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CASE: ¢
LAMPERT & SONS COMPANY

John Lamperl, president ol Lampert & Sons
COmpany, a small manulacturing firm producing
eleclricalappliances. was an enlrepreneur with
atechnical background. He recently moved into

Al the local lighling stores, the lamps that
might fit the purpose cost far more than Mr.
Lampert was willing to pay. He felt thal there
was a real need for a low-cosl, altractive
spotlight or clamp-on lamp. He discussed his
idea with a business colleague, who raised a
number of questions such as these:

+ Is there really a need for such a product?
* Whal should such a lamp look like?

* How or where should it be produced (e.g., in his
plant in the Midwes! or abroad, such as in Korea,
Hong Kong, or Taiwan)?

* What arrangements would have to be made il the
lamp were 1o be produced by Lampert & Sons?

* Whal kind of distribution channel {or channels)
should be used 1o sell the product?

<3¢ )

a new house, and his wile asked him to install
some spotlights to accent various areas in the
house, such as; bookshelves, a sculpture, and
certain items in a wall unit.

* How would he maintain the quality if the price of the
lamp was lo be-kep! low?

Aller this discussion, Mr, Lamperl realized that
he really had not thought through his idea and

could not salisfactorily answer several of the
questions.

1. # you were a small-business consultant, how
would you answer the questions Mr. Lampert's
colleague raised?

2. What other aclions would you recommend for
making the decisions lo design the product, to sel
up a production system, and 1o control the opera-
tion, especially the quality?

3. What decision-making lools and lechniques could
assist in making these decisions?
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WILLINGHAM COURSES, INC.
Capital Budgeting: pasic Techniques

Willingham Courses, lnc., founded by Ron
Willingham in 1972, has dealt primarily in per-
sonal and professional motivational courses, par-
ticularly for corporate employees, Most recenly,
the firm has locused on development material o
be used 10 prepare a company's sales force 1o be
more effective in their elfons.

AL the present time, extensive thought and
clfort have been given developing a new sales
program. The course material, titded Integrity
Selling, provides an approach 1 sclling based on
a clear identilication of the customer's legitimae
needs. Willingham has identified a strong poten-
tial market for such a course among the Fortune
500 firms 10 be used in training their sales per-
sonncl. In visiting with (he sales executives of sev-
eval of these companies, he has received commit-
ments o purchase the course. However, he is
reluctant w begin selling the program before in-
vestigating the merits of the two possible strate-
gics. Specifically, questions still remain concern-
ing the expected life of the instructional material
and the marketing strategy.

I analyzing the prospects of the investment,
Willingham considers the basic product to have
an cxpected life of approximascly five years
(Surategy A). However, this estimate could be sig-
nilicanuy lengthened by undertaking a major re-
vision in the course package in the fifth year
(Slr:ucgy B). The options under consideration
may be stmmarized as follows:

¢ Stategy A: The first strategy requires an in-
vestment at the prescent time totaling
$300,000. This amount would provide the

necessary funds for course development and

Figure C22.1

LY

production equipment ($250,000) as well as
working capital requivements of $50,000. The
working capital portion of the investment
niy be liquidated upon the wemination of
the conrse. The expected life of the project is
live years.

Strategy B: The sccond strategy involves a two-
phase investment in which the initial invest-
ment ol $350,000 is commiued ($250,000 in
cowrse development and equipment plus
$100,000 of working capital), but $200,000
must also be expended on conrse develop-
mentat the conclusion of the fifth year. This
investunent would resubt in substantive modi-
fications and improvements in the program.
While time is of the essence in poing o the
nurket, within the next few years several ma-
jor improvements in educational equipmemt
are expected. Such a wo-phase investment
would allow the firm to reap the henelits of
these developments.

To sum up, the management is considering two
basic approaches for promoting Integrity Selling:
(1) a concentrated cffort whose intent is to siytu-
rate the market during a five-year period (Suat-
egy A); (2) an extended investment in Integrity
Selling with the prolonged life being the result of
a major revamping of the cowrse structure in the
Gifth year (Striegy B).

