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1V
CASE IVA

Oklahoma National Bank
	case overview


In January 2002 Okalahoma National Bank has been named the fastest growing new bank in its economic region of the country. The future looks very bright. After opening its doors in January of 2000 with $11 million dollars in capital, the bank has grown to over $127 million in assets. The major growth over the past two years has been fueled by the strong organizational culture and the bank’s ability to maintain high asset quality. Looking ahead, the major concern is finding other sources of income and building and managing a sustainable growth strategy for the future.

The bank plans to add three new branches in the Tulsa area within the next year, but Tom Bennett and his management team know that if they remain fixed on Tulsa it will be very hard to grow. They hope to grow to $170 million in total assets by the year end 2002 and to $250 million by the bank’s 5th year anniversary in 2005, but where should growth come from? New products? Acquisitions? Market expansion? How can Oklahoma National Bank expand profitably while maintaining its unique culture and unwavering dedication to customer satisfaction? It is possible to grow without sacrificing service and relationships?
	questions for discussion


1.
What factors have contributed to ONB’s success?
2.
What is the nature of the competitive environment? 

3.
Are ONB’s goals and objectives appropriate? Reasonable? Achievable?
4.
What potential problems do you see in ONB’s rapid growth?

	solutions to questions for discussion


1.
What factors have contributed to ONB’s success?

Oklahoma National Bank’s primary success factor is its culture of customer service. Bennett has developed a competitive advantage centered on excellent customer service. One of ONB’s major corporate values involves the building of a fun organization with excellent relationships. Tom Bennett feels it is important to know the customer, big or small, and build long lasting relationships that meet their needs. Employee and customer surveys have revealed that the bank has one of the best reputations in the community.

The bank’s geographic location cannot be ignored. The founders chose to found the bank in one of the most successful economic regions in Oklahoma. Tulsa, Oklahoma accounts for 32 percent of all the GDP in the state, but only 23.4 percent of the population. Business expansions and increased productivity have pushed the GDP in the area to a record $30.7 billion in 2001, up 3l9 percent from 2000. By 2002, GDP is projected to increase 21.6 percent, compared to 14.5 percent statewide. There’s something to be said for being in the right place at the right time.

2.
What is the nature of the competitive environment? 


Intense competition in banking has driven industry strategy. To maintain loan growth and meet funding needs, banking institutions are pursuing asset/liability structures with higher levels of interest rate risk. Innovations by competitive institutions have also introduced new risks. 


The case discusses several competitors, including Bank of America and Stillwater National Bank and Trust. Bank of America’s large size and national scope create certain competitive advantages, but also the potential disadvantage of impersonal service. Stillwater National Bank and Trust, with assets of $1.2 billion, uses a strategy similar to ONB—providing a high level of quality customer service and products responsive to customer needs.


However, the elephant in this competitive market is Bank of Oklahoma. Its assets in 2001 were over $9 billion, compared with ONB’s assets of $127 million. By its sheer size, it is the market leader. In order to attract customers away from Bank of Oklahoma, ONB must offer a more attractive product. Bank of Oklahoma’s sheer size means that the growth of a small bank such as ONB will not present a significant threat to the larger bank’s business. ONB may be able to “fly beneath the radar” for a few years. If Bank of Oklahoma were to throw its full marketing force against ONB, the smaller company would have to struggle to survive.
3.
Are ONB’s goals and objectives appropriate Reasonable? Achievable?


ONB’s goal is to add three new branches in the Tulsa area in the next year. They also hope to grow to $170 million in total assets by the end of 2002, a 9.7 percent annual growth rate. In the early years, such rapid growth is possible but may be harder to attain year after year. In order to attract a larger customer base, the bank will have to offer ever more attractive products while maintaining quality service. 
4.
What potential problems do you see in ONB’s rapid growth?


American customers have found new, higher return vehicles for their money. Money market funds and mutual funds give customers the same liquidity as a bank at a higher return. Traditional banks have found that their low-cost customer deposits have dried up. As competition from investment banks and mutual fund companies gets more intense, banks have to bid up their pricing on certificates of deposit in order to attract adequate funding for their loans. So any new growth will be increasingly expensive.

There is also the potential for loss of customer focus. The current employees are steeped in the corporate culture of customer service. To support additional growth, new employees will have to be added. It takes time to establish employee loyalty and dedication to company philosophy. There is the danger that customer service will suffer as the bank grows unless that growth is carefully monitored and controlled.

	UPDATE


Chairman Tom Bennett’s year-end 2002 report is presented on the following pages.
REPORT FROM TOM BENNETT, CHAIRMAN, MARCH 26, 2003
I
Quick Summary of how ONB is doing in the Banking Community

1.
ONB is now the 35th largest bank headquartered in Oklahoma out of 279, and ONB enjoyed a 44.5% rate of growth in 2002 compared to 6.7% for the average Oklahoma bank. (Chart 1)
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2.
ONB is solidly the 4th largest bank headquartered in the city of Tulsa out of 16.

3.
ONB is the 7th largest bank headquartered in the Tulsa Metropolitan Area out of 31. (Chart 2). The average age of the other banks in the metro area is 53.07 years, and as of 12/31/02, ONB was not quite three years old. So, the average bank headquartered in the Tulsa Metro area is more than 50 years older than ONB. It makes you wonder what we might look like in 50 years.
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4.
ONB is still the #1 fastest growing “De Novo” (start-up) bank in this region (Oklahoma and all states contiguous to Oklahoma) of the country from year 2000, standing at 297% of the average. (Chart 3)
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II
Comparing ONB’s Actual Performance to our Original Proforma Plan
Going back to our original Private Placement Memorandum dated October 18, 1999 and comparing our actual performance to our Proforma expectations shows that:

1.
Asset Growth
We expected to reach $68.7 million in total assets at year end 2002, and we actually reached $184.1 million (Chart 4). This puts us $115.7 million ahead of our original Proforma or 268% of our original plan in asset growth. This is the primary reason we will be asking our Stockholders to authorize an additional offering of Common Stock at our April 18, 2003 Stockholder’s Meeting.
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2.
Earnings

Our original Proforma earnings projected decreasing losses through December 31, 2001, and then increasing income beginning in the first quarter of 2002. As a result, we had projected our cumulative operating losses (start-up costs) in the bank to reach $1,516,000 before we became profitable, and that by year end 2002 we would have reduced our cumulative losses to $1,222,000.

Our actual earnings have been much better than expected! As noted in the following chart, we exceeded Proforma earnings in 2001 by $359,237 and in 2002 by $442,000, bringing our year-end cumulative operating losses (start-up costs) to only $436,443 or $780,000 ahead of our original plan (Chart 5). We expect to have totally recovered our start-up costs in 2003.
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In addition, our actual year-end reserve for possible loan loss was $1,783,585 compared to our Proforma reserve for loan loss of $550,000, for a positive variance of $1,233,585. (Chart 6)
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III
Comparison of ONB Performance to Other “De Novo” or Start Up Banks
We have done a comparison of ONB’s performance to three other peer groups of “De Novo” banks that we think you will find interesting.

1.
The Peer Groups (Reflected in Charts 8-11)

a.
Peer Group #1 is ten banks that were “De Novo” (start-up) banks in the year 2000 (like ONB) from across the country. They are the five growing just faster than ONB and the five right behind ONB. Their average asset size at year-end 2002 was $191.2 million compared to ONB’s $184.1 million. So, it is banks that are about the same size, started in the same year as ONB, and growing at about the same pace.


b.
Peer Group #2 is all the other 21 banks that were chartered in the year 2000 in Oklahoma and all states contiguous to Oklahoma. At year-end 2002, their average asset size was $62.9 million compared to ONB’s $184.1 million. It’s kind of fun to outgrow banks in Kansas City, St. Louis, Dallas, and Houston!

c.
Peer Group #3 is the four other banks that have started up in the Tulsa Metropolitan Area in the last ten years (Federal Bank Centre of Broken Arrow, American Bank of Oklahoma in Collinsville, Bank South in Tulsa, and Summit Bank in Tulsa). Ironically, these banks had combined total assets of $186.1 million at year-end 2002 compared to ONB’s $184.1 million. (Chart 7)
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2.
Comparison of Pre-tax Return on Average Assets (ROA)

One of the historic measures of bank profitability has been Return on Average Assets (ROA). However, many banks in the United States, including most of the banks in our Peer Groups have become Sub S Corporations and, as a result, they do not pay taxes at the corporate level. Therefore, a more accurate comparison of income to assets is “pre-tax” income (since we are a C Corporation and do pay corporate taxes).

