BA133 STRATEGY FIRST 

STUDY GUIDE II
1. What is a business?

A business is any activity that seeks to provide goods and services to others while operating at a profit.

2. How can strategy help a business overcome competition?
By following a strategy that creates a distinctive advantage for their products over the products of other businesses.
3. How do businesses make life better?

Business and their employees create the wealth that people use to buy goods and services.
4. What are some of the forces at play in the global market?
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Forces at Play

The forces at play include many that we are familiar with from previous economic models, but their effect on the workplace, the workforce, and individual lives and careers has changed exponentially with the increase in variables of time and distance, culture and knowledge. They include supply and demand, productivity, competition, ethnicity and religion, public policies and private practices, mergers and acquisitions, commodity prices. They also include outsourcing, currency exchange rates, trade balances, education and health, immigration, birth rates, political shifts, wars, natural disasters and scientific discoveries. All of these are important. Because of the increased speed with which change will continue to manifest in the global market and the new economy, they are much more directly affecting every career and every opportunity to make a difference. 
Forces at play:

	· supply and demand

· productivity

· competition

· ethnicity and religion

· public policies and private practices

· mergers and acquisitions
	· commodity prices

· outsourcing

· currency exchange rates

· trade balances

· education and health

· immigration
	· birth rates

· political shifts

· wars

· natural disasters

· scientific discoveries


5. What will the global market require of you to succeed?
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Requirements for Success 

Some of the competencies at which each of us needs to excel are provided by the Core Curriculum, majors and minors. Others include new perspectives “Career decision-making now necessitates engaging with an international range of variables” on entrepreneurship, enterprise leadership, decision making, ethics, and social responsibility. There are profound implications for how students conceptualize potential career opportunities and how they assess and educate themselves for their career(s). With dramatic increases in market speed, market participants are placing increasingly higher premiums on their employees’ technical and intellectual capabilities. The critical importance of high level competence with information technology is well established. Less recognized is the increasing need the new economy creates for rigorous decision-making and analytical skills, and the ability to exercise those skills in time sensitive environments. Because markets are borderless, career decision-making now necessitates engaging with an international range of variables – economic, political, cultural, and physical – that were simply national in scope a generation ago. 

Viewing the world in such a way as to observe anomalies and see them as entrepreneurial opportunities - the ability to see problems, ask the right questions, find the best answers, and make offers to help solve them - will be highly valued in any career. 

Learn More

You will need to understand your education as learning, every kind of learning, in class and outside of class, on campus and off campus, in the US and around the world. Think of these as opportunities to learn to be a responsible citizen of the world and consider it your life’s work.

Every day across the country, and around the world, there are a variety of opportunities to learn more about the forces at play in the global market and the new economy. You can gain insights to future trends through routine research, discussions with faculty, courses, lectures, special presentations, and international work and learning experiences where you have the opportunity to learn by living and working in an international environment.

“You will have to be more than a self-motivated learner who pushes the bounds of your discipline”

To be successful, you will have to be more than a self-motivated learner who pushes the bounds of your discipline. You need to become an assertive learner who learns by putting yourself in new circumstances (at least partly outside of your disciplines) where you will have the opportunity to make new connections every day. 

In order to view the world in such a way as to observe anomalies and see them as entrepreneurial opportunities - the ability to see problems, ask the right questions, find the best answers, and make offers to help solve them - you need to scan the global market regularly and reflect carefully on what you see. You need to learn to think entrepreneurially regardless of what sort of work you do and in any kind of organization.

You need to develop and explore entrepreneurial sides of your character whether you go into the arts, commerce, government, religious, or academic work. You need to think beyond the immediate horizons. 
6. If you are entrepreneurial you would observe the world in such a way as to see anomalies as what?
Entrepreneurs observe the world in such a way as to see anomalies as opportunities to make things better by solving problems.

Entrepreneurs are people who risk time and money to start and manage a business.
7. What does strategy mean in business?
A strategy is a long term plan of action designed to achieve a particular goal. Strategy is differentiated from tactics, or immediate actions, with resources at hand by its nature of being extensively premeditated, and often practically rehearsed.
A strategy is a long term plan of action designed to achieve a particular goal.

Strategy may also refer to:
In business:

· Business strategy, the art and science of enabling an organization to achieve its objective 

· Marketing strategy, a process that allows an organization to increase sales and achieve a competitive advantage 

· Technology strategy, a document that explains how information technology should be used as part of a business strategy 

· Digital strategy, the process of specifying an organization's processes to deploy online assets 

· Trading strategy, a predefined set of rules to apply in finance 
Strategic management is the art, science and craft of formulating, implementing and evaluating cross-functional decisions that will enable an organization to achieve its long-term objectives[1]. It is the process of specifying the organization's mission, vision and objectives, developing policies and plans, often in terms of projects and programs, which are designed to achieve these objectives, and then allocating resources to implement the policies and plans, projects and programs. Strategic management seeks to coordinate and integrate the activities of the various functional areas of a business in order to achieve long-term organizational objectives. A balanced scorecard is often used to evaluate the overall performance of the business and its progress towards objectives.

Strategic management is the highest level of managerial activity. Strategies are typically planned, crafted or guided by the Chief Executive Officer, approved or authorized by the Board of directors, and then implemented under the supervision of the organization's top management team or senior executives. Strategic management provides overall direction to the enterprise and is closely related to the field of Organization Studies. In the field of business administration it is useful to talk about "strategic alignment" between the organization and its environment or "strategic consistency". According to Arieu (2007), "there is strategic consistency when the actions of an organization are consistent with the expectations of management, and these in turn are with the market and the context."

“Strategic management is an ongoing process that evaluates and controls the business and the industries in which the company is involved; assesses its competitors and sets goals and strategies to meet all existing and potential competitors; and then reassesses each strategy annually or quarterly [i.e. regularly] to determine how it has been implemented and whether it has succeeded or needs replacement by a new strategy to meet changed circumstances, new technology, new competitors, a new economic environment., or a new social, financial, or political environment.” (Lamb, 1984:ix)[2]
8. What is an example of a successful strategy in business in each of the global domains?

The World's Most Influential Companies

http://www.businessweek.com/magazine/content/08_51/b4113043336126.htm
In a year of loss, they're building market share, upending their industries, and changing consumers' lives 
The December 22nd edition of Business Week published an article titled “The World’s Most Influential Companies”. As per Business Week, “they are the innovators and front-runners that are shaping business today”.

The following is a brief overview of the the top ten companies from the list. These 10 companies “have devised winning strategies in their industries. They are the ones with the game-changing ideas, the greatest impact on consumers, and the bold tactics rivals emulate. None is infallible or without controversy”. Five of the 10 companies are US-based.

