cases for part
1
CASE IA

Turner Test Prep Co.

	case overview



Jessica Turner is the founder and CEO of Turner Test Prep, a California company specializing in preparing people for the Certified Public Accountant (CPA) exam. In the Spring of 2003 she felt that she was not achieving market share and growing in the right direction. After three years of operation, Turner had about 10 percent of the market and was facing fierce competition from her primary rival, National Testing Services. Jessica wanted to improve marketing and gain market share.
	questions for discussion


1.
What is Jessica’s break-even point?
2.
How does Turner Test Prep overcome the competition from NTC?
3.
How can Jessica achieve greater market share?
	solutions to questions for discussion


1.
What is Jessica’s break-even point?
She needs 279 students to break-even. (See Case Exhibit IA-1)
2.
How does Turner Test Prep overcome the competition from NTC?
Case Exhibit IA-1


[image: image1.emf]  Turner Test Prep Co.     Break - Even Calculation        Fixed Costs     Prof. Salaries for 1, 200 hours per year @ $75.00 per hour    $90,000.00    Office Space @ $2000 per month            $24,000.00    Utilities and Insurance @$1,000 per month      $12,000.00    Printing @$500 per  month               $6,000.00    Marketing   @400 per month           $4,800.00    Travel @$200 per month             $2,400.00     Total           $139,200.00           Variable Costs     Materials @ $600 per student          $600.00         Selling Price  per student          $1,100.00         Number of Students Je ssica Needs     Break - even point = Total Fixed costs ÷ Selling Price  –  Variable Costs          $139,200        $1,100  –  $600     Number of students needed to break even   278.40        (of course the number of people will be 279, giving her about $300 in profit)  


NTC has the advantage of being a leader in test prep services and has proven through longevity and its high passage rates that it will help students succeed. NTC has the name brand recognition, the proven track record, and the reputation of being the program to take if a student wants to pass the CPA exam. This makes it difficult for Turner to compete, so Jessica needs to market her competitive advantages.

Jessica needs to do the following:

· Publicize her pass rate. This will give her credibility and help her convince students that they should take her course. She needs to emphasize her pass rate in all marketing materials. Her high pass rate will also detract students from trying to study on their own, since her course will provide all the materials and, through the course guarantee, an assurance that they will pass on the first try.

· Capitalize on her strengths and competitive advantage. Jessica offers a degree of personalized attention that no other program offers. This will be hard for others to imitate since they most likely will not have the resources to work with people one-on-one. She needs to highlight her focus on providing individual attention in her marketing materials:

· A web site will showcase her course and could have testimonials from former students. This will provide even more credibility and assurance to future students.

· The site could include a glimpse into the types of materials that students will receive. A short practice test, passages from the materials, and a small list of test taking tips will show future students the quality of her materials.

· The site could also provide useful logistical information about the CPA exam such as suggested hotels where people could stay, maps to the location, and other practical information. Again, this illustrates that Jessica is providing more that just accounting information but that she is, in fact, a resource. 

She also needs to clearly emphasize on her web site and marketing materials that her program is the only one that is taught by professors in the accounting, law, and finance fields. NTC does not have a staff of professors available to answer questions, and students with questions need to rely on NTC teaching staff who are not skilled in a particular background. Turner is also the only program that offers people audiotaped lectures, giving them the advantage of reviewing material after the lectures. These are key advantages that have helped her students pass on the first try, and Jessica needs to make people aware of the benefits of these over what NTC offers. 

· Cultivate relationships. Since Jessica is only focused on the San Francisco Bay Area and there is a finite number of students possible each year (approximately 1,000), Jessica needs to create a name for herself in the community and prove to people that she is able to help them pass on the first try. She could host a series of free workshops at each business school to give those considering taking the CPA exam a taste of her program and an idea of what she has to offer. She could also provide some accounting materials or tutorials that accounting graduate students may find helpful as a means of getting them familiar with her program early on. Sponsoring activities in the accounting departments (providing materials, donations, etc) may also be a way to generate awareness of her program and give people the chance to see her commitment firsthand. Introducing herself to key businesses in the area that have large accounting departments and where there may be opportunities to reach people taking the CPA exam, could also increase her awareness to the community. She could even offer a special discount to people from these firms if they register with her.
3.
How can Jessica achieve greater market share?
Jessica has been operating in a head to head struggle with NTC since she began the program. Not having the brand recognition and working against the market leader has made it extremely difficult to gain market share. Jessica should continue to try to generate interest in the course but could further differentiate herself and generate a market share by creating a niche. One area where she could work is to offer more specialized courses in addition to the one she currently offers. People who register for the course would have the option of selecting additional features for a higher fee. These features could include more practice graded essays, weekly one-on-one sessions with Jessica, special sessions with the professors, more practice exams, and supplemental sessions taught by Jessica regarding test taking techniques and preparation. A variety of options could be created, based on what Jessica feels would be appropriate for helping students who need—and want—more personalized attention.

By offering a menu of additional services, Jessica is capitalizing on her advantage of personalized attention. While the regular course offers a high degree of attention, these additional services can help repeater students and those who feel that they need additional help to get more one-on-one attention from Jessica and the professors. Jessica could also hire the professors as tutors to work daily with individual students to supplement the material offered during the class. These services would be offered at a premium and would cater to those students who need additional assistance. By offering this level of attention, the pass rate would be even higher, and Jessica could use it to generate more publicity and more credibility for her program. 

Jessica could also offer people the choice of coming to lectures, using the audiotapes only, or having both. Again, price differences could be placed according to what people want. Providing options will give people a choice to create the course that most benefits them and their schedules and gives the Turner program the chance to gain all types of people studying for the exam. The NTC program only gives people flexibility in choosing access to what types of information they want, but the Turner program gives students the chance to create a program based on their time schedule and on how much additional assistance they think they will need. Consequently, Turner caters to a wider group of people and makes it much easier as well as more economical for people to choose the Turner program. 

By creating a menu of options, Jessica is creating a niche with students who need more attention and who want to customize their studying. For students who have failed the CPA exam already or who just feel that more attention will give them an advantage, these options create a definite advantage that will help Jessica to gain name brand recognition, increase her pass rate, and make it easier for her to gain market share.

