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Preface

My vision for the Ninth Edition of Organization Theory and Design is to integrate
contemporary problems about organization design with classic ideas and theories in
a way that is interesting and enjoyable for students. Significant changes in this edition include updates to every chapter that incorporate the most recent ideas, new
case examples, new book reviews, new end-of-chapter cases, and new end-of-book
integrative cases. The research and theories in the field of organization studies are
rich and insightful and will help students and managers understand their organizational world and solve real-life problems. My mission is to combine the concepts
and models from organizational theory with changing events in the real world to
provide the most up-to-date view of organization design available.

Distinguishing Features of the Ninth Edition
Many students in a typical organization theory course do not have extensive work
experience, especially at the middle and upper levels, where organization theory is
most applicable. To engage students in the world of organizations, the Ninth Edition adds and expands significant features: Leading by Design boxes with current
examples of companies that are successfully using organization design concepts to
compete in today’s complex and uncertain business world, student experiential activities that engage students in applying chapter concepts, new Book Marks, new In
Practice examples, and new end-of-chapter and integrative cases for student analysis. The total set of features substantially expands and improves the book’s content
and accessibility. These multiple pedagogical devices are used to enhance student involvement in text materials.
Leading by Design The Leading by Design features describe companies that have
undergone a major shift in organization design, strategic direction, values, or culture as they strive to be more competitive in today’s turbulent global environment.
Many of these companies are applying new design ideas such as network organizing, e-business, or temporary systems for flexibility and innovation. The Leading by
Design examples illustrate company transformations toward knowledge sharing,
empowerment of employees, new structures, new cultures, the breaking down of
barriers between departments and organizations, and the joining together of employees in a common mission. Examples of Leading by Design organizations include
Wegmans Supermarkets, Google, The Salvation Army, JetBlue, Corrugated Supplies,
Shazam, the Rolling Stones, and Dell Computer.
xv
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Book Marks Book Marks, a unique feature of this text, are book reviews that reflect current issues of concern for managers working in real-life organizations. These
reviews describe the varied ways companies are dealing with the challenges of today’s changing environment. New Book Marks in the Ninth Edition include The Future of Work: How the New Order of Business Will Shape Your Organization, Your
Management Style, and Your Life; Execution: The Discipline of Getting Things
Done; What Really Works: The 4  2 Formula for Sustained Business Success;
Blink: The Power of Thinking without Thinking; The Company: A Short History of
a Revolutionary Idea; and Confronting Reality: Doing What Matters to Get Things
Right.
New Case Examples This edition contains many new examples to illustrate theoretical concepts. Many examples are international, and all are based on real organizations. New chapter opening cases for the Ninth Edition include Gruner  Jahr,
International Truck and Engine Company, Morgan Stanley, Ford Motor Company,
Boots Company PLC, Maytag, Toyota, and American Axle & Manufacturing. New
In Practice cases used within chapters to illustrate specific concepts include TiVo
Inc., General Electric, J.C. Penney, Genentech, Ryanair, Charles Schwab and Company, Nike, Verizon Communications, eBay, Tyco International, Sony, and the Federal Bureau of Investigation.
A Look Inside This feature introduces each chapter with a relevant and interesting
organizational example. Many examples are international, and all are based on real
organizations. New cases include Boots Company PLC, International Truck and
Engine Company, Gruner  Jahr, Morgan Stanley, Toyota, and American Axle &
Manufacturing.
In Practice These cases also illustrate theoretical concepts in organizational settings.
New In Practice cases used within chapters to illustrate specific concepts include
J.C. Penney, Charles Schwab and Company, eBay, the Federal Bureau of Investigation, Ryanair, Chevrolet, Genentech, Tyco International, and Sony.
Manager’s Briefcase Located in the chapter margins, this feature tells students how
to use concepts to analyze cases and manage organizations.
Text Exhibits Frequent exhibits are used to help students visualize organizational
relationships, and the artwork has been redone to communicate concepts more
clearly.
Summary and Interpretation The summary and interpretation section tells students how the chapter points are important in the broader context of organizational
theory.
Case for Analysis These cases are tailored to chapter concepts and provide a vehicle for student analysis and discussion.
Integrative Cases The integrative cases at the end of the text are positioned to
encourage student discussion and involvement. These cases include Royce Consulting;
Custom Chip, Inc.; W. L. Gore & Associates, Inc.; XEL Communications, Inc.;
Empire Plastics; The Audubon Zoo; Moss Adams, LLP; and Littleton Manufacturing.
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New Concepts
Many concepts have been added or expanded in this edition. New material has been
added on culture, learning, and performance; virtual network organization structures; applying ethics to create socially responsible organizations; outsourcing; lean
manufacturing; customer relationship management; political tactics for increasing
and using manager power; applying business intelligence; and the use of global coordination mechanisms for transferring knowledge and innovation. Many ideas are
aimed at helping students learn to design organizations for an environment characterized by uncertainty; a renewed emphasis on ethics and social responsibility; and
the need for a speedy response to change, crises, or shifting customer expectations.
In addition, coping with the complexity of today’s global environment is explored
thoroughly in Chapter 6.

Chapter Organization
Each chapter is highly focused and is organized into a logical framework. Many organization theory textbooks treat material in sequential fashion, such as “Here’s
View A, Here’s View B, Here’s View C,” and so on. Organization Theory and Design shows how they apply in organizations. Moreover, each chapter sticks to the
essential point. Students are not introduced to extraneous material or confusing
methodological squabbles that occur among organizational researchers. The body
of research in most areas points to a major trend, which is reported here. Several
chapters develop a framework that organizes major ideas into an overall scheme.
This book has been extensively tested on students. Feedback from students and
faculty members has been used in the revision. The combination of organization theory concepts, book reviews, examples of leading organizations, case illustrations,
experiential exercises, and other teaching devices is designed to meet student learning needs, and students have responded favorably.

Supplements
Instructor’s Manual with Test Bank (ISBN: 0-324-40543-X) The Instructor’s Manual contains chapter overviews, chapter outlines, lecture enhancements, discussion
questions, discussion of workbook activities, discussion of chapter cases, Internet
activities, case notes for integrative cases, and a guide to the videos available for use
with the text. The Test Bank consists of multiple choice, true/false, and short answer
questions.
PowerPoint Lecture Presentation Available on the Instructor’s Resource CDROM and the Web site, the PowerPoint Lecture Presentation enables instructors to
customize their own multimedia classroom presentations. Prepared in conjunction
with the text and instructor’s resource guide, the package contains approximately
150 slides. It includes figures and tables from the text, as well as outside materials
to supplement chapter concepts. Material is organized by chapter and can be modified or expanded for individual classroom use. PowerPoints are also easily printed
to create customized transparency masters.
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ExamView A computerized version of the Test Bank is available upon request.
ExamView contains all of the questions in the printed test bank. This program is
easy-to-use test creation software compatible with Microsoft Windows. Instructors
can add or edit questions, instructions, and answers and can select questions (randomly or numerically) by previewing them on the screen. Instructors can also create and administer quizzes online, whether over the Internet, a local area network
(LAN), or a wide area network (WAN).
Instructor’s Resource CD-ROM (ISBN: 0-324-40579-0) Key instructor ancillaries
(Instructor’s Manual, Test Bank, ExamView, and PowerPoint slides) are provided
on CD-ROM, giving instructors the ultimate tool for customizing lectures and
presentations.
WebTutor™ Toolbox (0-324-43106-6 on WebCT or 0-324-43109-0 on BlackBoard) WebTutor is an interactive, Web-based student supplement on WebCT and/or
BlackBoard that harnesses the power of the Internet to deliver innovative learning aids
that actively engage students. The instructor can incorporate WebTutor as an integral
part of the course, or the students can use it on their own as a study guide.
Web Site (http://daft.swlearning.com) The Daft Web site is a comprehensive,
resource-rich location for both instructors and students to find pertinent information. The Instructor Resources section contains an Instructor’s Manual download,
Test Bank download, PowerPoint download, and case material.
Experiential Exercises in Organization Theory and Design, Second Edition By
H. Eugene Baker III and Steven K. Paulson of the University of North Florida
Tailored to the Table of Contents in Daft’s Organization Theory and Design,
Ninth Edition, the core purpose of Experiential Exercises in Organization Theory
and Design is to provide courses in organizational theory with a set of classroom
exercises that will help students better understand and internalize the basic principles of the course. The chapters of the book cover the most basic and widely covered concepts in the field. Each chapter focuses on a central topic, such as organizational power, production technology, or organizational culture, and provides all
necessary materials to fully participate in three different exercises. Some exercises
are intended to be completed by individuals, others in groups, and still others can
be used either way. The exercises range from instrumentation-based and assessment
questionnaires to actual creative production activities.
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Integrative Case 1.0
It Isn’t So Simple: Infrastructure Change at Royce Consulting*
The lights of the city glittered outside Ken Vincent’s twelfth-ﬂoor ofﬁce. After nine years of late
nights and missed holidays, Ken was in the executive suite with the words “Associate Partner” on
the door. Things should be easier now, but the
proposed changes at Royce Consulting had been
more challenging than he had expected. “I don’t
understand,” he thought. “At Royce Consulting our
clients, our people, and our reputation are what count, so
why do I feel so much tension from the managers about the
changes that are going to be made in the ofﬁce? We’ve analyzed why we have to make the changes. Heck, we even
got an outside person to help us. The administrative support staff are pleased. So why aren’t the managers enthusiastic? We all know what the decision at tomorrow’s meeting will be—Go! Then it will all be over. Or will it?” Ken
thought as he turned out the lights.

1.0

Background
Royce Consulting is an international consulting ﬁrm whose
clients are large corporations, usually with long-term contracts. Royce employees spend weeks, months, and even
years working under contract at the client’s site. Royce
consultants are employed by a wide range of industries,
from manufacturing facilities to utilities to service businesses. The ﬁrm has over 160 consulting ofﬁces located in
65 countries. At this location Royce employees included 85
staff members, 22 site managers, 9 partners and associate
partners, 6 administrative support staff, 1 human resource
professional, and 1 ﬁnancial support person.
For the most part, Royce Consulting hired entry-level
staff straight out of college and promoted from within.
New hires worked on staff for ﬁve or six years; if they did
well, they were promoted to manager. Managers were responsible for maintaining client contracts and assisting
partners in creating proposals for future engagements.
Those who were not promoted after six or seven years generally left the company for other jobs.
Newly promoted managers were assigned an ofﬁce, a
major perquisite of their new status. During the previous
year, some new managers had been forced to share an ofﬁce because of space limitations. To minimize the friction
of sharing an ofﬁce, one of the managers was usually assigned to a long-term project out of town. Thus, practically
speaking, each manager had a private ofﬁce.

Infrastructure and Proposed Changes
Royce was thinking about instituting a hoteling office
system—also referred to as a “nonterritorial” or “freeaddress” office. A hoteling office system made offices

available to managers on a reservation or drop-in basis.
Managers are not assigned a permanent office; instead,
whatever materials and equipment the manager needs are
moved into the temporary office. These are some of the
features and advantages of a hoteling office system:
•
•
•
•
•
•
•
•
•
•
•
•

No permanent ofﬁce assigned
Ofﬁces are scheduled by reservations
Long-term scheduling of an ofﬁce is feasible
Storage space would be located in a separate ﬁle room
Standard manuals and supplies would be maintained in
each ofﬁce
Hoteling coordinator is responsible for maintaining ofﬁces
A change in “possession of space”
Eliminates two or more managers assigned to the same
ofﬁce
Allows managers to keep the same ofﬁce if desired
Managers would have to bring in whatever ﬁles they
needed for their stay
Information available would be standardized regardless
of ofﬁce
Managers do not have to worry about “housekeeping
issues”

The other innovation under consideration was an upgrade to state-of-the-art electronic ofﬁce technology. All
managers would receive a new notebook computer with updated communications capability to use Royce’s integrated
and proprietary software. Also, as part of the electronic ofﬁce technology, an electronic ﬁling system was considered.
The electronic ﬁling system meant information regarding
proposals, client records, and promotional materials would
be electronically available on the Royce Consulting network.
The administrative support staff had limited experience with many of the application packages used by the
managers. While they used word processing extensively,
they had little experience with spreadsheets, communications, or graphics packages. The ﬁrm had a graphics department and the managers did most of their own work, so
the administrative staff did not have to work with those
application software packages.
*Presented to and accepted by the Society for Case Research. All rights
reserved to the authors and SCR.
This case was prepared by Sally Dresdow of the University of Wisconsin at
Green Bay and Joy Benson of the University of Illinois at Springﬁeld and is
intended to be used as a basis for class discussion. The views represented
here are those of the case authors and do not necessarily reﬂect the views
of the Society for Case Research. The authors’ views are based on their
own professional judgments. The names of the organization, individuals,
and location have been disguised to preserve the organization’s request for
anonymity.
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Work Patterns
Royce Consulting was located in a large city in the Midwest. The ofﬁce was located in the downtown area, but it
was easy to get to. Managers assigned to in-town projects
often stopped by for a few hours at various times of the
day. Managers who were not currently assigned to client
projects were expected to be in the ofﬁce to assist on current projects or work with a partner to develop proposals
for new business.
In a consulting ﬁrm, managers spend a signiﬁcant portion of their time at client sites. As a result, the ofﬁce occupancy rate at Royce Consulting was about 40 to 60 percent. This meant that the ﬁrm paid lease costs for ofﬁces
that were empty approximately half of the time. With the
planned growth over the next ten years, assigning permanent ofﬁces to every manager, even in doubled-up arrangements, was judged to be economically unnecessary given
the amount of time ofﬁces were empty.
The proposed changes would require managers and administrative support staff to adjust their work patterns. Additionally, if a hoteling ofﬁce system was adopted, managers
would need to keep their ﬁles in a centralized ﬁle room.

Organizational Culture
Royce Consulting had a strong organizational culture, and
management personnel were highly effective at communicating it to all employees.
Stability of Culture
The culture at Royce Consulting was stable. The leadership
of the corporation had a clear picture of who they were and
what type of organization they were. Royce Consulting had
positioned itself to be a leader in all areas of large business
consulting. Royce Consulting’s CEO articulated the ﬁrm’s
commitment to being client-centered. Everything that was
done at Royce Consulting was because of the client.

519

norms of Royce Consulting revolved around high performance expectations and strong job involvement.
By the time people made manager, they were aware of
what types of behaviors were acceptable. Managers were
formally assigned the role of coach to younger
staff people, and they modeled acceptable behavior. Behavioral norms included when they came
into the ofﬁce, how late they stayed at the ofﬁce,
and the type of comments they made about others.
Managers spent time checking on staff people and
talking with them about how they were doing.
The standard for relationships was that of
professionalism. Managers knew they had to do
what the partners asked and they were to be available at all
times. A norms survey and conversations made it clear that
people at Royce Consulting were expected to help each
other with on-the-job problems, but personal problems
were outside the realm of sanctioned relationships. Personal
problems were not to interfere with performance on a job.
To illustrate, vacations were put on hold and other kinds of
commitments were set aside if something was needed at
Royce Consulting.

1.0

Organizational Values
Three things were of major importance to the organization:
its clients, its people, and its reputation. There was a strong
client-centered philosophy communicated and practiced.
Organization members sought to meet and exceed customer expectations. Putting clients ﬁrst was stressed. The
management of Royce Consulting listened to its clients and
made adjustments to satisfy the client.
The reputation of Royce Consulting was important to
those leading the organization. They protected and enhanced it by focusing on quality services delivered by quality people. The emphasis on clients, Royce Consulting personnel, and the firm’s reputation was cultivated by
developing a highly motivated, cohesive, and committed
group of employees.

Training
New hires at Royce Consulting received extensive training
in the culture of the organization and the methodology employed in consulting projects. They began with a structured
program of classroom instruction and computer-aided
courses covering technologies used in the various industries
in which the ﬁrm was involved. Royce Consulting recruited
top young people who were aggressive and who were willing to do whatever was necessary to get the job done and
build a common bond. Among new hires, camaraderie was
encouraged along with a level of competition. This kind of
behavior continued to be cultivated throughout the training and promotion process.

Current Situation

Work Relationships
Royce Consulting employees had a remarkably similar outlook on the organization. Accepting the culture and norms
of the organization was important for each employee. The

Royce Consulting had an aggressive ﬁve-year plan that was
predicated on a continued increase in business. Increases in
the total number of partners, associate partners, managers,
and staff were forecast. Additional ofﬁce space would be
required to accommodate the growth in staff; this would

Management Style and Hierarchical Structure
The company organization was characterized by a directive
style of management. The partners had the ﬁnal word on
all issues of importance. It was common to hear statements
like “Managers are expected to solve problems, and do
whatever it takes to ﬁnish the job” and “Whatever the
partners want, we do.” Partners accepted and asked for
managers’ feedback on projects, but in the ﬁnal analysis,
the partners made the decisions.
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increase rental costs at a time when Royce’s ﬁxed and variable costs were going up.
The partners, led by managing partner Donald Gray
and associate partner Ken Vincent, believed that something
had to be done to improve space utilization and
the productivity of the managers and administrative personnel. The partners approved a feasibility study of the innovations and their impact on
the company.
The ultimate decision makers were the partner group who had the power to approve the concepts and commit the required ﬁnancial investment. A planning committee consisted of Ken
Vincent; the human resources person; the ﬁnancial ofﬁcer;
and an outside consultant, Mary Schrean.

1.0

The Feasibility Study
Within two working days of the initial meeting, all the
partners and managers received a memo announcing the
hoteling ofﬁce feasibility study. The memo included a brief
description of the concept and stated that it would include
an interview with the staff. By this time, partners and managers had already heard about the possible changes and
knew that Gray was leaning toward hoteling ofﬁces.
Interviews with the Partners
All the partners were interviewed. One similarity in the
comments was that they thought the move to hoteling ofﬁces was necessary but they were glad it would not affect
them. Three partners expressed concern about managers’
acceptance of the change to a hoteling system. The conclusion of each partner was that if Royce Consulting moved
to hoteling ofﬁces, with or without electronic ofﬁce technology, the managers would accept the change. The reason
given by the partners for such acceptance was that the
managers would do what the partners wanted done.
The partners all agreed that productivity could be improved at all levels of the organization: in their own work
as well as among the secretaries and the managers. Partners
acknowledged that current levels of information technology at Royce Consulting would not support the move to
hoteling ofﬁces and that advances in electronic ofﬁce technology needed to be considered.
Partners viewed all ﬁling issues as secondary to both the
ofﬁce layout change and the proposed technology improvement. What eventually emerged, however, was that ownership and control of ﬁles was a major concern, and most
partners and managers did not want anything centralized.
Interviews with the Managers
Personal interviews were conducted with all ten managers
who were in the ofﬁce. During the interviews, four of the
managers asked Schrean whether the change to hoteling ofﬁces was her idea. The managers passed the question off as
a joke; however, they expected a response from her. She
stated that she was there as an adviser, that she had not

generated the idea, and that she would not make the ﬁnal
decision regarding the changes.
The length of time that these managers had been in
their current positions ranged from six months to ﬁve years.
None of them expressed positive feelings about the hoteling
system, and all of them referred to how hard they had
worked to make manager and gain an ofﬁce of their own.
Eight managers spoke of the status that the ofﬁce gave them
and the convenience of having a permanent place to keep
their information and ﬁles. Two of the managers said they
did not care so much about the status but were concerned
about the convenience. One manager said he would come in
less frequently if he did not have his own ofﬁce. The managers believed that a change to hoteling ofﬁces would decrease their productivity. Two managers stated that they did
not care how much money Royce Consulting would save on
lease costs; they wanted to keep their ofﬁces.
However, for all the negative comments, all the managers said that they would go along with whatever the
partners decided to do. One manager stated that if Royce
Consulting stays busy with client projects, having a permanently assigned ofﬁce was not a big issue.
During the interviews, every manager was enthusiastic
and supportive of new productivity tools, particularly the improved electronic ofﬁce technology. They believed that new
computers and integrated software and productivity tools
would deﬁnitely improve their productivity. Half the managers stated that updated technology would make the change
to hoteling ofﬁces “a little less terrible,” and they wanted
their secretaries to have the same software as they did.
The managers’ responses to the ﬁling issue varied. The
volume of ﬁles managers had was in direct proportion to
their tenure in that position: The longer a person was a
manager, the more ﬁles he or she had. In all cases, managers took care of their own ﬁles, storing them in their ofﬁces and in whatever ﬁling drawers were free.
As part of the process of speaking with managers, their
administrative assistants were asked about the proposed
changes. Each of the six thought that the electronic ofﬁce
upgrade would beneﬁt the managers, although they were
somewhat concerned about what would be expected of
them. Regarding the move to hoteling ofﬁces, each said that
the managers would hate the change, but that they would
agree to it if the partners wanted to move in that direction.
Results of the Survey
A survey developed from the interviews was sent to all
partners, associate partners, and managers two weeks after
the interviews were conducted. The completed survey was
returned by 6 of the 9 partners and associate partners and
16 of the 22 managers. This is what the survey showed.
Work Patterns. It was “common knowledge” that
managers were out of the office a significant portion of
their time, but there were no figures to substantiate this
belief, so the respondents were asked to provide data on
where they spent their time. The survey results indicated
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that partners spent 38 percent of their time in the office;
54 percent at client sites; 5 percent at home; and 3 percent
in other places, such as airports. Managers reported
spending 32 percent of their time in the office, 63 percent
at client sites, 4 percent at home, and 1 percent in other
places.
For 15 workdays, the planning team also visually
checked each of the 15 managers’ ofﬁces four times each
day: at 9 a.m., 11 a.m., 2 p.m., and 4 p.m. These times were
selected because initial observations indicated that these
were the peak occupancy times. An average of six ofﬁces (40
percent of all manager ofﬁces) were empty at any given time;
in other words, there was a 60 percent occupancy rate.
Alternative Ofﬁce Layouts. One of the alternatives outlined by the planning committee was a continuation of and
expansion of shared ofﬁces. Eleven of the managers responding to the survey preferred shared ofﬁces to hoteling
ofﬁces. Occasions when more than one manager was in the
shared ofﬁce at the same time were infrequent. Eight managers reported 0 to 5 ofﬁce conﬂicts per month; three managers reported 6 to 10 ofﬁce conﬂicts per month. The type
of problems encountered with shared ofﬁces included not
having enough ﬁling space, problems in directing telephone
calls, and lack of privacy.
Managers agreed that having a permanently assigned
ofﬁce was an important perquisite. The survey conﬁrmed
the information gathered in the interviews about managers’
attidues: All but two managers preferred shared ofﬁces
over hoteling, and managers believed their productivity
would be negatively impacted. The challenges facing Royce
Consulting if they move to hoteling ofﬁces centered around
tradition and managers’ expectations, ﬁle accessibility and
organization, security and privacy issues, unpredictable
work schedules, and high-trafﬁc periods.
Control of Personal Files. Because of the comments
made during the face-to-face interviews, survey respondents were asked to rank the importance of having personal control of their ﬁles. A 5-point scale was used, with
5 being “strongly agree” and 1 being “strongly disagree.”
Here are the responses.
Electronic Technology. Royce Consulting had a basic
network system in the ofﬁce that could not accommodate
the current partners and managers working at a remote
site. The administrative support staff had a separate network, and the managers and staff could not communicate
electronically. Of managers responding to the survey, 95
percent wanted to use the network but only 50 percent
could actually do so.
Option Analysis
A ﬁnancial analysis showed that there were signiﬁcant cost
differences between the options under consideration:
Option 1: Continue private ofﬁces with some ofﬁce sharing
• Lease an additional ﬂoor in existing building; annual
cost, $360,000

• Build out the additional floor (i.e., construct, furnish,
and equip offices and work areas): one-time cost,
$600,000
Option 2: Move to hoteling ofﬁces with upgraded ofﬁce
technology
• Upgrade ofﬁce electronic technology: one-time
cost, $190,000
Option 1 was expensive because under the
terms of the existing lease, Royce had to commit
to an entire floor if it wanted additional space.
Hoteling offices showed an overall financial advantage of $360,000 per year and a one-time
savings of $410,000 over shared or individual offices.