1. Apple (AAPL) is a Cupertino, California-based maker of many technology products like cool laptops, iPhones, iPods, etc. that are “imaginative, irreverent, and pleasing to the eye”. Apple’s annual sales are $24.0 B. AAPL does not pay a dividend. After reaching a high of $200 in January, the stock closed at $85.04 yesterday. Annual revenue growth in the past 5 years is 39.23%. However, sales may not continue at this pace due to the economy being in recession and many folks who own iPods, iPhones do not find the need to replace them.

2. Google (GOOG) is the world’s top search engine. It processes “3,000 queries per second in the U.S. alone”. GOOG has a P/E of 19.07 and does not pay a dividend. Late last year the stock reached a peak of $716. Yesterday it closed at $302.95.

3. Huawei is a Shenzen, China-based maker of “networking equipment, cellular handsets, and other telecommunications gear. Huawei’s stock is not listed in the US markets. The company competes against other network equipment makers like Nortel (NT), Alcatel-Lucent (ALU), Cisco (CSCO),etc. Annual sales are $12.6 billion.

4. JPMorgan Chase and Co (JPM) is one of the so-called three giant “superbanks” that dominate the financial industry in the USA. JPM currently pays a dividend of 5.22%. In September, Chase bought the failed West Coast bank Washington Mutual (WaMu).

5. St. Louis-based Monsanto (MON) is “a global provider of agricultural products for farmers”. Business Week said, “About 97% of U.S. soy is now grown using Monsanto technology, and the company’s insect- and herbicide-resistant corn and cotton have become the default standard for U.S. farmers”. The current yield is 1.45%.

6. News Corp (NWS) is one of the world’s largest media conglomerates. In the US, News Corp. owns many newspapers including The Wall Street Journal, New York Post and the Fox TV news channel. NWS pays a dividend of 1.36%.

7. The oil company Saudi Aramco is based in Dhahran, Saudi Arabia. Annual sales are $210 B. As the world’s largest oil producer it “ships around 8 million barrels to industrial powers” everyday. Saudi Aramco does not trade in the USA.

8. Toyota Motor Corp (TM) is one of the world’s largest auto makers. TM’s current yield is 4.8%. While revenue increased annually about 11% in the past 5 years, this week Toyota announced that auto sales plunged 21.8% in November, the biggest drop in 8 years. The company also projected that it will report its first operating loss in 70 years due to the current slowdown in the global economy.

9. Unilever PLC (UL) is one of the parent companies of the Unilever Group (Unilever) with headquarters in London, UK. Unilever owns brands such as Dove, Lipton, Vaseline, etc. and they are popular in many emerging countries such as India and Brazil. Unilever was successful in marketing its products to poor consumers by making the packages very small and setting the price accordingly. The P/E is 9.48 and the yield is 2.91%.

10. Wal-Mart Stores Inc (WMT) is the world’s largest retailer. The company operates the Wal-Mart Stores and Sam’s Club in the USA. Sam’s Club’s sales accounted for 11.8% of total net sales in 2008. About 100 million Americans visit its stores each week. WMT pays a dividend of 1.72%.

1. feeding the world – 

Business Week - World’s Most Influential Companies

5. St. Louis-based Monsanto (MON) is “a global provider of agricultural products for farmers”. Business Week said, “About 97% of U.S. soy is now grown using Monsanto technology, and the company’s insect- and herbicide-resistant corn and cotton have become the default standard for U.S. farmers”. The current yield is 1.45%.
The Monsanto Company (NYSE: MON) is an American multinational agricultural biotechnology corporation. It is the world's leading producer of the herbicide glyphosate, marketed as "Roundup". Monsanto is also by far the leading producer of genetically engineered (GE) seed, holding 70%–100% market share for various crops. Agracetus, owned by Monsanto, exclusively produces Roundup Ready soybean seed for the commercial market. In March 2005, it finalized the purchase of Seminis Inc, making it also the largest conventional seed company in the world. It has over 18,800 employees worldwide, and an annual revenue of USD$8.563 billion reported for 2007.[2]
Monsanto's development and marketing of genetically engineered seed and bovine growth hormone, as well as its aggressive litigation and political lobbying practices, have made the company controversial around the world and a primary target of the anti-globalization movement and environmental activists.
2. fueling the world –
9. The oil company Saudi Aramco, http://www.saudiaramco.com , is based in Dhahran, Saudi Arabia. Annual sales are $210 B. As the world’s largest oil producer it “ships around 8 million barrels to industrial powers” everyday. Saudi Aramco does not trade in the USA.  From its headquarters in Dhahran on the eastern shores of the Arabian Peninsula, Saudi Aramco manages virtually all of Saudi Arabia's enormous hydrocarbon enterprise. 
3.  curing the world – 

100 BEST COMPANIES TO WORK FOR 2009

http://money.cnn.com/magazines/fortune/bestcompanies/2009/snapshots/7.html
	7. Genentech 

What makes it so great?

The biotech leader continued to resist a takeover by shareholder Roche; it also implemented retention bonuses and severance ranging from 18 to 52 weeks' pay for anyone terminated after a merger.

2007 revenue ($ millions): 11,724

Headquarters: 1 DNA Way , South San Francisco, CA 94080  Website: www.gene.com


4. housing the world – 

CEMEX strategy of learning how to tap the enormous markets of low-income customers in developing countries by studying how to do business with the poor in Mexico, where 60 percent of the population survives on less than $5 per day with microlending, social capital, high-touch communication and integrating old and new values.
SKS Microfinance

Location: Hyderabad, India
Industry: Financial Services
2007 Sales: $42.5 million (for year ended March 31)

Grameen Bank, the organization founded by Nobel Prize winner Muhammad Yunus, may be the best-known practitioner of microfinance, which provides small loans and other financial services to the poor. But advisory board member Tarun Khanna, a professor at Harvard Business School, believes Hyderabad, India-based SKS Microfinance could have even more impact. (Khanna is on the board of the organization.) For one, it's "unabashedly for profit," Khanna says, which means it's growing fast and plowing those profits back into building new systems and greater scale. Already, SKS has 14,000 employees and 3.5 million customers throughout India, and is adding 300,000 new customers each month.
5. informing the world –

1. Apple (AAPL) is a Cupertino, California-based maker of many technology products like cool laptops, iPhones, iPods, etc. that are “imaginative, irreverent, and pleasing to the eye”. Apple’s annual sales are $24.0 B. AAPL does not pay a dividend. After reaching a high of $200 in January, the stock closed at $85.04 yesterday. Annual revenue growth in the past 5 years is 39.23%. However, sales may not continue at this pace due to the economy being in recession and many folks who own iPods, iPhones do not find the need to replace them.

2. Google (GOOG) is the world’s top search engine. It processes “3,000 queries per second in the U.S. alone”. GOOG has a P/E of 19.07 and does not pay a dividend. Late last year the stock reached a peak of $716. Yesterday it closed at $302.95.