CASE IB
A. Monroe Lock and Security Systems

	case overview


Ray Monroe started A. Monroe Lock and Security Systems (AMLSS) two years ago offering lock-smithing services to residential and commercial customers as well as automobile owners in the greater Boston area. Monroe has limited his service offerings by excluding alarm installations and after hours emergency service.

Financial results have been relatively poor, with losses of $6.500 in the first year and a profit of only about $3,500 in year 2. Monroe is assessing his business strategy and looking at other business ideas.

This is one of four introductory cases in the book aimed at generating a discussion of the background and personal attributes of entrepreneurs. The student is also asked to formulate ideas on the general principles of marketing.

	questions for discussion



1. 
How would you describe Ray Monroe’s overall attitude toward his business?
2. 
How would you describe the industry and the competitive environment?
3. 
Develop a marketing strategy for AMLSS. Include some projections for sales revenues for the next twelve months.

	solutions to questions for discussion


1. 
How would you describe Ray Monroe’s overall attitude toward his business?

Ray Monroe seems to have a laissez faire, “get by” attitude toward his business. He expects to simply open his business and have customers come to him. His inheritance will take care of any financial needs he may have so he seems to be motivated by the desire to become established and to have something to do, rather than driven by financial success.

Monroe is not aggressive which is evidenced by his refusal to offer alarm system installations and his unwillingness to answer calls after 5 p.m. Given the fact that most calls to a locksmith are for emergencies, Monroe is probably losing a great deal of potential business. When customers call and no one answers, ill will, rather than good will, is created. There also is no follow‑up with customers to ensure satisfaction or solicit additional sales.
2. 
How would you describe the industry and the competitive environment?
The industry is fragmented with many small firms handling residential business and a few larger firms selling to commercial accounts. Competition is intense. Many of the small firms are family businesses that have established relationships in the community. It will be hard to compete against these firms because of their long standing image and reputation. Service and the willingness to go the extra mile are critical to success. Low barriers to entry make it easy for a new locksmith to enter the market. Only a small amount of capital investment is needed to start a business, minimal training is required, and the business can often be run from home.

3. 
Develop a marketing strategy for AMLSS. Include some projections for sales revenues for the next twelve months.
The first step in developing a marketing strategy, after conducting an environmental analysis, is to establish quantifiable and measurable goals and objectives. The primary goal for AMLSS is to become more profitable as an ongoing business. Case Exhibit IB-1 presents these approaches.
Case Exhibit IB-1

[image: image2.emf]  A. Monroe Lock and Security   1.   Segmenting the market into:    ●   Residential homeowners.   ●   Landlords/managers of rental housing units.   ●   Owners/managers of small to mid - size retail and  co m mercial properties.   ●   Automobile owners.   2.   Developing strategies for services targe ting each market  segment.   3.   Increasing awareness which will result in i n creased sales.  


AMLSS needs to expand its offerings to include all services currently provided by competing locksmiths, particularly 24‑hour and quick response service. This will appeal to all of the market segments. In addition, the company should extend a 30‑day guarantee to reinforce its image as a high quality service provider. Monroe should follow‑up all service jobs with a personal telephone call to ensure satisfaction of the client and probe as to any additional work that the client may need.

AMLSS can offer promotional pricing in order to capture business during seasonal slumps in the business. The company van has the ability to act as a “promotional vehicle.” It should be well maintained and artfully painted. The yellow pages ad should emphasize fast, quality service and include the beeper and cellular phone numbers.

Because of the difficulty of competing against established locksmiths with long term customer relationships, Monroe should focus on new residents. New residents can be targeted through developing relationships with real estate agents and pursuing opportunities in vehicles such as the Welcome Wagon.

To enhance visibility within the various communities, Monroe can offer home security seminars through local adult education programs. To develop the commercial segment of the business Monroe should join the Chambers of Commerce and other business organizations in each of the communities he is targeting.

The table below indicates the initial potential of the residential household, retail, and service industry establishment markets. 
Case Exhibit IB-2
	A. Monroe Lock and Security

Estimated Market

	
	Percentage
	Newton
	Needham
	Wellesley
	TOTAL

	
	1%
	322
	109
	95
	526

	
	2%
	644
	218
	190
	1,052


Using an average of two hours per call and a 40-hour work week, Monroe could service an average of 20 customers per week. Based on a 52-week year, this translates to 1,040 customers, or two percent of the current household, retail, and service industry markets.

When analyzing Monroe’s monthly billing, it is evident that there is a great deal of potential for growth, even in November which had the largest amount of sales. The following is a projection of sales revenues for a 40 hour work week with an average billing of $25 per hour.
Case Exhibit IB-3

[image: image3.emf]  A. Monroe Lock and Security   Projected Sales Revenue     40 hours    $25 = $1,000 per week     52 weeks = $52,000 per year   ÷  12 months =  $4,333.33 per month    


Based on this volume, Monroe would achieve a much higher annual profit and keep himself very busy.

But before taking any of the above steps, Monroe needs to conduct an honest self-assessment. Does he really want to continue in this business given his lack of enthusiasm? Are there other business opportunities that are more appealing?


Another possibility is to expand into the emergency after-hours market—the market he now avoids. Perhaps he could take on a partner and split the after-hours calls with him or her. His current business strategy turns away potential customers and creates a negative image.

CASE IC
BEIJING SAMMIES: Serving the Client, Not the Sandwich
	case overview


When Sam Goodman opened a new Sammies café in Beijing’s Motorola Building, he cut prices by 50 percent for the first three months in order to attract customers. The initial period was very successful, but when prices returned to normal, sales dropped dramatically and fell short of targets. The local store manager, when presenting the figures, suggested that Goodman simply lower the sales targets. Goodman was frustrated; the manager had failed to address any of the issues that prevented customers from returning. Countless orders went out missing utensils, in the wrong bag, or with items simply left out. Delivery orders were being sent hours late or to the wrong location. 