1.0

The Challenge
Vincent met with Mary Schrean to discuss the upcoming
meeting of partners and managers, where they would present the results of the study and a proposal for action. Included in the report were proposed layouts for both shared
and hoteling ofﬁces. Vincent and Gray were planning to
recommend a hoteling ofﬁce system, which would include
storage areas, state-of-the-art electronic ofﬁce technology
for managers and administrative support staff, and centralized ﬁles. The rationale for their decision emphasized
the amount of time that managers were out of the ofﬁce
and the high cost of maintaining the status quo and was
built around the following points:
1. Royce’s business is different: ofﬁces are empty from 40
to 60 percent of the time.
2. Real estate costs continue to escalate.
3. Projections indicate there will be increased need for ofﬁces and cost-control strategies as the business develops.
4. Royce Consulting plays a leading role in helping organizations implement innovation.
“It’s still a go,” thought Vincent as he and the others
returned from a break. “The cost figures support it and
the growth figures support it. It’s simple—or is it? The decision is the easy part. What is it about Royce Consulting
that will help or hinder its acceptance? In the long run, I
hope we strengthen our internal processes and don’t hinder our effectiveness by going ahead with these simple
changes.”

Respondents

Partners
Managers:
0–1 year
2–3 years
4 years

Sample

Rank

6

4.3

5
5
6

4.6
3.6
4.3
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Integrative Case 2.0
Custom Chip, Inc.*
Introduction
It was 7:50 on Monday morning. Frank Questin,
product engineering manager at Custom Chip,
Inc., was sitting in his ofﬁce making a TO DO list
for the day. From 8:00 to 9:30 a.m., he would
have his weekly meeting with his staff of engineers. After the meeting, Frank thought he would
begin developing a proposal for solving what he called
“Custom Chip’s manufacturing documentation problem”—
inadequate technical information regarding the steps to
manufacture many of the company’s products. Before he
could ﬁnish his TO DO list, he answered a phone call from
Custom Chip’s human resource manager, who asked him
about the status of two overdue performance appraisals and
reminded him that this day marked Bill Lazarus’s ﬁfth-year
anniversary with the company. Following this call, Frank
hurried off to the Monday morning meeting with his staff.
Frank had been product engineering manager at Custom Chip for fourteen months. This was his ﬁrst management position, and he sometimes questioned his effectiveness as a manager. Often he could not complete the tasks he
set out for himself due to interruptions and problems
brought to his attention by others. Even though he had not
been told exactly what results he was supposed to accomplish, he had a nagging feeling that he should have achieved
more after these fourteen months. On the other hand, he
thought maybe he was functioning pretty well in some of
his areas of responsibility given the complexity of the problems his group handled and the unpredictable changes in
the semiconductor industry—changes caused not only by
rapid advances in technology, but also by increased foreign
competition and a recent downturn in demand.

2.0

Company Background
Custom Chip, Inc., was a semiconductor manufacturer
specializing in custom chips and components used in
radars, satellite transmitters, and other radio frequency devices. The company had been founded in 1977 and had
grown rapidly with sales exceeding $25 million in 1986.
Most of the company’s 300 employees were located in the
main plant in Silicon Valley, but overseas manufacturing
facilities in Europe and the Far East were growing in size
and importance. These overseas facilities assembled the less
complex, higher-volume products. New products and the
more complex ones were assembled in the main plant. Approximately one-third of the assembly employees were in
overseas facilities.
While the specialized products and markets of Custom
Chip provided a market niche that had thus far shielded

the company from the major downturn in the semiconductor industry, growth had come to a standstill. Because of
this, cost reduction had become a high priority.

The Manufacturing Process
Manufacturers of standard chips have long production
runs of a few products. Their cost per unit is low and
cost control is a primary determinant of success. In contrast, manufacturers of custom chips have extensive
product lines and produce small production runs of special applications. Custom Chip, Inc., for example, had
manufactured over 2,000 different products in the last
five years. In any one quarter the company might schedule 300 production runs for different products, as many
as one-third of which might be new or modified products
that the company had not made before. Because they
must be efficient in designing and manufacturing many
product lines, all custom chip manufacturers are highly
dependent on their engineers. Customers are often
first concerned with whether Custom Chip can design
and manufacture the needed product at all; second, with
whether they can deliver it on time; and only third, with
cost.
After a product is designed, there are two phases to
the manufacturing process. (See Exhibit 1.) The first is
wafer fabrication. This is a complex process in which circuits are etched onto the various layers added to a silicon
wafer. The number of steps that the wafer goes through
plus inherent problems in controlling various chemical
processes make it very difficult to meet the exacting specifications required for the final wafer. The wafers, which
are typically “just a few” inches in diameter when the fabrication process is complete, contain hundreds, sometimes
thousands, of tiny identical die. Once the wafer has been
tested and sliced up to produce these die, each die will be
used as a circuit component.
If the completed wafer passes the various quality
tests, it moves on to the assembly phase. In assembly, the
die from the wafers, very small wires, and other components are attached to a circuit in a series of precise operations. This finished circuit is the final product of Custom
Chip, Inc.
Each product goes through many independent and delicate operations, and each step is subject to operator or
machine error. Due to the number of steps and tests involved, the wafer fabrication takes eight to twelve weeks

*Copyright Murray Silverman, San Francisco State University. Reprinted by
permission.
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EXHIBIT 1

Pre-production

Manufacturing
Process

• Application engineers design and produce prototype
• Product engineers translate design into manufacturing instructions
Production
• Wafer fabrication

Circuits are etched onto
layers added to . . .

. . . a silicon wafer.

8 – 12 weeks

2.0

Wafer is tested and
then cut up into “die.”

Die, wires, and other
components are
attached to circuits.

and the assembly process takes four to six weeks. Because
of the exacting speciﬁcations, products are rejected for the
slightest ﬂaw. The likelihood that every product starting
the run will make it through all of the processes and still
meet speciﬁcations is often quite low. For some products,
average yield1 is as low as 40 percent, and actual yields can
vary considerably from one run to another. At Custom
Chip, the average yield for all products is in the 60 to 70
percent range.
Because it takes so long to make a custom chip, it is especially important to have some control of these yields. For
example, if a customer orders one thousand units of a
product and typical yields for that product average 50 percent, Custom Chip will schedule a starting batch of 2,200
units. With this approach, even if the yield falls as low as
45.4 percent (45.4 percent of 2,200 is 1,000) the company

4 – 6 weeks

• Assembly

can still meet the order. If the actual yield falls below 45.4
percent, the order will not be completed in that run, and a
very small, costly run of the item will be needed to complete the order. The only way the company can effectively
control these yields and stay on schedule is for the engineering groups and operations to cooperate and coordinate
their efforts efﬁciently.

Role of the Product Engineer
The product engineer’s job is deﬁned by its relationship to
applications engineering and operations. The applications
engineers are responsible for designing and developing prototypes when incoming orders are for new or modiﬁed
products. The product engineer’s role is to translate the applications engineering group’s design into a set of manufacturing instructions and then to work alongside manufactur-
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EXHIBIT 2

Custom Chip, Inc., Partial
Organization Chart

President

VP
Engineering
Sam Porter

VP
Operations

2.0
Production
Scheduling

Facilities

Manufacturing
Rod Cameron
Manager

Applications
Engineering
Pete Chang
Manager

Product
Engineering
Frank Questin
Manager

Brian Faber
et al.

Jerry West
et al.

Sharon Hart
Bill Lazarus

ing to make sure that engineering-related problems get
solved. The product engineers’ effectiveness is ultimately
measured by their ability to control yields on their assigned
products. The organization chart in Exhibit 2 shows the engineering and operations departments. Exhibit 3 summarizes the roles and objectives of manufacturing, applications
engineering, and product engineering.
The product engineers estimate that 70 to 80 percent
of their time is spent in solving day-to-day manufacturing
problems. The product engineers have cubicles in a room
directly across the hall from the manufacturing facility. If a
manufacturing supervisor has a question regarding how to
build a product during a run, that supervisor will call the
engineer assigned to that product. If the engineer is availEXHIBIT 3

Departmental Roles and
Objectives

able, he or she will go to the manufacturing ﬂoor to help
answer the question. If the engineer is not available, the
production run may be stopped and the product put aside
so that other orders can be manufactured. This results in
delays and added costs. One reason that product engineers
are consulted is that documentation—the instructions for
manufacturing the product—is unclear or incomplete.
The product engineer will also be called if a product
is tested and fails to meet specifications. If a product fails
to meet test specifications, production stops, and the engineer must diagnose the problem and attempt to find a
solution. Otherwise, the order for that product may be
only partially met. Test failures are a very serious problem, which can result in considerable cost increases and

Department

Role

Primary Objective

Applications
Engineering

Designs and develops prototypes
for new or modiﬁed products

Satisfy customer needs
through innovative designs

Product
Engineering

Translates designs into manufacturing instructions and works
alongside manufacturing to
solve “engineeringrelated”problems

Maintain and control yields on
assigned products

Manufacturing

Executes designs

Meet productivity standards
and time schedules
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schedule delays for customers. Products do not test properly for many reasons, including operator errors, poor
materials, a design that is very difficult to manufacture, a
design that provides too little margin for error, or a combination of these.
On a typical day, the product engineer may respond to
half a dozen questions from the manufacturing ﬂoor, and
two to four calls to the testing stations. When interviewed,
the engineers expressed a frustration with this situation.
They thought they spent too much time solving short-term
problems, and, consequently, they were neglecting other
important parts of their jobs. In particular, they felt they
had little time in which to:
• Coordinate with applications engineers during the design phase. The product engineers stated that their
knowledge of manufacturing could provide valuable input to the applications engineer. Together they could improve the manufacturability and thus, the yields of the
new or modiﬁed product.
• Engage in yield improvement projects. This would involve an in-depth study of the existing process for a speciﬁc product in conjunction with an analysis of past
product failures.
• Accurately document the manufacturing steps for their
assigned products, especially for those that tend to have
large or repeat orders. They said that the current state of
the documentation is very poor. Operators often have to
build products using only a drawing showing the ﬁnal
circuit, along with a few notes scribbled in the margins.
While experienced operators and supervisors may be
able to work with this information, they often make incorrect guesses and assumptions. Inexperienced operators may not be able to proceed with certain products
because of this poor documentation.

Weekly Meeting
As manager of the product engineering group, Frank
Questin had eight engineers reporting to him, each responsible for a different set of Custom Chip products. According to Frank:
When I took over as manager, the product engineers were
not spending much time together as a group. They were required to handle operations problems on short notice. This
made it difﬁcult for the entire group to meet due to constant requests for assistance from the manufacturing area.
I thought that my engineers could be of more assistance and support to each other if they all spent more time
together as a group, so one of my ﬁrst actions as a manager
was to institute a regularly scheduled weekly meeting. I let
the manufacturing people know that my staff would not
respond to requests for assistance during the meeting.
The meeting on this particular Monday morning followed the usual pattern. Frank talked about upcoming

company plans, projects, and other news that might be of
interest to the group. He then provided data about current
yields for each product and commended those engineers
who had maintained or improved yields on most of their
products. This initial phase of the meeting lasted
until about 8:30 a.m. The remainder of the meeting was a meandering discussion of a variety of
topics. Since there was no agenda, engineers felt
comfortable in raising issues of concern to them.
The discussion started with one of the engineers describing a technical problem in the assembly of one of his products. He was asked a
number of questions and given some advice. Another engineer raised the topic of a need for new testing
equipment and described a test unit he had seen at a recent
demonstration. He claimed the savings in labor and improved yields from this machine would allow it to pay for
itself in less than nine months. Frank immediately replied
that budget limitations made such a purchase unfeasible,
and the discussion moved into another area. They brieﬂy
discussed the increasing inaccessibility of the applications
engineers and then talked about a few other topics.
In general, the engineers valued these meetings. One
commented that:

2.0

The Monday meetings give me a chance to hear what’s on
everyone’s mind and to ﬁnd out about and discuss companywide news. It’s hard to reach any conclusions because the
meeting is a freewheeling discussion. But I really appreciate
the friendly atmosphere with my peers.

Coordination with Applications Engineers
Following the meeting that morning, an event occurred
that highlighted the issue of the inaccessibility of the applications engineers. An order of 300 units of custom chip
1210A for a major customer was already overdue. Because
the projected yield of this product was 70 percent, they had
started with a run of 500 units. A sample tested at one of
the early assembly points indicated a major performance
problem that could drop the yield to below 50 percent. Bill
Lazarus, the product engineer assigned to the 1210A, examined the sample and determined that the problem could
be solved by redesigning the wiring. Jerry West, the applications engineer assigned to that product category, was responsible for revising the design. Bill tried to contact Jerry,
but he was not immediately available, and didn’t get back
to Bill until later in the day. Jerry explained that he was on
a tight schedule trying to ﬁnish a design for a customer
who was coming into town in two days, and could not get
to “Bill’s problem” for a while.
Jerry’s attitude that the problem belonged to product
engineering was typical of the applications engineers.
From their point of view there were a number of reasons
for making the product engineers’ needs for assistance a
lower priority. In the first place, applications engineers
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were rewarded and acknowledged primarily for satisfying
customer needs through designing new and modified
products. They got little recognition for solving manufacturing problems. Second, applications engineering was
perceived to be more glamorous than product engineering because of opportunities to be credited
with innovative and groundbreaking designs. Finally, the size of the applications engineering
group had declined over the past year, causing
the workload on each engineer to increase considerably. Now they had even less time to respond to the product engineers’ requests.
When Bill Lazarus told Frank about the situation, Frank acted quickly. He wanted this order to be in
process again by tomorrow, and he knew manufacturing
was also trying to meet this goal. He walked over to see Pete
Chang, head of applications engineering (see the organizational chart in Exhibit 2). Meetings like this with Pete to
discuss and resolve interdepartmental issues were common.
Frank found Pete at a workbench talking with one of
his engineers. He asked Pete if he could talk to him in private, and they walked to Pete’s ofﬁce.

2.0

Frank: We’ve got a problem in manufacturing in getting
out an order of 1210As. Bill Lazarus is getting little or no assistance from Jerry West. I’m hoping
you can get Jerry to pitch in and help Bill. It should
take no more than a few hours of his time.
Pete: I do have Jerry on a short leash trying to keep him
focused on getting out a design for Teletronics. We
can’t afford to show up empty-handed at our meeting with them in two days.
Frank: Well, we are going to end up losing one customer
in trying to please another. Can’t we satisfy everyone here?
Pete: Do you have an idea?
Frank: Can’t you give Jerry some additional support on
the Teletronics design?
Pete: Let’s get Jerry in here to see what we can do.
Pete brought Jerry back to the ofﬁce, and together they
discussed the issues and possible solutions. When Pete
made it clear to Jerry that he considered the problem with
the 1210As a priority, Jerry offered to work on the 1210A
problem with Bill. He said, “This will mean I’ll have to stay
a few hours past 5:00 this evening, but I’ll do what’s required to get the job done.”
Frank was glad he had developed a collaborative relationship with Pete. He had always made it a point to
keep Pete informed about activities in the product engineering group that might affect the applications engineers. In addition, he would often chat with Pete informally over coffee or lunch in the company cafeteria. This
relationship with Pete made Frank’s job easier. He wished
he had the same rapport with Rod Cameron, the manufacturing manager.

Coordination with Manufacturing
The product engineers worked closely on a day-to-day basis with the manufacturing supervisors and workers. The
problems between these two groups stemmed from an inherent conﬂict between their objectives (see Exhibit 3). The
objective of the product engineers was to maintain and improve yields. They had the authority to stop production of
any run that did not test properly. Manufacturing, on the
other hand, was trying to meet productivity standards and
time schedules. When a product engineer stopped a manufacturing run, he or she was possibly preventing the manufacturing group from reaching its objectives.
Rod Cameron, the current manufacturing manager,
had been promoted from his position as a manufacturing
supervisor a year ago. His views on the product engineers:
The product engineers are perfectionists. The minute a test
result looks a little suspicious they want to shut down the
factory. I’m under a lot of pressure to get products out the
door. If they pull a few $50,000 orders off the line when
they are within a few days of reaching shipping, I’m liable
to miss my numbers by $100,000 that month.
Besides that, they are doing a lousy job of documenting the manufacturing steps. I’ve got a lot of turnover, and
my new operators need to be told or shown exactly what
to do for each product. The instructions for a lot of our
products are a joke.
At ﬁrst, Frank found Rod very difﬁcult to deal with. Rod
found fault with the product engineers for many problems
and sometimes seemed rude to Frank when they talked. For
example, Rod might tell Frank to “make it quick; I haven’t
got much time.” Frank tried not to take Rod’s actions personally, and through persistence was able to develop a more
amicable relationship with him. According to Frank:
Sometimes, my people will stop work on a product because
it doesn’t meet test results at that stage of manufacturing.
If we study the situation, we might be able to maintain
yields or even save an entire run by adjusting the manufacturing procedures. Rod tries to bully me into changing my
engineers’ decisions. He yells at me or criticizes the competence of my people, but I don’t allow his temper or ravings
to inﬂuence my best judgment in a situation. My strategy
in dealing with Rod is to try not to respond defensively to
him. Eventually he cools down, and we can have a reasonable discussion of the situation.
Despite this strategy, Frank could not always resolve
his problems with Rod. On these occasions, Frank took the
issue to his own boss, Sam Porter, the vice president in
charge of engineering. However, Frank was not satisﬁed
with the support he got from Sam. Frank said:
Sam avoids confrontations with the operations VP. He
doesn’t have the inﬂuence or clout with the other VPs or
the president to do justice to engineering’s needs in the
organization.
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Early that afternoon, Frank again found himself trying
to resolve a conﬂict between engineering and manufacturing. Sharon Hart, one of his most effective product engineers, was responsible for a series of products used in
radars—the 3805A–3808A series. Today she had stopped a
large run of 3806As. The manufacturing supervisor, Brian
Faber, went to Rod Cameron to complain about the impact
of this stoppage on his group’s productivity. Brian felt that
yields were low on that particular product because the
production instructions were confusing to his operators,
and that even with clearer instructions, his operators
would need additional training to build it satisfactorily. He
stressed that the product engineer’s responsibility was to
adequately document the production instructions and provide training. For these reasons, Brian asserted that product engineering, and not manufacturing, should be accountable for the productivity loss in the case of these
3806As.
Rod called Frank to his ofﬁce, where he joined the discussion with Sharon, Brian, and Rod. After listening to the
issues, Frank conceded that product engineering had responsibility for documenting and training. He also explained, even though everyone was aware of it, that the
product engineering group had been operating with reduced staff for over a year now, so training and documentation were lower priorities. Because of this stafﬁng situation, Frank suggested that manufacturing and product
engineering work together and pool their limited resources
to solve the documentation and training problem. He was
especially interested in using a few of the long-term experienced workers to assist in training newer workers. Rod and
Brian opposed his suggestion. They did not want to take
experienced operators off of the line because it would decrease productivity. The meeting ended when Brian
stormed out, saying that Sharon had better get the 3806As
up and running again that morning.
Frank was particularly frustrated by this episode with
manufacturing. He knew perfectly well that his group had
primary responsibility for documenting the manufacturing
steps for each product. A year ago he told Sam Porter that
the product engineers needed to update and standardize
all of the documentation for manufacturing products. At
that time, Sam told Frank that he would support his efforts to develop the documentation, but would not increase his staff. In fact, Sam had withheld authorization to
fill a recently vacated product engineering slot. Frank was
reluctant to push the staffing issue because of Sam’s
adamance about reducing costs. “Perhaps,” Frank
thought, “if I develop a proposal clearly showing the ben-

efits of a documentation program in manufacturing and
detailing the steps and resources required to implement
the program, I might be able to convince Sam to provide
us with more resources.” But Frank could never find the
time to develop that proposal. And so he remained frustrated.