3. Huawei is a Shenzen, China-based maker of “networking equipment, cellular handsets, and other telecommunications gear. Huawei’s stock is not listed in the US markets. The company competes against other network equipment makers like Nortel (NT), Alcatel-Lucent (ALU), Cisco (CSCO),etc. Annual sales are $12.6 billion.

CNN – 24/7 news, weather and sports worldwide.
9. What is an example of a failed strategy in business in each of the global domains?
Reasons why strategic plans fail
There are many reasons why strategic plans fail, especially:

· Failure to understand the customer 

· Why do they buy 

· Is there a real need for the product 

· inadequate or incorrect marketing research 

· Inability to predict environmental reaction 

· What will competitors do 

· Fighting brands 

· Price wars 

· Will government intervene 

· Over-estimation of resource competence 

· Can the staff, equipment, and processes handle the new strategy 

· Failure to develop new employee and management skills 

· Failure to coordinate 

· Reporting and control relationships not adequate 

· Organizational structure not flexible enough 

· Failure to obtain senior management commitment 

· Failure to get management involved right from the start 

· Failure to obtain sufficient company resources to accomplish task 

· Failure to obtain employee commitment 

· New strategy not well explained to employees 

· No incentives given to workers to embrace the new strategy 

· Under-estimation of time requirements 

· No critical path analysis done 

· Failure to follow the plan 

· No follow through after initial planning 

· No tracking of progress against plan 

· No consequences for above 

· Failure to manage change 

· Inadequate understanding of the internal resistance to change 

· Lack of vision on the relationships between processes, technology and organization 

· Poor communications 

· Insufficient information sharing among stakeholders 

· Exclusion of stakeholders and delegates 

1. feeding the world – 

China's San Lu Group Ltd, which has been struck by a tainted milk scandal that killed four infants and sickened tens of thousands of children.
World's biggest dairy co. dumping stake in Chinese baby formula producer http://www2.canada.com/vancouversun/news/story.html?id=91b574b6-0597-4362-a1b4-4c1ba16e2935
	

	Reuters 


Sunday, October 19, 2008

PERTH, (Reuters) - New Zealand's Fonterra Cooperative Group Ltd., the world's biggest dairy exporter, is in talks to sell its stake in China's San Lu Group Ltd, which has been struck by a tainted milk scandal that killed four infants and sickened tens of thousands of children.

Fonterra, which has a 43 percent stake in San Lu Group, said said on Sunday talks were under way on a third-party acquisition of San Lu, which was the first of over 20 firms in China identified as producers of baby-milk powder contaminated with the industrial chemical melamine.

"Discussions are continuing around a number of facets of San Lu's future. These include the possibility of San Lu being acquired by a third party," Fonterra said in an e-mailed statement.

"Any solution involving Fonterra's long-term investment in San Lu or other aspects of the Chinese dairy industry will hinge on us having sufficient influence over key aspects of the dairy supply chain," the firm said.

China's Shanghai Daily reported on Friday that San Lu is facing bankruptcy in the wake of the milk scandal and a group of Chinese dairy producers, including Wahaha Group Co Ltd, Wondersun, Sanyuan Food Co and Feihe Dairy were meeting to discuss a possible takeover of San Lu.

Fonterra in September cut the value of its investments in San Lu to about NZ$62 million ($37.94 million) and said the write-down reflected the damage done to the San Lu brand and the likelihood that it would not recover.

Fonterra, an unlisted co-operative owned by around 11,000 farmers, is New Zealand's largest company and controls about a third of the world's dairy exports. It generates more than 7 percent of the country's gross domestic product.

($11.634 New Zealand Dollar)

(Reporting by Fayen Wong; Editing by Tomasz Janowski)
Krispy Kreme - http://www.cfo.com/printable/article.cfm/4007436 see the case on the last page.
2. fueling the world –

The world’s automakers including GM, Ford, Chrysler, Toyota for not building high mileage alternative fuel vehicles.
Colonial Pipeline Company, based out of Alpharetta Georgia – 

How the Pipeline Operates
Each batch of petroleum product that gets delivered by the pipeline moves on average between 3 and 5 miles per hour.   This means that that to deliver product to Nashville, (roughly 1,000 miles) from the head end of the pipeline in Houston takes 8 days.

It’s important to remember that the pipeline is a shared resource, shipping batches of various products.  The smallest batches run from 75,000 barrels (55 gallons per barrel) and batches can be as large as 3,200,000 barrels.  Of course, that’s on the main pipeline.  As you recall, Middle Tennessee is on a smaller spur off the main line.

Which brings us to where things get interesting.

Hurricane Gustav shutdown the pipeline when it rolled ashore the Louisiana coast, by taking out electrical power required to keep the pipeline moving, and shutting down the refineries, preventing production of fuel, at the source.  Within 2 weeks, Hurricane Ike stormed across Houston, and left power outages and further delaying production.  

To their commendation, the Colonial Pipeline Company employees and local governments worked to expedite bringing the pipeline back on-line, but until fuel production came back up to pre-storm levels, the pipelines are running at a lower speed.

The spur line which feeds Middle Tennessee draws from the main pipeline at Alpharetta, but when there’s limited fuel to push down the spur line, shortages occur.  The Colonial Pipeline Company is ready to resume full delivery, as soon as there is fuel to deliver.

The refineries are coming back online, but are being hampered by the need for adequate supplies of industrial gasses used in the refining processes.  The hydrogen gas used in refineries to process petroleum comes predominantly from natural gas, so crews returning to offshore platforms will bring back into production roughly 15 percent of the country’s natural gas.

A summary of Gulf coast refiners show that Valero Energy began the multi-day restart process at their Houston and Texas City refineries. Conoco reports it’s refineries in Lake Charles and Alliance, LA are increasing production levels after their restart after shutdown for Hurricane Gustav.   Shell said it’s Motiva joint venture refinery in Norco LA is at normal production rates, and it’s Convent, LA refinery has begun production of motor fuel, this past weekend. 

Additionally, the Louisiana Offshore Oil Port, the only U.S. deep water port for delivery of crude oil reports it’s running at full rates, while offloading tankers.