This typified Goodman’s early experience; the market was showing interest in Beijing Sammies' products but he knew that without exceptional service, good food would not be enough. Goodman questioned whether he could find employees who were thinkers and problem solvers and wondered how to improve upon the business in order to turn Beijing Sammies into a sustainable and profitable enterprise.

According to Goodman, face and money were the two most important tenets. With experience as a student and businessman in China, he knew one must observe the cultural beliefs. Throughout the company’s initial years Goodman sought to teach a service-oriented approach to his employees. In doing so, he ironically learned that face was as much of an important issue for Beijing Sammies’ customers as it was for its employees.

	objectives


1. Development: Study the creation of a successful business in a Far Eastern country, particularly one that is often unfriendly to outsiders; view the process of entrepreneurship through an international lens.

2. Culture and Business: Discuss how cultural beliefs and years of history have influenced the Chinese business approach, and how Western management must deal with human resources and training issues.

3. Financial Analysis: Overlay development discussions with financial analysis and decision making. The reader is presented with two-years of actual (full-length) income statements, and must determine what operational changes, if any, he/she would make, in light of the results.

	questions for discussion


1.
Why do you think Goodman is having a difficult time finding employees who can perform up to his expectations? How can he teach them to perform better?
2.
Do you believe Goodman is being unrealistic in his expectations of bringing quality Western service to China?
3.
What are the key success factors for Beijing Sammies? What are its strengths and weaknesses?

4.
What can you draw from Beijing Sammies' financial documents with regard to growth between 2001 and 2002? Would you invest in the company? What rate of return would you require given the risk?
5.
What should Goodman do to build the business moving forward? How should he approach future fundraising efforts?
	teaching approach


Beijing Sammies is best positioned at the beginning of a module on international business, or as one of the opening cases in a course on Entrepreneurship. While the operations of a sandwich business might be straightforward to some students, the complexity of running that same entity internationally is anything but. Further contributing to the mix is the location of the company in Beijing, China. Despite the government’s insistence that it is fully committed to embracing Western-style capitalism, the fact remains that Sam Goodman is still doing business in a Communist nation, and must abide by their myriad of often contradictory laws, rules and regulations. The reader who might instinctively seek relief as he/she observes certain fact patterns is reminded that Western-style values and legal remedies are essentially useless in this part of the world. 
Despite the party lines about foreign businesses recited in robotic form by local and national bureaucrats, ironically, Goodman’s concept has been extremely well-received by nearly all walks of life in China. Whether as rebellion or due to genuine interest, the average Chinese citizen respects and covets anything representing “the West,” and in particular icons and traditions of the U.S. Thus, the ability to experience the U.S. culture through reasonably priced food (albeit during a short lunch hour) is well embraced by many. Compounding this with the cultural importance that even big-city Chinese place on word-of-mouth communication, it’s no surprise that Sammies is reaching the levels of success it has. Vis-à-vis government regulation, the chain’s small size has actually worked to its advantage, since the revenues and profits aren’t large enough to “officially” attract attention from government personnel (other than as customers!).

(This Teaching Note assumes a 90-minute class to teach this case.) 

A. Introduction (10 minutes): I usually begin class by establishing the fact that Sammies is doing exceptionally well as a business, regardless of its Chinese origins.

What are revenues to date in 2002?
[Nearly US $790,000, based on RMB Y8.3 - $1 rate]
How strong is the gross margin?
[Average of nearly 70% year-to-date (YTD) 2002]
Is it making money on the bottom line?
[2002 has had some of its first profitable months, and it intends to consistently attain monthly profitability in 2003 and beyond]
How many units are in the chain?
[4 “deli-style” cafés, 1 kiosk and a strong delivery business]
Is Goodman an experienced manager?
[He’s essentially in his 3rd “round” of financing due to the partnership troubles he’s encountered up until now. This represents a huge asset for the operations of Sammies moving forward.]
B. Life Cycle of the Company (5 minutes): The second line of questioning should focus on where Sammies is in its life cycle and what success factors are underpinning its business.

1. What life cycle stage is the business in?
[Growth and expansion]
2. Which single goal is most important?
[Sustainability of Sammies as an ongoing entity]
3. What are some key (non-financial)
[1. 
Focusing on service, as much as on 

success factors?




logistics. 

2.
Motivating his Chinese employees and teaching them to apply a Western mindset, all while maintaining ‘face’ within the tradition-rich Chinese culture

 
3.
Using them as ambassadors of the company to educate their clients about ordering and consuming Western style food, and how to get the most out of their Sammies experience.]

C. Anatomy of an Entrepreneur (10 minutes): What skills/attributes does Sam Goodman possess that has enabled Beijing Sammies to become successful? Are there critical skills he still needs to develop moving forward? Case Exhibit IC-1 summarizes the skills that Goodman possesses and those he needs.
Case Exhibit IC-1

[image: image4.emf]       Beijing Sammies          Skills/Attributes Sam Goodman  POSSESSES :   ●   Visionary   ●   Determination   ●   Self - Realization   ●   Isolation of Decisions   ●   Diversification   ●   Logistics   ●   Altruism          Skills/Attributes Sam Goodman  NEEDS   ●   Fund Raising   ●   Planning   ●   Metrics   ●   Delegation  


1.
Skills/Attributes Sam Goodman Possesses:
a. Visionary: Goodman is a true visionary as it relates to his desire to develop a place to “hang out and eat a traditional sandwich which reminded him of home.” (page 108)

b. Determination: He’s the epitome of undaunted determination to follow through on a dream. Beginning any business is difficult enough, but compounded with the partnership and cultural hurdles he overcame, Goodman deserves much kudos for a job well done.

c. Self-Realization: Sammies’ founder effectively knows his own strengths and weaknesses and is humble.

d. Isolation of Decisions: At the different turns in the road, Goodman has effectively learned to isolate Sammies’ core business decisions from issues related to international expansion
. The same way entrepreneurs learn to separate operating decisions from financing decisions when running a domestic business, Goodman has done the same with his own firm’s development. 

e. Diversification: Goodman has effectively built diversification into his business by creating a separate delivery business from his cafés and kiosks. He’s also learned that a business doesn’t have to be all things to all customers in order to be successful, and choosing a unique niche (the deli business in China) has enabled him to continue growing, even in light of the many other restaurant locations he competes with daily.

f. Logistics: Goodman has a strong knowledge of his company’s value chain and has used that to his advantage in delivering (literally!) the goods to the customers either in the cafés or via truck to the corporate offices. We all know that ideas are everywhere but that the execution surrounding them is elusive—for Goodman to have learned this in such a short time and focused his training on one or two key attributes (i.e. service and face on page 108) is impressive!

g. Altruism: Despite his success, Goodman is cognizant and respectful of his societal and business roots, and gets high points for remembering to give back to the community through donations (page 113).

