Tea: Just What the Customer Ordered

      Video Running Time: 7:07

Organization Discussed: Peet’s Coffee & Tea
Concepts Spotlighted in Video:

· Entrepreneurs
· Competitive differentiation
· Retail stores
· Mail order systems
· Internet sales
· Distribution channels
· Packaging and delivery
· Inventory
· Management information system
· Application software
· Order fulfillment system
· Customer loyalty
Video Case Synopsis

A freshly brewed cup of coffee is one of life's simple pleasures; there's nothing high-tech about it. Or is there? California-based Peet's Coffee & Tea has specialized in offering consumers the richest, freshest coffee beans and select teas for more than 40 years. Although Peet's roasts its coffee beans in small batches by hand─ every day─ technology is still involved in the way the firm handles customer orders, processes information, and sends out shipments.

Peet's sells 32 different kinds of coffee─ single bean, blends, and decaffeinated. It also sells a variety of teas. The coffee beans are roasted daily, and some are then ground to order in a variety of styles. Each order, large or small, is packaged and shipped the same day for freshness. Managing information in order to accomplish these tasks quickly and sell through five different channels─ the company's 100-plus retail stores, mail order, the Internet, grocery stores, and corporate food services─ requires the right technology. An individual customer may place an order through Peets.com, while grocery stores use an extranet at Peets.net. Or a customer may phone the call center, which transfers the order to the company's intranet. The firm also offers the Peetniks program, which automatically generates reorders for customers. Online customers have until midnight Pacific Standard Time to place an order for the next day.

Peet's relies on an order-fulfillment system designed by software producer Great Plains and modified over the years to meet the changing needs of the firm as it has grown. The system creates a roasting spreadsheet, which shows the roasters how many pounds of each kind of coffee to roast on a given day. The system also generates reports that show how big the order size of each type of coffee is and where it is going, which determines which roasting machine will be used. Once the coffee has finished the roasting process, the system indicates how much of each type of coffee will go to each channel. Because each channel uses different packaging, the system diverts the right amount of each coffee to the correct order-fulfillment department for packaging. A spreadsheet tells workers how much coffee goes into grocery packaging, how much goes into five-pound "pillow packs" for Peet's retail stores, and how much goes into one-pound bags for mail-order and Internet customers.

Finally, the system produces labels for the packages and shipping labels. The labels designate the type of coffee and the roasting date, so groceries and Peet's stores can monitor their inventory for freshness. This ordering process takes place continually throughout the day, with the system sorting information and directing the right coffee to the right place. "Before we had this system, the roasting staff just estimated what they needed to roast each day," recalls Mike Cloutier of Peet's. "This system is far more efficient."

Computer software can't physically transport a package of coffee from one location to another. So Peet's uses the FloShipper system, an automated conveyor system that boxes and tapes each packaged order of coffee, weighs it, and slots it into the appropriate shipping lane. The system is designed specially to handle individual orders from consumers. The hand-roasted coffee then gets to customers more quickly. Before Peet's adopted this system, Peet's workers took two shifts to complete an order manually; now the time is down to one shift. "We could not meet our same day roast", and-ship standards without the FloShipper system," says Peet's director of plant operations.

Throughout the Peet's organization, technology meets craftsmanship every day. Without the order-fulfillment software and automated shipping systems, customers would not receive the freshest coffee ─ which is still roasted by hand every day, the way it was 40 years ago.

Answers to Questions for Critical Thinking

1. What are some of the data that Peet's order-fulfillment system gathers? What kind of information does it provide to workers?

Data, or the raw facts and figures received by the order-fulfillment system, would include such items as the amount and type of coffee in an order, the time and location of the order, the method through which the order was placed, the name and address of the customer, the price, the method of payment, and other details. Information supplied by the system to workers includes an aggregate of orders so that bathes can be roasted together, the destination where the batches must be routed, and the way they must be packaged and labeled.

2. How does technology help Peet's devote more time and resources to its core business?
Technology helps Peet’s received, process, and ship orders more quickly so that the freshest coffee can arrive in customers’ kitchens every day. This automation allows Peet’s to focus on its old-fashioned method of roasting beans by hand in small batches, rather than forcing the firm to add preservatives or other additives to its products to keep them fresh and flavorful longer.  It also helps stores manage inventory for freshness and tells Peet’s marketers which flavors and styles are the most popular, allowing them to provide more of those items to customers. In addition, using an extranet for direct communication with business customers helps Peet’s provide fresh products to grocery and other outlets. The company’s intranet can also give Peet’s timely information about what customers want. 