By this measure, ONB enjoys a higher level of performance than any of the three peer groups! (Chart 8)
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a.
ONB’s .47% pre-tax ROA was 1.4 or 42% better than the .33% of the ten fastest growing “De Novo” banks of 2000.

b.
Our .47% pre-tax ROA was .03 or 6.8% better than the 21 Regional “De Novo” (start-up) Banks average of .44%. In addition, we have grown to 292% of the asset size of the average bank in this peer group. Thus, we earned a 6.8% higher return on 292% more in assets! 
c.
Our .47% pre-tax ROA was .42 or 840% better than the .05% of the four Tulsa Metro Area “De Novo” Banks average. Their average was significantly reduced by Summit Bank’s large losses in their first full year of operation. On the other hand, we achieved a .47% ROA on $184.1 million in assets while these four banks had average assets of 46.5 million, and we experienced the start-up costs of two new full service branches (Sapulpa in April and Midtown in December).

3.
Comparison of After-Tax Return on Equity (ROE)

By this measure of earnings, we also out performed all three peer groups! To be fair, this is in part due to our bank having only an 8.14% equity to asset ratio at year-end 2002, compared to the other peer groups having 9.13%, 10.12%, and 10.09% respectively (another reason why we’re asking our shareholders to allow us to raise more equity capital this year). Just the same, we’re pleased to have come out on top in this category. (Chart 9)

[image: image9.emf]Chart 9

ONB Performance Compared to Peer Group        

De Novo Banks - Pre-Tax ROE

(The Highest is Best)

3.47%

3.19%

3.30%

0.46%

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

3.50%

4.00%

ONB Peer Group #1 -

Other Fast Growth

2000 De Novo

Banks

Peer Group #2 -

Regional 2000 De

Novo Banks

Peer Group #3 -

Tulsa De Novo

Banks

Series1


4.
Comparison of Net Loan Losses or Net Charge Offs


In the banking business, the #1 thing that can go wrong is loan losses. At ONB, we are especially proud of our track record in this critically important area of performance. In 2002, our loan losses were less than $30,000, for a .02 level of loan losses. This was far better than any of the three peer groups. (Chart 10) 
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5.
Comparison of Efficiency Ratios

Essentially, a bank’s “efficiency ratio” is how much money they have to spend to make $1. In 2002, ONB had a 76.03% efficiency ratio, or we had to spend 76 cents to make $1. This was again by far, the best compared to the three peer groups, as we were 8.27% better than the average fast growing “De Novo” (start-up), 4.76% better than the Regional “De Novo” Banks, and 15.43% better than the Tulsa Metro “De Novo Banks”! All in a year when we opened two new full service branches. (Chart 11)
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IV
Conclusion
We hope you find this information to be interesting. Feel free to share it with anyone you know. If there is other information you would like to know or questions you have about this information, please give me a call at 918-499-4104. If you would like to analyze other information from the F.D.I.C., you can go to www.fdic.gov and find just about anything you want to know.

We have had a wonderful first three years of pursuing the dream of Oklahoma National Bank and Trust Company! At the same time, we believe the best is yet to come! Thank you for all that you have done and will still do in the future to turn the dream into reality!
CASE IVb
Datavantage Corp

	teaching note 


Datavantage Corporation is a case study about a company that was able to achieve exceptional growth and at the same time maintain the small company entrepreneurial spirit that enabled success in the first place. This case is based on the actual company, Datavantage, located in Cleveland, Ohio, whose management was exceptionally helpful in providing the information necessary to complete this case. 

The case illustrates the company as it prepares to make an important strategic decision to acquire XBR Corporation, a small company in Boston, which has developed and started to successfully market breakthrough retail loss-prevention software. Although Datavantage founders understood the value this acquisition could bring to the long-term success and competitive advantage of Datavantage, there were various important issues that the company needed to take into consideration before the acquisition was made final. The case tries to demonstrate the importance of determining the factors of the organization’s success and maintaining them throughout the company’s growth. For Datavantage, what distinguishes it from the competition is its ability to build a true entrepreneurial culture and maintain it all through the company’s growth and expansion in the areas of product, sales and service that comprise the base for Datavantage’s business model.

Therefore, the conclusion can be made that Datavantage’s entrepreneurial culture has become a true foundation for its business. As a result, the founders recognized that, no matter what kind of strategic decisions the company will be making in the future, it has to preserve, if not enhance its entrepreneurial culture. 


This case describes one such strategic decision about the acquisition of XBR that Datavantage is trying to make. Similar to Datavantage, many small organizations choose to grow by acquiring other smaller companies that have the products, customers or some other assets that could allow the acquiring organization to maintain and grow its market presence. However, what many of these rapidly growing companies fail to recognize is that the targeted acquisition can become successful only if it allows the company to build on, not hinder, the unique aspects of the organization that made it successful in the first place. 

Datavantage is a positive example of the company that took the time and effort to identify the most important guiding principles of its organization and make an educated decision about not only the acquisition itself, but also the integration issues facing the company during the post-acquisition period. Again, many organizations tend to neglect this process because they think that since they are acquiring a small 10-employee start-up, integration is not an important issue. This type of thinking might be acceptable if the acquiring company is a multimillion dollar corporation. However, if the acquiring organization is also a small company with an emerging culture and organizational structure, it is important to make sure that the acquisition is a well thought out decision. 

Furthermore, it is a mistake to look at a strategic decision, such as an acquisition, only from the standpoint of the immediate effect it can have on the organization, without recognizing the long-term consequence. For Datavantage, on the positive side, the XBR acquisition is not only an opportunity to achieve immediate short-term objectives, but also to ensure company’s long-term competitive advantage. However, this acquisition has risks that extend beyond the immediate potential problems of post-acquisition integration. Positive rapid growth, and the increased profitability associated with it, can significantly inhibit the sustainability of the small-company entrepreneurial environment which had made Datavantage successful. Therefore, this acquisition, and many such other decisions that small start-up companies face, while promising handsome returns, have a potential of turning the organization into the uncontrolled growing entity, risking to lose the foundation of its business as a result of its own rapid growth. Not surprisingly, Datavantage founders believe in controlled growth and have made a number of crucial decisions early on to instill this statute into the organization’s core values. 

	case synopsis


After having initially started out in 1988 as a reseller of third party software to small distribution businesses and corporate systems for retail home offices, by 1993 Datavantage grew to 16 employees and $1.5 million in sales with only $50,000 of external financing. Very few products were developed internally and, by 1993, Datavantage was slowly transforming itself into a consulting company. Despite relative success, it wasn’t exactly what Marvin envisioned to be an exciting entrepreneurial opportunity and he was ready to get out of the business. A radical change was needed in order for Marvin to consider staying and growing the company. 

The opportunity for change arrived in 1994 when Datavantage acquired the services division of LDI, with Chaz joining Datavantage as part of this acquisition. LDI was a reseller of products for store systems and provided a complementary foundation for Datavantage’s further development. This dramatically changed Marvin’s perception of Datavantage’s future potential.

Also in 1994, the organization made a conscious decision to better control its own destiny and transition away from reselling third party software and into internally developing its own Point of Sale software products. After developing Store 21, a complete store management system based on full transaction Point of Sale (POS) applications software, Chaz and Marvin were considering the acquisition of XBR Track, a small loss prevention software company, based in Boston, Massachusetts. 
The opportunity for XBR Track emerged out of the need of Specialty Retailers to minimize their internal losses from theft and shrinkage. Chaz and Marvin determined that retailers in the U.S. were losing an average of 2 percent of sales due to retail theft or shrinkage each year. The losses due to shrinkage directly affect the bottom line of the retailer in the form of a pure profit loss. It was estimated that retail employees account for 55 percent to 75 percent of lost revenue because of various fraudulent transactions. Transaction fraud ranges from improper cash refunds and price overrides to employee discount abuse and fraudulent credit card activity. XBR Track was offering the retail industry a solution to the $13.2 billion loses annually due to employee theft.