2.
Skills/Attributes Sam Goodman Needs:
a. Fund Raising: Goodman needs to learn that “whom you raise money from is more important than the funds themselves.”
 It’s not just a matter of raising the funds, but doing so from a trustworthy, dependable partner who can add more value to his business beyond just investing equity.

b. Planning: The business could benefit from more formal strategic planning activities. It’s great to have a dream, but the plan supporting it is also crucial.

c. Metrics: It would be helpful for Goodman to develop some additional strategy and financial metrics to evaluate his business’ results on an ongoing basis. The next step in this process is then to determine how these might change over time as Sammies expands even more.

d. Delegation: Not surprisingly, and given the history of the chain’s growth, by default Goodman has centralized a great deal of the decision making. As the company grows, however, it might behoove him to develop a formal management team (beyond the individual store managers he’s grooming) and delegate key decision-making and processes.

D. Doing Business in China (20 minutes): The discussion might then transition to doing business in China. 
1. In addition to the cultural information from the case, I’ve included the following from my personal experience and research: 

a. Culture: There is no shared value system to rely on between Westerners and the Chinese. Even though, for example, the West coast of the U.S. fosters its own unique culture, citizens from the Northeast or Deep South can take solace in the fact that everyone is still an American. In theory, this means that everyone subscribes to the same basic set of values and abides by essentially identical laws. There is no such middle-ground either in business or personal situations, as China and the U.S. (and Canada) are literally worlds apart.

b. Language: There is no similarity between the English and Chinese languages. In fact, written Chinese doesn’t even contain any verb tenses, and time frame is determined by context.
 All of the written language is based on Chinese characters. The spoken language is tonal in nature, with pitch causing meanings to vary widely.
c. Names: Names are in a different order than those of Westerners, and often people have three names: family name, “generational” name, and given name. For example, in order: Li Teng Hui.

d. History: The People’s Republic of China has over 4,000 years of recorded history. Change in different aspects of society and in certain business sectors will come slowly, if at all.

e. Seniority: Company personnel are always cognizant of the hierarchy in place during any formal or informal conversation. Junior people are extremely reluctant to express any opinion publicly, even if the senior person they’re speaking or listening to is completely incorrect on an assumption or comment.

f. Face: The concept of maintaining “face,” or avoiding embarrassment, humiliation or disgrace at any cost is tantamount to the average Chinese citizen, and in fact for most Asian cultures.
 Chinese will go to levels that what Westerners perceive as excessive, solely to maintain this harmony in their personal and professional lives.

2.
As other information sources, the instructor might also consider referring to:

Kiss Bow and Shake Hands (Morrison, Conaway, Borden)

ExecutivePlanet.com

Coming Home Crazy—An Alphabet of Chinese essays (Bill Holm)

Chinatour.com

E. Value Proposition (20 minutes): The discussion should then move to a discussion of Goodman’s value proposition:

1. Service: Beijing Sammies is set up to provide outstanding service at any interface point with the customer. The business has bi-lingual menus, a web site, a frequent user points system, ordering tips inside the cafés, and delivery options. While by Western standards these “bells-and-whistles” are expected from even the most basic business models, to the Chinese they are truly outstanding. Beijing is noisy, overcrowded, dirty, and filled with chaos. However, unlike other Asian countries such as Japan, where technology is ubiquitous, the average Chinese citizen has come to expect far less service from private businesses and in government responsiveness. In many cases, many of Sammies’ value-added services, such as delivery, are a mind-boggling novelty.

As for the “Ex-pat” community (foreign nationals who are living and working in China as business professionals), Beijing Sammies is a nostalgic, multi-dimensional reminder of life back home. Deli meats and condiments are essentially either unheard of in the Chinese diet or unavailable from any markets, and life in Beijing is anything but consistent or reliable. The concept of being able to access a web site, make choices, and actually receive what you ordered is itself an Ex-pat novelty! Furthermore, from a marketing perspective, the longer Goodman’s list of high-profile corporate users becomes, the more credibility (and confidence) first time users perceive the sandwich chain to have.

2. Value: Goodman’s business offers solid value to its clientele. The food is authentic, reasonably priced and consistently tasty. (During a recent trip to China two companies independently used Sammies’ catering services for our luncheons. Although the food itself was different, the presentation and taste were nearly identical). The fact that Sammies embodies the U.S. and Canada through non-political messaging (food is food!), and is run based on Western standards, is further support for its credibility. Finally, the ability to customize offerings based on web site preferences makes individual customers feel unique and that much more “bought-into” the Beijing Sammies’ experience.

3. Technology: Regardless of whether its target market is Ex-pats or Chinese, Beijing Sammies is technologically and logistically outstanding. Their IT systems allow direct connections to the customer through either a graphical user interface (i.e. the web site) or the frequent user points system. In turn, it provides real-time feedback to management on usage history and dining preferences. The system even automatically emails users (see exhibit 2) with periodic updates. From a logistics standpoint, Goodman has not only effectively controlled costs through the use of his central kitchen, but has also allowed for tighter quality control and efficiency. It should be noted that the drivers can more effectively plan their routing through Beijing since all of the food runs are originating from the same source. In an environment where everyone follows a nearly identical time clock in terms of a 9:00 a.m. start-time for work and a 12 noon lunch break (regimented to a much greater extent than we are accustomed to in the West), this delivery planning is a powerful antidote against rush hour.