So it looks like production is moving back towards historically nominal levels, and within 7-8 days we should be out of the current fuel crisis, here in Nashville.
3. curing the world – 

Aetna, Blue Cross and Blue Shield of Texas, CIGNA, Humana, Unicare, and United Healthcare – http://www.texmedctr.tmc.edu/root/en/TMCServices/News/2008/01-15/Health+Insurance+Companies+Failing+Patients.htm
	Issue Date: January 15, 2008

	Health Insurance Companies Failing Patients, Survey Shows

	  

	By JENNIFER SNYDER
Harris County Medical Society

All six of the major health insurance companies operating in Harris County are failing patients when it comes to patient care, payment and customer service, said physicians in a survey conducted by the Harris County Medical Society and the University of Houston-Clear Lake Master’s Program in Healthcare Administration.
“We asked the physicians of Harris County to evaluate the health plans, and the results were dismal,” said Harris County Medical Society President Michael V. Kelly II, M.D. “The survey shows that the six largest health insurance companies are providing mostly mediocre service to our patients. Frankly, this is unacceptable. They’re failing our patients, they’re failing physicians and they’re failing the businesses that pay big dollars every year for their products.”
 Kelly said the survey results should be a wake-up call to Harris County’s major health insurance companies. For many years, the Harris County Medical Society has been meeting regularly with health insurance companies to resolve patient and physician issues. 
“Through our current meeting process, we do not get information on the overall performance of the companies or on the processes that are functioning well,” said Kelly. “Therefore, our physician members decided to rate the six largest health insurance companies in Harris and surrounding counties. Our initial goal with the survey was to recognize the areas of good performance and uncover issues that need to be addressed by the health insurance companies.”
“Additionally, we are hoping that this information will assist our physicians and the business community in making their contracting decisions, since there is no formal rating of health insurance companies in our area,” said Kelly. 
Four hundred eighty-seven Harris County Medical Society-member physicians responded to the survey, which evaluated Aetna, Blue Cross and Blue Shield of Texas, CIGNA, Humana, Unicare, and United Healthcare. Results of the survey were compiled by the University of Houston-Clear Lake. Harris County Medical Society distributed the survey to 5,708 of its member physicians in July. The survey respondents came from all areas of the medical profession throughout Harris County: primary care, hospital based, medical subspecialties, surgical, and surgical subspecialties from solo practices, single specialty groups, and multispecialty groups.  
In respect to patient care, survey results show:
• The largest health insurers are failing the public when it comes to preauthorizing medical services for Houston patients. More than 65 percent of the doctors surveyed reported they have experienced difficulty getting their patients’ medical services approved.
•  The six major health insurers in Harris County were reported as denying payment for medically necessary care. Seventy percent of doctors surveyed said that health insurers denied payment of medically necessary care.
• Seventy-four percent of physicians reported that the major health insurers used prescription lists that limited the medications a doctor could prescribe for treatment. 
• While Texas struggles to improve its immunization rates, only 15 percent of the physicians surveyed reported that the major health plans always pay for the cost of immunizations.
In respect to payment, survey results show:
• In 2003, the state legislature passed a law requiring health insurers to pay doctors in a timelier manner. However, according to survey results, 69 percent of the doctor respondents still have problems with the largest health insurers paying them on time. Sixty-four percent of the doctors surveyed said they are paid less than their contracted rates with the health insurance companies.
In respect to customer service, survey results show:
• The six major health plans are failing to educate their customers about the coverage they have. Fifty-nine percent of the physicians surveyed said that their patients rarely or never understand the benefits, co-pays, deductibles, and limitations of their coverage. 
• It is widely accepted that activities focused on general wellness are some of the best ways to lower health care costs. However, 67 percent of the physician respondents stated that their patients rarely or never understood the preventive services, care coordination and other lifestyle modification services available to them. 
• Health insurers are forcing doctors to employ more staff to handle the extra paperwork that comes with filing claims with the health plans. In fact, 83 percent of Harris County
doctors surveyed said they had to hire one or more full-time employees per doctor just to deal with the extra paperwork. 
• When health plans deny coverage for a procedure or a prescription medication, physicians have to spend time advocating on behalf of their patients. However, the major health insurers do not respond promptly to telephone calls, the survey showed. Only 29 percent of the doctors surveyed said the major health plans frequently responded to a phone call promptly. Even worse, the survey stated that there was very little chance that issues, questions and complaints could be resolved with just one call. Fifty-six percent of the doctors surveyed said they never or rarely resolved an issue with one call. 
• Only 24 percent of the doctors surveyed said it was easy to find important information on the major health insurers’ Web sites.  
“Far too often, the health insurance companies impede medically necessary care for our patients by denying payment and preauthorization of services,” Kelly said. “If the plans offer wellness services, neither our offices nor our patients know about them. Payments are wrong or late or both. The plans expect physicians to absorb far too much of the cost of providing care. And their customer service is intolerable.” 
“Having results such as these for companies that are supposed to be industry leaders is shameful,” said Kelly. “In any other field, with this kind of customer service, the company would soon be out of business. It’s time the health insurance companies raise their standards for our patients. As physicians, we take an oath to first, do no harm. I would like these health insurance companies to follow along our (physicians’) guidelines of care. Hopefully, through this survey the medical society physicians can begin a dialogue with the health insurance companies on areas to transform. We would like to work together to provide the best health care possible for our patients and start lowering the cost of health care that is crippling many businesses.”
	


4. housing the world – 

Gulf  Stream Trailers

Toxic FEMA Trailer Supplier Kept Silent on Formaldehyde Dangers

Jul 10, 2008 | Parker Waichman Alonso LLP 

The company that supplied most of the toxic FEMA (Federal Emergency Management Agency) trailers given to displaced Gulf Coast residents after Hurricane Katrina knew the structures emitted dangerous formaldehyde fumes but kept silent. Reportedly, officials at Gulf Stream did not consider the formaldehyde to be a public health issue, and were more concerned about the public relations and legal consequences the company would face if the formaldehyde issues became public.
Current and former Gulf Stream employees told CBS News the company knew it had a problem with formaldehyde.
5. informing the world –

eBay’s failed Business Stratgy with Skype Acquisition

eBay’s third quarter 2007 financial results are in and they took $900 million write down in the value of Skype. So, what went wrong with Skype acquisition? Is Skype a strategic fit for eBay’s business model?

First of all, eBay and PayPal are one of the most remarkable combinations because they made each business stronger on their own, and then created a whole new opportunity called merchant services. eBay set out to recreate it with Skype. But, that level of synergy does not exist between eBay and Skype. Skype mimics eBay in its viral effect of how it had grown its user base initially. That’s where the similarity ends. Skype a VOIP company is a pure communication play. Was eBay trying to become an internet communication company more like Yahoo or Google? 

I think as eBay’s growth started to mature, and because of rising pressure from Wall Street to become a growth company again, probably Meg Whitman looked at Skype acquisition as a diversification strategy. Add a fast growing company to the maturing portfolio mix of eBay and PayPal, figure out how to monetize it later and you have few more years of growth. Thus you can get rid of Wall Street analysts pestering to grow. 

There are 2 kinds of Diversification Strategies: 

Concentric Diversification: When the new business is strategically related to the existing business.Conglomerate Diversification: When there is no common thread of strategic fit between the new and old lines of business. 