3. How might Peers use an enterprise resource planning (ERP) system?
An ERP system could help Peet’s collect, process, and provide information about all of its business operations.  For instance, it could provide information on where customers are located to help Peet’s decide if, when, and where to open new retail stores.  It could gather information to guide Peet’s in hiring and training new employees. It could help marketers focus their marketing efforts in the right direction by providing details to plan sales promotions, advertisements, and even direct marketing promotions.  It could also help Peet’s manage relationships with growers by tracking specific supplier details and relaying information to executives or production personnel. 
4. How might Peel's use desktop publishing systems to communicate with consumers and business customers?
Peet’s could use desktop publishing systems to create marketing messages tailored to business customers.  These messages could include direct mailings that offer coupons or frequent-buyer promotions.  Desktop systems could also create newsletters containing information about new coffees, form letters to strengthen relationships with grocers, formatted recipes that include graphics or photos, news about featured employees, and similar attractive materials.

Experiential Exercise

Information systems certainly streamline and speedup the jobs related to selling a product like Peet’s roasted beans.  But the computerized functions and daily routines involved in the tasks of taking and filling orders, packaging, labeling, and shipping a product may leave workers quite removed from the product itself.  Peet’s has another theory. One sign shown on the video reads: “On my first day at Peet’s, I was taught to taste coffee.”

Visit the firm at http://www.peets.com to get a better view of its full operations and the ways information flows among employees. Discuss how Peet’s information systems are invested with value when the employees working on them are knowledgeable about the line of products, understand the varieties and various roasts, and know how to talk to customers who are loyal to them. 

CHAPTER 16:  Understanding Accounting and Financial Statements

Video Case 16.3: Taking Account: The Little Guys

      Video Running Time: 6:20

Organization Discussed: The Little Guys
Concepts Spotlighted in Video:

· Accounting for small business
· Accounting software
· Financial statements
· Operating activities
· Overhead expenses
· Financial statements
· Collections
· Cash flow
· Inventory
· Branding
· Customer satisfaction
Video Case Synopsis

Accounting is a vital part of every business, large and small. The Little Guys ─ an independent retailer based in the Chicago suburbs that specializes in selling and installing home theater equipment─ is no exception. How does The Little Guys stay ahead of big guys such as Best Buy and Circuit City? By focusing carefully on what its customers want and purchasing and stocking merchandise wisely. The firm has made a name for itself through customer service, including hiring a friendly, knowledgeable staff that is eager to educate customers on the latest high-tech equipment. And it has adapted to changes in the market. “The biggest change in the industry is that five years ago brands drove people to our store,” observes co-founder David Wexler. “Today, the manufacturers' brands are everywhere, so the brand is now us. It's 'The Little Guys' name that's most important.” In fact, industry surveys confirm that consumers now care more about customer service and financial incentives than they do about big brand names in consumer electronics.

Making decisions about such issues as merchandise and staff payroll is all part of accounting─ both short term and long term. Co-founder Evie Wexler handles most of the day-to-day accounting for The Little Guys with the help of the software program QuickBooks. Many small-business owners use such commercially available programs to help run their firms. Wexler reports that QuickBooks simplifies many accounting tasks, automatically placing data in the correct category. “[QuickBooks] writes all the checks, so that when you balance the checkbook, it's all there,” she says. “When we started, we were small enough that someone could have kept the books by hand. What we've grown into─ the amount of things we receive each day, the amount that goes out, the number of employees we have-' it's too complex. The program gives us a better picture of what goes on in the business every day.”
For more complex accounting issues, the Wexlers turn to an outside accountant, whom they view as a business consultant─ not just someone who fills out forms and reports. They have relied on their accountant's expertise from the beginning. “When we first opened the store, we worked with the accountant as a consultant,” recalls David. “He helped us understand some of the technicalities of opening a business. We wrote out a business plan.” The business plan specified how much they would spend on advertising, rent, utilities, payroll, and other expenses.

Operating expenses such as payroll and overhead must be tracked carefully. Payroll in particular is a complicated accounting task for The Little Guys. The sales staff is paid based on a percentage of sales, providing an incentive for each salesperson to perform. “Because we pay on a percentage, payroll is difficult,” explains Evie Wexler. “There are percentages and base pay. There are lots of idiosyncracies ─ 401k, federal tax, [state] tax, Social Security, and Medicare. You have to track all of this.” Overhead expenses such as warehousing and truck maintenance are another part of the accounting puzzle. And the retail store also needs to be insured. “When you look at your profit/loss statement, you can see how much it costs you to do business every day,” says Evie. 