The estimates of the annual receipts and op-
crations expenses for the two strategics ave given
in Figure C22-1,

Additional information relevant 1o the situa-
tion is as follows:

Ron Willingham Courses, Inc. Estimated Annuat Receipts and Operational Expense
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The production of ihe material will require
the use of a portion of an existing plant not
included in the cost of the invesunent, This
part of the plang, which FEPresents excess

floor space, could be considered to have a

book value of $150,000 and a corresponding
annual depreciation of $10,000 per year.
However, this segment of the plant is not
used presendy and could not be used other-
wise, owing to the floor plan of the I)uil(ling.
Cost of goods sold of similar programs has
genevally been a variable cost approximating
60 percent of sales.

Adminisirtive expenses for ihe company will
be $10,000 annually, which has been the level
of administrative expenses for the past year,
However, only $4,000 of his amount will bhe
allocated via the cost accounting system 1o
the new prograum,

The bank has agreed o finance $100,000 of
the investment atan interest rate of 10 pur-

5.

cent, with the interest being payable yaarly
and the principal coming due at the end of
the project life,

The company's wx rate is 30 percent, and it
uses steaight-line depreciation (no salvage)
for all expendiures. Assine that the cost of
course development, equipment and plamt
expenditires will he deprecinted over the tife
of the projeat, while the cost of the working
capital is not depreciated, but any working
capital will be recovered at the end of the
project.

Qucstions

Compute the annual alier-tax cash flows lor the
two plans.

Compue the net present vithie and the imernal
vate of return for each plan, asstning a cost of
capital of 12 percem, ’

Which comrse of action should be 1aken by the
firm? Explain,
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O NCE a pioncer in book distribu-
tion, the 60-plus-year-old Book-of-the-
Month Club (BOMC) had fallen on
haced times. BOMC's outdated produc-
tion methads forced the club’s editors
to choose their titles 13 weeks before
catatogs reached members. In today's
publishing environment, 3 months of-
ten mean the difference hetween the
best-seller fist and che remainder bin.

Although BOMC's database con-
tained 3.5 willion memberships in the
cight book clubs BOMC; runs, the data-
base was not a gold mine of informa-
tion. It retained names, addresses, and
the number of books ordered—very ba-
sic information. Bur it retained little
data about a customer’s tastes and
preferences.

- Prospecting for new members had
also become prohibitively expensive.
BOMC relied on no-conmmitmenc-offers
such as “four books for four bucks,”
with no pledge to buy more. Thus
many new members never ordered any-
thing else. BOMC became a commodity
merchant whose basic pitch was price,
But it could not cffectively compete on
price with nationwide chains such as
Waldenbooks and B. Dalton.

BOMC recently'started making
some changes. Gone from its advertis-
ing is the hard scll, in favor of 4 gentle
pitch with the theme “We deliver more
than hooks.” Ads seill push cheap
bouks, but now they insist on a com-
mitment to buy two books at the regu-
lar price. The company also highlighes
services such as gift wrapping and book
searches. The unmistakable message:
Join for the privileges of membership,
nat for the cheap books.

Some 400,000 long-standing repeat
buyers have been designated “preferred
members.” They reccive specially de-
signed book catalogs and mailings and
have aceess ta a special 800 order num-
ber. The feedback has been so positive
that BOMC plans to roll out preferced
member status to another 600,000
customers, ,

Desktop publishing and other tech-
nologies have been adopted 1o redyce

editorial lead time fram 13 weeks to
3.5. But the biggest hopes for progress
rest on better use of the club’s database,
Unlike the old system, the new one spits
out all sorts of facts on exactly what
BOMC members read. Does a member
of the History Book Club buy only
books on ancient Greece? Does a mem-
ber balk at paying more than $12 for a
single tithe? On the basis of this kind of
information, BOMC will be able to tar-
get its marketing efforts and catalogs
much more nagrowly,

The new database should also help
BOMC control marketing costs. For ex-
ample, if a member histarically buys
only two or three books a year, there's
10 point in mailing a new catalog every
3 or 4 weeks.

LQUESTIONS

1. Why do people buy books through
the mail?

2. How important to BOMC's success is
its marketing database? Explain.

3. Is BOMC practicing frequency
marketing? Explain,

4. Does BOMC do a better job of
targeted marketing now than it dig
in the past? Explain.