4. Caring: It’s obvious from the quotations in the case (and my personal interactions with Sam Goodman over the years) that he genuinely cares about his company and the products he’s selling. By Chinese standards, this alone places him in the minority of unique businesses. Although he’s operating his business for profit, Goodman is more inclined to take a loss (i.e. “comp” the meal) in order to keep a customer, than arrogantly assume that he only needs a small percentage of the more than 1 billion Chinese in order to remain profitable.

F. Financial Discussion (20 minutes): 

1.
Financial Results
I interpret the financial results of Beijing Sammies as follows:

a. Gross Margins: The Kitchen Delivery unit of the business is producing equivalent revenue to the individual cafés (“Income Statement Café Exhibit 5”).

b. Gross Income: However, from a cost perspective, Kitchen Delivery is far more profitable overall. This is attributable to a lack of overhead; the Kitchen Delivery’s rent is only 4% of total revenue, compared with a straight average (i.e. not weighted) of 17% for the cafés. Salary expense is also far less in that same department. In short, the Kitchen Delivery unit of the business operates more efficiently since it isn’t required to pay “retail rent” and its overhead expenses is far less. In short, there’s more contribution to the bottom line (Exhibit 5 “Income Statement Café”).

c. Seasonality: Sammies appears to be affected by seasonality during January, February, and March, based on its gross revenue. In addition, profitability is also affected since salaries and other expenses weren’t reduced proportionately during that same period. Beijing Sammies actually posted a cumulative Gross Income loss overall (i.e. on an EBITDA basis, although in China taxes are paid based on revenue and not on net income).
 

d. General Profitability: That the sandwich chain has posted three months of positive net income in the first ten months of 2002 is an excellent indication that it has turned a major corner financially and is headed in the right direction. This achievement is particularly significant since Net Income is truly “net;” the contribution is after all pre-operating, start-up, and renovation costs have been deducted. In an era where some companies, even in the wake of disasters such as Enron and WorldCom, are still clinging to a “pro forma” approach to finance
, it’s gratifying to see that Goodman’s chain accurately reports its financials and, on an (honestly calculated) net basis, is making money.

e. Financial Statement Format: As positively as the chain is performing, the instructor might still want to remind students that the financial statements are still a long way from being presented properly. There are no MD&A
 notes accompanying the statements or defining key assumptions, and no balance sheet or statement of cash flows.

2.
Central Kitchen
Maintaining a self-contained commissary also brings the following financial and operational benefits to Goodman:

a. Space Maximization: The cafés can accommodate that many more patrons by not requiring an in-store kitchen.

b. Rental Savings: The combination of retail locations with delivery services is an ideal mix for Sammies. The retail locations provide their own free advertising, but the chain doesn’t have to pay for costly retail rental space in every single location. Provided the units are located in high traffic areas, name recognition will increase, and Goodman can service quieter trafficked locations (or corporate accounts) through delivery.

c. Overhead Reduction: It’s far more cost effective to centralize food production and increase capacity utilization than it is to staff each unit with its own team of foodservice employees. Workers at the individual locations would clearly be idle at some point during each day when customer counts decline (i.e. after lunch), thereby reducing overall productivity.

d. Training Consistency: As indicated in the case on page 111, it’s far easier to control production by centralizing cooking and preparation and having the chance to see ALL food before it goes to the customer.

3.
Valuation
Time permitting, the instructor might choose to bring the students through a valuation of Beijing Sammies, and seek to quantify the reward an investor might demand based on the risk incurred.
 However, this discussion might require far more than the 20 minutes allocated for the overall financial discussion.
a. Assumptions

· US $1 = Y8.3 rmb

· 2001 - 2002 revenue increase = 54% (page 115)

· 2002 YTD financials are taken from exhibit #5

· 2001 = year #1 for calculation purposes

· 2005 = year #5 for calculation purposes

· EBITDA will increase from approximately 3% to 10% in year #5

· All numbers are in US Dollars, unless separately noted

· Disregard repatriation of currency & international accounting issues, etc.

b. Valuation 

· If $350,000 represents (for example) 90% of the company, post-money valuation today must be worth:

 $350,000 ÷ 90% = $388,889

· If post-money valuation is $388,889, pre-money must be worth:

 $388,889 - $350,000 = $38,889

· At a 30% return (since this is a low growth company), investment of $350,000 should be worth approx. $1.3 million in 5 years (2005)

 $350,000 x (1.3)5     =   $1,299,526   

· If $350,000 represents 90% of the company, reverse engineered, the value of the entire company 5 years from now must be:

 $1,299,526 ÷ 90%   =   $1,443,918

· Assume that $1,443,918 is only 5x EBITDA, since this is a low growth company. EBITDA in year 5 (2005) must be:
 $1,443,918  ÷  5  =   $288,784

· Assume company will have 10% profit margin 3 years from now (2005). Imputed sales must therefore be:
 $288,784  ÷  10%  =  $2,887,840
· At a current (2002) sales volume of $788,670 (exhibit #5), an increase to $2.8 million in 2005 (3 years later) is an IRR of 54%:

 $788,670  x  (1 + i)3  =  $2,887,840       (solve for i to get IRR)

 i = ≈54%

· Here’s the breakdown based on required rates-of-return:

 10% rate of return =  17% IRR  (17% required growth EACH year)

 20% rate of return =  35% IRR 

 30% rate of return =  54% IRR  (current case)
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1. Key Questions: 
· Can Sammies do it every year and would you invest?

· Does the return adequately compensate you for the risk?

G. Epilogue and Concluding Questions (10 minutes): 
As of the publishing of this case, Beijing Sammies continues to be successful. Its individual units continue to perform well and increase in profitability. Proving once again that he is a good corporate citizen, Goodman recently issued a proactive email highlighting his company’s solid sanitation practices, in light of the SARS epidemic in 2003. This final point should underscore yet again that business success, especially on an international level, is all about people and communications. In short, it’s not necessarily what you sell, but rather how you deliver it. As a sidebar, it’s also worth mentioning that internal and external relationship management is more of a marathon rather than a sprint!

At this point in the discussion the instructor might query students regarding what they perceive to be next steps for Beijing Sammies as it continues to expand. Of particular interest might be:

1.
What specific tactics should he use for building the business?  How many additional units should he open; on what time frame; and, based on the included Beijing map, in what areas of the city? As the chain grows, how should his evaluation metrics be changed?