The Wexlers and their business partner meet to review financial statements for each quarter. They evaluate each expense category to determine whether they are spending too much or not enough to get the results they want. David focuses on the sales figures for each month and compares them with the same month of the previous year. He notes that when they started their business, he tried to look at the sales figures for every day. But he learned that “you can't do that─ you'll drive yourself crazy. Now I'll look every week or ten days. You need a bigger slice of time.” He points out that variables such as snowstorms, five Saturdays in a month, or a major sale can all skew the numbers. But he explains that they examine overall trends to make decisions. Perhaps surprisingly, Evie says, “We don't set financial goals. We look at how we did for-the year. Then we'll decide how much better we're doing this year.” 
Answers to Questions for Critical Thinking

1.  What role does an outside accountant play for a small firm like The Little Guys?

An outside accountant helps the owners of The Little Guys see the big picture for survival and growth. At the beginning, The Wexlers’ accountant helped them create a business plan. An accountant can present a firm’s information clearly and accurately to banks and other potential lenders and investors. 

2.  How might accounting help a firm like The Little Guys grow as a business?

All organizations engage in financing, investing, and operating activities that will help them grow. Accounting plays an important role in each of these activities. Accounting can assist in obtaining financing, which provides the necessary funds to grow.  It can provide information to investors if the firm is publicly held and for investments to provide revenue for running a business. And it can point out various aspects of operations that are functioning efficiently or can use improvement.

3.  For The Little Guys, create a table with three columns and list the major classifications of data in the accounting equation─ assets, liabilities, and owner’s equity─ that could be used later in the firm’s balance sheet.

Students should create a table with three categories:  Assets, Liabilities, and Owners’ Equity. Assets include the store itself, the land (if the firm owns the real estate), supplies that the staff uses (such as computer equipment), inventory that firm owns, and any cash on hand or accounts owed to the business. Liabilities include anything owed to creditors such as inventory purchased on credit, loans from banks, or taxes owed to federal, state, and local authorities. Owner’s equity is what the partners own in the business, such as their initial investment in the firm and any earnings that were not paid out as dividends. Since The Little Guys is entirely owned by the Wexlers and their partner, their equity position is very strong.

4.  Evie Wexler says that her firm does not have a rigid budget for purchasing items to sell in the store. But what role does a budget play in planning and providing standards by which The Little Guys can measure its performance?
A budget helps any business control and plan its financial future. It helps business owners lay out expected sales, operating expenses, and cash inflows and outflows.  Although The Little Guys is somewhat flexible about purchases, it still operates within the constraints of its plans and budget.  The partners base their budget on expected sales and cash flows, estimating, for instance, when it might be best to make a major purchase. The cash budget can also indicate when to curtail purchases and focus on selling existing inventory, as described by Evie Wexler. The budget also helps predict commissions that 
Experiential Exercise

Look at the firm’s Web site http://thelittleguys.com and learn more about its philosophy, environment, inventory─ and even its local radio show that entertains while answering questions about high definition, surround sound, and other technical mysteries. 


Have students think about other small or family-owned businesses in their neighborhood or city that compete with the “big guys.” It could be a small bookstore, florist, music store, restaurant, or beauty salon.  What’s the “bottom line” for many small enterprises? How does inventory ─ and the price they pay for it from wholesalers─ come into play? How do they handle inventory monitoring? How do they move inventory off the shelves to make way for new merchandise?

Who are the “big guys” in relation to this business?  What is their competition like? How do they combat that with their own competitive differentiation?  Have other local “little guys” lost out to the big guys?

CHAPTER 17:  The Financial System

Video Case 17.3: Morgan Stanley Likes Educated Customers

      Video Running Time: 10:24

Organization Discussed: Morgan Stanley
Concepts Spotlighted in Video:

· Securities
· Stocks 
· Bonds
· Goal setting
· Planning
· Investments
· Online investing
· Stock market
· Global business
Video Case Synopsis

The market is riding high, and they hold their breath when the market takes a plunge. Investment firms like Morgan Stanley want their business customers to feel confident that their money is safely invested with them─ and will gain them a handsome return over the long run. Regardless of an individual business's or consumer's investment objectives, from growth in capital to growth in income, Morgan Stanley seeks to help its customers meet their financial goals.