If you read Meg Whitman’s interview at Financial Times dated June 18th, 2006 you will see that she was going for a Concentric Diversification. In the interview, synergistic relations between eBay and Skype was painted with such broad brush - it makes me believe that not enough due diligence was done before acquisition. In the end, I think, it was a Conglomerate Diversification Strategy masquerading as Concentric Diversification Strategy. Conglomerate Diversification Strategy is always tough to execute because the executives cannot leverage existing skills and need to gain new skills in a new market. That is the primary reason for the failure of Skype acquisition.

eBay’s failed Business Strategy with Skype Acquisition

eBay’s third quarter 2007 financial results are in and they took $900 million write down in the value of Skype. So, what went wrong with Skype acquisition? Is Skype a strategic fit for eBay’s business model?

First of all, eBay and PayPal are one of the most remarkable combinations because they made each business stronger on their own, and then created a whole new opportunity called merchant services. eBay set out to recreate it with Skype. But, that level of synergy does not exist between eBay and Skype. Skype mimics eBay in its viral effect of how it had grown its user base initially. That’s where the similarity ends. Skype a VOIP company is a pure communication play. Was eBay trying to become an internet communication company more like Yahoo or Google? 

I think as eBay’s growth started to mature, and because of rising pressure from Wall Street to become a growth company again, probably Meg Whitman looked at Skype acquisition as a diversification strategy. Add a fast growing company to the maturing portfolio mix of eBay and PayPal, figure out how to monetize it later and you have few more years of growth. Thus you can get rid of Wall Street analysts pestering to grow. 

There are 2 kinds of Diversification Strategies: 

Concentric Diversification: When the new business is strategically related to the existing business.Conglomerate Diversification: When there is no common thread of strategic fit between the new and old lines of business. 

If you read Meg Whitman’s interview at Financial Times dated June 18th, 2006 you will see that she was going for a Concentric Diversification. In the interview, synergistic relations between eBay and Skype was painted with such broad brush - it makes me believe that not enough due diligence was done before acquisition. In the end, I think, it was a Conglomerate Diversification Strategy masquerading as Concentric Diversification Strategy. Conglomerate Diversification Strategy is always tough to execute because the executives cannot leverage existing skills and need to gain new skills in a new market. That is the primary reason for the failure of Skype acquisition.
10. How does the entrepreneurial life differ from the wired life?
Page 2, Entrepreneurship and the Wired Life

New forms of working life: the wired and the entrepreneurial
Two significantly different forms of working life are emerging.  On the one hand, there is what we call ‘wired” (fast, globally networked, project-centered) form of productivity.  Wired productivity creates new social goods and ethical values which replace and diminish our esteem for the traditional careerist values.  On the other hand, a form of working life is emerging which accentuates other new values, but can support the traditional social goods of the career in new ways.  We call this entrepreneurship, keeping in mind its social, political and economic forms.

11. What is promised-based management?

Page 20 – 22, Strategy execution
“Strategy execution today is rarely implementation of a template.  It is always a promise to satisfy a strategic intent.  Agile, informal promises create the relationship needed between the customer and the performer.”

Promises are “informal, personal agreements between colleagues within a business and a customer, or between a purchasing person and a supplier.  These agreements might be contractually binding but that is not relevant to their execution.”

“In promise-based management, managers focus on getting employees into action.  Meetings do not start out with dissertations about the nature of market reality.  They start out with orientations that lead to requests.”

12. Why should people in one nation trade with people in another nation?
Page 83, Understanding Business 

“1) No country is self-sufficient, 2) other countries need products that prosporous countries produce and 3) natural resources and technological skills are not distributed evenly around the world.”
13. What happens when you borrow money to start a business and then cannot pay back your loan?

The bank or other source of the loan you borrowed forecloses and repossesses your business’s assets.
14. What does it mean for a business to be multinational?

Page 70, Understanding Business
An organization that manufacturers and markets products in many different countries and has multinational stock ownership and multinational management.
Strategic management is the art, science and craft of formulating, implementing and evaluating cross-functional decisions that will enable an organization to achieve its long-term objectives[1]. It is the process of specifying the organization's mission, vision and objectives, developing policies and plans, often in terms of projects and programs, which are designed to achieve these objectives, and then allocating resources to implement the policies and plans, projects and programs. Strategic management seeks to coordinate and integrate the activities of the various functional areas of a business in order to achieve long-term organizational objectives. A balanced scorecard is often used to evaluate the overall performance of the business and its progress towards objectives.

Strategic management is the highest level of managerial activity. Strategies are typically planned, crafted or guided by the Chief Executive Officer, approved or authorized by the Board of directors, and then implemented under the supervision of the organization's top management team or senior executives. Strategic management provides overall direction to the enterprise and is closely related to the field of Organization Studies. In the field of business administration it is useful to talk about "strategic alignment" between the organization and its environment or "strategic consistency". According to Arieu (2007), "there is strategic consistency when the actions of an organization are consistent with the expectations of management, and these in turn are with the market and the context."

“Strategic management is an ongoing process that evaluates and controls the business and the industries in which the company is involved; assesses its competitors and sets goals and strategies to meet all existing and potential competitors; and then reassesses each strategy annually or quarterly [i.e. regularly] to determine how it has been implemented and whether it has succeeded or needs replacement by a new strategy to meet changed circumstances, new technology, new competitors, a new economic environment., or a new social, financial, or political environment.” (Lamb, 1984:ix)[2]
15. How is CEMEX entrepreneurial?

CEMEX observes the world in such a way as to see anomalies as opportunities to make things better by solving problems.

Entrepreneurs are people who risk time and money to start and manage a business.

16. How is microlending important to sustainable development?
Pager 4, Enabling the Poor to Build Housing: Cemex Combines Profit & Social Development
microlending – providing tiny loans to the very poor so they can launch their own businesses and become micro-entrepreneurs. 

17. What is project management?

Page 1, Project Management
Project management is the discipline of planning, organizing, and managing resources to bring about the successful completion of specific project goals and objectives.

18. What skills are needed of leaders to run 21st century organizations successfully?

Page 2-3, Developing Business Leaders for the 21st Century

What types of leaders are needed to run these 21st century organizations?

Hard business school skills AND soft skills with a higher level of emotional intelligence and a broader understanding of the world around them.

1. Connection to a broader purpose within the organization and to the world belief and passion, sense of mission and affinity for business you are in.  Must care and think about what needs to be done and go out to do it, and get it done and then more.

2. Confidence without arrogance

3. Communicators from a belief system

4. Unquenchable curiosity

We have all seen business leaders who rise each decade to be rock stars only then to fall into the trash heap of failed businesses.  Examples can be seen in the corporate raiders of the 1980s, the dot.coms of the 1990s, and now the asset-backed securities.

Hubris – the rules did not apply to them, the world had changed.

The media is a co-conspirator in all this.

Real business leaders recognize they are transient, part of a team and take great pride in the success of their team.