Chaz and Marvin find themselves in the final stages of negotiation to acquire XBR discussing many related issues regarding the acquisition and its impact on the entrepreneurial culture currently at the company. While there is no doubt about the attractiveness of the acquisition, the case brings up multiple concerns about the post-acquisition integration directly relating them to the challenge of continuing the organizational entrepreneurial culture. Specifically, the two founders are concerned with whether Datavantage will be able to successfully serve the existing customers and maintain its current level of customer support; whether XBR’s geographical location will become an issue during the integration; whether the existing sales force has enough knowledge and competency to sell XBR; and whether Datavantage will be able to effectively execute the “get into the castle” strategy intended for XBR. Above all, however, Chaz and Marvin were wondering if the potential rapid growth that XBR can provide for Datavantage can have a negative impact on the small start-up entrepreneurial culture that made the company successful. 
	teaching objectives


This case’s objectives are to encourage students to think about the challenges faced by the small organization as it rapidly evolves, trying to grow and expand its market presence. The most important factor that ties into this equation is company’s ability to identify the factors that allowed its success and maintain them throughout the process of organizational growth. In addition, the students are expected to think about possible strategic decisions that a growing organization can make to ensure company’s sustainable competitive advantage and long-term success. 

For the purpose of the discussion, the case introduces the issue of acquisition. The main objective of this example is to help students to understand that, while it is very easy to find the benefits that can be taken advantage off by acquiring the targeted company, it is much more difficult to recognize the risks associated with such strategic decisions. 

The purpose of the case is not to demonstrate whether or not the acquisition should take place. Instead, the objective is to identify the key implications of the acquisition as related to the main factors of the organization’s success, which in this case happens to be company’s strong entrepreneurial culture. The main goal of the case is to help students realize that the strategic decision should not be made without carefully considering the effect it is going to have on the key factors of organization’s success to date and consequently, on the long-term success in the future. The intention is to illustrate that Datavantage’s entrepreneurial culture is what ensured the company’s initial success and the XBR acquisition, by bringing uncontrollable growth and possibly new culture and new work ethics into the well-nurtured environment, can inhibit the very factors that has made Datavantage successful in the first place. 

However, the case should encourage students to think not along the lines of whether it is a good or bad acquisition (because the evidence in the case clearly indicates that positive aspects of the acquisition outweigh the negative ones), but rather to think about what the organization should do in order to ensure that the main goals of the acquisition are accomplished while entrepreneurial culture is successfully continued. 
	questions for discussion


We suggest using the following questions to guide instructor’s and students’ reading of the case and the preparation for the class discussion: 

1. What are the main factors that contributed to Datavantage’s success to date?

2. What are the aspects of the company’s performance that are directly affected by these factors? 
3. What implications on the Datavantage as a growing organization will the purchase of XBR have? 

4. How would you implement the integration of XBR into Datavantage’s organizational and business model structure to ensure the company’s long-term success?

	teaching suggestions


In order to effectively teach the case and help students answer the above suggested assignment questions, it is recommended that the class discussion is divided into the following sections: 

A.
Identifying Growth Factors

Start the discussion with the identification of the unique factors about the Datavantage mentioning the reasons for its current (at the time of the case) growth.
Although there are many reasons for the recent success of the Datavantage including its product Store 21 introduced to the market about a year ago at the time of the case, the main reason for the success is company’s ability to grow and expand while maintaining its entrepreneurial start-up organizational culture. 

B.
Identifying Success Aspects

The next step of the discussion is to identify what aspects of the company’s performance are directly affected by its ability to sustain and nurture its entrepreneurial culture. 

Three areas that ensured success of Datavantage and for which entrepreneurial culture has become a strong foundation are products, sales, and service. 

1.
Service

Its strong entrepreneurial culture allowed Datavantage to build an organization with extremely high level of customer responsiveness. Since positive relationships with clients play an integral role in the success of the organization in the retail software industry, Datavantage’s ability to create a culture that consistently delivers a high level of service, ultimately allowed Datavantage to build exceptional reputation of a dependable first tier software developer. 

2.
Products
Datavantage’s entrepreneurial approach to its organizational structure encouraged “hands on” managers to not only come forward with new ideas, but also evaluate them in a Business Plan format and, if feasible, execute. This combination of the entrepreneurial culture with empowerment and clever compensation structure allowed Datavantage to reach its ultimate objective of creating solutions that are “best in class.” 
3.
Sales
Furthermore, early into company’s existence Datavantage recognized the importance of the strong sales force. Once again, the company applied its entrepreneurial culture to give its sale people enough authority supported by the feasible compensation structure to develop and maintain strong relationships with clients. The level of dedication, professionalism, and work ethics that Datavantage sales people demonstrate is an impressive lesson to many organizations in the industry.

C.
Current Situation

The above dialogue should lead to the current situation facing Datavantage. This would allow students to identify some of the critical issues as Datavantage integrates XBR into its organization. In this segment of the conversation the students should be prompted to bring up the following issues: 

1. 
Is the XBR acquisition a good fit for Datavantage?
Most students would probably say that XBR is a good fit due to the fact that on many occasions case mentions the superiority of the XBR product, the potential for growth that it can create for the existing and potential Datavantage retail store solutions, the competitive advantage in terms of its technological uniqueness, and finally, the strategic meaning it has for the Datavantage that can use XRB as “get into castle” instrument. Further, the case mentions the similarities in cultures of the two organizations and the strengths of the XBR management team. The financing option of maximizing the upside potential and minimizing the downside risk is an additional positive aspect of the acquisition. 
However, there probably will be some students who while agreeing with the attractiveness of the acquisition will voice concerns about the XBR geographical location as well as numerous integration problems that the company could possibly face that have a potential of having a negative effect on the Datavantage’s entrepreneurial culture. This discussion should allow a smooth transition to the next point. 

2. 
What are the main areas of Datavantage that can be directly affected by the XBR acquisition?

The following are some of the areas of concern that students are most likely to bring up based on the information in the case: 

a. Entrepreneurial Culture 
Company’s ability to continue supporting entrepreneurial environment within the organization – an aspect that has made Datavantage successful in the first place. With the purchase of XBR the organization will become larger in size and spread out geographically. This makes it difficult for the management to continue supporting a small company entrepreneurial culture, especially since the purchase of XBR is promising rapid growth and expansion. In addition, the integration of two organizational cultures into one can present an even further challenge for Datavantage.

Questions that can be asked to facilitate the discussion:

i. Is there a threat that Datavantage’s entrepreneurial culture will be weakened as a result of the post merger integration?

ii. What are the factors that can negatively affect the culture? 

iii. What effect does the entrepreneurial culture have on the other major areas of the Datavantage’s operations such as sales, product development, and customer service? 

b.
Customer Service and Product Quality 
Ability to provide the same high level of service and product quality to the existing Datavantage as well as existing XBR customers and cross sell the products. At the time of XBR purchase both companies had an established customer base. Although they realized that the acquisition would allow both sides to significantly increase the number of customers by providing them with integrated solutions, there was still a concern about the existing customers. In the retail software industry it is crucial to maintain long-term positive relationships with customers because the new customer acquisition is based strictly on referential selling and marketing through existing customer testimonials. 

Questions that can be asked to facilitate the discussion:

i. Can Datavantage serve existing Store 21 customers on the same level?

ii. Can Datavantage continue to provide XBR customers with the same or better level of customer service?

iii. How will the acquisition change company’s strategy towards new and prospective clients? 

c.
Technology Challenges 
Ability to integrate the two technologies. Although Datavantage was relatively confident about the technology part of the acquisition, there was still a concern on whether the company will have enough technical capabilities to develop additional products to effectively fit in the same suite with loss prevention store applications. 

Questions that can be asked to facilitate the discussion:

i. Where should the new product development occur? 

ii. Does Datavantage have necessary resources to effectively integrate XBR with Store 21 and the products in the development pipeline?
d.
Organizational Structure 

Ability to effectively integrate XBR employees into the Datavantage organizational structure. At the time of the acquisition Datavantage had to carefully analyze its company’s as well as XBR’s potential in terms of the ability to deliver to the customers and sustain the long-term success of the organization. Concerning the sale force, one option would be to let XBR sales force go and instead train existing Datavantage sales people to sell XBR. Some students might feel that the synergies obtained in the sales force area can help Datavantage serve better its existing and potential new customers. 