Morgan Stanley is a global financial services company that holds significant market positions in three business segments: securities, asset management, and credit services, including credit cards and real-estate loans. Morgan Stanley offers a variety of investment instruments and services, from bond trading 24 hours a day, 5 days a week, to customized programs like NetWorth, in which a customer can gain access to all of his or her online account information on one secure Web page. With its wireless trading service called TradeRunner, customers can trade anytime, anywhere. The company even has a service called the Blue Chip Basket, in which a customer can buy ten stocks for a trading fee of $49.95. On the Web site alone, customers are offered free delayed quotes and graphs, a look at the 5,600 mutual funds located in the Mutual Fund Center, and access to historical analyses modeling that describes interesting market activity. All of these services have one aim in mind─ convenience and value for customers, whatever their needs.

Because it is vital for investors to understand the information presented in stock, bond, and mutual fund quotations, the Morgan Stanley Web site offers an Investment Basics section to newcomers. The section offers a variety of information, including a glossary of terms such as maturity, price-earnings ratio, and interest rates, so customers can learn more about the financial markets. Such additional assistance helps new investors understand the information that is being provided to them when they look at their investment statements.

As the Internet continues to offer opportunities for financial services,  Morgan Stanley is expanding its global online reach. The company launched a huge Web procurement project in 2000, in which it sought to place a total of 10,000 employees in 500 U.S. locations, with a launch of Europe and Asia shortly thereafter. "We'll be the benchmark for online buying in financial services," predicts Gerry Fitzmaurice, director of national purchasing from Morgan Stanley. However, the slowdown in the stock market in 2001 brought caution to financial services companies─ Morgan Stanley included. In early 2001, Morgan Stanley's chief economist Stephen Roach addressed executives and warned of a possible recession. “The idea of recession wasn't even in the realm of possibility for our clients then,” says Richard Berner, Morgan Stanley's chief U.S. economist. But within a few months, Roach's foresight proved correct: most of Wall Street, from economists to brokers, was murmuring about the stock market slowdown. Predicting such a downturn can help investment professionals protect their clients. Morgan Stanley wisely cut its growth forecast in anticipation of the uncertainty in the national and global economy. And the expertise of its advisors became all the more important for its clients' financial well-being as the swings in the market continued. Trust is crucial in any ongoing relationship, but it is particularly important in investments.

No one can truly predict what will happen to an economy in the future. It's like trying to pinpoint where a tornado will touch down or how many inches of rain will fall to feed bumper crops. The rises and falls of the stock market can seem as fickle as the weather. But economists at Morgan Stanley need to act like meteorologists, using their knowledge, experience, financial tools, and the information they have at hand to help their customers make the best investment decisions possible. “We believe in educated customers,” says one slogan on the firm's Web site. But the statement is more than a mere slogan; it is part of Morgan Stanley's goal to create enhanced value for its customers by teaching them what they need to know in order to become investment partners and make sound decisions and, ultimately, decisions about their future.
Answers to Questions for Critical Thinking

1. How important is it for Morgan Stanley's customers to identify their investing objectives? In what ways might the firm help customers make this determination?
As the video points out, “investing is doing the right thing with your money over time.” It is important for each customer to identify investing goals and objectives, a time horizon, and a level of risk tolerance. For example, a short-term objective for a young investor might be to buy a house in three years and a long-term objective might be accruing wealth for retirement.

Morgan Stanley teaches customers what they need to know in order to become investment partners and make sound decisions and, ultimately, decisions about their future.  Regardless of an individual business's or consumer's investment objectives, from growth in capital to growth in income, Morgan Stanley seeks to help its customers meet their financial goals.
2. Would you feel comfortable making investments online? Why or why not?
Yes. The Morgan Stanley Web site offers an Investment Basics section to newcomers. The section offers a variety of information, including a glossary of terms, so customers can learn about financial markets. This assistance helps new investors understand the information they read on their investment statements.

Online investing is convenient because Morgan Stanley offers many investment instruments and services: bond trading 24 hours a day, 5 days a week; access to online account information on a secure Web page;  wireless trading so customers can trade anytime, anywhere; and letting customers buy ten stocks for $49.95. The Web site offers free delayed quotes and graphs, a look at 5,600 mutual funds, and access to historical analyses modeling.
3. Access the company's Web site at www.online.msdw.com and check out the services and information that are offered. Do you find the site helpful and informative?
Go to the Web site and click on “About Morgan Stanley.”  Then click on “Frequently Asked Questions,” which covers shareholders, client services, and company information.  Under client services, customers can select from the following topics and get useful information: New Accounts, IPOs, Research Reports, Online trading/ viewing My Account Online, Asset Management Funds, and Prospectus. Each topic has a brief explanation and a telephone number to call for additional information. 