The acid test for leaders is that the leaders I have developed have become successful leaders then that is a legacy.

Computers, etc have created interactivity without connection.  Connectivity is about face to face.

Authenticity is also very important to connectivity.  Are one’s words just words or do they match the music to which the speaker dances?

As we heard on NPR this morning the reason for the bank troubles is that CEOs of banks do not trust the CEOs of other banks to know what is going on and to be honest what’s on their balance sheets.

5. Listening - Due to the speed at which we are moving and things are changing listening is a vital skill.

The higher up in the organization a leader is the harder it is to listen and the more filtered what is said to the leader, but we need to listen carefully and consistently in order to hear.

During the first 100 days I said nothing to anyone, not the press, no one.  Instead I listened to customers and employees to learn what others think and validate my ideas.

In trying to turn things around looking at them the way others do is the only way we can understand what needs to be done.

6. Curiosity – is an abiding discontent for the boundaries of what we know.  Ask questions all the time and the global marketplace if you don’t have curiosity about how different cultures work you will fail.

At Coke management meetings are like being in an Olympic Village.  There are men and women, old and young from all over the world: Ireland, Mexico, Turkey, Australia and so on.

If everyone around you is like you then all you are hearing is recycled views you hold already.

7. Tolerance for Ambiguity – If you are in 100% control of the race then you are not going fast enough.  You cannot rely on learning by rote in order to make decisions at the high speed of change today.

Success is going to flow to those businesses who communicate why they deserve trust and immerse themselves in the society and culture where they work and live.

Business schools need diversity among faculty and students.  Need to open up ways of understanding the global society.  

Development of very strong metrics has diminished Socratic learning and so graduates are often like deer in the headlights because of the complexity of the business world.

Teach ethics.

Two new things:

1. The way the world is governed

2. The way we move the emerging economies into the world, ie China and Brazil, without viewing it as a zero sum game.

Bringing them along in the proper way will prosperity for all and whole economies to grow and avoid conflict.

The epicenter is moving east, but that does not mean our economy is going to lose.

Sustainability – ie various examples of green technology

You cannot tell people to go change.  You have to first learn why they are doing what they are doing and then help them understand the advantages to them of change and then help them learn to things differently.

21st century companies are looking for the soft skills – people who can be leaders and we will teach them the rules of our business.

Kremed!

The rise and fall of Krispy Kreme is a cautionary tale of ambition, greed, and inexperience.
Kate O'Sullivan, CFO Magazine, June 1, 2005

What could be more perfect than a Krispy Kreme doughnut? Hot from the fryer and loaded with sugar, the Original Glazed is practically irresistible. For a time, Krispy Kreme's stock seemed irresistible, too. When the company went public in April 2000, at the peak of the Internet whirlwind, investors flocked to buy into a business they could understand. An old-fashioned franchise based in Winston-Salem, North Carolina, Krispy Kreme Doughnuts Inc. boasted solid fundamentals, adding stores at a rapid clip and showing steadily increasing sales and earnings.

But Krispy Kreme also had a mystique. Its doughnuts, available for many years only in the Southeast, had attracted a devoted, even fanatical, customer base. When the company decided to go national, it opened franchises in locations guaranteed to generate buzz — Manhattan, Los Angeles, Las Vegas — and customers lined up around the block. By August 2003, KKD was trading at nearly $50 on the New York Stock Exchange, up 235 percent from its initial public offering price of $21 on Nasdaq, and Fortune magazine was calling Krispy Kreme the "hottest brand in the land." For the fiscal year ended in February 2004, the company reported $665.6 million in sales and $94.7 million in operating profit from its nearly 400 locations, including stores in Australia, Canada, and South Korea.

And then, just as rapidly as its popularity spiked, Krispy Kreme pitched into a steep downward spiral that may yet end in bankruptcy. The company's woes surfaced in May 2004, when then-CEO Scott Livengood blamed low-carbohydrate diet trends for Krispy Kreme's first-ever missed quarter and first loss as a public company. That raised analysts' eyebrows, as blaming the Atkins diet for disappointing earnings carried a whiff of desperation.

The Securities and Exchange Commission came knocking in July 2004, making an informal inquiry into Krispy Kreme's buybacks of several franchises. As the stock price plunged, shareholders filed suit. Franchisees alleged channel stuffing, claiming that some stores were getting twice their regular shipments in the final weeks of a quarter so that headquarters could make its numbers. The SEC upgraded its inquiry to "formal" status in October 2004. Average weekly sales, a key retailing measure, fell even as the company continued to add stores. In January 2005, Krispy Kreme decided to restate its financials for much of fiscal 2004. Livengood was replaced as CEO by turnaround specialist Stephen Cooper, who also kept his other job: interim CEO of Enron Corp.

The following month, the company announced that the United States Attorney's Office of the Southern District of New York was also joining the fray — a move indicating concern about possible criminal misconduct. In April, Cooper shored up the business by securing $225 million in new financing. The company announced that it expected a loss for its latest quarter, and warned investors not to rely on its published financials for fiscal 2001, 2002, and 2003, and the first three quarters of fiscal 2005, in addition to those for 2004. By early May, Krispy Kreme still hadn't filed its restated financials, and its shares were trading around $6.

What went wrong? How could a company in business for nearly 70 years, with an almost legendary product and a loyal customer base, fall from grace so quickly? The story of Krispy Kreme's troubles is, at bottom, a case study of how not to grow a franchise. According to one count, there are at least 2,300 franchised businesses in the United States, and many are extremely successful. But there are pitfalls in the franchise model, and Krispy Kreme — through a combination of ambition, greed, and inexperience — managed to stumble into most of them.

Aggressive Growth 
From its humble beginnings in 1937 as a family-owned business, Krispy Kreme slowly enlarged its footprint in the Southeast. In 1976, three years after founder Vernon Rudolph died, the company was sold to Beatrice Foods Co.; in 1982, a group of franchisees bought it back. In 1996, the company began to stake its claim as a national franchise.

But once Krispy Kreme went public, "there was enormous pressure, as there is for all companies, to grow very quickly and sustain growth quarter after quarter after quarter," comments Steven P. Clark, an assistant professor of finance at Belk College of Business at the University of North Carolina at Charlotte. Unfortunately, adds Clark, "this was not the sort of business that was going to have that kind of unending growth."

McDonald's Corp. is the gold standard in franchising, driving such profitability to individual restaurants that franchisees are eager to join the system and follow the company's stringent operating guidelines. But Krispy Kreme concentrated on growing revenues and profits at the parent-company level, while its outlets struggled. "You can often get a system to grow really large even when particular outlets aren't really profitable," notes Scott Shane, SBC Professor of Economics at Case Western Reserve University's Weatherhead School of Management and an expert on franchising. Franchises, he explains, suffer from "goal conflict": while the franchisor aims to maximize sales, and thus boost royalty payments, the franchisee needs to maximize profits. If a franchisor packs a market with outlets to boost its own growth, it hurts the system in the long run by forcing units to compete with one another.