On the other hand, students might propose to retain almost all XBR executives. The rationale behind his decision might be that it is not desirable to bring XBR under Datavantage’s management umbrella partially due to the geographic location of XBR and partially because both divisions could perform to its highest potential as separate entities. The above options are the ones that resemble the decisions actually made by the founders of the company. However, most likely students will propose other options such as letting the entire staff of XBR go and retaining only the developers, or keeping the two organizational structures entirely separate. 
Questions that can be asked to facilitate the discussion:

i. Should XBR stay in its original location or be relocated to Cleveland?

How would each decision affect XBR?
ii. How would the sales force be structured? Could existing sales people be retrained to sell XBR? Or would it be necessary to retain the existing XBR sales force? Or yet another option is to completely renew the entire company’s sales staff. 

iii. What approach should Datavantage take with XBR’s executives? Should they be retained and help run the XBR portion of the company? 

As discussed in the beginning of the teaching note, Datavantage’s entrepreneurial culture creates the foundation for company’s successful performance in product development, customer service, and sales. Therefore, after the discussion of each of the areas is completed, it is recommended that the instructor reminds students that Datavantage’s entrepreneurial culture should be considered when thinking about the implications of the acquisition since it provides the foundation for all the other areas of operation. 

This should bring the discussion to the point where students should be asked to offer their suggestions on what Datavantage can do in each of the areas (customer service and product quality, technology challenges, and organizational structure) discussed above in order to preserve or even enhance its entrepreneurial spirit while realizing intended benefits of the acquisition. 

D.
Integrating Cultures

Actions Datavantage can take to ensure a smooth post-acquisition integration while preserving its entrepreneurial culture. 
Some of the possible suggestions that students might offer: 

i. To ensure a smooth transition and painless integration of the two cultures, the post-acquisition integration should be performed in stages over a long period of time. 

ii. XBR should continue be located in Boston and should operate as a standalone subsidiary with its own management, product development, sales, marketing, and support staff. 

iii. Since the cultures are similar, XBR should be moved to the Datavantage’s headquarters in Cleveland and become fully integrated with Datavantage on every operational level. 

iv. Since acquisition of XBR will ensure rapid growth of Datavantage, before or at least right after the XBR acquisition, Datavantage should implement a set of structural rules and guidelines into its organizational structure to ensure the stability of its entrepreneurial culture throughout organizational rapid growth and transformation. 
Although these and other alternatives that students might propose as well as the combinations of these solutions are all viable options, the instructor should follow up on each alternative and try to help students to see the risks and implications of each decision. So the most important challenge here is to be able to preserve or even enhance company’s entrepreneurial culture during the rapid company’s growth while realizing the intended benefits of the acquisition. For example, if Datavantage decides to make the integration a multi-step process, it is risking getting so caught up in the integration itself that it fails to realize the true benefit of the acquisition, which is integrating XBR system with Store 21 and offering it as a “get into the castle” solution. Furthermore, while this option gives Datavantage more time to adjust its organizational policies and guidelines to preserve and enhance its entrepreneurial culture, it would still require recognizing that some formal tools to preserve entrepreneurial culture are necessary. 
If Datavantage decides to go with the second option and let XBR operate as a completely standalone division, although it will avoid the troubles of moving the company to Cleveland and as a result possibly loosing some key management employees, it will not be able to achieve the synergies that it is intended to achieve through the acquisition. In the short-term this option would not in any form affect the entrepreneurial culture of the company. However, the long term growth that this acquisition is expected to bring would have certain implications on the initially preserved small-company entrepreneurial environment. 

The third option of the full integration has the potential of having the most serious effect on the immediate company culture. In addition, similar to the first option, it can cause the loss of some talented employees of XBR as a result of its relocation. The combination of these factors can significantly inhibit the intended outcomes of the acquisition. 

And finally, there is the last option that proposes that no matter what alternative Datavantage chooses, it should still implement organization-wide formal guidelines to support and enhance the entrepreneurial nature of its environment. Even if none of the students have mentioned this option in combination with the above three or any other alternatives, it is important for the instructor to bring it up in the discussion. This argument essentially makes students to think beyond the acquisition, into the company’s long-term performance. The reality is that if Datavantage failed to recognize the importance of its culture and sustain it through the rapid growth, none of the above post-acquisition integration schemes would bring desired results. 
At the end of the discussion, if class time permits, it might be helpful for the instructor to ask students what kind of formal procedures and organizational guidelines beyond the acquisition they suggest Datavantage establishes internally to ensure support for its entrepreneurial culture. After students voice their opinions, it might be helpful to refer to the “What Happened” section of the Teaching note and share with students some of the guidelines such as cross-functional tool teams and management by objective initiatives implemented by Datavantage since the time of the case. 

E.
Conclusions

To conclude the discussion, the instructor should summarize the key points and provide students with the conclusion that should contain several learnings.

Summary of key discussion points: 

1. Entrepreneurial culture is the unique aspect of Datavantage that ensured its initial success. 

2.  Company’s main drivers of success (products “best in class,” superior customer service, and knowledgeable and responsive sales team) were direct results of the company’s entrepreneurial culture that supported innovation and strong personal relationships. 

3. When discussing the areas on which XBR acquisition should have direct implications, it is important to once again think about these issues in the context of the company’s culture. 

4. No matter what decision Datavantage makes regarding the post-acquisition integration, it has to implement a set of internal rules and procedures to support and enhance its entrepreneurial culture. 
	solutions to questions for discussion


The following are the consolidated answers to the suggested assignment questions proposed for instructor’s use in conducting this case study: 

1. What are the main factors that contributed to Datavantage’s success to date?
As the case indicates, there are multiple reasons for Datavantage’s success among which the founders’ initial decision to develop software in-house, tight financial controls including the company’s growth financed strictly through available cash, the company’s ability to develop products best in class, and the founders’ philosophy of managed growth. Despite the importance of all these factors and strategic decisions on the part of Datavantage’s management, the single main factor that guaranteed the success of all other initiatives is without a doubt the company’s ability to build and maintain its entrepreneurial culture. As the organization was going through sustainable growth and structural evolution, both founders continued to create additional principles and guidelines that allowed Datavantage to preserve its entrepreneurial start-up cultural environment. 

To support this point, the case provides evidence of the initiatives undertaken by Chaz and Marvin to preserve Datavantage’s entrepreneurial spirit through the company’s rapid growth. For instance, middle managers were given substantial authority to make important decisions that included coming up with their own initiatives and executing them. In addition, principles such as open communication flow, working managers, and equity compensation for certain employees significantly contributed to the feasibility of continuing the company’s entrepreneurial culture. To further demonstrate their dedication to remaining a middle size rapidly growing company with truly entrepreneurial start-up environment, the two founders went extra lengths to identify the key elements of the entrepreneurial culture that made their organization successful and made sure that all the Datavantage employees understand and are willing to support these principles in their daily work activities.
2. What are the aspects of the company’s performance that are directly affected by these factors?
As the case indicates, Datavantage’s three main areas of concentration are Products, Sales & Marketing, and Service. Since its entrepreneurial culture is the main factor contributing to the company’s success, it has direct implications on these three main areas of primary focus. 
Products – The case discusses some of the aspects of the entrepreneurial culture that enhance the product development process from ideation to the execution of the business plan developed based on the initial concept. For instance, as stated earlier, managers are encouraged to come up with new ideas taking it through every developmental stage. This becomes possible in the company like Datavantage due to its thin organizational structure and a very limited bureaucracy. In addition, “management by exception” coupled with sufficient controls for risk taking encourages employees to take initiatives in new product development and existing product improvement while accepting only moderate risks necessary to accomplish the task. 
Sales & Marketing – The entire section of the case is dedicated to the discussion of the sales and marketing practices used by Datavantage. The main emphasis is put on the fact that, due to the limited pool of customers that the company can potentially target for many of its products, it is crucial to carefully develop and nurture the relationships with every potential and existing client. Having understood this key to the success early in the company’s existence, the two founders used the company’s entrepreneurial culture to create a sales force that is able to exhibit the dependability and perseverance necessary to build the client’s trust. In addition to the traditional sales initiatives, the “Annual User Conference” is another example of how Datavantage puts its entrepreneurial culture to work. This event allows Datavantage’s top management to learn about the company’s performance over the past year and discover client’s emerging needs in the area of the company’s expertise. 