Later in the Day

2.0

Frank was reﬂecting on the complexity of his job
when Sharon came to the doorway to see if he
had a few moments. Before he could say “Come
in,” the phone rang. He looked at the clock. It
was 4:10 p.m. Pete was on the other end of the
line with an idea he wanted to try out on Frank, so Frank
said he could call him back shortly. Sharon was upset, and
told him that she was thinking of quitting because the job
was not satisfying for her.
Sharon said that although she very much enjoyed
working on yield improvement projects, she could ﬁnd no
time for them. She was tired of the applications engineers
acting like “prima donnas,” too busy to help her solve
what they seemed to think were mundane day-to-day manufacturing problems. She also thought that many of the
day-to-day problems she handled wouldn’t exist if there
was enough time to document manufacturing procedures
to begin with.
Frank didn’t want to lose Sharon, so he tried to get
into a frame of mind where he could be empathetic to her.
He listened to her and told her that he could understand
her frustration in this situation. He told her the situation
would change as industry conditions improved. He told
her that he was pleased that she felt comfortable in venting
her frustrations with him, and he hoped she would stay
with Custom Chip.
After Sharon left, Frank realized that he had told Pete
that he would call back. He glanced at the TO DO list he
had never completed, and realized that he hadn’t spent
time on his top priority—developing a proposal relating to
solving the documentation problem in manufacturing.
Then, he remembered that he had forgotten to acknowledge Bill Lazarus’s ﬁfth-year anniversary with the company. He thought to himself that his job felt like a roller
coaster ride, and once again he pondered his effectiveness
as a manager.

Note
1. Yield refers to the ratio of ﬁnished products that meet
speciﬁcations relative to the number that initially entered the manufacturing process.
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Integrative Case 3.0
W. L. Gore & Associates, Inc. Entering 1998*
“To make money and have fun.” W. L. Gore

3.0

The First Day on the Job

Bursting with resolve, Jack Dougherty, a newly
minted M.B.A. from the College of William and
Mary, reported to his ﬁrst day at W. L. Gore &
Associates on July 26, 1976. He presented himself
to Bill Gore, shook hands ﬁrmly, looked him in the eye,
and said he was ready for anything.
Jack was not ready, however, for what happened next.
Gore replied, “That’s ﬁne, Jack, ﬁne. Why don’t you look
around and ﬁnd something you’d like to do?” Three frustrating weeks later he found that something: trading in his dark
blue suit for jeans, he loaded fabric into the mouth of a machine that laminated the company’s patented GORE-TEX®1
membrane to fabric. By 1982, Jack had become responsible
for all advertising and marketing in the fabrics group. This
story is part of the folklore of W. L. Gore & Associates.
Today the process is more structured. Regardless of the
job for which they are hired, new Associates2 take a journey
through the business before settling into their own positions.
A new sales Associate in the fabrics division may spend six
weeks rotating through different areas before beginning to
concentrate on sales and marketing. Among other things the
newcomer learns is how GORE-TEX fabric is made, what it
can and cannot do, how Gore handles customer complaints,
and how it makes its investment decisions.
Anita McBride related her early experience at
W. L. Gore & Associates this way: “Before I came to Gore,
I had worked for a structured organization. I came here,
and for the ﬁrst month it was fairly structured because I was
going through training and this is what we do and this is
how Gore is and all of that. I went to Flagstaff for that
training. After a month I came down to Phoenix and my
sponsor said, ‘Well, here’s your ofﬁce; it’s a wonderful ofﬁce,’ and ‘Here’s your desk,’ and walked away. And I
thought, ‘Now what do I do?’ You know, I was waiting for
a memo or something, or a job description. Finally after another month I was so frustrated, I felt, ‘What have I gotten
myself into?’ And so I went to my sponsor and I said, ‘What
the heck do you want from me? I need something from
you.’ And he said, ‘If you don’t know what you’re supposed
to do, examine your commitment, and opportunities.’”

Company Background
W. L. Gore & Associates was formed by the late Wilbert
L. Gore and his wife in 1958. The idea for the business
sprang from his personal, organizational, and technical
experiences at E. I. DuPont de Nemours, and, particu-

larly, his discovery of a chemical compound with unique
properties. The compound, now widely know as GORETEX, has catapulted W. L. Gore & Associates to a high
ranking on the Forbes 1998 list of the 500 largest private
companies in the United States, with estimated revenues
of more than $1.1 billion. The company’s avant-garde
culture and people management practices resulted in
W. L. Gore being ranked as the seventh best company
to work for in America by Fortune in a January 1998
article.
Wilbert Gore was born in Meridian, Idaho, near Boise
in 1912. By age six, according to his own account, he was
an avid hiker in the Wasatch Mountain Range in Utah. In
those mountains, at a church camp, he met Genevieve, his
future wife. In 1935, they got married—in their eyes, a
partnership. He would make breakfast and Vieve, as everyone called her, would make lunch. The partnership lasted a
lifetime.
He received both a bachelor of science in chemical engineering in 1933 and a master of science in physical chemistry in 1935 from the University of Utah. He began his
professional career at American Smelting and Reﬁning in
1936. He moved to Remington Arms Company in 1941
and then to E. I. DuPont de Nemours in 1945. He held positions as research supervisor and head of operations research. While at DuPont, he worked on a team to develop
applications for polytetraﬂuoroethylene, referred to as
PTFE in the scientiﬁc community and known as “Teﬂon”
by DuPont’s consumers. (Consumers know it under other
names from other companies.) On this team Wilbert Gore,
called Bill by everyone, felt a sense of excited commitment,
personal fulﬁllment, and self-direction. He followed the development of computers and transistors and felt that PTFE
had the ideal insulating characteristics for use with such
equipment.
He tried many ways to make a PTFE-coated ribbon cable without success. A breakthrough came in his home
basement laboratory while he was explaining the problem
to his nineteen-year-old son, Bob. The young Gore saw
some PTFE sealant tape made by 3M and asked his father,
“Why don’t you try this tape?” Bill then explained that
everyone knew that you cannot bond PTFE to itself. Bob
went on to bed.
Bill Gore remained in his basement lab and proceeded
to try what everyone knew would not work. At about
*Prepared by Frank Shipper, Department of Management and Marketing,
Franklin P. Perdue School of Business, Salisbury State University and Charles
C. Manz, Nirenberg Professor of Business Leadership, School of
Management, University of Massachusetts. Used with permission.
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4 a.m. he woke up his son, waving a small piece of cable
around and saying excitedly, “It works, it works.” The following night father and son returned to the basement lab
to make ribbon cable coated with PTFE. Because the
breakthrough idea came from Bob, the patent for the cable
was issued in Bob’s name.
For the next four months Bill Gore tried to persuade
DuPont to make a new product—PTFE-coated ribbon cable. By this time in his career Bill Gore knew some of the
decision makers at DuPont. After talking to a number of
them, he came to realize that DuPont wanted to remain a
supplier of raw materials and not a fabricator.
Bill and his wife, Vieve, began discussing the possibility
of starting their own insulated wire and cable business. On
January 1, 1958, their wedding anniversary, they founded
W. L. Gore & Associates. The basement of their home served
as their ﬁrst facility. After ﬁnishing dinner that night, Vieve
turned to her husband of twenty-three years and said, “Well,
let’s clear up the dishes, go downstairs, and get to work.”
Bill Gore was forty-ﬁve years old with ﬁve children to
support when he left DuPont. He put aside a career of seventeen years, and a good, secure salary. To ﬁnance the ﬁrst
two years of the business, he and Vieve mortgaged their
house and took $4,000 from savings. All their friends told
them not to do it.
The ﬁrst few years were rough. In lieu of salary, some
of their employees accepted room and board in the Gore
home. At one point eleven Associates were living and working under one roof. One afternoon, while sifting PTFE powder, Vieve received a call from the City of Denver’s water
department. The caller indicated that he was interested in
the ribbon cable, but wanted to ask some technical questions. Bill was out running some errands. The caller asked
for the product manager. Vieve explained that he was out at
the moment. Next he asked for the sales manager and ﬁnally, the president. Vieve explained that they were also out.
The caller became outraged and hollered, “What kind of
company is this anyway?” With a little diplomacy the Gores
were able eventually to secure an order for $100,000. This
order put the company on a proﬁtable footing and it began
to take off.
W. L. Gore & Associates continued to grow and develop new products, primarily derived from PTFE. Its bestknown product would become GORE-TEX fabric. In
1986, Bill Gore died while backpacking in the Wind River
Mountains of Wyoming. He was then Chairman of the
Board. His son, Bob, continued to occupy the position of
president. Vieve remained as the only other ofﬁcer, secretarytreasurer.

Company Products
In 1998, W. L. Gore & Associates has a fairly extensive line
of high-tech products that are used in a variety of applications, including electronic, waterprooﬁng, industrial ﬁltration, industrial seals, and coatings.

Electronic & Wire Products
Gore electronic products have been found in unconventional places where conventional products will not do—
in space shuttles, for example, where Gore wire and cable assemblies withstand the heat of ignition
and the cold of space. In addition, they have
been found in fast computers, transmitting signals at up to 93 percent of the speed of light.
Gore cables have even gone underground, in oildrilling operations, and underseas, on submarines that require superior microwave signal
equipment and no-fail cables that can survive
high pressure. The Gore electronic products division has a history of anticipating future customer needs
with innovative products. Gore electronic products
have been well received in industry for their ability to last
under adverse conditions. For example, Gore has become, according to Sally Gore, leader in Human Resources and Communications, “one of the largest manufacturers of ultrasound cable in the world, the reason
being that Gore’s electronic cables’ signal transmission is
very, very accurate and it’s very thin and extremely flexible and has a very, very long flex life. That makes it ideal
for things like ultrasound and many medical electronic
applications.”

3.0

Medical Products
The medical division began on the ski slopes of Colorado. Bill was skiing with a friend, Dr. Ben Eiseman of
Denver General Hospital. As Bill Gore told the story:
“We were just to start a run when I absentmindedly
pulled a small tubular section of GORE-TEX out of my
pocket and looked at it. ‘What is that stuff?’ Ben asked.
So I told him about its properties. ‘Feels great,’ he said.
‘What do you use it for?’ ‘Got no idea,’ I said. ‘Well give
it to me,’ he said, ‘and I’ll try it in a vascular graft on a
pig.’ Two weeks later, he called me up. Ben was pretty excited. ‘Bill,’ he said, ‘I put it in a pig and it works. What
do I do now?’ I told him to get together with Pete Cooper
in our Flagstaff plant, and let them figure it out.” Not
long after, hundreds of thousands of people throughout
the world began walking around with GORE-TEX vascular grafts.
GORE-TEX’s expanded PTFE proved to be an ideal
replacement for human tissue in many situations. In patients suffering from cardiovascular disease the diseased
portion of arteries has been replaced by tubes of expanded PTFE—strong, biocompatible structures capable
of carrying blood at arterial pressures. Gore has a strong
position in this product segment. Other Gore medical
products have included patches that can literally mend
broken hearts by sealing holes, and sutures that allow for
tissue attachment and offer the surgeon silk-like handling
coupled with extreme strength. In 1985, W. L. Gore &
Associates won Britain’s Prince Philip Award for Poly-
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mers in the Service of Mankind. The award recognized especially the lifesaving achievements of the Gore medical
products team.
Two recently developed products by this division are a
new patch material that is intended to incorporate more tissue into the graft more quickly and
the GORE™ RideOn®3 Cable System for bicycles. According to Amy LeGere of the medical division, “All the top pro riders in the world are using it. It was introduced just about a year ago and
it has become an industry standard.” This product had a positive cash ﬂow very soon after its introduction. Some Associates who were also outdoor sports enthusiasts developed the product and realized
that Gore could make a great bicycle cable that would have
70 percent less friction and need no lubrication. The Associates maintain that the proﬁtable development, production, and marketing of such specialized niche products are
possible because of the lack of bureaucracy and associated
overhead, Associate commitment, and the use of product
champions.

3.0

Industrial Products
The output of the industrial products division has included
sealants, ﬁlter bags, cartridges, clothes, and coatings. Industrial ﬁltration products, such as GORE-TEX ﬁlter bags,
have reduced air pollution and recovered valuable solids
from gases and liquids more completely than alternatives—
and they have done so economically. In the future they may
make coal-burning plants completely smoke-free, contributing to a cleaner environment. The specialized and
critical applications of these products, along with Gore’s
reputation for quality, have had a strong inﬂuence on industrial purchasers.
This division has developed a unique joint sealant—a
flexible cord of porous PTFE—that can be applied as a
gasket to the most complex shapes, sealing them to prevent leakage of corrosive chemicals, even at extreme temperature and pressure. Steam valves packed with GORETEX have been sold with a lifetime guarantee, provided
the valve is used properly. In addition, this division has introduced Gore’s first consumer product—GLIDE®4—a
dental floss. “That was a product that people knew about
for a while and they went the route of trying to persuade
industry leaders to promote the product, but they didn’t
really pursue it very well. So out of basically default almost, Gore decided, Okay, they’re not doing it right. Let’s
go in ourselves. We had a champion, John Spencer, who
took that and pushed it forward through the dentists’ offices and it just skyrocketed. There were many more people on the team but it was basically getting that one champion who focused on that product and got it out. They
told him it ‘couldn’t be done,’ ‘It’s never going to work,’
and I guess that’s all he needed. It was done and it

worked,” said Ray Wnenchak of the industrial products
division. Amy LeGere added, “The champion worked very
closely with the medical people to understand the medical
market like claims and labeling so that when the product
came out on the market it would be consistent with our
medical products. And that’s where, when we cross divisions, we know whom to work with and with whom we
combine forces so that the end result takes the strengths of
all of our different teams.” As of 1998, GLIDE has captured a major portion of the dental floss market and the
mint flavor is the largest-selling variety in the U.S. market
based on dollar volume.
Fabric Products
The Gore fabrics division has supplied laminates to manufacturers of foul weather gear, ski wear, running suits,
footwear, gloves, and hunting and ﬁshing garments. Fireﬁghters and U.S. Navy pilots have worn GORE-TEX fabric gear, as have some Olympic athletes. The U.S. Army
adopted a total garment system built around a GORE-TEX
fabric component. Employees in high-tech clean rooms
also wear GORE-TEX garments.
GORE-TEX membrane has 9 billion pores randomly
dotting each square inch and is feather-light. Each pore is
700 times larger than a water vapor molecule, yet thousands of times smaller than a water droplet. Wind and
water cannot penetrate the pores, but perspiration can
escape.
As a result, fabrics bonded with GORE-TEX membrane are waterproof, windproof, and breathable. The
laminated fabrics bring protection from the elements to a
variety of products—from survival gear to high-fashion
rainwear. Other manufacturers, including 3M, Burlington
Industries, Akzo Nobel Fibers, and DuPont, have brought
out products to compete with GORE-TEX fabrics. Earlier,
the toughest competition came from firms that violated
the patents on GORE-TEX. Gore successfully challenged
them in court. In 1993, the basic patent on the process for
manufacturing ran out. Nevertheless, as Sally Gore explained, “what happens is you get an initial process patent
and then as you begin to create things with this process
you get additional patents. For instance we have patents
protecting our vascular graft, different patents for protecting GORE-TEX patches, and still other patents protecting
GORE-TEX industrial sealants and filtration material.
One of our patent attorneys did a talk recently, a year or
so ago, when the patent expired and a lot of people were
saying, Oh, golly, are we going to be in trouble! We would
be in trouble if we didn’t have any patents. Our attorney
had this picture with a great big umbrella, sort of a parachute, with Gore under it. Next he showed us lots of little
umbrellas scattered all over the sky. So you protect certain
niche markets and niche areas, but indeed competition increases as your initial patents expire.” Gore, however, has
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continued to have a commanding position in the activewear market.
To meet a variety of customer needs, Gore introduced
a new family of fabrics in the 1990s (Exhibit 1). The introduction posed new challenges. According to Bob Winterling, “we did such a great job with the brand GORETEX that we actually have hurt ourselves in many ways. By
that I mean it has been very difﬁcult for us to come up with
other new brands, because many people didn’t even know
Gore. We are the GORE-TEX company. One thing we decided to change about Gore four or ﬁve years ago was instead of being the GORE-TEX company we wanted to become the Gore company and that underneath the Gore
company we had an umbrella of products that fall out of
being the great Gore company. So it was a shift in how we
positioned GORE-TEX. Today GORE-TEX is stronger
than ever as it’s turned out, but now we’ve ventured into
such things as WindStopper®5 fabric that is very big in the
golf market. It could be a sweater or a ﬂeece piece or even
a knit shirt with the WindStopper behind it or closer to
your skin and what it does is it stops the wind. It’s not waterproof; it’s water resistant. What we’ve tried to do is position the Gore name and beneath that all of the great
products of the company.”

W. L. Gore & Associates’ Approach
to Organization and Structure
W. L. Gore & Associates has never had titles, hierarchy,
or any of the conventional structures associated with enterprises of its size. The titles of president and secretarytreasurer continue to be used only because they are required by the laws of incorporation. In addition, Gore has
never had a corporate-wide mission or code of ethics
statement, nor has Gore ever required or prohibited business units from developing such statements for them-

selves. Thus, the Associates of some business units who
have felt a need for such statements have developed them
on their own. When questioned about this issue, one Associate stated, “The company belief is that (1) its four basic operating principles cover ethical practices
required of people in business; (2) it will not tolerate illegal practices.” Gore’s management
style has been referred to as unmanagement. The
organization has been guided by Bill’s experiences on teams at DuPont and has evolved as
needed.
For example, in 1965 W. L. Gore & Associates was a thriving company with a facility on Paper Mill Road in Newark, Delaware. One Monday morning in the summer, Bill Gore was taking his usual walk
through the plant. All of a sudden he realized that he did
not know everyone in the plant. The team had become too
big. As a result, he established the practice of limiting plant
size to approximately two hundred Associates. Thus was
born the expansion policy of “Get big by staying small.”
The purpose of maintaining small plants was to accentuate
a close-knit atmosphere and encourage communication
among Associates in a facility.
At the beginning of 1998, W. L. Gore & Associates
consisted of over forty-ﬁve plants worldwide with approximately seven thousand Associates. In some cases, the
plants are grouped together on the same site (as in
Flagstaff, Arizona, with ten plants). Overseas, Gore’s manufacturing facilities are located in Scotland, Germany, and
China, and the company has two joint ventures in Japan
(Exhibit 2). In addition, it has sales facilities located in ﬁfteen other countries. Gore manufactures electronic, medical, industrial, and fabric products. In addition, it has numerous sales ofﬁces worldwide, including ofﬁces in Eastern
Europe and Russia.

