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Superior is a family run Ohio Dairy that refused to sell out to the big dairy companies. To fight back they invented a new bottling technology: The stackable milk bottle. This saved money on handling because you could stack entire orders of various milks directly on a pallet which could be wrapped in plastic, shipped and then inserted as-is into the milk case at Costco, Superior's major client. They're problem was that, after spending so much to develop their new capability, they were seriously leveraged. They thus sought to license their technology. Superior asked...
1. How to improve their Balance Sheet.

2. How they can make the technology work more quickly without spending more money.

I had to ask myself if this was the wrong question.  Should they be asking other questions instead?  If so, what is the better question(s)?

1. The first question is important in a general sense, but as an effect not as a cause.

a. It does not matter if you have a strong Balance Sheet if you are out of business, which Superior will be unless they sell more of their technology licenses faster.

2. Question #2 is thus quite critical.

a. Selling the technology licenses is the only way Superior is going to survive and thrive.

3. Other questions they should ask:
a. There are several:
i. What is the purpose of a business?
1. Answer: To make money
ii. What is the Soenhlen’s purpose of having a business?
1. Seeming answer: To have a playground for living their version of the American dream.
a. We can say ad nauseum how wonderful the Soenhlens are, yet, if I held their stock, I’d be furious at them. They’ve made irresponsible business decisions. 
i. It was quite educational to hear some of them blame the last generation for their woes. 
ii. This family seemingly has never lived in reality. 
1. The fact that they were so much fun at the plant visit made me aghast. Do they have any idea where they are financially? 
iii. How do they run a business different from what they’ve been given (on a silver platter)?

1. Put less sarcastically: How do you sell a technology when you’ve never done it?
a. One wonders if the Soenhlens have ever really run a business. 

i. Of course they have in that they are indeed running one, but their seeming top to bottom lack of an understanding of what their strategy is leads one to believe that what they’ve really done all these years is play. Granted, they’ve played hard, but they’ve just played. 

b. They obviously don’t have the skills to sell the technology.

iv. Considering the above points, why should the Soenhlens be in business at all?
1.  If the answer is to continue a legacy, then that is not an acceptable answer. If the answer is, in fact, anything that does not lead with: “to provide value to customers and value to shareholders.” then the answer is not acceptable. 

a. Any other questions the Soenhlens might ask themselves are pointless unless these first questions of why they are in business are raised and dealt with. 

b. But if they would deal with those questions, then the following might be asked…

2. How do the Soenhlens construct a value chain (assuming they know what it is) for the core competency of technology?

a. How do you add the capabilities you need (marketing for example) for no cost? 

i. Can you borrow more money? Can you get resources from somewhere?

ii. If not, what do you do?

1. Answer: You partner with someone with either the capabilities you need or the $ to buy them

a. Whom among such partners do you choose?

b. How do you choose a partner?

v. What uses can your technology be put to?

1. How many? In what businesses?

2. Has anyone sold anything similar successfully? How did they do it?

3. Where are the capabilities to sell this? Who has them?

4. How do you find incentives for everyone you need involved?

vi. From whom/where can I get this information?

vii. What is an optimum price for its licensing in various different types of packaging?

1. What is the possible price for its outright sale?

a. I.E. what do you do if all else fails. Can you sell out in the end and get something?

2. What will the liquidation price of Superior be?

a. Can we sell it to someone and to whom and for what?
What is your synthesis of the environment (customers, competitors, market trends, technology trends, consumer behavior, etc.) that surrounds Superior?
1. Environment 

a. Customers

i. 50% Costco

ii. 50% smaller retail outlets and restaurants

b. Competitors

i. Dean Foods has grown to be major competitor coming out of shift in economy.

1. Traditional groceries overtaken by Wal-mart, Costco (Big box)

2. Different model focusing on quick turns of inventory leading to “everyday” low price. New value chain beat the old.

ii. Other small dairies

1. Any other dairy that is still branded (Smith for example) is going to beat Superior since they are going in the opposite direction, competing via private labeling and working with Costco and have limited their own branding to 20% of their offering

iii. Raw milk sellers consolidate into coop.

1. Put pressure on dairies such as Superior via increased Supplier Power. 

a. Up to 7% penalty on costs of raw milk to Superior.