2.
How should he approach his fund raising for additional financing rounds? What protections can he put into place to ensure he isn’t burned, yet again, by untrustworthy financial partners?

CASE ID
“MAMMA MIA!” THE LITTLE SHOW THAT COULD!
	case overview


In the spring of 1988, Björn Ulvaeus, Benny Andersson, and Judy Craymer agreed that poor Broadway reviews marked the beginning of the end for Chess. As the Executive Producer of the musical, Judy Craymer needed to reflect on the recent failure and think about what factors, other than reviews, had contributed to Chess’s Broadway failure. More immediate, however, was the question of how she was going to resurrect her career. As she left the project behind in search of new work, Craymer appeared to be convinced that there was a musical to be created out of the ABBA songs.

Almost a decade later, and after numerous attempts, Craymer finally received the approval of ABBA’s Ulvaeus and Andersson to plan a musical based around their songs. By 2001, Craymer had flourishing productions of Mamma Mia! running in London, Toronto, and on tour across the United States. But even with this success, both Craymer and Ulvaeus were anxious about the show’s fate once they decided to bring Mamma Mia! to Broadway in the fall of 2001. Another Broadway flop would likely wipe out the momentum behind the productions in Canada and on the road while also bringing 15 years of Craymer’s hard work to an end. Was the idea of a show, surrounded and hyped by already existing songs a solid business proposition? Would theater-going audiences find merit in such a creation? Was risking the success of the other Mamma Mia! productions a sound decision? 
The initial fears quickly subsided when Mamma Mia! tallied over $27 million in advance ticket sales prior to the October 18 opening; the second highest advance sale ever on Broadway.  But even as ticket sales continued to break records, Craymer and Ulvaeus could not help but wonder why Mamma Mia! was having such great success while Chess had done so poorly. She questioned whether it was ABBA or she who deserved the accolades and whether the production would ever be considered on the same level as more traditional works such as Les Miserables or Cats. 

Please note: This case was prepared entirely from existing, publicly available sources. As a result, the instructor might consider augmenting the case study with additional, complementary readings. These include, but are certainly not limited to: reviews on the show Chess, economics of a ‘road show’ production, Mamma Mia! reviews and the cost of producing a Broadway show. A list of these specific sources and other potentially useful resources is included at the end of this Teaching Note. 

	objectives


1 
Development: Study the creation of a successful business venture in the performing arts industry. 
2.
Key Success Factor Identification: Challenge the reader to articulate what factors are important to the success of a theatrical production, and compare and contrast them with those of “traditional” businesses.

3.
Analysis: Identify and discuss the metrics used to analyze the success of a theatrical production and then apply this thinking to its expansion internationally or on Broadway.

	questions for discussion


1.
Can the performing arts be considered “an industry”?
2.
From an entrepreneurship perspective, highlight the issues that must be considered when dealing with creations in the performing arts that have cultural or classical roots.

3.
Are there special conditions or conflicts of interest, which apply, in the quasi-public sector of the performing arts to businesses such as Mamma Mia!?
4.
What do you think of the Mamma Mia! show? Is it entrepreneurship?
	teaching approach


Mamma Mia!: The Little Show that Could is best positioned at the end of a module on international business, or as one of the concluding cases in a course on Entrepreneurship. The “fun” nature of studying the success of a Broadway show is meant to serve as a good contrast with other businesses, while at the same time reminding the reader that even a musical featuring a 1970’s songbook has to still be managed for profitability like any other venture.

This Teaching Note assumes a 90-minute class to teach this case. 

A. Introduction (10 minutes): 
While the instructor is setting up for class and as the students are milling around their seats, you might consider having the hit song “Dancing Queen” playing on the classroom’s audio system. Regardless of the students’ age, almost everyone knows this song (even if they don’t associate it with the Show), and hearing its fast beat is a great way to get everyone “in the mood” for a fun, lively discussion. 
I usually begin class by querying the students as to how many of them have actually seen the production. While usually 25-50% has been to the Show once, in some cases people have even seen it multiple times or in different locales. To avoid disadvantaging those who haven’t yet experienced Mamma Mia, I usually play the 1-minute “worldwide advertisement” on their web site (see Other Resources at the end of this Teaching Note for the URL). This might also be an opportune time for a guest speaker in your class to briefly present on the performing arts or on the success of Mamma Mia itself. (Sources for good guest speakers are also listed below in Other Resources).

Finally, I conclude the introductory portion of the class by having the students establish the facts on the Show’s “performance” to date: 
1.
Was the Show successful on Broadway?
[$27 million in advanced sales, 2nd highest amount ever]
2. 
What was its return-on-investment?
[$10 million to produce & recouped all costs within 6 months]
3. 
What is the overall return-on-investment?
[Show had grossed $400 million by the end of 2002]
4. 
How many productions are there?
[5 concurrent productions in US, Canada and the UK, with 4 international versions licensed. 700 actors and staff.]

B.
Life Cycle of the Show (5 minutes): The second line of questioning should focus on where Mamma Mia is in its life cycle?

1.
What life cycle stage is the Show in?
[Growth and expansion]
2.
Which single goal is most important?
[Continuing to please audiences and sell out seats each night]
3.
Who sets the tone for each production?
[Judy Craymer and her Executive operations team are still personally involved in each new production from Broadway to the individual road shows]
C.
Anatomy of an Entrepreneur (10 minutes): What skills does Judy Craymer possess that has enabled Mamma Mia to become so successful? Was she good or just lucky? 

1.
Skills Judy Possesses:

a.
Determination: Pitched the idea to Ulvaeus and Andersson for 10 years before they said yes.


b.
Patience: She waited to bring the Show to Broadway until it had proved itself on-the-road in other markets.


c.
Delegation: She outsourced key elements of the Show as required (direction, choreography, and writing).


d.
Frugality: Craymer relied on word-of-mouth advertising instead of utilizing a large marketing budget.
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2.
She’s lucky:


a. 
“Thank you for the music!
“: Craymer simply adapted a set of well-known, famous songs from ABBA.


b.
Basic script: The storyline is extremely basic with a focus solely on the Show’s hit music.


c.
Smaller markets did well: Success in smaller markets begot success in larger ones, easily paving the way for a strong run on Broadway.


d.
In the right place, at the right time: She capitalized on people’s continued love for 1970’s music.