3.0

EXHIBIT 1

Gore’s Family of Fabrics
Brand Name

Activity/Conditions

Breathability

Water Protection

Wind Protection

GORE-TEX®
Immersion™
technology
Ocean
technology
WindStopper®
Gore Dryloft™

rain, snow, cold, windy
for ﬁshing and paddle
sports
for offshore and coastal
sailing
cool/cold, windy
cold, windy, light
precipitation
cool/cold, windy, light
precipitation

very breathable
very breathable

waterproof
waterproof

windproof
windproof

very breathable

waterproof

windproof

very breathable
extremely breathable

no water resistance
water-resistant

windproof
windproof

extremely breathable

water-resistant

windproof

Activent™
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EXHIBIT 2

International Locations of W. L. Gore & Associates

3.0

The Lattice Organization
W. L. Gore & Associates has been described not only as
unmanaged, but also as unstructured. Bill Gore referred to
the structure as a lattice organization (Exhibit 3). The characteristics of this structure are:
1. Direct lines of communication—person to person—no
intermediary
2. No ﬁxed or assigned authority
3. Sponsors, not bosses
4. Natural leadership deﬁned by followership
5. Objectives set by those who must “make them happen”
6. Tasks and functions organized through commitments
The structure within the lattice is complex and evolves
from interpersonal interactions, self commitment to groupknown responsibilities, natural leadership, and groupimposed discipline. Bill Gore once explained the structure
this way: “Every successful organization has an underground lattice. It’s where the news spreads like lightning,
where people can go around the organization to get things
done.” An analogy might be drawn to a structure of constant cross-area teams—the equivalent of quality circles going on all the time. When a puzzled interviewer told Bill
that he was having trouble understanding how planning
and accountability worked, Bill replied with a grin: “So
am I. You ask me how it works? Every which way.”
The lattice structure has not been without its critics. As
Bill Gore stated, “I’m told from time to time that a lattice

organization can’t meet a crisis well because it takes too
long to reach a consensus when there are no bosses. But
this isn’t true. Actually, a lattice by its very nature works
particularly well in a crisis. A lot of useless effort is avoided
because there is no rigid management hierarchy to conquer
before you can attack a problem.”
The lattice has been put to the test on a number of occasions. For example, in 1975, Dr. Charles Campbell of the
University of Pittsburgh reported that a GORE-TEX arterial graft had developed an aneurysm. If the bubble-like
protrusion continued to expand, it would explode.
Obviously, this life-threatening situation had to be resolved quickly and permanently. Within only a few days of
Dr. Campbell’s ﬁrst report, he ﬂew to Newark to present
his ﬁndings to Bill and Bob Gore and a few other Associates. The meeting lasted two hours. Dan Hubis, a former
policeman who had joined Gore to develop new production methods, had an idea before the meeting was over. He
returned to his work area to try some different production
techniques. After only three hours and twelve tries, he had
developed a permanent solution. In other words, in three
hours a potentially damaging problem to both patients and
the company was resolved. Furthermore, Hubis’s redesigned graft went on to win widespread acceptance in
the medical community.
Eric Reynolds, founder of Marmot Mountain Works
Ltd. of Grand Junction, Colorado, and a major Gore customer, raised another issue: “I think the lattice has its prob-
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EXHIBIT 3

The Lattice Structure

3.0

lems with the day-to-day nitty-gritty of getting things done
on time and out the door. I don’t think Bill realizes how the
lattice system affects customers. I mean, after you’ve established a relationship with someone about product quality,
you can call up one day and suddenly ﬁnd that someone
new to you is handling your problem. It’s frustrating to
ﬁnd a lack of continuity.” He went on to say: “But I have
to admit that I’ve personally seen at Gore remarkable examples of people coming out of nowhere and excelling.”
When Bill Gore was asked if the lattice structure could
be used by other companies, he answered: “No. For example, established companies would ﬁnd it very difﬁcult to
use the lattice. Too many hierarchies would be destroyed.
When you remove titles and positions and allow people to
follow who they want, it may very well be someone other
than the person who has been in charge. The lattice works
for us, but it’s always evolving. You have to expect problems.” He maintained that the lattice system worked best
when it was put in place in start-up companies by dynamic
entrepreneurs.
Not all Gore Associates function well in this unstructured work environment, especially initially. For those accustomed to a more structured work environment, there
can be adjustment problems. As Bill Gore said: “All our
lives most of us have been told what to do, and some people don’t know how to respond when asked to do something—and have the very real option of saying no—on
their job. It’s the new Associate’s responsibility to ﬁnd out

what he or she can do for the good of the operation.” The
vast majority of the new Associates, after some initial
ﬂoundering, have adapted quickly.
Others, especially those who require more structured
working conditions, have found that Gore’s ﬂexible workplace is not for them. According to Bill, for those few, “It’s
an unhappy situation, for both the Associate and the sponsor. If there is no contribution, there is no paycheck.”
As Anita McBride, an Associate in Phoenix, noted:
“It’s not for everybody. People ask me do we have turnover,
and yes we do have turnover. What you’re seeing looks like
utopia, but it also looks extreme. If you ﬁnally ﬁgure the
system, it can be real exciting. If you can’t handle it, you
gotta go. Probably by your own choice, because you’re going to be so frustrated.” Overall, the Associates appear to
have responded positively to the Gore system of unmanagement and unstructure. And the company’s lattice organization has proven itself to be good from a bottom-line
perspective. Bill estimated the year before he died that “the
proﬁt per Associate is double” that of DuPont.

Features of W. L. Gore’s Culture
Outsiders have been struck by the degree of informality
and humor in the Gore organization. Meetings tend to be
only as long as necessary. As Trish Hearn, an Associate in
Newark, Delaware, said, “No one feels a need to pontiﬁcate.” Words such as “responsibilities” and “commitments” are commonly heard, whereas words such as “em-
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ployees,” “subordinates,” and “managers” are taboo in
the Gore culture. This is an organization that has always
taken what it does very seriously, without its members taking themselves too seriously.
For a company of its size, Gore has always
had a very short organizational pyramid. As of
1995 the pyramid consists of Bob Gore, the late
Bill Gore’s son, as president and Vieve, Bill
Gore’s widow, as secretary-treasurer. He has been
the chief executive officer for more than twenty
years. No second-in-command or successor has
been designated. All the other members of the
Gore organization were, and continue to be, referred to as Associates.
Some outsiders have had problems with the idea of no
titles. Sarah Clifton, an Associate at the Flagstaff facility,
was being pressed by some outsiders as to what her title
was. She made one up and had it printed on some business
cards: SUPREME COMMANDER (see Exhibit 4). When
Bill Gore learned what she did, he loved it and recounted
the story to others.

3.0

Leaders, Not Managers
Within W. L. Gore & Associates, the various people who
take lead roles are thought of as being leaders, not managers. Bill Gore described in an internal memo the kinds of
leadership and the role of leadership as follows:
1. The Associate who is recognized by a team as having
a special knowledge, or experience (for example, this
could be a chemist, computer expert, machine operator, salesman, engineer, lawyer). This kind of leader
gives the team guidance in a special area.
2. The Associate the team looks to for coordination of
individual activities in order to achieve the agreedupon objectives of the team. The role of this leader is
to persuade team members to make the commitments
necessary for success (commitment seeker).

EXHIBIT 4

The Supreme Commander

GORE

W. L. GORE & ASSOCIATES, Inc.

SARAH CLIFTON
SUPREME COMMANDER
1505 NORTH FOURTH STREET
FLAGSTAFF, ARIZONA 86001
PHONE: 602-774-0611
TWX 910-972-0969

3. The Associate who proposes necessary objectives and
activities and seeks agreement and team consensus on
objectives. This leader is perceived by the team members
as having a good grasp of how the objectives of the team
ﬁt in with the broad objective of the enterprise. This
kind of leader is often also the “commitment-seeking”
leader.
4. The leader who evaluates relative contribution of team
members (in consultation with other sponsors), and reports these contribution evaluations to a compensation
committee. This leader may also participate in the compensation committee on relative contribution and pay
and reports changes in compensation to individual Associates. This leader is then also a compensation sponsor.
5. Product specialists who coordinate the research, manufacturing, and marketing of one product type within
a business, interacting with team leaders and individual Associates who have commitments regarding the
product type. They are respected for their knowledge
and dedication to their products.
6. Plant leaders who help coordinate activities of people
within a plant.
7. Business leaders who help coordinate activities of people in a business.
8. Functional leaders who help coordinate activities of
people in a “functional” area.
9. Corporate leaders who help coordinate activities of
people in different businesses and functions and who
try to promote communication and cooperation
among all Associates.
10. Entrepreneuring Associates who organize new teams
for new businesses, new products, new processes, new
devices, new marketing efforts, new or better methods
of all kinds. These leaders invite other Associates to
“sign up” for their project.
It is clear that leadership is widespread in our lattice
organization and that it is continually changing and
evolving. The situation that leaders are frequently also
sponsors should not imply that these are different activities and responsibilities.
Leaders are not authoritarians, managers of people,
or supervisors who tell us what to do or forbid us to do
things; nor are they “parents” to whom we transfer our
own self-responsibility. However, they do often advise
us of the consequences of actions we have done or propose to do. Our actions result in contributions, or lack
of contribution, to the success of our enterprise. Our
pay depends on the magnitude of our contributions.
This is the basic discipline of our lattice organization.
Egalitarian and Innovative
Other aspects of the Gore culture have been aimed at promoting an egalitarian atmosphere, such as parking lots
with no reserved parking spaces except for customers and
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disabled workers or visitors and dining areas—only one in
each plant—set up as focal points for Associate interaction.
As Dave McCarter of Phoenix explained: “The design is no
accident. The lunchroom in Flagstaff has a ﬁreplace in the
middle. We want people to like to be here.” The location
of a plant is also no accident. Sites have been selected on
the basis of transportation access, a nearby university,
beautiful surroundings, and climate appeal. Land cost has
never been a primary consideration. McCarter justiﬁed the
selection by stating: “Expanding is not costly in the long
run. The loss of money is what you make happen by
stymieing people into a box.”
Bob Gore is a champion of Gore culture. As Sally Gore
related, “We have managed surprisingly to maintain our
sense of freedom and our entrepreneurial spirit. I think
what we’ve found is that we had to develop new ways to
communicate with Associates because you can’t communicate with six thousand people the way that you can communicate with ﬁve hundred people. It just can’t be done. So
we have developed a newsletter that we didn’t have before.
One of the most important communication mediums that
we developed, and this was Bob Gore’s idea, is a digital
voice exchange which we call our Gorecom. Basically
everyone has a mailbox and a password. Lots of companies
have gone to e-mail and we use e-mail, but Bob feels very
strongly that we’re very much an oral culture and there’s a
big difference between cultures that are predominantly oral
and predominantly written. Oral cultures encourage direct
communication, which is, of course, something that we encourage.”
In rare cases an Associate “is trying to be unfair,” in
Bill’s own words. In one case the problem was chronic absenteeism and in another, an individual was caught stealing.

“When that happens, all hell breaks loose,” said Bill Gore.
“We can get damned authoritarian when we have to.”
Over the years, Gore & Associates has faced a number
of unionization drives. The company has neither tried to
dissuade Associates from attending an organizational meeting nor retaliated when ﬂyers were
passed out. As of 1995, none of the plants had
been organized. Bill believed that no need existed
for third-party representation under the lattice
structure. He asked the question, “Why would
Associates join a union when they own the company? It seems rather absurd.”
Commitment has long been considered a twoway street. W. L. Gore & Associates has tried to avoid layoffs. Instead of cutting pay, which in the Gore culture
would be disastrous to morale, the company has used a
system of temporary transfers within a plant or cluster of
plants and voluntary layoffs. Exhibit 7 at the end of this
case example contains excerpts of interviews with two
Gore Associates that further indicate the nature of the culture and work environment at W. L. Gore & Associates.

3.0

W. L. Gore & Associates’ Sponsor Program
Bill Gore knew that products alone did not a company
make. He wanted to avoid smothering the company in
thick layers of formal “management.” He felt that hierarchy stiﬂed individual creativity. As the company grew, he
knew that he had to ﬁnd a way to assist new people and to
follow their progress. This was particularly important
when it came to compensation. W. L. Gore & Associates
developed its “sponsor” program to meet these needs.
When people apply to Gore, they are initially screened
by personnel specialists. As many as ten references might be

EXHIBIT 5

Growth of Gore’s Sales vs. Gross Domestic Product
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contacted on each applicant. Those who meet the basic criteria are interviewed by current Associates. The interviews
have been described as rigorous by those who have gone
through them. Before anyone is hired, an Associate must
agree to be his or her sponsor. The sponsor is to
take a personal interest in the new Associate’s contributions, problems, and goals, acting as both a
coach and an advocate. The sponsor tracks the new
Associate’s progress, helping and encouraging,
dealing with weaknesses, and concentrating on
strengths. Sponsoring is not a short-term commitment. All Associates have sponsors and many have
more than one. When individuals are hired initially,
they are likely to have a sponsor in their immediate work
area. If they move to another area, they may have a sponsor
in that work area. As Associates’ commitments change or
grow, they may acquire additional sponsors. Because the hiring process looks beyond conventional views of what makes
a good Associate, some anomalies have occurred. Bill Gore
proudly told the story of “a very young man” of 84 who
walked in, applied, and spent ﬁve very good years with the
company. The individual had thirty years of experience in the
industry before joining Gore. His other Associates had no
problems accepting him, but the personnel computer did. It
insisted that his age was 48. The individual success stories at
Gore have come from diverse backgrounds.
An internal memo by Bill Gore described three roles of
sponsors:

3.0

1. Starting sponsor—a sponsor who helps a new Associate get started on a ﬁrst job, or a present Associate get
started on a new job.
2. Advocate sponsor—a sponsor who sees that an Associate’s accomplishments are recognized.
3. Compensation sponsor—a sponsor who sees to it that
an Associate is fairly paid for contributions to the success of the enterprise.
A single person can perform any one or all three kinds
of sponsorship. Quite frequently, a sponsoring Associate is
a good friend and it is not unknown for two Associates to
sponsor each other.

Compensation Practices
Compensation at W. L. Gore & Associates has taken three
forms: salary, proﬁt sharing, and an Associates’ Stock
Ownership Program (ASOP).6 Entry-level salary has been
in the middle for comparable jobs. According to Sally
Gore: “We do not feel we need to be the highest paid. We
never try to steal people away from other companies with
salary. We want them to come here because of the opportunities for growth and the unique work environment.” Associates’ salaries have been reviewed at least once a year
and more commonly twice a year. The reviews are conducted by a compensation team at each facility, with sponsors for the Associates acting as their advocates during the
review process. Prior to meeting with the compensation

committee, the sponsor checks with customers or Associates familiar with the person’s work to ﬁnd out what contribution the Associate has made. The compensation team
relies heavily on this input. In addition, the compensation
team considers the Associate’s leadership ability and willingness to help others develop to their fullest.
Proﬁt sharing follows a formula based on economic
value added (EVA). Sally Gore had the following to say
about the adoption of a formula: “It’s become more formalized, and in a way, I think that’s unfortunate because it
used to be a complete surprise to receive a proﬁt share. The
thinking of the people like Bob Gore and other leaders was
that maybe we weren’t using it in the right way and we
could encourage people by helping them know more about
it and how we made proﬁt-share decisions. The fun of it
before was people didn’t know when it was coming and all
of a sudden you could do something creative about passing
out checks. It was great fun and people would have a wonderful time with it. The disadvantage was that Associates
then did not focus much on, ‘What am I doing to create another proﬁt share?’ By using EVA as a method of evaluation for our proﬁt share, we know at the end of every
month how much EVA was created that month. When
we’ve created a certain amount of EVA, we then get another proﬁt share. So everybody knows and everyone says,
‘We’ll do it in January,’ so it is done. Now Associates feel
more part of the happening to make it work. What have
you done? Go make some more sales calls, please! There
are lots of things we can do to improve our EVA and everybody has a responsibility to do that.” Every month EVA is
calculated and every Associate is informed. John Mosko of
electronic products commented, “...(EVA) lets us know
where we are on the path to getting one (a proﬁt share). It’s
very critical—every Associate knows.”
Annually, Gore also buys company stock equivalent to a
ﬁxed percent of the Associates’ annual incomes, placing it in
the ASOP retirement fund. Thus, an Associate can become a
stockholder after being at Gore for a year. Gore’s ASOP ensures Associates participate in the growth of the company by
acquiring ownership in it. Bill Gore wanted Associates to feel
that they themselves are owners. One Associate stated, “This
is much more important than proﬁt sharing.” In fact, some
long-term Associates (including a twenty-ﬁve-year veteran
machinist) have become millionaires from the ASOP.

W. L. Gore & Associates’ Guiding Principles
and Core Values
In addition to the sponsor program, Bill Gore articulated
four guiding principles:
1. Try to be fair.
2. Encourage, help, and allow other Associates to grow in
knowledge, skill, and scope of activity and responsibility.
3. Make your own commitments, and keep them.
4. Consult with other Associates before taking actions
that may be “below the water line.”
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The four principles have been referred to as Fairness,
Freedom, Commitment, and Waterline. The waterline terminology is drawn from an analogy to ships. If someone
pokes a hole in a boat above the water line, the boat will
be in relatively little real danger. If someone, however,
pokes a hole below the water line, the boat is in immediate
danger of sinking. “Water line” issues must be discussed
across teams and plants before decisions are made.
The operating principles were put to a test in 1978. By
this time word about the qualities of GORE-TEX fabric
was being spread throughout the recreational and outdoor
markets. Production and shipment had begun in volume.
At ﬁrst a few complaints were heard. Next some of the
clothing started coming back. Finally, much of the clothing
was being returned. The trouble was that the GORE-TEX
fabric was leaking. Waterprooﬁng was one of the major
properties responsible for GORE-TEX fabric’s success. The
company’s reputation and credibility were on the line.
Peter W. Gilson, who led Gore’s fabrics division, recalled: “It was an incredible crisis for us at that point. We
were really starting to attract attention; we were taking
off—and then this.” In the next few months, Gilson and a
number of his Associates made a number of those belowthe-water-line decisions.
First, the researchers determined that oils in human
sweat were responsible for clogging the pores in the
GORE-TEX fabric and altering the surface tension of the
membrane. Thus, water could pass through. They also discovered that a good washing could restore the waterproof
property. At ﬁrst this solution, known as the “Ivory Snow
solution,” was accepted. A single letter from “Butch,” a
mountain guide in the Sierras, changed the company’s position. Butch described what happened while he was leading a group: “My parka leaked and my life was in danger.”
As Gilson noted, “That scared the hell out of us. Clearly
our solution was no solution at all to someone on a mountaintop.” All the products were recalled. Gilson remembered: “We bought back, at our own expense, a fortune in
pipeline material—anything that was in the stores, at the
manufacturers, or anywhere else in the pipeline.”
In the meantime, Bob Gore and other Associates set out
to develop a permanent ﬁx. One month later, a secondgeneration GORE-TEX fabric had been developed. Gilson,
furthermore, told dealers that if a customer ever returned a
leaky parka, they should replace it and bill the company. The
replacement program alone cost Gore roughly $4 million.
The popularity of GORE-TEX outerwear took off.
Many manufacturers now make numerous pieces of apparel such as parkas, gloves, boots, jogging outﬁts, and
wind shirts from GORE-TEX laminate. Sometimes when
customers are dissatisﬁed with a garment, they return them
directly to Gore. Gore has always stood behind any product made of GORE-TEX fabric. Analysis of the returned
garments found that the problem was often not the GORETEX fabric. The manufacturer, “...had created a design
ﬂaw so that the water could get in here or get in over the

zipper and we found that when there was something negative about it, everyone knew it was GORE-TEX. So we had
to make good on products that we were not manufacturing. We now license the manufacturers of all our GORETEX fabric products. They pay a fee to obtain a
license to manufacture GORE-TEX products. In
return we oversee the manufacture and we let
them manufacture only designs that we are sure
are guaranteed to keep you dry, that really will
work. Then it works for them and for us—a winwin for them as well as for us,” according to Sally
Gore.
To further ensure quality, Gore & Associates
has its own test facility including a rain room for garments
made from GORE-TEX. Besides a rain/storm test, all garments must pass abrasion and washing machine tests. Only
the garments that pass these tests will be licensed to display
the GORE-TEX label.

3.0

Research and Development
Like everything else at Gore, research and development has
always been unstructured. Even without a formal R&D department, the company has been issued many patents, although most inventions have been held as proprietary or
trade secrets. For example, few Associates are allowed to
see GORE-TEX being made. Any Associate can, however,
ask for a piece of raw PTFE (known as a silly worm) with
which to experiment. Bill Gore believed that all people had
it within themselves to be creative.
One of the best examples of Gore inventiveness occurred in 1969. At the time, the wire and cable division
was facing increased competition. Bill Gore began to look
for a way to straighten out the PTFE molecules. As he said,
“I ﬁgured out that if we ever unfold those molecules, get
them to stretch out straight, we’d have a tremendous new
kind of material.” He thought that if PTFE could be
stretched, air could be introduced into its molecular structure. The result would be greater volume per pound of raw
material with no effect on performance. Thus, fabricating
costs would be reduced and proﬁt margins would be increased. Going about this search in a scientiﬁc manner, Bob
Gore heated rods of PTFE to various temperatures and
then slowly stretched them. Regardless of the temperature
or how carefully he stretched them, the rods broke.
Working alone late one night after countless failures,
Bob in frustration stretched one of the rods violently. To
his surprise, it did not break. He tried it again and again
with the same results. The next morning Bob demonstrated
his breakthrough to his father, but not without some
drama. As Bill Gore recalled: “Bob wanted to surprise me
so he took a rod and stretched it slowly. Naturally, it
broke. Then he pretended to get mad. He grabbed another
rod and said, ‘Oh, the hell with this,’ and gave it a pull. It
didn’t break—he’d done it.” The new arrangement of molecules not only changed the wire and cable division, but led
to the development of GORE-TEX fabric.
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Bill and Vieve did the initial ﬁeld-testing of GORETEX fabric the summer of 1970. Vieve made a hand-sewn
tent out of patches of GORE-TEX fabric. They took it on
their annual camping trip to the Wind River Mountains in
Wyoming. The very ﬁrst night in the wilderness,
they encountered a hail storm. The hail tore holes
in the top of the tent, and the bottom ﬁlled up like
a bathtub from the rain. Undaunted, Bill Gore
stated: “At least we knew from all the water that
the tent was waterproof. We just needed to make
it stronger, so it could withstand hail.”
Gore Associates have always been encouraged to think, experiment, and follow a potentially proﬁtable idea to its conclusion. At a plant in
Newark, Delaware, Fred L. Eldreth, an Associate with a
third-grade education, designed a machine that could wrap
thousands of feet of wire a day. The design was completed
over a weekend. Many other Associates have contributed
their ideas through both product and process breakthroughs.
Even without an R&D department, innovation and
creativity continue at a rapid pace at Gore & Associates.
The year before he died, Bill Gore claimed that “the creativity, the number of patent applications and innovative
products is triple” that of DuPont.

3.0

Development of Gore Associates
Ron Hill, an Associate in Newark, noted that Gore “will
work with Associates who want to advance themselves.”
Associates have been offered many in-house training opportunities, not only in technical and engineering areas but
also in leadership development. In addition, the company
has established cooperative education programs with universities and other outside providers, picking up most of
the costs for the Gore Associates. The emphasis in Associate development, as in many parts of Gore, has always
been that the Associate must take the initiative.