Service – As for any organization developing software systems, service is a crucial element of Datavantage’s success that is also significantly affected by the company’s entrepreneurial culture. By empowering employees on lower organizational levels to make important decisions and tying their goals and objectives to the customer satisfaction, Datavantage was able to create an environment in which employees feel personally responsible for helping customers resolve their technical issues. As multiple customer testimonials included in the case indicate, the reason many customers value their relationship with Datavantage and consider the company to be a first-tier supplier is due to its continuous improvement, honesty about issues and exceptional level of responsiveness to customers’ problems. There is no doubt that the company’s culture of open communication, employee empowerment, “hands on” management and a very low level of structural complexity have created a foundation for the existing level of customer service. Moreover, the Datavantage’s philosophy not to penalize mistakes, but to punish covering up mistakes have contributed to employees being honest with customers about issues while at the same time not being afraid to take the initiatives to solve urgent problems without a long process of approval from the top management. 
3. What implications on the Datavantage as a growing organization will the purchase of XBR have? 
Although some areas are more likely to be affected by the acquisition of XBR than others, when answering this question it is important to refer back to the answers to the first two questions. The first concern is how the existing entrepreneurial start-up culture carefully created by the founders going to be affected by the XBR acquisition. There are two ways to look at this issue. First, it is important to look at the immediate implications that the acquisition of XBR is going to have on the existing culture. In many ways the answer to this question will depend on the post-acquisition integration mode that the company will choose. If the two organizations are fully integrated, as LDI and Datavantage were integrated in the beginning of the company’s history, then there is a concern about how well the two cultures will be able to come together without altering the existing Datavantage’s culture. In this case, although XBR is much smaller than Datavantage, as an acquiring company Datavantage is still in the stage when it is vulnerable to the influence of another organizational culture. 

The second option is to have XBR operate as a stand alone subsidiary of Datavantage. Although this choice would have smaller immediate implications on the Datavantage’s culture, it would still bring the anticipated growth to the company that will eventually have a significant impact on the entire organization. This brings the discussion to the second way to look at the XBR acquisition that essentially involves long-term implications that it will have on the Datavantage’s culture. Here, it is important to recognize that many organizations, once they enter a high growth mode, start concentrating more on strategic issues of revenue growth, customer acquisition, and overall profitability, often failing to recognize that small internal elements of their culture that provided the initial company’s success are no longer being taken in consideration as important strategic topics. Given that the acquisition of XBR can significantly increase not only Datavantage’s customer base, but also the future market potential of its existing and newly developed products, Datavantage is also risking to fall into the trap of shifting its emphasis on more strategic issues of product development, customer service, and sales without recognizing that the existing company entrepreneurial culture provides the backbone for the success of these operational elements. 
Some of the additional concerns of the acquisition are 
a. The challenges of maintaining a thin organizational structure with limited bureaucracy

b. Decisions on what actions to take in relation to the existing XBR employees (regular staff as well as top management)

c. How to maintain the same and possibly higher level of customer service to the existing and new Datavantage and XBR customers

d. What actions to take immediately to start leveraging XBR’s technical capabilities on the existing and new prospective products being developed

e. How to combine the technical, human and customer relationship capabilities of the two organizations in a way that would allow to realize the purpose of the transaction while permitting Datavantage to preserve its unique small company entrepreneurial environment. 

4. How would you implement the integration of XBR into Datavantage’s organizational and business model structure to ensure the company’s long-term success?
The “Teaching Suggestions” section of this document provides some of the possible solutions that the students might offer concerning the post-acquisition integration of XBR into Datavantage’s organizational and business model structure. In the same section the benefits and drawbacks of each alternative are described in detail. Therefore, in order to answer this question, it is important to go back to the previous discussion on the implications of XBR acquisition, which makes it evident that the most important concerns for Datavantage should be dealing with not only immediate, but also long-term implications of the XBR acquisition promising to significantly increase the size and growth rate of the organization. 

Therefore, from the short-term standpoint, the company should make the post-acquisition integration as least complicated as possible for both organizations. As discussed earlier, a full-blown integration process involving XBR relocation and complete integration of the two cultures would require large resources and would most likely redirect the attention of both organizations towards the integration itself rather than realizing the purpose of the acquisition. Since XBR provides talented management and technical capabilities while Datavantage brings in an established customer base as well as strong sales and marketing capabilities, it would make sense for XBR to remain in its current location, but still tap into Datavantage’s expertise. This approach would also have the least impact on the Datavantage’s entrepreneurial culture that was carefully crafted by the two founders over the last several years. 

However, it is important to recognize that, unlike immediate relatively insignificant repercussions of the acquisition, the long-term implications of the XBR purchase cannot be ignored. As the case indicates, both founders realize that if Datavantage manages to use XBR as the “get into the castle” tool, the company would experience a period of rapid growth on both the customer and revenue side. In addition, at the time of the case Datavantage has a number of new products in the developmental pipeline that are expected to bring further future growth. Such growth can significantly hinder the small company entrepreneurial environment of Datavantage. Therefore, in preparation for the organizational changes, Datavantage should continue to implement and strictly enforce additional rules and guidelines that would reinforce its entrepreneurial culture. 

Datavantage’s executive team must also recognize that some of the approaches to managing the company that were used in the past might loose their effectiveness as the company grows in size and adds additional organizational levels. For example, equity might no longer be a feasible compensation option for regular employees in a larger organization. As a result, Datavantage should develop alternative ways of motivating the company’s employees to take responsibility, accept risk, and come up with new ideas. On the other hand, some approaches would have to be reemphasized and receive higher attention on the part of management. For instance, if earlier in the company’s existence team work was considered important but most of the time emerged on its own, in a rapidly growing company a small team work environment should be created and constantly enforced in order to remain an essential part of the entrepreneurial culture. 

	summary



What Happened

In 1997, Datavantage acquired the XBR Track. XBR was acquired for an initial $300,000 cash investment, plus a royalty structure that was equal to 5 percent of the gross revenue derived from the software (the “Royalty Payment”). The Datavantage Management cleverly structured the terms of the deal to include a Buyout Clause that provide the opportunity for the company to buy out the remaining Royalty Payment, at a predetermined price. This low-risk, low-cash strategy provided downside risk protection by a relatively nominal cash outlay to test the potential that was predicted for the application of XBR to the Specialty Retail Market. Establishment of the Buyout Clause maximized the upside potential, so that when it was determined that revenue generated from XBR licensing and royalties would exceed the pre-determined amount to buyout the Royalty Payment, the company exercised this option for $650,000. Prior to this exercise of the buyout clause, Datavantage paid a total of $200,000 in royalties over a two (2) year period, which was 5 percent of $4,000,000 in gross revenues. The total cash outlay for XBR was $1,200,000 and has produced approximately $5,000,000 in earnings to date, which is an outstanding 317 percent return on investment.
In order to ensure the success of the acquisition including the technical capabilities that XBR was brining into the Datavantage’s already rich software knowledge, Chaz and Marvin decided not to go on with the full post-acquisition integration. As a result, XBR Track remained in Boston, and most of the company’s executive team continued to run the company on day-to-day basis from Boston. Moreover, since XBR Loss Prevention became integrated with Proact solutions package, Boston became the operating center for Proact. However, the sales force of the two companies was integrated and each sales person was trained to sell every Datavantage product. 

As soon as the acquisition of XBR was made final, in anticipation of rapid company growth that did occur, Datavantage took a proactive approach to implementing additional polices, guidelines, and traditions into its organizational structure to further support the company’s entrepreneurial culture. One of such initiatives was the Management by Objectives (MBO) program with main goal to allow effective leadership and management during a time of growth by requiring management to document goals and communicate them throughout the organization. As a part of the program, each department was directly rewarded based on individual and company performance, which tends to eliminate the element of subjectivity from the employee review process. 