3.
She’s good:


a.
Payroll: There’s no real “star” in the show with a high salary. Five lead actors and the ensemble only.


b.
Servicing Unmet Need: This is a cross between a musical and a concert, unlike other Broadway shows.


c.
Diversification: Road shows cover multiple cities in the US and only stay in each locale for short stays.


d.
 Experience: She’s applying her lessons from the failed Chess experience to Mamma Mia.

Exhibit ID-2
	Mamma Mia

	    She’s lucky:

· “Thank you for the music”
· Basic script
· Smaller markets did well
· In the right place, at the right time
	    She’s good:

· Payroll
· Servicing Unmet Need
· Diversification
· Experience


D.
Management of shows in the performing arts (15 minutes): 
The next line of questioning should focus on how theatrical productions are managed. For example, is performance quality emphasized to the exclusion of all else, or is there a balance between profitability and other factors? The class is usually divided on this point. Some students suggest that you can’t compare a Broadway show to a company selling widgets; the two business models are so different that one can’t even begin the debate. The opposing side will say that the bottom line always matters, no matter what product or service is being sold or performed.

The instructor might ask:

1. How and why are large market shows in Broadway and in London managed differently than Road Shows? (pages 126-128)?

2. How are large market shows financed? How does this compare to Road Shows? (see Other Resources below).

3. Why do some shows spend heavily on advertising while others rely on word-of-mouth? (page 128)

4. Compared with Hollywood, to what extent are theatrical “stars” in a production a draw to get people to come see it? (page 126)

E.
Why is Mamma Mia so successful? (30 minutes): 
At this point in the discussion many students believe this question is a “no brainer” and argue that an analytical approach of the Show’s success isn’t necessary. “Craymer simply came up with a good idea which keeps audiences entertained night after night. It’s that simple,” they say. I usually respectfully disagree and ask the students to also consider the following:

1. Definition of a “Blockbuster”: Grease and Saturday Night Fever were only moderately successful as shows, even though their soundtracks were best-sellers. 
2. Audience Participation: Mamma Mia smartly involves the audience at the end of each production. This is a somewhat rare occurrence (to the extent that the Show involves a three-song Mega-Mix at the end of each night).

3. Demographic Appeal: ABBA’s songs appeal to young and old audiences alike.

4. Songs have a lifespan outside of the Theater: Given their roots as hit songs, the Mamma Mia soundtrack is not self-contained within the four walls of a theater. For example, how often do you hear (more than two or three) songs on the radio from Les Miserable or A Chorus Line?

5. Short stay in each city: Outside of Broadway and Las Vegas, the Show only stays in each city for a short time, making ticket acquisition difficult (and thereby guaranteeing seats will be in demand).

6. Light, fun “theme”: The storyline has nearly universal appeal since it isn’t politically motivated or “heavy” in its coverage of certain topics. It’s a “feel good” Show from beginning to end.

F.
Quality of the Show (10 minutes): 
The final question is whether Mamma Mia can be considered on the same plane as classic shows like Cat’s, Les Miserables, and The Lion King. This topic always provides a divergent set of opinions, as well.


1.
Not on the same level:
a. Nothing new created by Craymer: She didn’t “create anything,” but simply adapted the songs to a show.

b. Not serious enough: You can’t begin to compare the “fun” of Mamma Mia with a serious Broadway show like Les Miserables.

c. No character development: Characters are shallow, and the storyline is basic.

2.
Mamma Mia is on the same level as the classic shows:
a. Gross Receipts: The Show continues to play to sold-out audiences on a regular basis. From an economic perspective, it’s keeping up with the classics.

b. Generates word of mouth advertising: People like it and continue telling their friends. It has the same appeal as a “hot show” like Cats.

c. Classic Songs: The storyline isn’t anything special, but the music it features is classic.

d. Does it really matter: In the end, the Show is home-run. Does it really matter what it is or how it is categorized?

G.
Epilogue (10 minutes): 
As of the publishing of this case, Mamma Mia continues to hit new box-office records; and, in spite of economic stagnation in the US (and worldwide), continues to do well. The Show has signed an 8-year lease with the Mandalay Bay Hotel in Las Vegas and has invested “in kind” with elaborate sets and permanent fixtures. This is in stark contrast to Mamma Mia’s Road Show approach, which due to transportation logistics regularly features basic sets and decorations.

Note: Shortly before this case was taught for the first time I had the opportunity to interview of member of the Las Vegas company of the Show at length about Mamma Mia’s history, the perspective of an actor in a hot production, and the actors’ relationship with the production executives. I was pleased to discover that the press has been accurately reporting on the Show, its revenue figures, and overall approach to the “business” of Mamma Mia. Since this case was written from publicly available sources, it was gratifying to see everything be corroborated.

	other resources


The following might be useful to the instructor in teaching this case:

A. Additional Readings

Items 1 through 4 below can be assigned as additional reading:

1. Exhibit 1: Reviews of the Broadway production, Chess.
a. Review I: “In Trevor Nunn’s Musical ‘Chess,’ East Faces West Across a Board,” NYT, 4/29/88

b. Review II: “‘Chess’ Seeks To Shed Its Checkered Past,” NYT, 4/24/88

c. Review III: “‘Chess,’ A New Musical By Tim Rice and ABBA, Opens on Broadway,” AP, 4/29/88

2. Exhibit 2: Economics of Broadway-originated “Road Show” productions

a. “Paying Big Bucks And Getting Shortchanged. Audiences see smaller productions, few stars when Broadway shows go on the road,” The San Francisco Chronicle, 1/23/00

3. Exhibit 3: Mamma Mia! Newspaper Reviews

a. Theatre Review by Matthew Murray, 10/19/01

b. ‘Mamma Mia!’ Arrives on Broadway, Michael Kuchwara, AP Drama Critic, 10/18/01

c. Mamma Mia! Review by Ken Mandelbaum (date unknown)

d. ABBA DABBA DO!, by Clive Barnes, 10/19/01 (NYPOST.com)

e. Mama Mia! Mama Mia!, The Worst Show Ever, by John Heilpern (date unknown)

f. ‘Mamma’ has its moments, by Elysa Gardner, NY Times (date unknown)

4. Exhibit 4: Anatomy of a Broadway Show’s Economics

a. League Releases Economic Study: 2000-01 Season Pumps $4.42B into NYC; Producers’ Costs Soar, by Leonard Jacobs, 10/10/02
Please note that all material has been published either electronically or in print form and is copyrighted. 