Marketing Approaches and Strategy
Gore’s business philosophy incorporates three beliefs and
principles: (1) that the company can and should offer the
best-valued products in the markets and market segments
where it chooses to compete, (2) that buyers in each of its
markets should appreciate the caliber and performance of
the items it manufactures, and (3) that Gore should become a leader with unique expertise in each of the product
categories where it competes. To achieve these outcomes,
the company’s approach to marketing (it has no formally
organized marketing department) is based on the following
principles:
1. Marketing a product requires a leader, or product
champion. According to Dave McCarter: “You marry
your technology with the interests of your champions,

since you’ve got to have champions for all these things
no matter what. And that’s the key element within our
company. Without a product champion you can’t do
much anyway, so it is individually driven. If you get
people interested in a particular market or a particular
product for the marketplace, then there is no stopping
them.” Bob Winterling of the Fabrics Division elaborated further on the role and importance of the product
champion.
The product champion is probably the most important
resource we have at Gore for the introduction of new
products. You look at that bicycle cable. That could
have come out of many different divisions of Gore, but
it really happened because one or two individuals said,
“Look, this can work. I believe in it; I’m passionate
about it; and I want it to happen.” And the same thing
with GLIDE ﬂoss. I think John Spencer in this case—
although there was a team that supported John, let’s
never forget that—John sought the experts out
throughout the organization. But without John making
it happen on his own, GLIDE ﬂoss would never have
come to fruition. He started with a little chain of drugstores here, Happy Harry’s I think, and we put a few
cases in and we just tracked the sales and that’s how it
all started. Who would have ever believed that you
could take what we would have considered a commodity product like that, sell it direct for $3–$5 apiece.
That is so unGorelike it’s incredible. So it comes down
to people and it comes down to the product champion
to make things happen.
2. A product champion is responsible for marketing the
product through commitments with sales representatives. Again, according to Dave McCarter: “We have
no quota system. Our marketing and our sales people
make their own commitments as to what their forecasts have been. There is no person sitting around
telling them that is not high enough, you have to increase it by 10 percent, or whatever somebody feels is
necessary. You are expected to meet your commitment, which is your forecast, but nobody is going to
tell you to change it. . . . There is no order of command, no chain involved. These are groups of independent people who come together to make unified
commitments to do something and sometimes when
they can’t make those agreements...you may pass
up a marketplace...but that’s OK, because there’s
much more advantage when the team decides to do
something.”
3. Sales Associates are on salary, not commission. They
participate in the proﬁt sharing and ASOP plans in
which all other Associates participate. As in other areas
of Gore, individual success stories have come from diverse backgrounds. Dave McCarter related another
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success of the company relying on a product champion
as follows:
I interviewed Sam one day. I didn’t even know why I
was interviewing him actually. Sam was retired from
AT&T. After twenty-ﬁve years, he took the golden
parachute and went down to Sun Lakes to play golf.
He played golf a few months and got tired of that. He
was selling life insurance. I sat reading the application;
his technical background interested me. . . . He had
managed an engineering department with six hundred
people. He’d managed manufacturing plants for AT&T
and had a great wealth of experience at AT&T. He
said, “I’m retired. I like to play golf but I just can’t do
it every day, so I want to do something else. Do you
have something around here I can do?” I was thinking
to myself, “This is one of these guys I would sure like
to hire but I don’t know what I would do with him.”
The thing that triggered me was the fact that he said he
sold insurance and here is a guy with a high degree of
technical background selling insurance. He had marketing experience, international marketing experience.
So, the bell went off in my head that we were trying to
introduce a new product into the marketplace that was
a hydrocarbon leak protection cable. You can bury it in
the ground and in a matter of seconds it could detect a
hydrocarbon-like gasoline. I had a couple of other guys
working on the product who hadn’t been very successful with marketing it. We were having a hard time ﬁnding a customer. Well, I thought, that kind of product
would be like selling insurance. If you think about it,
why should you protect your tanks? It’s an insurance
policy that things are not leaking into the environment.
That has implications, big-time monetary. So, actually,
I said, “Why don’t you come back Monday? I have just
the thing for you.” He did. We hired him; he went to
work, a very energetic guy. Certainly a champion of the
product, he picked right up on it, ran with it singlehanded.
Now it’s a growing business. It certainly is a valuable
one too for the environment. In the implementation of its
marketing strategy, Gore has relied on cooperative and
word-of-mouth advertising. Cooperative advertising has
been especially used to promote GORE-TEX fabric products. These high-dollar, glossy campaigns include fullcolor ads and dressing the sales force in GORE-TEX garments. A recent slogan used in the ad campaigns has been,
“If it doesn’t say GORE-TEX, it’s not.” Some retailers
praise the marketing and advertising efforts as the best.
Leigh Gallagher, managing editor of Sporting Goods Business magazine, describes Gore & Associates’ marketing as
“unbeatable.”
Gore has stressed cooperative advertising because the
Associates believe positive experiences with any one prod-

uct will carry over to purchases of other and more GORETEX fabric products. Apparently, this strategy has paid off.
When the Grandoe Corporation introduced GORE-TEX
gloves, its president, Richard Zuckerwar, noted: “Sports
activists have had the beneﬁt of GORE-TEX
gloves to protect their hands from the elements....
With this handsome collection of gloves ...you
can have warm, dry hands without sacriﬁcing
style.” Other clothing manufacturers and distributors who sell GORE-TEX garments include Apparel Technologies, Lands’ End, Austin Reed,
Hudson Trail Outﬁtters, Timberland, Woolrich,
North Face, L.L. Bean, and Michelle Jaffe.
The power of these marketing techniques extends beyond consumer products. According to Dave McCarter:
“In the technical end of the business, company reputation
probably is most important. You have to have a good reputation with your company.” He went on to say that without a good reputation, a company’s products would not be
considered seriously by many industrial customers. In
other words, the sale is often made before the representative calls. Using its marketing strategies, Gore has been
very successful in securing a market leadership position in
a number of areas, ranging from waterproof outdoor clothing to vascular grafts. Its market share of waterproof,
breathable fabrics is estimated to be 90 percent.

3.0

Adapting to Changing
Environmental Forces
Each of Gore’s divisions has faced from time to time adverse environmental forces. For example, the fabric division was hit hard when the fad for jogging suits collapsed
in the mid-1980s. The fabric division took another hit
from the recession of 1989. People simply reduced their
purchases of high-end athletic apparel. By 1995, the fabric
division was the fastest-growing division of Gore again.
The electronic division was hit hard when the mainframe computer business declined in the early 1990s. By
1995, that division was seeing a resurgence for its products
partially because that division had developed some electronic products for the medical industry. As can be seen,
not all the forces have been negative.
The aging population of America has increased the
need for health care. As a result, Gore has invested in the
development of additional medical products and the medical division is growing.

W. L. Gore & Associates’ Financial
Performance
As a closely held private corporation, W. L. Gore has kept
its financial information as closely guarded as proprietary
information on products and processes. It has been estimated that Associates who work at Gore own 90 percent
of the stock. According to Shanti Mehta, an Associate,
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Gore’s returns on assets and sales have consistently ranked
it among the top 10 percent of the Fortune 500 companies. According to another source, W. L. Gore & Associates has been doing just fine by any financial measure. For
thirty-seven straight years (from 1961 to 1997)
the company has enjoyed profitability and positive return on equity. The compounded growth
rate for revenues at W. L. Gore & Associates
from 1969 to 1989 was more than 18 percent,
discounted for inflation.7 In 1969, total sales
were about $6 million; by 1989, the figure was
$600 million. As should be expected with the increase in size, the percentage increase in sales has
slowed over the last seven years (Exhibit 6). The company
projects sales to reach $1.4 billion in 1998. Gore financed
this growth without long-term debt unless it made sense.
For example, “We used to have some industrial revenue
bonds where, in essence, to build facilities the government
allows banks to lend you money tax-free. Up to a couple
of years ago we were borrowing money through industrial
revenue bonds. Other than that, we are totally debt-free.
Our money is generated out of the operations of the business, and frankly we’re looking for new things to invest in.
I know that’s a challenge for all of us today,” said Bob
Winterling. Forbes magazine estimates Gore’s operating
profits for 1993, 1994, 1995, 1996, and 1997 to be $120,
$140, $192, $213, and $230 million, respectively (see Exhibit 6). Bob Gore predicts that the company will reach
$2 billion in sales by 2001.
Recently, the company purchased Optical Concepts
Inc., a laser, semiconductor technology company, of Lom-

3.0

poc, California. In addition, Gore & Associates is investing in test-marketing a new product, guitar strings, which
was developed by its Associates.
When asked about cost control, Sally Gore had the following to say:
You have to pay attention to cost or you’re not an effective
steward of anyone’s money, your own or anyone else’s. It’s
kind of interesting, we started manufacturing medical
products in 1974 with the vascular graft and it built from
there. The Gore vascular graft is the Cadillac or BMW or
the Rolls Royce of the business. There is absolutely no contest, and our medical products division became very successful. People thought this was Mecca. Nothing had ever
been manufactured that was so wonderful. Our business
expanded enormously, rapidly out there (Flagstaff, Arizona) and we had a lot of young, young leadership. They
spent some time thinking they could do no wrong and that
everything they touched was going to turn to gold.
They have had some hard knocks along the way and
discovered it wasn’t as easy as they initially thought it was.
And that’s probably good learning for everyone somewhere
along the way. That’s not how business works. There’s a lot
of truth in that old saying that you learn more from your
failures than you do your successes. One failure goes a long
way toward making you say, Oh, wow!
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EXHIBIT 6

Operating and Net Proﬁts of W. L. Gore & Associates

Data from Forbes Magazine’s Annual Report on the 500 Largest Private Companies in the U.S.
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many resources, including internal documents, and added
much to this case through sharing their personal experiences as well as ensuring that the case accurately reﬂected
the Gore company and culture.

Excerpts from Interviews with Associates
The ﬁrst excerpt is from an Associate that was formerly
with IBM and has been with Gore for two years:
Q. What is the difference between being with IBM and
Gore?
A. I spent twenty-four years working for IBM, and there’s
a big difference. I can go ten times faster here at Gore
because of the simplicity of the lattice organization. Let
me give you an example. If I wanted to purchase chemicals at IBM (I am an industrial chemist), the ﬁrst thing
I would need to do is get accounting approval, then I
would need at least two levels of managers’ approval,
then a secretary to log in my purchase and the purchase
order would go to Purchasing where it would be assigned a buyer. Some time could be saved if you were
willing to “walk” the paperwork through the approval
process, but even after computerizing the process, it
typically would take one month from the time you initiated the purchase requisition till the time the material
actually arrived. Here they have one simple form. Usually, I get the chemicals the next day and a copy of the
purchase order will arrive a day or two after that. It
happens so fast. I wasn’t used to that.
Q. Do you ﬁnd that a lot more pleasant?
A. Yeah, you’re unshackled here. There’s a lot less bureaucracy that allows you to be a lot more productive.
Take Lab Safety, for example. In my lab at IBM, we
were cited for not having eyewash taped properly. The
ﬁrst time, we were cited for not having a big enough
area taped off. So we taped off a bigger area. The next
week the same eyewash was cited again, because the
area we taped off was three inches too short in one direction. We retaped it and the following week, it got
cited again for having the wrong color tape. Keep in
mind that the violation was viewed as serious as a pail
of gasoline next to a lit Bunsen burner. Another time I
had the dubious honor of being selected the functional
safety representative in charge of getting the function’s
labs ready for a Corporate Safety Audit. (The function
was a third level in the pyramidal organization—[1] department, [2] project, and [3] function.) At the same
time I was working on developing a new surface mount
package. As it turned out, I had no time to work on development, and the function spent a lot of time and
money getting ready for the Corporate Auditors who in
the end never showed. I’m not belittling the importance
of safety, but you really don’t need all that bureaucracy
to be safe.

The second interview is with an Associate who is a recent engineering graduate:
Q. How did you ﬁnd the transition coming here?
A. Although I never would have expected it to
be, I found my transition coming to Gore to
be rather challenging. What attracted me to
the company was the opportunity to “be my
own boss” and determine my own commitments. I am very goal-oriented, and enjoy taking a project and running with it—all things
that you are able to do and encouraged to do
within the Gore culture. Thus, I thought, a
perfect ﬁt!
However, as a new Associate, I really struggled with
where to focus my efforts—I was ready to make my
own commitments, but to what?! I felt a strong need to
be sure that I was working on something that had
value, something that truly needed to be done. While I
didn’t expect to have the “hottest” project, I did want
to make sure that I was helping the company to “make
money” in some way.
At the time, though, I was working for a plant that
was pretty typical of what Gore was like when it was
originally founded—after my ﬁrst project (which was
designed to be a “quick win”—a project with meaning,
but one that had a deﬁnite end point), I was told, “Go
ﬁnd something to work on.” While I could have found
something, I wanted to ﬁnd something with at least a
small degree of priority! Thus, the whole process of
ﬁnding a project was very frustrating for me—I didn’t
feel that I had the perspective to make such a choice
and ended up in many conversations with my sponsor
about what would be valuable....
In the end, of course, I did ﬁnd that project—and it
did actually turn out to be a good investment for Gore.
The process to get there, though, was deﬁnitely trying
for someone as inexperienced as I was—so much
ground would have been gained by suggesting a few
projects to me and then letting me choose from that
smaller pool.
What’s really neat about the whole thing, though, is
that my experience has truly made a difference. Due in
part to my frustrations, my plant now provides college
grads with more guidance on their ﬁrst several projects.
(This guidance obviously becomes less and less critical
as each Associate grows within Gore.) Associates still
are choosing their own commitments, but they’re doing
so with additional perspective, and the knowledge that
they are making a contribution to Gore—which is an
important thing within our culture. As I said, though, it
was deﬁnitely rewarding to see that the company was
so responsive, and to feel that I had helped to shape
someone else’s transition!
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Notes
1. GORE-TEX is a registered trademark of W. L. Gore &
Associates.
2. In this case the word Associates is used and capitalized
because in W. L. Gore & Associates’ literature the
word is always used instead of employees and is
capitalized. In fact, case writers were told that
Gore “never had ‘employees’—always ‘Associates.’”
3. GORE RideOn is a registered trademark of
W. L. Gore & Associates.
4. Glide is a registered trademark of W. L. Gore
& Associates.
5. WindStopper is a registered trademark of W. L. Gore &
Associates.
6. Similar legally to an ESOP (Employee Stock Ownership
Plan). Again, Gore simply has never allowed the word
employee in any of its documentation.
7. In comparison, only 11 of the 200 largest companies in
the Fortune 500 had positive ROE each year from 1970
to 1988 and only 2 other companies missed a year. The
revenue growth rate for these 13 companies was 5.4
percent, compared with 2.5 percent for the entire Fortune 500.

3.0
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Integrative Case 4.0
XEL Communications, Inc. (C): Forming a Strategic Partnership*
In the fall of 1995, Bill Sanko, president of XEL Communications, Inc., strolled around in the new 115,000-square-foot
facility with its spacious conference rooms and computerbased skills training center, into which the company had just
moved. Their former facility had been a 53,000-square-foot
building that just could not accommodate XEL’s growth.
During the upcoming round of strategic planning sessions,
Bill wondered how XEL and its management team would decide to grapple with the two-edged sword of rapid growth.
Would it be possible for XEL to maintain its entrepreneurial
culture while it experienced rapid growth? Would it ﬁnd the
resources necessary to sustain growth without harming its
culture? From where?

XEL Communications, Inc.
XEL Communications, Inc.1—located in the outskirts of
Denver, Colorado—designed and manufactured various
telecommunications products for a number of companies—primarily large U.S. telephone operating companies.
Originally a division within GTE headed by Bill Sanko, it
was in the process of being closed when Bill and a few key
managers persuaded GTE to sell the division to them. In
July 1984, Sanko and fellow managers signed a letter of intent to buy the division from GTE. Two months later, the
bill of sale was signed, and XEL Communications, Inc., became an independent company. Ironically, GTE remained
as one of XEL’s major customer accounts.
In terms of overall ﬁnancial performance, XEL was
proﬁtable. Its revenues increased from $16.8 million in
1992 to $23.6 million in 1993 and $52.3 million in 1994—
over a threefold increase in three years. In 1996, XEL employed approximately 300 people.
XEL designed and manufactured more than 300 individual products that enabled network operators to upgrade
existing infrastructures and cost-effectively enhance the
speed and functionality of their networks while reducing
operating expenses and overhead costs. The ﬁrm’s products
provided access to telecommunications services and automated monitoring and maintenance of network performance, and extended the distance over which network operators were able to offer their services.2 For example, XEL
produced equipment that “conditioned” existing lines to
make them acceptable for business use and sold products
that facilitated the transmission of data and information
over phone lines. Driving the need for XEL’s products was
the keen interest in electronic data transference: “Businesses are more and more dependent on the transfer of information,” Bill Sanko noted. In addition, more businesses,
including XEL, were operating by taking and ﬁlling orders

through electronic data exchanges. Instead of dialing in to inside salespeople, businesses often accessed databases directly.
One of XEL’s strengths was its ability to
adapt one manufacturer’s equipment to another’s.
XEL provided the bits and pieces of telecommunications equipment to the “network,” allowing
the smooth integration of disparate transmission pieces.
XEL also sold central ofﬁce transmission equipment and a
full range of mechanical housings, specialty devices, power
supplies, and shelves.
In 1995, XEL began developing a hybrid fiber/cable
broadband modem for use by cable television firms seeking to provide enhanced data communication services
over their network facilities. Cable modems were one of
the hottest new products in telecommunications. The devices would enable computers to send and receive information about one hundred times faster than standard
modems used with phone lines. Given that 34 million
homes had personal computers, cable modems were seen
as a surefire way to exploit the personal computer (PC)
boom and the continuing convergence of computers and
television. Media analysts estimated that cable modem
users would rise to 11.8 million by the end of 2005 from
a handful in 1996.3
“Business customers and their changing telecommunications needs drive the demand for XEL’s products. That,
in turn, presents a challenge to the company,” said Sanko.
Sanko cited the constant stream of new products developed
by XEL—approximately two per month—as the driving
force behind the growth. Throughout the industry, product
life-cycle times were getting even shorter. Before the
breakup of the Bell System in 1984, transmission switches
and other telecommunications devices enjoyed a thirty- to
forty-year life. In 1995, with technology moving so fast,
XEL’s products had about a three-year to ﬁve-year life.
XEL sold products to all of the Regional Bell Operating Companies (RBOCs), as well as such companies as
GTE and Centel. Railroads, with their own telephone networks, were also customers. In addition to its domestic
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*This case was prepared by Professors Robert P. McGowan and Cynthia V.
Fukami, Daniels College of Business, as a basis for classroom discussion
rather than to illustrate either effective or ineffective handling of an
administrative situation. Copyright © 1995 by the authors: © 1997 by the
Case Center, Daniels College of Business, University of Denver. Published by
South-Western College Publishing.
For information regarding this and other CaseNet* cases, please visit
CaseNet* on the World Wide Web at http://casenet.thomson.com.
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business, products were sold in Canada, Mexico, and Central and South America.4 XEL’s ﬁeld salespeople worked
with engineers to satisfy client requests for speciﬁc services.
Over a period of time, the salespeople developed a rapport
with these engineers, providing XEL with new
product leads.
With all the consolidations and ventures in
telecommunications, those who watched the industry often concluded that the overall market
would become more difﬁcult. Sanko believed,
however, that “out of change comes opportunity.
The worst-case scenario would be a static situation. Thus, a small company, fast to respond to customer needs and able to capitalize on small market niches,
will be successful. Often, a large company like AT&T will
forsake a smaller market and XEL will move in. Also, XEL’s
size allows it to design a project in a very short time.”
Sanko watched federal legislation keenly. The
Telecommunications Act of 1996, which removed numerous barriers to competition, had clearly changed the rules
of the game. Consequently, said Sanko, “we need to expand our market and be prepared to sell to others as the
regulatory environment changes.” The joint venture between Time Warner and US West also signaled that telephone and cable companies would be pooling their resources to provide a broader array of information services.
As for the future, Sanko saw “a lot of opportunities we
can’t even now imagine.”

4.0

The XEL Vision
A feature that set XEL apart from other companies was its
strong, healthy corporate culture. Developing a culture of
innovation and team decision making was instrumental in
providing the results XEL prided itself on.5 An early attempt to deﬁne culture in a top-down fashion was less successful than the management team had hoped,6 so the team
had embarked on a second journey to determine what their
core values were and what they would like the company to
look like in ﬁve years. The team had then gone off-site for
several days and ﬁnalized the XEL Vision statement (Exhibit 1). By the summer of 1987, the statement had been
signed by members of the senior team and been hung up by
the bulletin board. Employees were not required to sign the
statement, but were free to do so when each was ready.
Julie Rich, vice president of human resources, described
the management team’s approach to getting the rest of the
organization to understand as well as become comfortable
with the XEL Vision: “Frequently, organizations tend to
take a combination top-down/bottom-up approach in instituting cultural change. That is, the top level will develop a
statement about values and overall vision. They will then
communicate it down to the bottom level and hope that results will percolate upward through the middle levels. Yet it
is often the middle level of management which is most skeptical, and they will block it or resist change. We decided to

take a ‘cascade’ approach in which the process begins at the
top and gradually cascades from one level to the next so
that the critical players are slowly acclimated to the process.
We also did a number of other things—including sending a
copy of the vision statement to the homes of the employees
and dedicating a section of the company newspaper to communicate what key sections of the vision mean from the
viewpoint of managers and employees.”
The vision statement became a living symbol of the
XEL culture and the degree to which XEL embraced and
empowered its employees. When teams or managers made
decisions, they routinely brought out the XEL Vision document so workers might consult various parts of the statement to help guide and direct decisions. According to Julie,
the statement was used to help evaluate new products, emphasize quality (a speciﬁc XEL strategic objective was to be
the top quality vendor for each product), support teams,
and drive the performance-appraisal process.
The XEL Vision was successfully implemented as a key
ﬁrst step; but it was far from being a static document. Key
XEL managers continually revisited the statement to ensure
that it became a reﬂection of where they wanted to go, not
where they had been. Julie believed this regular appraisal
was a large factor in the success of the vision. “Our values
are the key,” Julie explained. “They are strong, they are truly
core values, and they are deeply held.” Along with the buyin process, the workers also saw that the managers experimented with the statement, which reﬂected the strong entrepreneurial nature of XEL’s founders—a common bond that
they all shared. They were not afraid of risk, or of failure,
and this spirit was reinforced in all employees through the
vision itself, as well as through the yearly process of revisiting the statement. Once a year, Bill Sanko sat with all employees and directly challenged (and listened to direct challenges to) the XEL Vision. From 1987 to 1995, only two
relatively minor additions had altered the original statement.