Another initiative that Datavantage developed is cross-functional tool teams, which has become a critical element of the company’s entrepreneurial culture. Once Chaz and Marvin realized that the organization was becoming too large to support the initial small team environment, a new structure was necessary to resemble a small company entrepreneurial atmosphere within a rapidly growing corporation. As a result, cross-functional tool teams were developed that consist of a team leader overseeing a group of individuals from every functional areas working on the same project. This organizational structure allowed the company to create multiple groups that were capable of delivering full service to the company’s clients. These teams maintained and enhanced the small company entrepreneurial spirit and effectively conveyed it to the Datavantage customers by providing exceptional level of customer care. 
In January of 2000, Datavantage underwent its first round of external equity financing, where it sold 60 percent of its stock to Saratoga Partners, a strategic private equity firm located in New York. Datavantage Management continues to maintain the remaining 40 percent equity ownership.

As of early 2003 Datavantage had 19 percent overall market share in the U.S. which amounts to about 220 total customers. It makes up over 100 clients for Datavantage store systems including Store 21. For this product line Datavantage in early 2003 enjoys about 15 percent market share. The company expects to double that number in the next three to five years. Currently Datavantage estimates its target segment size for store systems to be around 800 customers in North America. The prospect pool for the Proact product suite in North America is over 2,000. This difference is due to the fact that the store system’s products are only sold to general merchandise retailers (apparel, footwear, jewelry, sporting goods, department stores, and so on), but Proact analytics product suite can also be sold to other segments of retail (grocery, foodservice, convenience stores) in addition to the general merchandise segment. This suite of products has over 100 clients. However, due to a larger prospect pool, Datavantage’s expectation is to add clients more rapidly for Proact (over double the number on an annual basis) than the store systems products. 

Additional growth is expected to come from overseas. Datavantage recently signed a deal with Sensormatic, a division of ADT Security, which is leader in external fraud. Under this partnership Sensormatic would exclusively distribute Datavantage products in Europe and Africa allowing Datavantage to establish its position in the normally hard to penetrate foreign markets. Datavantage is convinced that this collaboration will give the company an opportunity to expand its presence overseas.

As stated in the case, in the early years, the Company had two major customers, which is common for small companies. The Company feverishly worked to have no one customer drive sales. As COO Chaz Napoli admits, “We needed to beat the clock. It was too risky.” Now, the largest customer changes each year and typically accounts for less than 5-10 percent of revenue. Last year the largest customer was Abercrombie and Fitch with 5 percent of revenue. This year 2003 a different customer is expected to take the lead. 
On May 5, 2003, Datavantage was acquired by MICROS Systems, Inc. (NASDAQ:MCRS), a leading provider of information technology solutions for the hospitality industry, for a combination of cash and stock in the amount of approximately $52 million. With 2002 revenue of $42 million, Datavantage will be operated as a wholly-owned subsidiary of MICROS Systems Inc.

At the time of the acquisition, Datavantage customers included over 200 premier companies such as Aeropostale, Barney’s New York, Bed Bath & Beyond, The Finish Line, HMS Host, IKEA, The Limited, Nike Retail, Payless ShoeSource, Polo Ralph Lauren, The Sharper Image, Staples, Starbucks Coffee, Talbots, and Timberland.

Datavantage achieved the largest POS software market penetration among the top 100 specialty retailers according to the 4th Annual POS Benchmarking Survey: A Retailer Perspective, January 2003, conducted by LakeWest Group in the fall of 2002.

“This is a great acquisition for MICROS,” stated Tom Giannopoulos, Chairman and CEO of MICROS. “We’ve been looking for just the right company to expand our product offering and customer base. With Datavantage, we can now offer new products to many of our customers who have retail operations within their establishments, and can also address new segments of the retail marketplace. Additionally, Datavantage has shown consistent revenue and profit growth and thus will contribute positively and immediately to the MICROS earnings.”
“Datavantage is the fastest growing provider of technology solutions to the specialty and general merchandise retail market. MICROS’s financial strength, resources, and global infrastructure are exactly what Datavantage needs to continue its profitable growth,” stated Marvin L. Lader, Founder and Chief Executive Officer of Datavantage. “This acquisition is a very sound business strategy for all parties involved.”
Summary Comment

What can be learned? 

This case should help students to understand that company growth, especially through acquisitions that requires a post-acquisition integration of two organizations, comes at a cost. Very often in such situations companies tend to loose focus on the most important aspects of their business that made them successful in the first place. For Datavantage this factor was organization’s strong entrepreneurial culture that fostered innovation, allowed the company to develop products best in class, aligned the organization towards customer needs where each employee took ownership of customer problems, and finally supported the first-tier sales capabilities that created the company’s strong reputation in the industry. 

The issue that most companies face as they start rapidly growing is how to build on their capabilities and avoid losing focus on the key factors of their success. In case of Datavantage, it was important for the company to continue enhancing its entrepreneurial culture and strong focus on the business, as the organization expanded. 

Marvin Lader and Chaz Napoli identified early on that as the business grew, they could no longer have an informal organizational structure. If the business was left to grow by inertia with no formal controls in place, the entrepreneurial culture that naturally evolved early on into company’s existence would have only a small chance of withstanding the pressures of the competitive environment facing the growing organization. As a result, to maintain entrepreneurial culture, the company established a number of formal organizational tools such as Management by Objective, Cross-Functional Tool Teams, and decentralized decision-making with empowered “hands-on” managers at the center of the organizational structure. Therefore, from the example of Datavantage, the following key learnings can be summarized: 

· For a rapidly growing organization it is important to identify early on the factors that contribute to its success. 

· When making important strategic decisions that could significantly speed up organization’s growth, it is essential to make sure that the factors that made the organization successful in the first place are not neglected. 

· Instead, when anticipating high future growth, the organization had to plan accordingly by implementing a set of rules and guidelines that instill original successful values and practices into the core of its future operations. 
	additional information



PROACTTM 

The company’s PROACTTM suite of retail business intelligence applications software consists of four primary modules. They are XBR Loss Prevention, Sales & Productivity Optimizer (SPO), Audit/Data Control (ADC), and Customer Relationship Management (CRM).

1. XBR Loss Prevention
Datavantage considers the XBR Loss Prevention software application the flagship module of the PROACTTM technology suite. XBR was originally developed by the current executive vice president, PROACT group, Mr. Raoul Ricard. The software is based on “by-exception” reporting methods that are determined by the customer. The system is designed to quickly identify, track, and manage potentially fraudulent transactions. An exception history for an associate or store is developed by establishing control points that sift through transactions to identify and analyze trends. The control point feature of XBR also allows for comparisons to other employees and stores in the same risk transaction areas. 

The applications software also has the capability to perform digital register surveillance which is used to “mark” high risk transactions. A loss prevention officer is then able to retrieve the digital video clip of a specific transaction to verify and resolve employee theft. 
2. Sales & Productivity Optimizer 

The sales & productivity optimizer (SPO) generates and transmits enterprise data reports to retail field managers. The software allows integrated sales, labor and transaction data to be viewed alone or in relation to other performance information to increase productivity. 
The key function of SPO is the flash feature tracking associate productivity and payroll to sales performance. The flash feature allows for the quick integration of centralized sales information from all retail channels, including on-line and catalog sales. This information can then be used by stores and regional managers to quickly respond to sales trends. SPO also increases associate productivity by tracking quality selling and add-on sales to specific payroll information. This type of analysis assists store managers with determining the most productive sellers per hour against their per hour salary.
3. Audit/Data Control

Audited Data Control (ADC) was designed to make transaction log general posting easier for retail home office. Datavantage compares ADC to a “safety net” for transaction logs, sales, and productivity figures and loss prevention data. The quality of POS information is validated through pre-analysis using the ADC feature of the PROACTTM software. ADC functions as a filter to suspend or edit common exception conditions such as duplicate data, invalid dates, and abnormally high transaction values. 

The ADC module also controls outstanding liabilities by monitoring historically problematic retail tender functions of gift certificates, merchandise credits and layaways.

4. Customer Relationship Management

The Customer Relationship Management (CRM) module allows a retailer to determine who its best customers are, what they are buying, and what method of payment they are using. CRM captures and analyzes transaction data to develop targeted promotions based on purchasing patterns and dollars spent. 