B. Electronic Resources

The instructor might also find Mamma Mia’s web site (http://www.mamma-mia.com/) to be a good source of background for the case.

1. Worldwide Advertisement: After selecting either Broadband or Normal (depending on the speed of your internet connection), click on the 4th icon from the left, the “multimedia” section of the site. Scroll down to “next page” and then select “Mamma Mia! Worldwide television commercial.” This is a one-minute clip (also available at different connection speeds) that will provide students who haven’t yet seen the production with a quick look at the Mamma Mia’s exciting sights and sounds.

2. Mamma Mia! Worldwide Brochure: This is also available on the Show’s web site for (US) $10. Select US Tour, Merchandise and Accessories. The brochure has good information on each of the Show’s productions worldwide, selected passages from Catherine Johnson’s Diary, and interviews with the top actors.

C. Mamma Mia! CD-ROM Soundtrack

1. London Production: ABBA has only authorized one production CD to be cut for the Show. Their rationale is to continue steering their fans towards their “Greatest Hits” collection, as opposed to the various Show CD’s (i.e. Original Cast Recording, Broadway company) being sold as competition. The sole Mamma Mia! CD-ROM soundtrack is from the London cast.

D. Guest Speakers

1. Actors and Producers: For Universities with a performing arts center on campus, or with close ties to local/regional theaters, the instructor might find it beneficial to invite an actor(s) or producer(s) to guest speak at the beginning or end of the case discussion. In typical business courses, guest speakers rarely hail from the theater, and this might be a nice opportunity for students to broaden their horizons and “talk shop” with people and executives whose backgrounds and experiences are different from their own.
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� For example, the choice of debt vs. equity financing is critical to any new business, but is a completely separate discussion than how the entity should be operated on a daily basis. Choices of what products to sell, the calculation of gross margin and how many people to hire should be isolated from what financing vehicles should be chosen by the entrepreneur.


� This is a key quote from Professors Bill Sahlman and Howard Stevenson in their Entrepreneurial Finance course at Harvard Business School.


� Kiss, Bow or Shake Hands (Morrison, Conaway, Borden)


� Ibid.


� For historical notes, the instructor might refer to the work From Emperor to Citizen (Aisin-Gioro Pu Yi) as it provides a great context for China today.


� VJ Eddie Wu, � HYPERLINK http://china.candidemedia.com/html/dispatches/five/vox.html ��http://china.candidemedia.com/html/dispatches/five/vox.html� accessed July 2003


� EBITDA stands for Earnings Before Interest Taxes Depreciation and Amortization.


� The “Pro Forma” approach to finance attempts to isolate non-recurring expenses from those of the basic business model. The theory is to show that the core financial model is sound and the company is “making money.” Unfortunately, this tack is often taken by the firms who can least afford to use it; ones that are woefully unprofitable, and are trying to use creative accounting techniques to lull investors into a false sense of security. When in doubt, I would suggest viewing companies from (a) a cash flow basis and (b) net of all expenses, non-recurring or otherwise (unless an extraordinary event has truly caused a one-time expense to be generated).


� MD&A is an abbreviation for Management Discussion and Analysis, and usually refers to the notes accompanying an Annual Report, for publicly traded U.S. companies, or as an informal explanatory vehicle for the financial documents of closely held companies.


� The instructor might find it helpful to refer to (or assign as reading) the Harvard Business School Publishing note entitled: “A Method for Valuing High-Risk, Long-Term Investments.”


� This represents 1.3 to the 5th power


� This is a lyric from one of ABBA’s hit songs.
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Section 3: Case Analyses
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A. Monroe Lock and Security


1. Segmenting the market into: 


· Residential homeowners.


· Landlords/managers of rental housing units.


· Owners/managers of small to mid‑size retail and commercial properties.


· Automobile owners.


2. Developing strategies for services targeting each market segment.


3. Increasing awareness which will result in increased sales.
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    Beijing Sammies

  
Skills/Attributes Sam Goodman Possesses:

· Visionary


· Determination


· Self-Realization


· Isolation of Decisions


· Diversification


· Logistics


· Altruism

  
Skills/Attributes Sam Goodman Needs

· Fund Raising


· Planning


· Metrics


· Delegation
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Return on Investment


10% rate of return =  17% IRR  (17% required growth EACH year)


20% rate of return =  35% IRR


30% rate of return =  54% IRR  (current case)
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Mamma Mia


     Skills Judy Possesses:


· Determination

· Patience

· Delegation

· Frugality
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A. Monroe Lock and Security

Projected Sales Revenue


40 hours ( $25 = $1,000 per week


( 52 weeks = $52,000 per year


÷ 12 months = $4,333.33 per month
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Turner Test Prep Co.


Break-Even Calculation


  Fixed Costs


Prof. Salaries for 1, 200 hours per year @ $75.00 per hour
 $90,000.00 


Office Space @ $2000 per month
 
  
$24,000.00 


Utilities and Insurance @$1,000 per month

 $12,000.00 


Printing @$500 per month
 
 
 
$6,000.00 


Marketing @400 per month


 
$4,800.00 


Travel @$200 per month
 

 
$2,400.00 


Total




$139,200.00 


  Variable Costs


Materials @ $600 per student
 

 $600.00 


  Selling Price per student



 $1,100.00 


  Number of Students Jessica Needs


Break-even point = Total Fixed costs ÷ Selling Price – Variable Costs


     $139,200    

$1,100 – $600


Number of students needed to break even
278.40 



(of course the number of people will be 279, giving her about $300 in profit)