Which Path to Choose
When the 1995 annual strategic planning process got under way, XEL was in good shape on any one of a number
of indicators. Proﬁts were growing, new products were being developed, the culture and vision of the company were
strong, employee morale was high, and the self-directed
work teams were achieving exceptional quality.7 Rapid
growth, however, was also presenting a challenge. Would it
be possible for XEL to maintain its entrepreneurial culture
in the face of rapid growth? Could they sustain their
growth without harming their culture? Would they ﬁnd the
resources necessary to sustain the growth? From where?
As the strategic planning retreat progressed, three options seemed apparent to the team. First, they could stay
the course and remain privately held. Second, they could
initiate a public offering of stock. Third, they could seek a
strategic partnership. Which would be the right choice for
XEL?
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EXHIBIT 1

The XEL Vision

XEL will become the leader in our selected telecommunications markets through innovation in products and services. Every XEL product and service will be rated Number
One by our customers.
XEL will set the standards by which our competitors are judged. We will be the best,
most innovative, responsive designer, manufacturer and provider of quality products and
services as seen by customers, employees, competitors, and suppliers.*

4.0

We will insist upon the highest quality from everyone in every task.
We will be an organization where each of us is a self-manager who will:
• initiate action, commit to, and act responsibly in achieving objectives
• be responsible for XEL’s performance
• be responsible for the quality of individual and team output
• invite team members to contribute based on experience, knowledge and ability
We will:
• be ethical and honest in all relationships
• build an environment where creativity and risk taking is promoted
• provide challenging and satisfying work
• ensure a climate of dignity and respect for all
• rely on interdepartmental teamwork, communications and cooperative problem solving to attain common goals**
• offer opportunities for professional and personal growth
• recognize and reward individual contribution and achievement
• provide tools and services to enhance productivity
• maintain a safe and healthy work environment
XEL will be proﬁtable and will grow in order to provide both a return to our investors
and rewards to our team members.
XEL will be an exciting and enjoyable place to work while we achieve success.
*Responsiveness to customers’ new product needs as well as responding to customers’ emergency delivery
requirements have been identiﬁed as key strategic strengths. Therefore, the vision statement has been updated to
recognize this important element.
**The importance of cooperation and communication was emphasized with this update of the Vision Statement.

Staying the Course
The most obvious option was to do nothing. Bill Sanko indicated that the management team did not favor staying
the course and remaining privately held. “We had a venture
capitalist involved who, after being with us for ten years,
wanted out. In addition, the founders—ourselves—also
wanted out from a ﬁnancial standpoint. You also have to
understand that one of the original founders, Don Donnelly, had passed away; and his estate was looking to make
his investment more liquid. So, there were a lot of things
that converged at the same time.”
Once they determined they would not remain privately
held, Bill mentioned that the decision boiled down to two
main avenues: XEL would do an initial public offering and
go public, or it would ﬁnd a strategic partner. “To guide us
in this process, we decided to retain the services of an outside party; we talked to about a dozen investment houses.

In October 1994, we decided to hire Alex Brown, a long
time investment house out of Baltimore. What we liked
about this ﬁrm was that they had experience with doing
both options—going public or ﬁnding a partner.”

Going Public
One avenue open to XEL was initiating a public offering of
stock. Alex Brown advised them of the pluses and minuses
of this option. Sanko reviewed their recommendations:
The plus side for XEL doing an initial public offering was
that technology was really hot about this time [October
1994]. In addition, we felt that XEL would be valued
pretty highly in the market. The downside of going public
was that XEL was really not a big ﬁrm, and institutional
investors usually like doing offerings of ﬁrms that generate
revenues of over $100 million. Another downside was that
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you had to deal with analysts, and their projections become your plan, which really turned me off. Also, shareholders want a steady and predictable rate of return. Technology stocks are not steady—there are frequent ups and
downs in this marketplace—caused by a number
of factors, such as a major telecommunications
company deciding not to upgrade at the last
minute or Congress considering sweeping regulatory changes. Finally, Alex Brown felt that the
stock would have traded thinly. This, coupled
with SEC restrictions on trading, made the option
of going public less desirable.

4.0

Strategic Partnership
After taking these factors into account, Sanko said,
. . . we decided to take the third path and look for a potential partner. But you have to also note that there was always the first option available as a safety valve. We could
not do anything and stay the way we were. That’s the nice
thing about all of this. We were not under any pressure to
go public or seek a partner. We could also wait and do one
of these things later on. So, we had the luxury of taking
our time.
In terms of ﬁnding a potential partner, there were certain key items that we wanted Alex Brown to consider in
helping us in this process. The ﬁrst was that we, management, wanted to remain with XEL. We had really grown
XEL as a business and were not interested in going off and
doing something else. The second key item was that we
were not interested in being acquired by someone who was
interested in consolidating our operations with theirs, closing this facility and moving functions from here to there.
To us, this would destroy the essence of XEL. The third
item was that we wanted a partner that would bring something to the table but would not try to micromanage our
business.

The Case Against Strategic Partnership
In the 1990s, “merger mania” swept the United States. In
the ﬁrst nine months of 1995, the value of all announced
mergers and acquisitions reached $248.5 billion, surpassing the record full-year volume of $246.9 billion reached in
1988. This volume occurred in the face of strong evidence
that over the past thirty-ﬁve years, mergers and acquisitions had hurt organizations more than they had helped.8
Among the reasons for failure in mergers and acquisitions
were the following:
•
•
•
•
•
•

Inadequate due diligence
Lack of strategic rationale
Unrealistic expectations of possible synergies
Paying too much
Conﬂicting corporate cultures
Failure to move quickly to meld the two companies

Nevertheless, there had been successful mergers and
acquisitions. Most notably, small and midsized deals had
been found to have a better chance for success. Michael
Porter argued that the best acquisitions were “gap-ﬁlling,”
that is, a deal in which one company bought another to
strengthen its product line or expand its territory, including
globally. Anslinger and Copeland argued that successful
acquisitions were more likely when preacquisition managers were kept in their positions, big incentives were offered to top-level executives so that their net worths were
on the line, and the holding company was kept ﬂat (that is,
the business was kept separate from other operating units
and retained a high degree of autonomy).9
More often than not, however, the deal was won or
lost after it was done. Bad post-merger planning and integration could doom the acquisition. “While there is clearly
a role for thoughtful and well-conceived mergers in American business, all too many don’t meet that description.”10

Choosing a Partner
“With these issues in mind, Alex Brown was able to screen
out possible candidates,” said Sanko. “In January, 1995,
this plan was presented to our board of directors for approval, and by February, we had developed the ‘book’
about XEL that was to be presented to these candidates.
We then had a series of meetings with the candidates in the
conference room at our new facility. The interesting aside
on these meetings was that, often, senior management from
some of these ﬁrms didn’t know what pieces of their business that they still had or had gotten rid of. We did not see
this as a good sign.”
One of the firms with which XEL met was Gilbert Associates, based in Reading, Pennsylvania. Gilbert Associates was founded in the 1940s as an engineering and construction firm, primarily in the area of power plants. They
embarked on a strategy of reinventing themselves by divesting their energy-related companies and becoming a
holding company whose subsidiaries operated in the highgrowth markets of telecommunications and technical services. Gilbert also owned a real estate management-anddevelopment subsidiary. After due diligence and due
deliberation, Gilbert was chosen by the management team
as XEL’s strategic partner. The letter of intent was signed
on October 5, 1995, and the deal was closed on October
27, 1995. Gilbert paid $30 million in cash.11
Why was Gilbert chosen as the partner from among six
or seven suitors? Not because they made the highest bid.
XEL was attracted to Gilbert by three factors: (1) Gilbert’s
long-term strategy to enter the telecommunications industry; (2) its intention of keeping XEL as a separate, autonomous company; and (3) its willingness to pay cash (as
opposed to stock or debt). “It was a clean deal,” said
Sanko.
The deal was also attractive because it was structured
with upside potential. XEL was given realistic performance
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targets for the next three years. If these targets were
achieved, and Sanko had every expectation that they would
be, approximately $6-$8 million would be earned. Gilbert
did not place a cap on the upside.
In spite of the attractive ﬁnancial package, more was
necessary to seal the deal. “At the end of the day,” said
Sanko, “culture, comfort, and trust—those were more important than money.” It was important to XEL’s board that
Gilbert presented a good ﬁt. Sanko was encouraged because he felt comfortable with Gilbert’s chief executive ofﬁcer. Vice president of Human Resources Julie Rich also
noted, “The management team was to remain intact.
Gilbert recognized that the XEL Vision was part of our
success and our strength. They wanted to keep it going.”
As one way of gaining conﬁdence in Gilbert, Bill Sanko
personally spoke with the CEOs of other companies
Gilbert had recently acquired. In these conversations,
Sanko was assured that Gilbert would keep its promises.
Timothy S. Cobb, chair, president, and CEO of Gilbert
Associates, commented at the time of the acquisition: “This
transaction represented the ﬁrst clear step toward the attainment of our long-term strategy of focusing on the
higher margin areas of telecommunications and technical
services. XEL’s superior reputation for quality throughout
the industry, its innovative design and manufacturing capabilities, and its focus on products aimed at the emerging
information highway markets, will serve us well as we seek
to further penetrate this important segment of the vast
communications market.”12
Cobb continued, “We see long-term growth opportunities worldwide for XEL’s current proprietary and Original Equipment Manufacturer [OEM] products as well as
for the powerful new products being developed. These
products fall into two families: (1) ﬁber-optic network interfaces designed speciﬁcally to meet the needs of telephone
companies, interexchange carriers (e.g., AT&T, Sprint,
MCI), and specialized network carriers installing ﬁberoptic facilities; and (2) a hybrid ﬁber/cable broadband modem for use by cable television ﬁrms seeking to provide enhanced data communications services over their network
facilities. Going forward, we expect to leverage Gilbert’s
knowledge and relationships with the RBOCs to signiﬁcantly increase sales to those important customers, while
also utilizing our GAI-Tronics subsidiary’s established international sales organization to further penetrate the vast
global opportunities which exist. As a result, revenues from
Gilbert Associates’ growing telecommunications segment
could represent over half of our total revenues by the end
of 1996.”
Timothy Cobb had come to Gilbert from Ameritech,
an RBOC which covered the Midwestern United States. He
had been president of GAI-Tronics Corporation, an international supplier of industrial communication equipment,
a subsidiary of Gilbert, prior to his appointment as
Gilbert’s CEO.

Bill Sanko offered, “When all the dust had settled, the
one ﬁrm that we really felt good about was Gilbert....
Gilbert is an interesting story in itself. Ironically, they had
contacted us in August, 1994, based on the advice of their
consultant who had read about us in an Inc.
magazine article. Unfortunately, at the time, they
did not have the cash to acquire us since they
were in the process of selling off one of their divisions. In the intervening period, Gilbert Associates divested itself of one of its companies,
Gilbert/Commonwealth. This sale provided
needed funds for the acquisition of XEL.”
Once Sanko was confident that the deal
would go, but before the letter of intent was signed, the
pending acquisition was announced to the management
team, and a general meeting was held with all employees.
SEC regulations prohibited sharing particular information
(and common sense seconded this directive), but Sanko and
his associates felt it was important to keep employees informed before the letter was signed.
During the meeting, Sanko told the employees that the
board was “seriously considering” an offer. Sanko assured
the employees that the suitor was not a competitor, and
that he felt that the suitor was a good ﬁt in culture and values. Sanko reiterated that this partnership would give XEL
the resources it needed to grow. Questions were not allowed because of SEC regulations. Employees left the meeting concerned and somewhat nervous, but members of the
management team and Julie Rich were positioned in the
audience and made themselves available to talk.
During the closing of the deal, Sanko held another general meeting, attended by Timothy Cobb, where more detailed information was shared with employees. Managers
had been informed in a premeeting so that they would be
prepared to meet with their teams directly following the
general meeting.
Employees wanted to know about Gilbert. They
wanted to know simple information, such as where Gilbert
was located and what businesses it was in. They also
wanted to know strategic plans, such as whether Gilbert
had plans to consolidate manufacturing operations. Finally, they wanted to know about the near future of XEL—
they wanted to know if their beneﬁts would change, if they
would still have proﬁt sharing, and if the management
team would stay in place. “We have a track record of being open,” says Sanko. “Good news or bad is always
shared. This history stemmed much of the rumor mill.”
In the next few weeks, Tim Cobb returned to hold a series of meetings with the management team and with a focus group of thirty employees representing a cross-section
of the organization. Cobb also met with managers and
their spouses at an informal reception. Sanko wanted to
ease the management team into the realization that they
were now part of a larger whole in Gilbert. He asked Cobb
to make the same presentation to XEL that he was cur-
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rently making to stockholders throughout the country—a
presentation that emphasized the role XEL would play in
the long-term strategy of Gilbert.

Going Forward
The human resource systems remained in place
with no changes. The management bonus system
would change slightly because it included stock
options, which were no longer available. XEL’s
internal advisory board, the “management
team,” remained intact, but XEL’s external advisory board was disbanded. Bill Sanko reported to
Gilbert’s chairman.
XEL’s strategic plan was to follow the process it already had in place, and which was not unlike Gilbert’s. The
cycle did not change: Gilbert expected XEL’s next strategic
plan in early November 1996.
XEL’s strategic objectives also remained the same.
Nothing was put on hold. Plans were still in place to penetrate Brazil, Mexico, and South America.13 Sanko hoped
to capitalize on the synergies of Gilbert’s existing international distribution network. XEL met with Gilbert’s international representatives to see if this was an avenue for
XEL to gain a more rapid presence in South America. Finally, XEL was planning to move into Radio Frequency
(RF) engineering and manufacturing, potentially opening
the door for wireless support.
Whether XEL would grow depended on the success of
these new ventures. In 1996, slight growth was forecasted.
But if these new markets really took off, Julie Rich was concerned about hiring enough people in Colorado when the
labor market was approaching full employment. Julie considered more creative ways of attracting new hires: for example, by offering more ﬂexible scheduling, or by hiring unskilled workers and training them internally. A new U.S.
Department of Education grant to test computer-based
training systems was being implemented. Nevertheless, employment was strong in the Denver metro area in 1996, and
migration to Colorado had slowed. It would be a challenge
to staff XEL if high growth became the business strategy.
Approximately six weeks after the acquisition, Sanko
noted that few changes had taken place. Now that they
were a publicly held company, there was a great deal more
interest in meeting quarterly numbers. “If there has been a
change,” said Sanko, “it is that there is more attention to
numbers.” Julie Rich noted that there had been no
turnover in the six-week period following the acquisition.
She took this calm in the workforce as a sign that things
were going well so far.
One reason things went well was that the management
team had all worked for GTE prior to the spin-off of XEL.
Having all worked for a large public company, they did not
experience a terrible culture shock when the Gilbert acqui-

4.0

sition took place. Time would tell if the remaining XEL
employees would feel the same way.
As Sanko awaited Cobb’s upcoming visit, he wondered
how to prepare for the event and for the year ahead. He
wondered whether XEL would attempt new ventures into
RF technology, or how the planned ﬁber/cable broadband
modem would progress. He wondered whether Gilbert’s
experience in selling in South America would prove valuable for XEL’s international strategy. In addition, he wondered how he could encourage XEL and its employees to
become members of Gilbert’s “team.” Would XEL’s vision
survive the new partnership?
Finally, according to one study of CEO turnover after
acquisition, 80 percent of acquired CEOs left their companies by the sixth year after the acquisition, but 87 percent
of those who did leave, did so within two years. The key
factor in their turnover was post-acquisition autonomy.14
After nearly twelve years as the captain of his own ship,
Sanko wondered what his own future, and the future of the
XEL management team, would hold.
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Integrative Case 5.0
Empire Plastics*
A Project to Remember
In June 1991, Ian Jones a production manager with Empire
Plastics Northern (EPN) was pondering the latest project to
increase the production rate of oleic acid. This was the
third project in 6 years targeting the oleic acid plant for improvement and arose from the policy followed by the
group’s directors. This was to identify proﬁtable plants and
invest in improving their productivity and proﬁtability,
thus avoiding the need for investment in new facilities.
The installation of the “wet end” went well and no
problems were experienced. However, the “dry end” was a
different story. It wasn’t working a year after practical
completion, except in short bursts. They were still making
changes to it. Jones had known all along that the technology on the dry end was relatively new and might prove
troublesome, but the procurement department at Empire
Consultants in their wisdom recommended its use.
Granted, they did send a couple of guys over to Italy to see
some similar plants ﬁrst.
Jones constructed an organizational chart and set about
examining the key issues raised by this project (Exhibit 1).
Jones had been appointed as commissioning manager at
the commencement of the project. He remembered some of
the nightmares experienced by colleagues during two earlier
oleic acid projects and ﬁrmly resolved to make this one different; it was going to be “his” to manage on completion,
and he was going to make his presence felt from the outset.
The execution of the project had been overseen by the
group’s engineering arm, Empire Consultants (EC), headed
up by Henry Holdsworth as site project manager and John
Marshall as construction engineer. It was a good team. The
project was ambitious, but there were several signs of
progress in the beginning. What did perplex him, though,
was Marshall’s apparent lack of enthusiasm.
Holdsworth described the project as a double management contract, and in this respect it was an unusual project.
Empire Consultants traditionally assumed the role of management contactor and directly organized the trade contractors and discipline consultants. Times were changing,
though, and both Holdsworth and Marshall had commented on the increasing frequency with which projects
were now being tendered as complete packages to outside
management contractors. This was their ﬁrst project that involved two management contractors simultaneously, and
neither Marshall nor Holdsworth was happy. Their own involvement had not been clearly deﬁned. Western Construction had a £3.1 million contract for the “wet end” and
Teknibuild a £6.0 million contract for the “dry end.” These
two contractors provided all the design and management ef-

fort during the project. EC’s role was effectively reduced to acting as construction policemen; checking that design and construction were being carried
out in accordance with the original process diagram and that EPN’s demanding process control
and safety requirements were being maintained.
Selecting the management contractors turned
out to be extremely protracted and Holdsworth, encouraged
by Jones, went ahead and ordered reactors for the wet end
and a ﬂuidized bed dryer for the dry end. Over 50% of the
total material requirements were in order before either contractor had been formally appointed. Jones was conﬁdent
that by doing this they could cut the project duration by several months. Nobody had asked Marshall for his opinion.

5.0

Conﬂict Ahead
The ﬁrst line breaks were in October 1988. Site operations
were supervised by Marshall and the two contractor site
managers: Bob Weald from Western and Vic Mason from
Teknibuild.
As a construction engineer, Marshall was familiar
with the antics of clients and client representatives, especially regarding their tendency to try to make changes. He
commented:
Clients always try and change things! When they see the
job in the ﬂesh as it were they go “Oh, we need some extra paving round here, or extra railings there!” But if they
didn’t ask for that at the start, they won’t get it. If they
want an extra 100 metres of paving they have to pay for it.
In this project we had about £500k set aside for contingency purposes, that is unforeseen eventualities over and
above the price ﬁxed with the management contractors. If
that is not used up by the end of the contract, as in this
case, then we can give the clients some extras.
Jones recalled that by June 1989 relationships were not
going at all well at the dry end. EC had procured a ﬂuidized bed dryer, a cooler, and more than 300 associated
parts, and, as the purchasers of this equipment, they were

*This case was prepared by Dr. Paul D. Gardiner, Department of Business
Organisation, Heriot-Watt University, Edinburgh. It is intended to be used as
the basis for class discussion rather than to illustrate either effective or
ineffective handling of a management situation.
The case was made possible by the cooperation of an organization which
wishes to remain anonymous.
© 1994 P.D. Gardiner, Heriot-Watt University, Edinburgh.
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EXHIBIT 1

Organizational and Contractual
Relationships
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the ones responsible for chasing up design drawings from
the supplier, Sultan Engineering.
Unfortunately, Teknibuild, who, as management contractors, were supposed to design and build the plant, had
problems getting the necessary information from Sultan to
design the steelwork and foundations. As Marshall had
noted earlier:
They [Teknibuild] were constantly at our doors and throats
looking for more information to get on. They didn’t seem
to have enough data to design properly, which led to conﬂict very early on. We got off to a bad start and that feeling carried on right to the end of the job. I think in every
discipline we had problems with Teknibuild. Our discipline
engineer against their discipline engineer.
The only exception to this was with the electrical and
instrumentation (E & I) work. Marshall had put that down

to the E & I subcontractor coming in at the end of the log
jam of information, giving them more time to get it right.
While this was going on, Jones got more and more
frustrated. In his opinion a lot of time was wasted between
Teknibuild and EC for no good reason. He was sure that
Teknibuild had more than enough design information to
do their job.
When confronted by Jones, Marshall remarked that
the truth probably lay somewhere in between, but added
that he was “particularly dismayed at Teknibuild’s unwillingness to spend man-hours on the design until they had
100% deﬁnition from Sultan Engineering,” almost to the
point where they knew where every nut and bolt was. It
was a real mess . . . and Marshall was accepting none of
the blame.
On the other hand, things went ﬁne with Western Construction. Their approach was much more relaxed; they
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had a design ofﬁce on site with low overheads, whereas
Teknibuild worked from the head ofﬁce in a large design
ofﬁce with high overheads.
On one occasion Marshall asked for Teknibuild’s planner to come down and take some site measurements. The
reply he received was not very constructive: “I don’t know
if I can do that, it’s at least a couple of hours to get down
there.” Holdsworth agreed that Teknibuild were constantly
watching their man-hours:
You felt all the time that they were looking for proﬁt rather
than trying to get the job done. Even Teknibuild’s construction man, Vic Mason, had internal conﬂict with his
own designers. But with Western it was the other way
round, you really felt they were seeking to set a good impression.
Jones thought that perhaps communication with Western had been good because their design and construction
people operated side by side, communication was just
across the corridor; whereas Teknibuild’s site men had difﬁculty getting answers out of their Head Ofﬁce. Marshall
had always maintained that the best-run jobs are the ones
in which you get a good design-construction liaison, particularly by having the designers on site with you.