"You might add another outlet in a market and increase your sales by 50 percent, but you might have turned franchisees in that market from profitable to unprofitable," says Shane. Thus Krispy Kreme reported nearly a 15 percent increase in second-quarter revenues from fiscal 2003 to fiscal 2004, but same-store sales were up just a tenth of a percent during that time. The waning of a fad? Perhaps. But citing the issue of "significantly declining new unit returns" in August 2004, J.P. Morgan analyst John Ivankoe wrote: "These returns declined as [the] incremental appeal of each new retail store fell upon market penetration." A year earlier, Ivankoe had downgraded the stock from "neutral" to "underweight," the equivalent of a "sell" rating.

Getting Greedy? 
Having to share markets with other outlets isn't the only handicap for franchisees. In addition to the standard franchise fee and royalty payments, Krispy Kreme requires franchisees to buy equipment and ingredients from headquarters at marked-up prices. This strategy, while not unheard of, can hurt franchisees in the long run.

"There are a couple of ways that franchise companies can look at the selling of equipment and formula," says Steve Hockett, president of FranChoice Inc., a company that matches potential franchisees with franchisors. "One is that it's a true profit center, even to the point where companies can be aggressive on pricing. But most successful franchise companies build their business around the royalty payment; they don't build it around equipment sales." Over time, says Hockett, "the franchisor is more likely to succeed by building profitable franchisees that can make royalty payments."

Giant Krispy Kreme competitor Dunkin' Donuts, for example, doesn't "generally sell equipment or product to [its] franchisees," says Kate Lavelle, CFO of the 6,400-store chain. "We have a strong royalty stream that is based solely on store sales." This model, says Lavelle, "keeps company and franchisee interests aligned."

Krispy Kreme, on the other hand, raked in $152.7 million — 31 percent of sales in 2003 — through its Krispy Kreme Manufacturing and Distribution (KKM&D) division, which sells the required mix and doughnut-making equipment. With initial equipment packages selling for $400,000, KKM&D can have operating margins of 20 percent or greater. But what's good for the franchisor's bottom line isn't necessarily good for the franchisee's. "[Raw ingredients and equipment] are sold to franchisees at what [is] an exceptionally high margin.... It is difficult to say how much this margin needs to drop to support franchise operations, but it must," wrote Ivankoe in an August 2004 report.

The Thrill Is Gone 
In its quest for growth, Krispy Kreme also squandered some of its mystique. "They became ubiquitous," says Jonathan Waite, an analyst for KeyBanc Capital Markets in Los Angeles. "Not just in sheer numbers of restaurant units, but also roughly half of their sales started going to grocery stores, gas stations, kiosks. Anywhere that consumers could be found, you could find a Krispy Kreme."

In what amounted to an act of heresy to Krispy Kreme devotees, the company also added smaller "satellite" stores that didn't actually make doughnuts. Unlike its factory-style franchises where customers could watch as the pastries were showered in glaze — "doughnut-making theater," the company called it — some new stores offered doughnuts that had been made elsewhere. Other products were added to the menu, too, including a line of high-carb, high-calorie frozen drinks, or "drinkable doughnuts," as people dubbed them.

Straying further from the appeal of its key product, in May 2004 the company announced that it was developing, of all things, a sugar-free doughnut, in response to the popularity of low-carb diets. (The sugarless doughnut has yet to be rolled out, however, and the new management team is reviewing the concept.)

Fudging the Numbers 
As Krispy Kreme pursued its ambitious growth strategy, it was making missteps in the finance department as well.

Except for the company's plan to finance a $35 million mixing plant in Illinois with an off-balance-sheet synthetic lease — a plan the company scuttled in February 2002, in the face of post-Enron suspicions — Krispy Kreme's accounting seemed unremarkable until October 2003. That's when the company reacquired a seven-store franchise in Michigan, called Dough-Re-Mi Co., for $32.1 million. The company booked most of the purchase price as an intangible asset called "reacquired franchise rights," which it did not amortize, contrary to common industry practice. Krispy Kreme had also agreed to boost its price for Dough-Re-Mi so that the struggling franchise could pay interest owed to the doughnut maker for past-due loans. The company then recorded the subsequent interest payment as income.

Krispy Kreme also rolled into the price the costs of closing stores and compensating the operating manager and principal owner of the Michigan franchise to stay on as a consultant. Both of these expenses became part of the intangible "reacquired franchise rights" asset on the company's balance sheet, rather than costs that would have reduced the company's reported earnings. Krispy Kreme announced in a December 2004 8-K filing that it will need to make a pretax adjustment of between $3.4 million and $4.8 million to properly record the compensation as an expense. A second adjustment of some $500,000 will reverse the improper recording of interest income.

Krispy Kreme's repurchase of its northern California stores from a group of investors is also under scrutiny. In February 2004, the company paid $16.8 million to buy the 33 percent of Golden Gate Doughnuts LLC it did not already own. One of the beneficiaries of the buyout was the ex-wife of CEO Scott Livengood. The company failed to disclose this fact, although Adrienne Livengood's stake was valued at approximately $1.5 million. While the decision not to reveal the connection looks bad, "this is only a significant legal issue if it somehow could be established that [Livengood] was seeking some kind of personal profit or gain through his ex-wife, as opposed to truly serving the company's interest," says Carl Metzger, a partner with Goodwin Procter LLP in Boston.

In its December 8-K, Krispy Kreme revealed that there would need to be adjustments made to the accounting for the Golden Gate Doughnuts purchase as well — a total of $3.5 million to correct improperly recorded compensation expenses and management fees that had been included in the purchase price. The company will also make a similar correction to fix errors made in the acquisition of a franchise in Charlottesville, Virginia.

On top of the questionable accounting and the lack of disclosure, Krispy Kreme may have paid inflated prices for some of the franchises it bought back. In 2003, the company spent $67 million to repurchase six stores in Dallas and rights to stores in Shreveport, Louisiana, that were owned in part by former Krispy Kreme board member and chairman and CEO Joseph A. McAleer Jr. Another longtime director, Steven D. Smith, was also part owner. Compared with the $32.1 million paid for the Michigan stores that same year, the number sounds high — $11.2 million versus $4.6 million per store. A civil suit filed by another former franchisee alleges that a higher bid was offered but ignored.

"I asked a lot of questions about why they paid so much for those acquisitions," says one analyst. "I don't think I ever truly got an answer. They told me it was a different time in terms of valuation, but those were pretty exorbitant prices." The SEC, presumably, will insist on an answer in the course of its investigation.