Experiential Exercise

The global financial system is becoming more and more integrated each year. Financial markets exist throughout the world. Shares of U.S. firms trade in other countries while shares of international companies trade in the United States. Financial institutions have become a global industry. Go the Morgan Stanley Web site and find out the locations of its global offices.  Then click on “Our Views” and “Global Economic Forum.”  What is the global outlook for next year?  How does this information benefit investors? How does Morgan Stanley act as a good corporate citizen in the countries in which it does business?

CHAPTER 18:  Financial Management

Video Case 18.3: Southwest Bucks Airline Industry Headwinds
      Video Running Time: 2:53

Organization Discussed: Southwest Airlines

Concepts Spotlighted in Video:

· Pricing
· Inventory management
· Decision-making
· Financial Planning
· Risk-return trade-off
· Financial Management
· Hedging
· Capital Investment Analysis

Video Case Synopsis

In 2008, the U.S. airline industry losses were projected to range from $7 to $10 billion─ one of the industry’s worst years ever. Over the past few years, four of the nation’s largest airlines were reorganized under Chapter 11 of the Bankruptcy Code. Airlines have responded to tough economic times by laying off thousands of workers, cutting service to dozens of cities, and rounding hundreds of jets. On the other hand, Southwest Airlines is likely to turn a profit in 2008 and is the only U.S. airline to have made money in each of the last 10 years.  In fact, Southwest has turned an annual profit every year since it started flying in the early 1970s.  As other airlines have cut back, Southwest has expanded.  In an industry prone to labor unrest, Southwest has never experienced a strike, even though 90 percent of its employees belong to unions, and has never had to resort to mass layoffs.  No wonder Southwest ranks high in surveys of the best companies to work for. And unlike most of its competition, Southwest hasn’t started charging fees for such things as drinks, checked bags, or even window seats. Its ads even like to poke fun at the competition with the tag line “low fares, no hidden fees.”

How has Southwest achieved this enviable record?  Sound financial management has played a major role.  Southwest’s operating expenses are among the lowest in the airline industry.  Unlike most airlines, Southwest operates only one type of aircraft, the Boeing 737. Airlines such as American, Delta, and United operate as many as 11 different types. Having only one type of aircraft saves millions of dollars every year in maintenance and crew training. Southwest also doesn’t have to keep as large an inventory of spare parts. It saves money in other ways as well.  With one class of service and no assigned seats, Southwest’s fleet spends less time on the ground and more time in the air making money.  They typical turnaround time spent at the gates averages less than 20 minutes─ far less than any other airline.  Since Southwest doesn’t serve meals on any of its flights, only drinks, it saves money on galleys and aircraft cleaning. Good employee-management relations mean less turnover, greater worker productivity, and therefore major cost savings. 

While most airlines rely on expensive hub-and-spoke systems, where passengers are funneled through large airports such as Dallas-Ft. Worth, Southwest emphasizes point-to-point service.  It avoids the nation’s busiest airports, like Chicago’s O’Hare and Atlanta’s Hartsfield-Jackson, with their corresponding high fees and frequent delays.  For instance, instead of serving Washington’s Reagan National airport, Southwest operates out of nearby Baltimore-Washington International airport.  Reagan National charges airlines landing fees of around $12 per passenger, per flight.  Baltimore charges less than $4.50.

In August 2008, less than 75 percent of flights arrived at Chicago’s O’Hare airport on time.  By contrast, Chicago Midway, where Southwest is the dominant carrier, had an on time arrival rate that same month that exceeded 86 percent. 

During the first eight months of 2008, oil prices soared. Remember $4–a-gallon gas?  Soaring oil prices added something like $61 billion to the fuel bill of U.S. airlines. Airlines were paying the equivalent of $112 per barrel for fuel, but Southwest was paying only $51. Howe did it manage to pay less than half as much for fuel as its competition?  A few years earlier, Southwest’s financial managers arrived at the conclusion that fuel prices were headed higher and decided to do something about it. So, Southwest hedged higher fuel prices by buying oil futures contracts.  A futures contract fixed the future delivery price of a commodity.  As the price of oil rose, the futures position held by Southwest made money, which effectively lowered the price it paid for fuel.  Southwest estimates that its hedging program has saved the company more than $2 billion in fuel expenses.  Most other airlines didn’t hedge against rising oil prices and spend billions more on fuel.