2. Hook up with Dean in arrangement hostile to independent dairies like Superior.

c. Market trends

1. Market trends are away from traditional milk and in many cases traditional foods towards more health conscious (organic) foods. This comes out of the aging of the baby boomers, their relatively high education and sense of self worth, as well as the high income differentiation enjoyed by a % of Americans many of whom fall in that age group. Spending on better quality and more natural foods is easier to do for this smaller but growing, extremely well healed and self-focused segment of shoppers.

a. Dean has hitched on to this movement by purchase of White Wave.

b. Other companies have followed this path. Kellogg purchased both Worthington and Kashi for example.

i. Point is traditional nutritional staple products are flat or on the decline while the more exotic health foods are growing.

ii. Figures:

1. Nationally: in 2006, organic food and beverages grew 21% to $16.7 billion. Soy milk sales growing 20%/year.

2.  Dean’s White Wave (organic) business successfully contracted with Vail Resorts: 

a. 48,000 pounds of organic butter

b. 137,000 pounds of organic cheese

c. 30,000 pounds of organic yogurt

d. 64,000 gallons of organic milk and 
cream products

3. Traditional Dean business is suffering

a. Eliminating 800 jobs due to high milk costs.

c. Competitive landscape

i. Marketplace drivers of success for Superior

1. Competitive forces. 

i. Growth
Low

ii. Size

Large (but constrained by geography)

iii. SP

High

iv. BP

High

v. Subs
High

vi. TOE

Low

vii. Rivalry
High

ii. Technology trends

1. Presumably many technology trends in manufacturing business will be towards products and processes that provide cost savings. 

a. Superior’s technology is about cost saving, i.e., reducing handling, stocking and delivery costs.

b. It also flows along with the trend away from inventories to just-in-time production, packaging and selling.

c. However, there is an inherent difficulty applying their technology to the dairy business as there is little or no growth in this segment, margins are miniscule and switching costs are very high. 

i. Micro dairy potential clients are very hard pressed to adopt Superior’s technology as it requires a large initial investment both in terms of license fees and fixed assets. 

1. Cost of implementing technology

a. $20m for Greenfield

b. $5-6m for retrofit

iii. Consumer behavior

1. Obviously marketing trends follow consumer behavior. American consumers are less interested now in traditional nutrition products such as milk and corn flakes. More growth is being seen in more specifically health conscious (organic) foods.

a. Raw milk prices rising has not helped. In fact, the rise in the price of both cereal and milk (arguments are that cereal was highly overpriced) may have done a lot to dissuade consumers from these traditional staples.

b. In a nutshell, the competitive environment around Superior is bad on many sides. 

i. The market for traditional milk is flat. 

ii. The margins are low. 

iii. Superior is not diversified as is Dean into what are now growth arenas. 

iv. Superior is dangerously leveraged and has one huge client that could squeeze it at any time, and, as it moves closer to financial catastrophe, may well be encouraged to ease it along that path and collect Superior’s technology for a cheaper liquidation price.

What is your synthesis of Superior’s current strategy?  Is the strategy aligned with the opportunity and constraints of your environmental synthesis?

1. Current Strategy: Superior decided to compete by inventing a technology to make its product cost less and so compete for business of big box stores. They went after Dean Foods.

a. Superior changed its dairy customer base

i. Move to big box from grocery chains like Farmer Jacks which were failing.

1. Used private labeling

a. Prevent slotting costs

b. Harshly competitive pricing

c. Superior brand thus begins to disappear

ii. Costco buys in.

1. Superior sells milk to Costco

a. Same price as before

i. Costco saving on handling and stocking costs. 

1. Rise of 7% in revenues when using the bottles

2. Costco sells Superior’s tech licenses to other suppliers

a. Superior gets licensing revenue

2. Is Superior’s Strategy aligned with the opportunities and constraints of its environment?

a. No.

i. The environment for dairy is difficult at best. Growth is flat. Margins are tiny. Competitors are huge and cutthroat. 

ii. Superior’s technology can potentially work for far more than dairy. Their focus should be on the technology sales to packaging concerns (P&G, Dean, Kraft, etc.) not the dairy business.

1. It would’ve been advantageous to them to have sold the dairy and then used the funds to invent the technology and license it to the new owners of Superior (presumably Dean).

2. There seems no perceivable profit driving system. There is the family structure and decision making involved in who has what role in the organizational hierarchy. However there seems little of a “routinized” system.

3. Though educated and smart, Superior’s people are dairy experienced only, yet their entire profitability rests on the marketing licenses of their technology which requires skill sets outside of dairy. Greg, the marketing person, is an engineer not an experienced marketer, let alone an experienced technology marketer. 

a. In short, they are lacking a value chain to leverage their core competency which is their technology.


If aligned, is it working or not?  Why?

a. It is not working.
If unaligned, what are Superior’s strategic options?

a. They must find a powerful partner with either money or capabilities that will fill out the missing parts of the value chain in order from them to sell licenses of their technology. 