Who Minded the Store? 
The company's own investigation, as detailed in an April notification to the SEC, has turned up accounting problems in other areas, too, involving derivatives, leases, equipment sales, and the consolidation of a bankrupt subsidiary. Even if these turn out to be mostly peccadilloes, they raise a question: Who was minding the store in the finance department?

As it turns out, a lot of people. From 2000 to 2004, Krispy Kreme employed three different CFOs. John Tate joined just after the company went public, in October 2000, after 18 months at kitchenware retailer Williams-Sonoma Inc. Tate was promoted to chief operating officer in 2002, and Randy Casstevens, the company's longtime controller, took the top finance spot. Casstevens, who had spent most of his career at Krispy Kreme, had never been CFO of a public company before. After adding the chief governance officer role to his duties, Casstevens left in December 2003 in a move he then called "purely voluntary," just five months before the company announced its first earnings miss. (Now working as a career counselor at Wake Forest University in Winston-Salem, Casstevens declined to be interviewed for this story.)

To replace Casstevens, Krispy Kreme brought in current finance chief Michael Phalen, who had worked with Krispy Kreme as an investment banker for CIBC World Markets and Deutsche Banc Alex. Brown, but had never held a CFO post before. The company declined to make Phalen available for an interview. John Tate, meanwhile, departed in August 2004, and is now the operations head at Restoration Hardware, working once again with his former boss from Williams-Sonoma. Tate did not return phone calls for comment.

Company watchers come to different conclusions about the meaning of the CFO churn. Ric Marshall, chief analyst at governance watchdog The Corporate Library, says the turnover may mean the CFOs were trying to raise red flags about the company's financial state. "To me, this says the real numbers the CFOs were coming up with were numbers that the rest of management didn't want to hear. They were looking for a CFO who was going to tell them good news." Adds Goodwin Procter's Metzger, "It may be that a particular CFO is the one who brought these issues to the company's attention. You just don't know." But the fact that Tate and Casstevens were both promoted before leaving indicates that they were on good terms with the board and their fellow managers. All three CFOs answered to Livengood, whose 27 years at the company gave him far greater tenure than any of the finance chiefs.

Stephen Mader, vice chairman of executive recruiter Christian & Timbers, says the CFOs simply may not have been up to the task of guiding a high-growth franchise through the public markets. "This happens a lot with companies that enter the public arena that had done well under earlier conditions, but don't have the experience in the public markets," he says. "You could simply have nothing more here than a lot of marginal competence for running a company of that magnitude."

Current finance chief Phalen "is a capable guy," comments Waite. "If you look at his compensation structure, it's mainly stock options. He has incentive to get the ship righted." But Mader is less optimistic about the CFO's chances. "It's very rare to take a company into bankruptcy or a turnaround phase and hold on to the existing CFO to do it," he says. "You need someone with no baggage, no sacred cows, who can look at things with objectivity."

A Missing Ingredient 
When Krispy Kreme was a fast-growing private company, it was easy to conceal weaknesses in management and corporate governance. But those weaknesses were magnified by the pressures of the public markets, particularly when the company's growth strategy started to stumble, says Marshall. "When you don't have a fully independent board holding management responsible for operational and strategic shortcomings, a machine moving that quickly is going to fall apart," he says. "They really weren't able to sustain the growth rate."

Until recently, Krispy Kreme's board was stocked with insiders left over from the company's days as a private business, including some, like McAleer and Smith, who owned franchises. And until early 2002, the company maintained a fund through which 35 executives could invest in franchisees, potentially creating conflicts of interest. Management elected to dissolve the fund as part of a push to improve governance.

In another questionable move, in 2003, Krispy Kreme purchased Montana Mills Bread Co., a bakery-café chain at which Tate, then chief operating officer, was a director. Tate has said he was not involved in discussions about the transaction. Krispy Kreme put Montana Mills up for sale a year later, after paying approximately $40 million in stock for the business and then recording a $34 million charge upon closing most Montana Mills stores. Together with the problematic franchise buybacks, the transaction smacks more of an insider deal than simple incompetence.

A further warning sign of weak governance was the outsized compensation package awarded to former CEO Livengood, says Marshall. Livengood's total compensation was more than 20 percent greater than the median for similar-size companies, according to The Corporate Library. Despite the company's decline, Krispy Kreme's board allowed Livengood to retire with a six-month consulting position that will pay him $275,000. He holds $1.7 million in options in addition to nearly 100,000 shares of Krispy Kreme stock. Livengood also continues to receive health benefits through the company, but he will no longer have use of the company jet, since one of new CEO Cooper's first moves was to sell off the aircraft lease.

"When we see patterns of excessive compensation, that is usually an indicator that the board is not sufficiently independent," says Marshall. As a result of the board's coziness, he says, no one stepped in to challenge Krispy Kreme's move away from the fresh-doughnut model, and no one questioned the aggressive accounting for franchise buybacks. "It was a classic governance failure," sums up Marshall.

A Fresh Start 
Although Krispy Kreme today looks like a company becalmed, if not sinking, some observers believe it will regain momentum. "Krispy Kreme as a company still has a lot of value in its name and in its product," says attorney Metzger. "There should be a way for the company to continue to grow the business."

With the January 2005 replacement of Livengood with Cooper, the revamped board — in which 8 of 10 directors are fully independent, according to The Corporate Library — has shown it is serious about making a turnaround. Since his arrival, Cooper has lined up $225 million in new debt financing led by Credit Suisse First Boston, Silver Point Finance, and Wells Fargo Foothill Inc. to help Krispy Kreme meet its immediate cash-flow needs. Cooper also announced a cost-cutting program that includes a 25 percent reduction in head count.

UNC's Clark suggests the company may need to go private or sell itself to another large chain, like McDonald's. "But I'm not sure that buyers are exactly lining up at the door," he adds. KeyBanc's Waite calls an acquisition doubtful, in part because he says the company is "not terribly cheap," given the amount of work needed to get it back on track. Indeed, Waite hasn't ruled out the possibility of bankruptcy. "The biggest thing they have to do is bring on an operator," he says. "They need an industry insider who can stem the drop in sales at the unit level — somebody who knows how to drive organic sales growth."

Ultimately, Krispy Kreme needs to get back to what fueled its phenomenal growth in the first place: really good doughnuts. "They need to emphasize the hot-doughnut experience," says Waite, "rather than the cold, old doughnut in a gas station."

Kate O'Sullivan is a staff writer at CFO. 



	Half-Baked
Krispy Kreme first reported solid growth, but has since announced that its results for 2001-2005 are not reliable.

	
	2002
	2003
	2004

	Total revenue*
	$394.4
	$491.6
	$665.6

	Net Income*
	$26.4
	$33.5
	$57.1

	Total long-term debt*
	$3.9
	$62.4
	$146.2

	Number of stores
	218
	276
	357

	Note: Figures for fiscal years ended in February
*in $ millions
Source: www.krispykreme.com
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