While Southwest’s record of profitability and sound financial management is the envy of the industry, it is facing challenges. For one, as oil prices fell throughout the fall of 2008, Southwest’s cost advantage over its competition began to disappear.  The credit crisis and poor economy has started to take its toll. Southwest has dramatically scaled back its expansion plans. It has also begun to move into markets where large airlines, maintain hubs.  For years, Southwest stayed out of Denver, where United has a giant hub.  A couple of years ago, Southwest began serving Denver and has continually added flights. More recently, Southwest entered the Minneapolis market,  long dominated by Northwest, United, and Delta, which acquired Northwest in 2008, are aggressively defending their turf.  Some analysts question the wisdom  of this and other recent moves.

Answers to Questions for Critical Thinking

1. What accounts for Southwest Airlines’ record of success?

Sound financial management has played a major role from the start.  Southwest’s operating expenses are among the lowest in the airline industry because it emphasizes  point-to-point service and avoids the nation’s busiest airports with high fees and frequent delays. For instance, instead of serving Washington’s Reagan National airport with a landing fee of around $12 per passenger, Southwest operates out of nearby Baltimore-Washington International airport which charges less than $4.50. Also, good employee-management relations mean less turnover, greater worker productivity, and therefore major cost savings. 

2. Explain how Southwest’s business model leads to cost savings.
“If you get your passengers to their destinations when they want to get there, on time, at the lowest possible fares, and make darn sure they have a good time doing it, people will fly your airline.” http://www.southwest.com/about_swa/airborne.html
Southwest’s business model is based on a no frills, low cost strategy in all phases of its operations. For example, Southwest operates a uniplane fleet whereas its competitors operate up to11 different types of aircraft. As a result, Southwest saves millions of dollars in maintenance, crew training, and inventory of spare parts. Inventory costs include not only the acquisition cost but also the cost of ordering, storing, insuring, and financing.  Other cost-saving efficiencies include one class of service and no assigned seats which translate into less time on the ground and more time in the air making money. Since Southwest doesn’t serve meals, it saves money on galleys and aircraft cleaning.
3.  What is hedging? How did hedging allow Southwest to effectively pay less for fuel than its competition? 

Hedging refers to making an investment to reduce the risk of adverse price movements in an asset.  Investors use this strategy when they are unsure of what the market will do. 

(Source: http://www.investopedia.com/terms/h/hedge.asp)

Because Southwest’s financial managers thought that fuel prices would rise,  they hedged higher fuel prices by buying oil futures contracts, which fixed the future delivery price of  fuel.  As the price of oil rose, the futures position held by Southwest made money. In fact, fuel hedging has saved Southwest more than $2 billion.  Most other airlines didn’t hedge against rising oil prices and spend billions more on fuel.

4.  What are some of the current challenges facing Southwest?  Do you think its business model will continue to work in the coming years?

     Southwest has strayed from its successful formula and for the first time in 30 years, the company has failed to turn a profit.  Also, industry analysts say that there is too much capacity in the airline industry as a whole. As oil prices fell throughout the fall of 2008, Southwest’s cost advantage over its competition began to disappear, and the lucrative fuel hedging contracts have begun to run out. Then too, the credit crisis and poor economy have taken their toll as Southwest has to scale back its expansion plans. Finally, some question the wisdom of Southwest’s move into markets where large airlines, maintain hubs and present stiff competition..  

     Overall, a low-cost strategy based on efficiency should continue to work in the coming years. Faced with a grueling recession, consumers are always looking for cost-effective ways to fly. 
Experiential Exercise
Southwest pioneered Senior Fares, a same-day air freight delivery service, and Ticketless Travel. Southwest had the first airline web page—southwest.com, DING! the first-ever direct link to Customer’s computer desktops that delivers live updates on the hottest deals, and the first airline corporate blog, Nuts About Southwest. 

Go to Southwest’s website http://www.southwest.com/  and a look at the many ways Southwest saves money for its customers compared to other airlines. For example,  Southwest doesn’t charge fees for checked bags  Its ads even like to poke fun at the competition with the tag line “low fares, no hidden fees.”  How does Southwest present its cost effective programs in a game format? How does this format fit with Southwest’s overall image?
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