1. Most notable missing piece of value chain: Marketing.

2. R&D as well

a. Superior has to sell more licenses fast. Further R&D could help expand uses of technology beyond milk to multiple products.
b. This partner must also provide financial clout to protect Superior for patent infringement as Dean has already perhaps begun.

c. Superior should sell off its traditional dairy.

d. Superior may be able to continue its micro dairy as a showcase of the technology to potential clients.

i. Family chemistry and vibrancy showcases technology well.

ii. Even a breakeven business passes Porter’s “better off” test, i.e., the technology licensing business is “better off” for having Superior demonstrating the technology via its dairy business.

Considering everything, what are your recommendations to Dan and the Board of Directors of Superior?

a. Very quickly seek a partnership with COSTCO, wherein you stress to them the cost advantage to COSTCO of having a multiplicity of their suppliers using the Superior packaging technology. COSTCO’s buy in is essential.

1. Suggest they strongly push use of technology in multiple packaging applications to Kraft, P&G, etc. 

b. Perhaps lower licensing fees to accommodate multiple sales to single client

i. Use license sales $ for R&D to improve technology for multiple product use.

c. Point out their suppliers will save money as well.

d. If at all possible, get the very best idea how many types of packaging the technology could be profitably used for. Make the case to COSTCO based on this.

e. Stress this is a business necessity. It is do or die for Superior and if COSTCO wants the advantage of the technology they must take the risk, especially now that Dean is building its own version.

f. If necessary, offer COSTCO equity in the technology licensing.

g. If they decline offer them the opportunity to buy out the technology completely. This would at least pay off debts and perhaps gain several millions in profits.

i. Figure terminal value of earnings technology would provide.

h. If COSTCO refuses this, go to Wal-mart with same deal, then directly to P&G, Kraft and finally Dean.
i. Additional new information: With COSTCO’s help offer technology to Dean as cheaper alternative to their desire to build their own version of technology.
1. Hold in back pocket threat of whatever legal proceedings against Dean possible for its infringement (real or imagined) on the technology.
a. COSTCO as partner (even nominally) would make threat more palpable.
2. STRATEGIC PRINCIPLE: “Milk” our Technology.
What will be the consequences if your recommendations are adopted?

a. The lynchpin of all consequences is what will COSTCO do?
i. If the ideal happens and COSTCO begins pushing Superior’s technology to its suppliers and does so successfully then Superior should be able pick up several more licenses and eventually bring itself into safer profitability.
1. Superior should then consider how to continually improve the technology.
a. It should let COSTCO handle the marketing and any legal action against patent infringement
i. Perhaps give COSTCO a percentage of equity for a reasonable price.
2. It should also consider more ways to legally or otherwise protect it, i.e. build entry barriers.
a. This could mean something as simple as restructuring the price of licensing in such a way as to not anger present license holders but allow new ones to make a more measured investment. Building clients and making it easier to become a client is a way of ensuring others do not invade the business.

3. Superior will divest its traditional milk business

4. Its micro dairy will function more as a showcase than an actual micro dairy

a. Accordingly steps would be taken to make the visit to Superior by prospective clients as fun and entertaining as possible.

i. Perhaps steps could be taken to put video stations up to show how technology can be used in other ways.

1. An entire program could be designed to entertain prospects.

2. Other materials (DVDs, etc.) could be created to present technology.

3. The Superior web site could be constructed to do this.

a. Rename company “Superior Technology”

5. If possible begin building greater competency in technology.

a. Partner with packaging expertise, marketing and technology expertise with money made by licensing. Do not buy outright as too risky.

b. Begin forays into variety of packaging technology perhaps with differentiation and focus on packaging which is more health conscious and keeps foods fresher to cash in on organic and health foods growth.

i. Improve technology to different sizes of models for various sizes of packagers

ii. If the worst happens and COSTCO says no, then Superior’s best options are to find another partner or  a buyer for its technology an dairy

1. Dean may want to buy the technology and the dairy outright

a. Superior may be able to make as good or better a deal than they did before, if they can convince Dean it is in their interest to purchase rather than recreate the technology.

i. Superior has experience with it and knows its failings and successes.

ii. What is benefit of spending $30-40 million to reinvent the technology when you can buy Superior Dairy and its technology and its outstanding licenses and more to come what with Dean’s clout for that same price or perhaps as much as $50 million and save yourself a lot of headaches?

2. If Dean does not want to buy, try Wal-Mart, then P&G, Tesco, etc. until you run out of possible partners.

3. If all else fails, offer technology to U.S. Government for packaging of foodstuffs to troops.