Failing . . . Forward
Jones considered that in the future it might be a good idea
to insist that management contractors set up a local design
team on site. Current practice was to leave it up to the con-

tractor, but these days EC had few designers of their own
to help.
The trouble with management contractors, he surmised, is that you create an extra link in the communications chain—a large link that can easily break
down, and, in his experience, did break down.
Relationships had been better at the wet end,
he felt, because Marshall and Weald had worked
together before. Marshall knew Weald, knew
how he worked and where he was coming from.
They could trust each other.
At the Teknibuild end, Vic Mason, their site
manager, caused no end of conﬂict. He was a bit
belligerent; thought he knew best, had done it all before,
and couldn’t be told anything. It never really got out of
hand . . . just a bit heated at times. At the end of the day,
Marshall maintained that Mason’s intentions were ultimately to get the job built. But Jones remained unimpressed, even if Mason’s main trouble was his own designers and suppliers.
Driving home, Jones wondered what the effect of the
company’s new policy on managing projects would be on
people like Harry Holdsworth and John Marshall. He
couldn’t help remembering what Marshall had said about
Teknibuild and Western independently setting up their own
enquiries and going out for bids separately; there did seem
to be a lot of repetition—maybe Marshall was right in
viewing the new system as “a very inefﬁcient way of doing
projects.”
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Integrative Case 6.0
The Audubon Zoo, 1993*
The Audubon Zoo was the focus of national concern in the early 1970s, with well-documented
stories of animals kept in conditions that were
variously termed an “animal ghetto,”1 “the New
Orleans antiquarium,” and even “an animal concentration camp.”2 In 1971, the Bureau of Governmental Research recommended a $5.6 million
zoo improvement plan to the Audubon Park Commission
and the City Council of New Orleans. The local Times
Picayune commented on the new zoo: “It’s not going to be
quite like the Planet of the Apes situation in which the apes
caged and studied human beings but something along those
broad general lines.”3 The new zoo conﬁned people to
bridges and walkways while the animals roamed amidst
grass, shrubs, trees, pools, and fake rocks. The gracefully
curving pathways, generously lined with luxuriant plantings, gave the visitor a sense of being alone in a wilderness,
although crowds of visitors might be only a few yards
away.

6.0

The Decision
The Audubon Park Commission launched a $5.6 million
development program, based on the Bureau of Governmental Research plan for the zoo, in March 1972. A bond
issue and a property tax dedicated to the zoo were put before the voters on November 7, 1972. When it passed by
an overwhelming majority, serious discussions began about
what should be done. The New Orleans City Planning
Commission ﬁnally approved the master plan for the
Audubon Park Zoo in September 1973. But the institution
of the master plan was far from smooth.
The Zoo Question Goes Public
Over two dozen special interests were ultimately involved in
choosing whether to renovate/expand the existing facilities
or move to another site. Expansion became a major community controversy. Some residents opposed the zoo expansion, fearing “loss of green space” would affect the secluded
character of the neighborhood. Others opposed the loss of
what they saw as an attractive and educational facility.
Most of the opposition came from the zoo’s afﬂuent
neighbors. Zoo Director John Moore ascribed the criticism
to “a select few people who have the money and power to
make a lot of noise.” He went on to say, “[T]he real basis behind the problem is that the neighbors who live around the
edge of the park have a selﬁsh concern because they want the
park as their private backyard.” Legal battles over the expansion plans continued until early 1976. At that time, the
4th Circuit Court of Appeals ruled that the expansion was le-

gal.4 An out-of-court agreement with the zoo’s neighbors (the
Upper Audubon Association) followed shortly.
Physical Facilities
The expansion of the Audubon Park Zoo took it from
fourteen to ﬁfty-eight acres. The zoo was laid out in geographic sections: the Asian Domain, World of Primates,
World’s Grasslands, Savannah, North American Prairie,
South American Pampas, and Louisiana Swamp, according
to the zoo master plan developed by the Bureau of Governmental Research. Additional exhibits included the Wisner Discovery Zoo, Sea Lion exhibit, and Flight Cage. Exhibit 1 is a map of the new zoo.

Purpose of the Zoo
The main outward purpose of the Audubon Park Zoo was
entertainment. Many of the promotional efforts of the zoo
were aimed at creating an image of the zoo as an entertaining place to go. Obviously, such a campaign was necessary to attract visitors to the zoo. Behind the scenes, the
zoo also preserved and bred many animal species, conducted research, and educated the public. The mission
statement of the Audubon Institute is given in Exhibit 2.

New Directions
A chronology of major events in the life of the Audubon
Zoo is given in Exhibit 3. One of the ﬁrst signiﬁcant
changes made was the institution of an admission charge in
1972. Admission to the zoo had been free to anyone prior
to the adoption of the renovation plan. Ostensibly, the initial purpose behind instituting the admission charge was to
prevent vandalism,5 but the need for additional income was
also apparent. Despite the institution of and increases in
admission charges, attendance increased dramatically (Exhibit 4).

Operations
Friends of the Zoo
The Friends of the Zoo was formed in 1974 and incorporated in 1975 with four hundred members. The stated purpose of the group was to increase support and awareness
of the Audubon Park Zoo. Initially, the Friends of the Zoo
tried to increase interest in and commitment to the zoo, but
its activities increased dramatically over the following

*By Claire J. Anderson, Old Dominion University, and Caroline Fisher, Loyola
University, New Orleans. © 1993, 1991, 1989, 1987, Claire J. Anderson
and Caroline Fisher. This case was designed for classroom discussion only,
not to depict effective or ineffective handling of administrative situations.
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EXHIBIT 1

The Audubon Park Zoo
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years to where it was involved in funding, operating, and
governing the zoo.
The Friends of the Zoo had a 24-member governing
board. Yearly elections were held for six members of the
board, who served four-year terms. The board oversaw the
policies of the zoo and set guidelines for memberships, concessions, fund-raising, and marketing. Actual policy making and operations were controlled by the Audubon Park
Commission, however, which set zoo hours, admission
prices, and so forth.

Parking

Through its volunteer programs, the Friends of the
Zoo staffed many of the zoo’s programs. Members of the
Friends of the Zoo served as “edZOOcators,” education
volunteers who were specially trained to conduct interpretive educational programs, and “Zoo Area Patrollers,”
who provided general information at the zoo and helped
with crowd control. Other volunteers assisted in the commissary, the Animal Health Care Center, and the Wild Bird
Rehabilitation Center or helped with membership, public
relations, graphics, clerical work, research, or horticulture.
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EXHIBIT 2

Audubon Institute Mission Statement

The mission of the Audubon Institute is to cultivate awareness and appreciation of life
and the earth’s resources and to help conserve and enrich our natural world. The Institute’s primary objectives toward this are:
Conservation: To participate in the global effort to conserve natural resources by developing and maintaining captive stocks of endangered plants, animals, and marine life,
and by cooperating with related projects in the wild.

6.0

Education: To impart knowledge and understanding of the interaction of nature and
man through programs, exhibits, and publications and to encourage public participation
in global conservation efforts.
Research: To foster the collection and dissemination of scientiﬁc information that will enhance the conservation and educational objectives of the facilities of the Audubon Institute.
Economics: To ensure long-range ﬁnancial security by sound ﬁscal management and
continued development, with funding through creative means that encourage corporate, foundation, and individual support.
Leadership: To serve as a model in the civic and professional communities. To foster a
spirit of cooperation, participation, and pride.
Source: The Audubon Institute.

EXHIBIT 3

Chronology of Major Events for the Zoo

1972
1973
1974
1975
1976
1977
1980
1981
1981
1981
1982
1985
1986
1988
1990

Voters approved a referendum to provide tax dollars to renovate and expand the Zoo. The ﬁrst Zoo-ToDo was held. An admission charge was instituted.
The City Planning Commission approved the initial master plan for the Audubon Park Zoo calling for
$3.4 million for upgrading. Later phases called for an additional $2.1 million.
Friends of the Zoo formed with 400 members to increase support and awareness of the Zoo.
Renovations began with $25 million in public and private funds; 14 acres to be expanded to 58 acres.
The Friends of the Zoo assumed responsibility for concessions.
John Moore went to Albuquerque; Ron Forman took over as Park and Zoo director.
First full-time education staff assumed duties at the Zoo.
Contract signed allowing New Orleans Steamboat Company to bring passengers from downtown to
the Park.
Delegates from the American Association of Zoological Parks and Aquariums ranked the Audubon Zoo
as one of the top three zoos of its size in America.
Zoo accredited.
The Audubon Park Commission reorganized under Act 352, which required the Commission to contract
with a nonproﬁt organization for the daily management of the Park.
The Zoo was designated as a Rescue Center for Endangered and Threatened Plants.
Voters approved a $25 million bond issue for the Aquarium.
The Friends of the Zoo became the Audubon Institute.
The Aquarium of the Americas opened in September.

Source: The Audubon Institute.
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EXHIBIT 4

Admission Charges
Admission Charges
Year

Adult

Child

1972
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991

$0.75
1.00
1.50
2.00
2.50
3.00
3.50
4.00
4.50
5.00
5.50
5.50
6.00
6.50
7.00

$0.25
0.50
0.75
1.00
1.25
1.50
1.75
2.00
2.00
2.50
2.50
2.50
3.00
3.00
3.25

Admission
Year

Number of Paid
Admissions

Number of Member
Admissions

1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

163,000
310,000
345,000
324,000
381,000
502,000
456,000
561,000
707,000
741,000
740,339
835,044
813,025
856,064
916,865
902,744
899,181
711,709
725,469

78,950
118,665
128,538
145,020
187,119
193,926
173,313
239,718
219,668

Source: The Audubon Institute.
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In 1988, the name of the Friends of the Zoo was
changed to the Audubon Institute to reﬂect its growing interest in activities beyond the zoo alone. It planned to promote the development of other facilities and manage these
facilities once they were a reality.

6.0

Fund-Raising. The Audubon Park Zoo and the
Friends of the Zoo raised funds through ﬁve major types of activities: Friends of the Zoo membership, concessions, “Adopt an Animal,” “ZooTo-Do,” and capital fund drives. Zoo managers
from around the country came to the Audubon
Park Zoo for tips on fund-raising.

Membership. Membership in the Friends of the Zoo was
open to anyone. The membership fees increased over the
years as summarized in Exhibit 5, yet the number of members increased steadily from the original 400 members in
1974 to 38,000 members in 1990, but declined to 28,000
in 1992. Membership allowed free entry to the Audubon
Park Zoo and many other zoos around the United States.
Participation in Zoobilations (annual members-only
evenings at the zoo) and the many volunteer programs described earlier were other beneﬁts of membership.
Expanding membership required a special approach to
marketing the zoo. Chip Weigand, director of marketing
for the zoo, stated:
. . . [I]n marketing memberships we try to encourage repeat
visitations, the feeling that one can visit as often as one
wants, the idea that the zoo changes from visit to visit and
that there are good reasons to make one large payment or
donation for a membership card, rather than paying for

each visit.... [T]he overwhelming factor is a good zoo that
people want to visit often, so that a membership makes
good economical sense.
Results of research on visitors to the zoo are contained
in Exhibits 6 and 7.
In 1985, the zoo announced a new membership designed for business, the Audubon Zoo Curator Club, with
four categories of membership: bronze, $250; silver, $500;
gold, $1,000; and platinum, $2,500 and more.
Concessions. The Friends of the Zoo took over the
Audubon Park Zoo concessions for refreshments and gifts
in 1976 through a public bidding process. The concessions
were run by volunteer members of the Friends of the Zoo
and all proﬁts went directly to the zoo. Before 1976, concession rentals brought in $1,500 in a good year. Proﬁts
from operation of the concessions by the Friends of the
Zoo brought in $400,000 a year by 1980 and almost
$700,000 in proﬁts in 1988. In 1993, FOTZ was considering leasing the concessions to a third-party vendor.
Adopt an Animal. Zoo Parents paid a fee to “adopt” an
animal, the fee varying with the animal chosen. Zoo Parents’ names were listed on a large sign inside the zoo. They
also had their own annual celebration, Zoo Parents Day.
Zoo-To-Do. Zoo-To-Do was an annual black-tie fundraiser held with live music, food and drink, and original,
high-class souvenirs, such as posters or ceramic necklaces.
Admission tickets, limited to 3,000 annually, were priced
starting at $100 per person. A rafﬂe was conducted in conjunction with the Zoo-To-Do, with rafﬂe items varying

EXHIBIT 5

Membership Fees and Membership
Year

Family
Membership Fees

Individual
Membership Fees

Number of
Memberships

1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

$20
20
20
25
30
35
40
45
45
45
49
49

$10
10
10
15
15
20
20
25
25
25
29
29

1,000
7,000
11,000
18,000
22,000
26,000
27,000
28,616
29,318
33,314
36,935
38,154

Source: The Audubon Institute.
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EXHIBIT 6

Respondent Characteristics of Zoo Visitors According to Visitation Frequency (in %)
Number of Zoo Visits Over Past Two Years
Respondent
Characteristic

Four or
More

Two or
Three

One or
None

Never
Visited

Age
Under 27
27 to 35
36 to 45
46 to 55
Over 55

26
55
48
18
27

35
27
32
20
29

31
15
11
37
30

9
3
9
25
14

Marital status
Married
Not married

41
30

28
34

20
24

11
13

Children at home
Yes
No

46
34

30
28

15
27

9
12

Interested in visiting
New Orleans Aquarium
Very, with emphasis
Very, without emphasis
Somewhat
Not too

47
45
28
19

26
24
37
32

18
23
14
27

9
12
11
22

Member of Friends of the Zoo
Yes
No, but heard of it
Never heard of it

67
35
25

24
30
28

6
24
35

4
12
13

Would you be interested in joining
FOTZ (non-members only)?
Very/somewhat
No/don’t know

50
33

28
29

14
26

8
12

6.0

Source: The Audubon Institute.

from an opportunity to be zoo curator for a day to the use
of a Mercedes-Benz for a year. Despite the rather stiff price,
the Zoo-To-Do was a popular sellout every year. Local
restaurants and other businesses donated most of the necessary supplies, decreasing the cost of the affair. In 1985,
the Zoo-To-Do raised almost $500,000 in one night, more
money than any other nonmedical fund-raiser in the
county.6
Advertising
The Audubon Zoo launched impressive marketing campaigns in the 1980s. The zoo received ADDY awards from
the New Orleans Advertising Club year after year.7 In
1986, the ﬁlm Urban Eden, produced by Alford Advertis-

ing and Buckholtz Productions Inc. in New Orleans, ﬁnished ﬁrst among ﬁfty entries in the “documentary ﬁlms,
public relations” category of the Eighth Annual Houston
International Film Festival. The ﬁrst-place Gold Award recognized the ﬁlm for vividly portraying Audubon Zoo as a
conservation, rather than a conﬁning, environment.
During the same year, local television afﬁliates of ABC,
CBS, and NBC produced independent TV spots using the
theme: “One of the World’s Greatest Zoos Is in Your Own
Backyard...Audubon Zoo!” Along with some innovative
views of the Audubon Zoo being in someone’s “backyard,”
local news anchor personalities enjoyed “monkeying
around” with the animals, and the zoo enjoyed some welcome free exposure.8
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EXHIBIT 7

Relative Importance of Seven Reasons Respondent Does Not Visit the Zoo More Often (in %)

Reason (Closed-Ended)

The distance of the Zoo
from where you live
The cost of a Zoo visit
Not being all that interested
in Zoo animals
The parking problems on
weekends
The idea that you get tired
of seeing the same exhibits
over and over
It’s too hot during summer
months
Just not having the idea
occur to you

6.0

Very
Imp. w/
Emphasis

Very
Imp. w/o
Emphasis

Somewhat
Important

Unimportant

7

11

21

60

4
2

8
12

22
18

66
67

7

11

19

62

5

18

28

49

25

23

22

30

8

19

26

48

Source: The Audubon Institute.

In 1993, the marketing budget was over $800,000, including group sales, public relations, advertising, and special events. Not included in this budget was developmental
fund-raising or membership. Percentage breakdowns of the
marketing budget can be found in Exhibit 8.

The American Association of Zoological Parks and
Aquariums reported that most zoos ﬁnd the majority of
their visitors live within a single population center in close
proximity to the park.9 Thus, to sustain attendance over
the years, zoos must attract the same visitors repeatedly. A

EXHIBIT 8

1991 Marketing Budget

Marketing
General and Administrative
Sales
Public Relations
Advertising
Special Events
TOTAL

$ 30,900
96,300
109,250
304,800
157,900
$699,150

Public Relations
Education, Travel, and Subscriptions
Printing and Duplicating
Professional Services
Delivery and Postage
Telephone
Entertainment
Supplies
Miscellaneous
TOTAL

$ 5,200
64,000
15,000
3,000
1,250
2,000
16,600
2,200
$109,250

Advertising
Media
Production
Account Service
TOTAL

$244,000
50,000
10,800
$304,800

Special Events
General and Administrative
LA Swamp Fest
Earthfest
Ninja Turtle Breakfast
Jazz Search
Fiesta Latina
Crescent City Cats
Other Events
TOTAL

$ 27,900
35,000
25,000
20,000
15,000
10,000
10,000
15,000
$157,900

Source: The Audubon Institute.
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EXHIBIT 9

Selected Audubon Park Zoo Promotional Programs
Month

Activity

March

Louisiana Black Heritage Festival. A two-day celebration of
Louisiana’s black history and its native contributions through food, music, and arts and crafts.
Earth Fest. The environment and our planet are the focus of this funﬁlled and educational event. Recycling, conservation displays, and puppet shows.
Jazz Search. This entertainment series is aimed at ﬁnding the best new
talent in the area with the winners featured at the New Orleans Jazz &
Heritage Festival.
Zoo-To-Do for kids. At this “pint-sized” version of the Zoo-To-Do, fun
and games abound for kids.
Zoo-To-Do. Annual black tie fund-raiser featuring over 100 of New Orleans’ ﬁnest restaurants and three music stages.
Irma Thomas Mother’s Day Concert. The annual celebration of
Mother’s Day with a buffet.
Lego Invitational. Architectural ﬁrms turn thousands of Lego pieces
into original creations.
Fiesta Latina. Experience the best the Hispanic community has to offer
through music, cuisine, and arts and crafts.
Louisiana Swamp Festival. Cajun food, music, and crafts highlight this
four-day salute to Louisiana’s bayou country; features hands-on contact
with live swamp animals.
Boo at the Zoo. This annual Halloween extravaganza features games,
special entertainment, trick or treat, a haunted house, and the Zoo’s
Spook Train.

March

April

April
May
May
August
September
October

October

6.0

Source: The Audubon Institute

large number of the zoo’s promotional programs and special events were aimed at just that.
Progress was slow among non-natives. For example,
Simon & Schuster, a reputable publishing ﬁrm, in its 218page [Frommer’s] 1983–84 Guide to New Orleans, managed only a three-word allusion to a “very nice zoo.” A
1984 study found that only 36 percent of the visitors were
tourists, and even this number was probably inﬂuenced to
some extent by an overﬂow from the World’s Fair.
Promotional Programs
The Audubon Park Zoo and the Friends of the Zoo conducted a multitude of very successful promotional programs. The effect was to have continual parties and celebrations going on, attracting a variety of people to the zoo
(and raising additional revenue). Exhibit 9 lists the major
annual promotional programs conducted by the zoo.
In addition to these annual promotions, the zoo scheduled concerts of well-known musicians, such as Irma
Thomas, Pete Fountain, The Monkees, and Manhattan

Transfer, and other special events throughout the year. As
a result, a variety of events occurred each month.
Many educational activities were conducted all year
long. These included (1) a junior zookeeper program for
seventh and eighth graders; (2) a student intern program
for high school and college students; and (3) a ZOOmobile
that took live animals to such locations as special education classes, hospitals, and nursing homes.
Admission Policy
The commission recommended the institution of an admission charge. Arguments generally advanced against
such a charge held that it results in an overall decline
in attendance and a reduction of nongate revenues. Proponents held that gate charges control vandalism, produce greater revenues, and result in increased public
awareness and appreciation of the facility. In the early
1970s, no major international zoo charged admission,
and 73 percent of the 125 zoos in the United States
charged admission.
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The commission argued that there is no such thing as
a free zoo; someone must pay. If the zoo is tax-supported,
then locals carry a disproportionate share of the cost. At
the time, neighboring Jefferson Parish was growing by
leaps and bounds and surely would bring a large,
nonpaying [constituency] to the new zoo. Further,
since most zoos are tourist attractions, tourists
should pay since they contribute little to the local
tax revenues.
The average yearly attendance for a zoo may
be estimated using projected population ﬁgures
multiplied by a “visitor generating factor.” The average visitor generating factor of fourteen zoos similar in size and climate to the Audubon Zoo was 1.34, with
a rather wide range from a low of 0.58 in the cities of
Phoenix and Miami to a high of 2.80 in Jackson, Mississippi.