A CRM transaction creates a unique customer ID number that enables the software to track future purchases and aggregate consumer demographics. The CRM software also measures the effectiveness of rewards and loyalty programs by tracking dollar and point totals of customers. 
Tradewind

Tradewind was developed under Windows 2000 technology with a Microsoft SQL three-tier client/server database. The applications software supports high volume retailers with offline functionality and a high register count. Tradewind connectivity is designed to take full advantage of wide area network (WAN) capabilities to provide constant, real-time messaging and inquiries.
	The Datavantage “Go-To” Management Team


Marvin Lader
CEO
Mr. Lader founded Datavantage in 1988, as a reseller serving the retail and distribution industry. As the company grew, it moved into store systems for specialty retail, delivering one of the first NT systems for that market. 

Prior to 1988, Mr. Lader founded two other successful companies, Central Data Systems and Creative Data Systems, now Sterling Software. He holds a BA from Miami University of Ohio and a BS in Mechanical Engineering from Case Western Reserve.
Chaz Napoli
President/COO
Mr. Napoli began running operations at Datavantage in 1993. He currently serves as President and Chief Operating Officer.

Mr. Napoli’s extensive retail experience comes from working at the May Company in Akron, Ohio, as a Store Operations Executive, buyer/merchant, and in the Corporate Information Systems Department.

Prior to joining Datavantage, he gained additional retail technology experience in consulting with Deloitte & Touche, working on projects with major retailers throughout North America. Mr. Napoli holds a B.S in Marketing from the University of Notre Dame.
George Buzzy
Executive Vice President of Operations/CFO
Mr. Buzzy joined Datavantage in 2002, bringing 20 years of executive leadership experience in finance and operations. He is responsible for all Finance/Administration, Human Resources, and Project Consulting, assuming the leadership role in the operations of Datavantage.

Before joining Datavantage, Mr. Buzzy served as the chief operating executive for the American Medical Response (AMR) division of Laidlaw, Inc. He is a CPA and holds undergraduate and graduate degrees in business administration. 
Bob Walters
Senior Vice President of Sales & Marketing
Mr. Walters joined Datavantage in 2000, bringing more than 15 years of sales and marketing experience to the company. His responsibilities include developing new sales strategies, expanding the sales force, and implementing the company’s new brand awareness campaign.

Prior to joining Datavantage, Mr. Walters was part of the management team with Callos Technology Partners, a full-service IT consulting firm located in Akron, Ohio. He holds a BS, Management Information Systems from Youngstown State University.
Raoul Ricard
Executive Vice President, Proact Group
Mr. Ricard became a part of the organization in 1997, when The XBR Corporation merged with Datavantage. He currently heads up all operations for Datavantage’s Proact Business Intelligence Suite out of the company’s Boston office, managing more than 30 employees.

Mr. Ricard is the original designer of the industry-leading XBR Track product, now branded Proact. He brings more than 17 years of retail experience to Datavantage, most of it garnered during his time as the head of operations for several divisions of the former Melville Corporation which included Foot Action, Wilsons Leather, Thom MCcann, and Marshalls.
Jonathan Haverly

Senior Vice President of Operations, Business Intelligence

Jonathan joined Datavantage in 1997 as vice president and is responsible for software R&D and Professional Services, which includes project consulting, software support, training, and technical services. He was a founding partner in the startup software company that developed Proact (formerly XBR Track) later purchased by Datavantage. Jonathan has 18 years of financial and operational management, including nine years in retail software. Jonathan received his Bachelors of Arts from Clark University and an MBA from Northeastern University.

Theresa Matrisciano

Vice President of Human Resources

Theresa Matrisciano is the Vice President of Human Resources at Datavantage Corp. in Solon, Ohio. She joined the retail management technology company in October 2000, and immediately instituted programs that provided the groundwork for the company’s continued growth. She draws on her 20 years of HR and payroll management experience to provide ongoing developmental and retention programs for more than 350 employees nationwide. 

Her resume includes such companies as retail giant Revco/CVS and Atomic Box, a logistics/distribution company. Ms. Matrisciano, who advocates setting and achieving goals both personally and professionally, is also an officer in the Hudson Business and Professional Women association, is a member of both local and national Society for Human Resource Management, is pursuing a degree program at Notre Dame College of Ohio, and is an accomplished marathon runner.

	comments of datavantage’s largest customers


Summaries of Interviews with Datavantage’s Largest Customers 

(conducted in March 2003) 
Staples

· Started working with Datavantage in fall of 1999. 
· Is an XBR customer. 
· Aspects of the product that made XBR more attractive then the competitors’ solutions:
· User friendliness (Staples has hundreds of people out in the field who are not tech oriented, but had to use loss prevention product) 

· Ability to handle large volumes 

· Desirable cost/benefit relationship 

· Evolution of the relationship 
In the beginning of the relationship a few challenges were faced in regards to the Staples’ system customization and modification requirement. Staples had to perform a complicated task of partitioning its data in such way that sales associates could benchmark their performance only to the performance of the stores in their own area. Currently the company admits that Datavantage lived to its expectations in providing very high level of customer service, especially when it comes to the rapid problem resolution. 

· An example of the outstanding service
As a part of the XBR customized package, Staples had designed a query that tracked credit card usage (if a particular credit card had more returns than purchases, red flag went off in the system indicating potential employee fraud.) This system drove a creation of a specific report, which initially took anywhere from 40 minutes to an hour to receive due to the unique partitioning of the sales data that Staples required. Staples was impressed by the way Datavantage was able to work with the company to solve this problem and bring the report generation time to less than a few seconds. 

· Views on XBR acquisition
Staples was an XBR customer before the acquisition and views Datavantage’s purchase of XBR positively. Overall, the company feels that Datavantage is doing the right thing by rapidly growing and expanding its service network to address the needs of not only new, but also existing customers. 

· Overall views on Datavantage
Very positive company to work with. 

Proactive.

Follows a set direction and keeps up with technology.
Helzberg Diamonds 

· Started working with Datavantage since 1997. 
· Is a Store 21 customer. 
· Store 21 was set up at the company for a month along with systems from seven other vendors. The systems were working for different user communities so that the company could evaluate their performance based on the feedback from those users and some other internal evaluation criteria. Datavantage system scored much higher than the other systems.

· After the system was piloted in a few stores, by 1998 it was installed in all 300 stores. This required that company’s personnel worked hand in hand with Datavantage people through system customization.

· Although Datavantage had grown extensively over the recent years hiring new people and dealing with increased number of clients, never felt neglected. The company feels that Datavantage is very upfront and honest about the problems. 
· The Director of Technology at Helzberg Diamonds identified the following reasons for Datavantage’s success:

1. Continuous search for ways to improve their business. 

2. Continuous application of R&D towards new product development. 

3. Strong leadership with many key values coming directly from Marvin and Chaz.

4. People that Datavantage hires “have passion for what they do and get done what needs to get done.” 

5. Superior product. 

· Overall, the Director of Technology at Helzberg Diamonds admits a great working relationship with Datavantage where Datavantage is used as an example for all other suppliers and partners. 
OshKosh B’gosh 

· Started working with Datavantage in 1998. 
· Store 21 and XBR customer.
· Datavantage was chosen out of three suppliers based on: 
1. Ease of product use to use.

2. Ability to be well integrated with the rest of the systems
· An example of the outstanding service
When the system was first launched, there was a problem related to the fact that none of the stores were charging sales taxes when normally only stores in certain states don’t add on taxes to the purchase. By 9:30 a.m. the Director of Technology called Datavantage and informed them about the problem; by 2:30 p.m. Datavantage had a group of 6-7 people on the phones calling every store and fixing the problem. The company was impressed with the speed of Datavantage’s reaction to the problem, and the Director of Technology confessed: “They make me feel that they really care about my business.” 

· System performance results
Three weeks after the beginning of the operation an employee was identified in one of the stores that committed $18 thousand in internal theft.

· View on what makes Datavantage successful
Employees of Datavantage take all customer problems as a personal challenge. 

Whitehall Jewelers 

· Started working with Datavantage in 2000.
· Is a Store 21 and XBR Loss Prevention module customer.
· By 2002 the system was deployed in all the stores. 
· Advantages of Datavantage over competition: 
Datavantage enjoys a good reputation and a significant market share.

The company operates under the assumption that their products are going to be modified and makes it easy for customers to do so (Whitehall senses that it has done the largest number of modifications out of all the clients and is using the largest number of additional services that Datavantage provides such as poling, equipment depot and others).

· An example of the outstanding service
At Whitehall, polling on everyday basis is received from a large number of stores. This requires overnight processing. Whitehall assumes that they are pretty unique in this respect because senses that most of Datavantage’s other clients do not require the same level of data frequency. It was challenging for Datavantage in the beginning to get the system to process data overnight, but Datavantage was willing to work on the issue and successfully solved the problem.

· Overall impression of the relationship
It is a true partnership. 
Datavantage works very hard to satisfy customer needs. 

The company is one of the best vendors.

The company takes on all the challenges that Whitehall brings to the table as a customer. 
Very customer service oriented, which mostly comes from people the company hires. 

Problems are solved or attempted to be solved right away. 

The company is constantly improving, very receptive to criticism. The major key to this are the people in key management positions. 

· Challenges
Certainly, Datavantage went through growing pains, had some staffing and training issues, especially in their helpdesk area, but were able to improve and, most importantly, adapt to their growth. 

Finish Line
· The Finish Line is a leading athletic retailer specializing in mane brand footwear, apparel and accessories. 
· Store 21 and XBR customer.
· Started working with Datavantage in 1997.
· Datavantage was chosen out of three suppliers based on: 
technology, 
functionality, 
ability to support
· Overall impression of the relationship
The Finish Lines considers Datavantage to be the best or one of the two best vendors the company is working with.

What is best about Datavantage is its straightforward, no nonsense type approach; very proactive. 

Datavantage is continuously improving by spending an increasing amount of resources on R&D. 

If there is a problem or an issue, it is enough to call Datavantage to have them start working on the problem right away. As Finish Line VP of Technology puts it,”Datavantage never makes me feel that I am being put on the corporate agenda when it takes a while to solve a problem. Datavantage always accepts responsibility and if something can’t be done right away because of lack of resources or for any other reason, admits it.”
Datavantage understands customer goals and is willing to do the best job to help the customer to accomplish these goals. 
The company has excellent products. For instance, XBR provided Finish Line with an incredible level of visibility. 
Overall, Finish Line sees it as a very successful relationship. The company is very satisfied with the decision to go with Datavantage and if had to go back and make this decision again, would definitely make the same choice.
· Challenges
At some point on a couple occasions The Finish Line felt the growing pains of Datavantage when the level of service slightly soared. However, this did not give an impression that out of lack of desire to do a good job. It was obvious that it was due to Datavantage’s rapid growth. Once the problem was brought up to the company, it was immediately addressed. 
Also, while XBR acquisition had many positive effects on Datavantage, Finish Line still feels that Datavantage and XBR are two different vendors. Therefore, often Finish Line has to communicate changes to both. The fact that they are in different geographic locations is also a contributing factor. 

Starbucks
· The length of the relationship with Datavantage – 7 years.
· Starbucks is an XBR customer.
· Reasons for selecting Datavantage’s Loss Prevention
Ability to generate reports.
Fit with the company’s IT system 

Ability to fit Starbuck’s additional vendor requirements

Good results of the software simulation performed prior to the installation 
· Factors that make Datavantage as successful as they are at what they do 
Ability to attract high quality talented individuals 

Investment in training of personnel

“Sales people are great”
Accessibility of senior management

Good marketing strategy

· Presence in the right places at the right time (ability to choose the right trade shows)

· Ability to use existing customers to promote product success to new and potential customers
· Presentation of existing clients at events such as national retail gatherings, National Food Service Security Council and others 

· Many such presentations are made in the form of case studies with Datavantage product to be the center of the problem solution
· Starbucks has been acting as a “poster child” for the success of the XBR.

· When asked why the person responsible for loss prevention and consequently for XBR at Starbucks was willing to dedicate his time an effort to promote XBR, he gave the following reasons:
Have a great deal of respect for the organizations due to:
· Ability of the company to accumulate and retain great people (which is virtually impossible in the software industry where software engineers tend to leave for a higher pay or for the company with the “hottest” technology)
· Continuity of delivery of high quality of service
· Always one step ahead of the competition
· Very honest and straightforward
Example of positive reaction on the part of Datavantage
During system upgrade Starbucks felt that Datavantage did not have the right person working on their side while Starbucks was using substantial financial resources to pay a consultant on their side

To Phil’s surprise, when issue was brought up, Datavantage agreed to reimburse consultant expenses. (Phil was amazed by this response since with most vendors this happens only if he initiates such actions and uses signed contract to reinforce his position)

Starbucks and Datavantage ended up splitting cost
· Challenges
The challenges that Datavantage faced specifically pertaining to Starbucks occurred during the early stages of software integration when Starbucks’ retail model required a different approach since almost entire company’s business is in cash transactions and transactions for smaller amounts. Therefore, the system was integrated in such way that it allowed the company to focus on cash issues as oppose to credit card issues that other Datavantage clients were concentrating on when installing XBR. 

Overall, despite of minor initial problems Starbucks is impressed how well the system was implemented and is currently supported including transition to UK saving the company millions of dollars annually. The projected savings for this fiscal year are estimated to be $9 million. 

As Datavantage grows, Starbucks is convinced that it should maintain its small company entrepreneurial spirit which sets them apart in terms of product development and customer service.

CASE IVC
Dual Pane Corp
	case overview





John Grayson has designed a machine that can remove old windows from their frames without destroying the wooden panes, known as muntins and mullions, that surround the glass. This tool has allowed Grayson to replace windows that could not previously be removed. Grayson applied for a patent as soon as he realized his machine was unique, and the patent was granted in August 2002. He has been operating the business since that time under the name of Dual Pane Company. He and his wife, Elizabeth, are the sole owners and employees of the company. 


Due to the favorable economy and Dual Pane’s unique method of installing double-pane glass, the Graysons have had more business than they can handle. John is considering two options: hiring and training a staff of salespeople and installers, or franchising his business.

This case prompts students to reflect on the nature of franchising. Class discussion could include the difference between franchising an entire business(such as a fast-food restaurant like McDonald’s( and the franchising of a technique or service which is to be utilized in the context of an existing business. A distinction should be made between franchising and licensing. This is also a good opportunity for students to view the case from the perspectives of both the franchisee and the franchisor.
	questions for discussion


1. 
What is the nature of the product?

2. 
What are the pros and cons of franchising?

3.
What are other alternatives to franchising the process?
	solutions to questions for discussion


1. 
What is the nature of the product?

The product is a machine that allows the removal of old windows from their frames, keeping intact the wooden pane, including its muntins and mullions. The unique feature of this tool is its ability to move on a three dimensional plane, because it is built around a routing drill. Grayson applied for, and was granted, a patent on his tool in 1985.

2. 
What are the pros and cons of franchising?

The decision to franchise is a wise one for the Graysons; they recognize the limitations of their interests and capabilities as a two-person company. The choice to franchise, however, raises a few questions. How is the tool manufactured? There is no information given on the production process. These issues must be addressed. What exactly is to be included in the franchise package?
If we consider the traditional model of a successful business franchise, it offers any potential franchisee an important business opportunity at less risk than trying to start a new venture. In order to sell a franchise, however, there has to be something more than a patented product to sell. There has to be opportunity, good will, and training, which is typically what McDonald’s or other franchises offer.

Dual Pane, however, does not fit this model. What the Graysons have to offer is a unique patented product, successful experience, and the good name of the company in a regional market. They could also train the potential franchisee in how to use the product. A market research study might help in legitimizing the business opportunities, but it would be costly. Dual Pane would probably not be of interest to the usual franchisee. However, this unique product may be of interest to someone who is already in the glass business, such as glass companies or even contractors.

3. 
What are other alternatives to franchising the process?

One possibility is to license or sell the machine to potential users. In doing so, it should be pointed out that they could be risking their own business opportunities, because firms will then become competitors, unless the license or sale includes some restrictions on market use. For this alternative, Grayson will need to seek legal advice.

A second alternative would be to continue the business with a small increase in personnel until it has become more successful and better known. Success in this business will create more goodwill and give Grayson additional understanding of the market. Then he may be able to offer his product under some kind of franchise agreement. Waiting to sell the franchise could enhance the price it commands as well, since the price must reflect not just the sale of the tool and training, but intangibles like the good name of the company and good will. Grayson must also determine the type of glass and sealants to be used in window replacement and a mechanism for training the franchisees in the use of equipment and marketing the business. Once this decision is made, Grayson should seek legal advice to get assistance on guidelines for franchisees and use of the Dual Pane name.
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