6.0

Attracting More Tourists and Other Visitors
A riverboat ride on the romantic paddle wheeler Cotton
Blossom took visitors from downtown New Orleans to the
zoo. Originally, the trip began at a dock in the French Quarter, but it was later moved to a dock immediately adjacent
to New Orleans’ newest attraction, the Riverwalk, a Rouse
development, on the site of the 1984 Louisiana World Exposition. Not only was the riverboat ride great fun, it also
lured tourists and conventioneers from the downtown attractions of the French Quarter and the new Riverwalk to

the zoo, some six miles upstream. A further allure of the
riverboat ride was a return trip to downtown on the New
Orleans Streetcar, one of the few remaining trolley cars in
the United States. The Zoo Cruise not only drew more visitors but also generated additional revenue through landing
fees paid by the New Orleans Steamboat Company and
[helped keep] trafﬁc out of uptown New Orleans.10

Financial
The zoo’s ability to generate operating funds has been ascribed to the dedication of the Friends of the Zoo, continuing increases in attendance, and creative special events
and programs. A history of adequate operating funds allowed the zoo to guarantee capital donors that their gifts
would be used to build and maintain top-notch exhibits. A
comparison of the 1989 and 1990 Statements of Operating
Income and Expense for the Audubon Institute is in Exhibit 10.
Capital Fund Drives
The Audubon Zoo Development Fund was established in
1973. Corporate/industrial support of the zoo has been
very strong—many corporations have underwritten construction of zoo displays and facilities. A partial list of major corporate sponsors is in Exhibit 11. A sponsorship was
considered to be for the life of the exhibit. The development department operated on a 12 percent overhead rate,

EXHIBIT 10

The Audubon Institute, Inc. The Audubon Park and Zoological Garden Statement
of Operating Income and Expenses

Operating Income
Admissions
Food and Gift Operations
Membership
Recreational Programs
Visitor Services
Other
TOTAL INCOME
Operating Expenses
Maintenance
Educational/Curatorial
Food and Gift Operations
Membership
Recreational
Marketing
Visitor Services
Administration
TOTAL EXPENSES

1989

1990 (Zoo)

1990 (Aquarium)

$2,952,000
2,706,000
1,476,000
410,000
246,000
410,000
$8,200,000

$3,587,000
3,495,500
1,932,000
396,000
218,000
32,000
$9,660,500

$3,664,000
711,000
2,318,000
0
0
650,000
$7,343,000

$1,394,000
2,296,000
1,804,000
574,000
328,000
410,000
574,000
820,000
$8,200,000

$1,444,000
2,527,500
2,375,000
840,000
358,000
633,000
373,000
1,110,000
$9,660,500

$1,316,000
2,783,000
483,000
631,000
362,000
593,000
125,000
1,050,000
$7,343,000

Source: The Audubon Institute.
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EXHIBIT 11

Major Corporate Sponsors

Amoco Foundation
American Express
Anheuser-Busch, Inc.
Arthur Andersen and Company
J. Aron Charitable Foundation, Inc.
Bell South Corporation
BP America
Chevron USA, Inc.
Conoco, Inc.
Consolidated Natural Gas Corporation
Entergy Corporation
Exxon Company, USA
Freeport-McMoRan, Inc.
Host International, Inc.
Kentwood Spring Water

Louisiana Coca-Cola Bottling Company, Ltd.
Louisiana Land and Exploration Company
Martin Marietta Manned Space Systems
McDonald’s Operators of New Orleans
Mobil Foundation, Inc.
National Endowment for the Arts
National Science Foundation
Ozone Spring Water
Pan American Life Insurance Company
Philip Morris Companies Inc.
Shell Companies Foundation, Inc.
Tenneco, Inc.
Texaco USA
USF&G Corporation
Wendy’s of New Orleans, Inc.

6.0

Source: The Audubon Institute.

which meant 88 cents of every dollar raised went toward
the projects. By 1989, the master plan for development was
75 percent complete. The fund-raising goal for the zoo in
1989 was $1,500,000.

tions, advertising, concessions, fund-raising, and so on
were hired through the Friends of the Zoo and were not
part of the civil service system. See Exhibit 12 for further
data on stafﬁng patterns.

Management

EXHIBIT 12

The Zoo Director
Ron Forman, Audubon Zoo director, was called a “zoomaster extraordinaire” and was described by the press as a
“cross between Doctor Doolittle and the Wizard of Oz,” as
a “practical visionary,” and as “serious, but with a sense of
humor.”11 A native New Orleanian . . . Forman quit an
MBA program to join the city government as an administrative assistant and found himself doing a business analysis
project on the Audubon Park. Once the city was committed
to a new zoo, Forman was placed on board as an assistant
to the zoo director, John Moore. In early 1977, Moore gave
up the battle between the “animal people” and the “people
people,”12 and Forman took over as park and zoo director.
Forman was said to bring an MBA-meets-menagerie
style to the zoo, which was responsible for transforming
it from a public burden into an almost completely selfsustaining operation. The result not only beneﬁted the citizens of the city but also added a major tourist attraction
to the economically troubled city of the 1980s.

Employee Structure

Stafﬁng
The zoo used two classes of employees, civil service,
through the Audubon Park Commission, and noncivil service. The civil service employees included the curators and
zookeepers. They fell under the jurisdiction of the city civil
service system but were paid out of the budget of the
Friends of the Zoo. Employees who worked in public rela-

Year

Number of Paid
Employees

Number of
Volunteers

1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

36
49
69
90
143
193
184
189
198
245
305
302
419
454
426
431
462
300
450

56
120
126
250
300
310
270
350

Source: The Audubon Institute.
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The Zoo in the Late 1980s
A visitor to the new Audubon Park Zoo could quickly see
why New Orleanians were so proud of their zoo. In a city
that was termed among the dirtiest in the nation, the zoo
was virtually spotless. This was a result of adequate stafﬁng and the clear pride of both those
who worked at and those who visited the zoo.
One of the ﬁrst points made by volunteers guiding school groups was that anyone seeing a piece
of trash on the ground must pick it up.13 A 1986
city poll showed that 93 percent of the citizens
surveyed gave the zoo a high approval rating—an
extremely high rating for any public facility.
Kudos came from groups outside the local area as
well. Delegates from the American Association of Zoological Parks and Aquariums ranked the Audubon Park
Zoo as one of the three top zoos of its size in America. In
1982, the American Association of Nurserymen gave the
zoo a Special Judges Award for its use of plant materials.
In 1985, the Audubon Park Zoo received the Phoenix
Award from the Society of American Travel Writers
for its achievements in conservation, preservation, and
beautification.
By 1987, the zoo was virtually self-sufﬁcient. The small
amount of money received from government grants
amounted to less than 10 percent of the budget. The master plan for the development of the zoo was 75 percent
complete, and the reptile exhibit was scheduled for completion in the fall. The organization had expanded with a
full complement of professionals and managers. (See Exhibit 13 for the organizational structure of the zoo.)
While the zoo made great progress in ﬁfteen years, all
was not quiet on the political front. In a court battle, the
city won over the state on the issue of who wielded ultimate authority over Audubon Park and Zoo. Indeed, the
zoo beneﬁted from three friendly mayors in a row, starting
with Moon Landrieu, who championed the new zoo, to
Ernest “Dutch” Morial, to Sidney Barthelemy who threw
his support to both the zoo and the aquarium proposal
championed by Ron Forman.

6.0

The Future
New Directions for the Zoo
Zoo Director Ron Forman demonstrated that zoos have
almost unlimited potential. A 1980 New Orleans magazine
article cited some of Forman’s ideas, ranging from a safari
train to a breeding center for rare animals. The latter has
an added attraction as a potential money-maker since an
Asiatic lion cub, for example, sells for around $10,000.
This wealth of ideas was important because expanded facilities and programs are required to maintain attendance
at any public attraction. The most ambitious of Forman’s
ideas was for an aquarium and riverfront park to be located at the foot of Canal Street.

Although the zoo enjoyed political support in 1992,
New Orleans was still suffering from a high unemployment
rate and a generally depressed economy resulting from the
slump in the oil industry. Some economists predicted the beginning of a gradual turnaround in 1988, but any signiﬁcant
improvement in the economy was still forecasted to be years
away in 1993. (A few facts about New Orleans are given in
Exhibit 14.) In addition, the zoo operated in a city where
many attractions competed for the leisure dollar of citizens
and visitors. The Audubon Zoological Garden had to vie
with the French Quarter, Dixieland jazz, the Superdome, and
even the greatest of all attractions in the city—Mardi Gras.
The New Orleans Aquarium
In 1986, Forman and a group of supporters proposed the
development of an aquarium and riverfront park to the
New Orleans City Council. In November 1986, the electorate voted to fund an aquarium and a riverfront park by
a 70 percent margin—one of the largest margins the city
has ever given to any tax proposal. Forman14 hailed this
vote of conﬁdence from the citizens as a mandate to build
a world-class aquarium that would produce new jobs,
stimulate the local economy, and create an educational resource for the children of the city.
The Aquarium of the Americas opened in September
1990. The $40 million aquarium project was located providing a logical pedestrian link for visitors between [major] attractions of the Riverwalk and the Jax Brewery, a shopping
center in the French Quarter. Management of the aquarium
was placed under the Audubon Institute, the same organization that ran the Audubon Zoo. A feasibility study prepared
by Harrison Price Company15 projected a probable 863,000
visitors by the year 1990, with 75 percent of the visitors coming from outside the metropolitan area. That attendance ﬁgure was reached in only four months and six days from the
grand opening. Attendance remained strong through 1992,
after a slight drop from the initial grand opening ﬁgures.
Meanwhile, the zoo had its own future to plan. The
new physical facilities and professional care paid off handsomely in increased attendance and new animal births. But
the zoo could not expand at its existing location because of
lack of land within the city. Forman and the zoo considered
several alternatives. One was little “neighborhood” zoos to
be located all over the city. A second was a special survival
center, a separate breeding area to be located outside the
city boundaries where land was available.
Forman presented plans for a project called Riverfront
2000, which included expansion of the aquarium, the
Woldenberg Riverfront Park, a species survival center, an
arboretum, an insectarium, a natural history museum, and
a further expansion of the zoo. With the zoo running
smoothly, the staff seemed to need new challenges to
tackle, and the zoo needed new facilities or programs to
continue to increase attendance.
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EXHIBIT 13

Audubon Park Commission

Audubon Park Commission

Executive Director

6.0

Friends of the Zoo, Inc.

Administrative Assistant

Associate Director
General Curator

Deputy Director
Development
Operations
Administration

Children’s Zoo
Zoo-To-Do
Hospital/Commissary

Finance

Education

Mammals

Personnel

Volunteers

Records

Maintenance

Grounds

Reptiles

Construction

Security

Research

Visitor Services

Graphics

Rides

Food

Marketing

Swamp

Gifts

Birds

Other

Bird Rehab.

Public Relations

Group Sales

Membership
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EXHIBIT 14

A Few Facts About the New Orleans MSA

Population
Households
Median Age
Median Household EBI
Average Temperature
Average Annual Rainfall
Average Elevation
Area

6.0

1,324,400
489,900
30.8 years
$29,130
70 degrees
63 inches
5 feet below sea level
363.5 square miles
199.4 square miles of land

Major Economic Activities
Tourism (5 million visitors per year)
Oil and Gas Industry
The Port of New Orleans (170 million tons of cargo/year)
Taxes
State Sales Tax
Parish (County) Sales Tax
State Income Tax

4.0%
5.0% (Orleans)
2.1%–2.6% on ﬁrst $20,000
3.0%–3.5% on next $30,000
6.0% on $51,000 and over
Parish property tax of 126.15 mills (Orleans) is based on 10% of appraised value over
$75,000 homestead exemption.
Source: Sales and Marketing Management. South Central Bell Yellow Pages, 1991.

Notes
1. Millie Ball, “The New Zoo of ’82,” Dixie Magazine,
Sunday Times Picayune (June 24, 1979).
2. Merikaye Presley, “Neighbors Objecting to Audubon
Zoo Expansion Project in Midst of Work,” Times
Picayune (March 30, 1975), A3.
3. “Zoo Expansion Is Ruled Illegal,” Times Picayune
(January 20, 1976).
4. Ibid.
5. “Society Seeks Change at Zoo,” Times Picayune
(April 29, 1972), D25.
6. “Zoo Thrives Despite Tough Times in New Orleans,”
Jefferson Business (August 1985), A1.
7. Ibid.
8. Sharon Donovan, “New Orleans Afﬁliates Monkey
Around for Zoo,” Advertising Age (March 17, 1986).

9. Karen Sausmann, ed., Zoological Park and Aquarium Fundamentals (Wheeling, W. Va.: American Association of Zoological Parks and Aquariums,
1982), 111.
10. Diane Luope, “Riverboat Rides to Zoo Are Planned,”
Times Picayne (November 30, 1981), A17.
11. Steve Brooks, “Don’t Say ‘No Can Do’ to Audubon
Zoo Chief,” Jefferson Business (May 5, 1986), 1.
12. Ross Yuchey, “No Longer Is Heard a Discouraging
Word at the Audubon Zoo,” New Orleans (August
1980), 53.
13. Ibid., 49.
14. “At the Zoo” (Winter 1987).
15. “Feasibility Analysis and Conceptual Planning for a
Major Aquarium Attraction,” prepared for the City of
New Orleans (March 1985).
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Integrative Case 7.0
Moss Adams, LLP

7.0

In early January, 2001, Jeff Gutsch, senior manager at Moss Adams LLP, an accounting ﬁrm located in Santa Rosa, California, met with his
team to discuss the progress of a new initiative for

developing the ﬁrm’s accounting practice to serve clients in
the Northern California wine industry. At the meeting,
Gutsch and his wine niche team reviewed the strategic plan
for the coming year (Exhibit 1).

EXHIBIT 1

Moss Adams’s Wine Niche Strategic Plan, 2001

Moss Adams LLP
Santa Rosa Ofﬁce
Wine Industry Advisors
2001 Strategic Plan
Mission Statement
Our goal is to become the dominant accounting and business consulting ﬁrm serving
the wine industry by providing superior, value-added services tailored to the needs of
Northern California vineyards and wineries, as well as becoming experts in the industry.
• We expect to achieve this goal by December 31, 2004.
Five-Year Vision
We are recognized as the premier wine industry accounting and business consulting
ﬁrm in Sonoma, Mendocino, and Napa counties. We are leaders in the Moss Adams
ﬁrm-wide wine industry group, helping to establish Moss Adams as the dominant ﬁrm
in the Washington and Oregon wine regions. We have trained and developed recognized industry experts in tax, accounting, and business consulting. Our staff is enthusiastic and devoted to the niche.
The Market
• A ﬁrmwide objective is to increase the average size of our business client. We expect
to manage the wine niche with that objective in mind. However, during the ﬁrst two
to three years, we intend to pursue vineyards and wineries smaller than the ﬁrm’s
more mature niches would. When this niche is more mature we will increase our
minimum prospect size. This strategy will help us gain experience, and build conﬁdence in Moss Adams in the industry, as it is an industry that tends to seek ﬁrms that
are well established in the Wine Industry.
• There are approximately 122 wineries in Sonoma County, 168 in Napa County and
25 in Mendocino County. Of these, approximately 55% have sales over $1 million,
and up to one-third have sales in excess of $10 million. In addition to these, there
are over 450 vineyards within the same three counties.
• The wine industry appears to be extremely provincial. That combined with the fact
that most of our stronger competitors (see “Competition” on the next page) are in
Napa County, we consider Sonoma County to be our primary geographic market.
However, Mendocino County has a growing wine industry, and we certainly will not
pass up opportunities in Napa and other nearby counties in 2001.
Our Strengths
The strengths Moss Adams has in competing in this industry are:
• We are large enough to provide the speciﬁc services demanded by this industry.
• Our ﬁrm’s emphasis is on serving middle-market businesses, while the “Big 5” ﬁrms
are continually increasing their minimum client size. The majority of the wine industry
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EXHIBIT 1

Moss Adams’s Wine Niche Strategic Plan, 2001 (continued)

•
•
•
•

•
•
•

is made up of middle-market companies. This “Big 5” trend increases our market
each year.
We do not try to be all things to all people. We focus our efforts in specialized industries/niches, with the goal of ultimately becoming dominant in those industries.
We emphasize value-added services, which create more client satisfaction, loyalty,
and name recognition.
We have ofﬁces located throughout the West Coast wine regions.
We have individuals within the ﬁrm with signiﬁcant wine industry experience, including tax, accounting and consulting. We also have experts in closely related industries
such as orchards, beverage, and food manufacturing.
Within California, we have some high proﬁle wine industry clients.
The majority of our niche members have roots in Sonoma County, which is important
to Sonoma County wineries and grape growers.
Our group is committed to being successful in and ultimately dominating the industry
in Sonoma, Napa, and Mendocino counties.

Challenges
• Our experience and credibility in the wine industry are low compared to other ﬁrms.
• There has been a perception in the Sonoma County area that we are not local to the
area. As we continue to grow and become better known, this should be less of an issue.
If we can minimize our weaknesses by emphasizing our strengths, we will be successful
in marketing to the wine industry, allowing us to achieve our ultimate goal of being
dominant in the industry.
Competition
There are several CPA ﬁrms in Northern California that service vineyards and wineries.
The “Big 5” ﬁrms are generally considered our biggest competitors in many of the industries we serve, and some have several winery clients. But as noted earlier, their focus
seems to be on larger clients, which has decreased their ability to compete in this industry. Of the ﬁrms with signiﬁcant wine industry practices, the following ﬁrms appear to
be our most signiﬁcant competitors:
• Motto Kryla & Fisher. This ﬁrm is a well-established wine industry leader, with the majority of their client base located in Napa County, although they have many Sonoma
County clients. They are moving away from the traditional accounting and tax compliance services, concentrating their efforts on consulting and research projects. We can
take advantage of this, along with the perception of many in the industry that they
are becoming too much of an insider, and gain additional market share.
• Dal Pagetto & Company. This ﬁrm was a split off from Deloitte & Touche several years
ago. They are located in Santa Rosa, and have several vineyard and winery clients. At
this time, they are probably our biggest Sonoma County competitor. However, they
may be too small to compete once our momentum builds.
• Other ﬁrms that have signiﬁcant wine industry practices that we will compete against
include G & J Seiberlich & Co., Brotemarkle Davis & Co., Zainer Reinhart & Clarke,
Pisenti & Brinker, Deloitte & Touche, and PriceWaterhouseCoopers. The ﬁrst two are
wine industry specialists headquartered in Napa County, and although very competitive there, they each do not appear to have a large Sonoma County client base. The
next two are general practice ﬁrms with several wine industry clients. However, each
of these ﬁrms has struggled to hold themselves together in recent years, and they do
not appear to have well coordinated wine industry practices. The last two ﬁrms listed
above are “Big 5” ﬁrms that, as noted earlier, focus mostly on the largest wineries.
(continued)
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EXHIBIT 1

Moss Adams’s Wine Niche Strategic Plan, 2001 (continued)

7.0

Annual Marketing Plan
Our marketing strategy will build on the foundation we laid during the prior two years.
We have established the following as our marketing plan:
• Increase and develop industry knowledge and expertise:
1. Work with other Moss Adams ofﬁces, particularly Stockton, to gain knowledge
and experience from their experienced staff. Additionally, work with Stockton to
have Santa Rosa Wine Niche staff assigned to two of their winery audits.
2. Continue to attend industry CPE, including the Vineyard Symposium, the Wine Industry Symposium, the California State Society of CPAs–sponsored wine industry
conferences in Napa and San Luis Obispo, and selected Sonoma State University
and UC Davis courses. We would like eight hours of wine industry speciﬁc CPE for
each Senior Level and above committed member of the Wine Niche. Jeff will have
ﬁnal approval on who will attend which classes.
3. Continue to build our relationship with Sonoma State University (SSU). Our Wine
Niche has agreed to be the subject of an SSU case study on the development of a CPA
ﬁrm wine industry practice. We feel this case study will help us gain additional insight
into what it will take to be competitive, as well as give us increased exposure both at
SSU and in the industry. We will also seek to become more involved in SSU’s wine industry educational program by providing classroom guest speakers twice a year.
4. Attract and hire staff with wine industry experience. We should strongly consider
candidates who have attained a degree through the SSU Wine Business Program. We
should also work to recruit staff within the ofﬁce that have an interest in the industry.
• Continue to form alliances with industry experts both inside and outside the ﬁrm. We
are building relationships with Ray Blatt of the Moss Adams Los Angeles ofﬁce who has
expertise in wine industry excise and property tax issues. Cheryl Mead of the Santa Rosa
ofﬁce has developed as a Cost Segregation specialist with signiﬁcant winery experience.
• Develop and use relationships with industry referral sources:
1. Bankers and attorneys that specialize in the wine industry. From these bankers and
attorneys, we would like to see three new leads per year.
2. Partner with other CPA ﬁrms in the industry. Smaller ﬁrms may need to enlist the
services of a larger ﬁrm with a broader range of services, while the “Big 5” ﬁrms
may want to use a smaller ﬁrm to assist with projects that are below their minimum billing size for the project type. We will obtain at least two projects per year
using this approach.
3. Leverage the relationships we have to obtain ﬁve referrals and introductions to
other wine industry prospects per year.
4. We will maintain a matrix of Sonoma, Mendocino, and Napa County wineries and
vineyards, including addresses, controller or top ﬁnancial ofﬁcer, current CPA, and
banking relationship. This matrix will be updated as new information becomes
available. From this matrix, we will send at least one mailing per quarter.
• Increase our involvement in the following industry trade associations by attending regular meetings and getting to know association members. In one of the following associations, each committed niche member will seek to obtain an ofﬁce or board position:
1. Sonoma County Wineries Association
2. Sonoma County Grape Growers Association
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Moss Adams’s Wine Niche Strategic Plan, 2001 (continued)

•

•

•

•

•

•

3. Sonoma State University Wine Business Program
4. Zinfandel Advocates and Producers
5. Women for Winesense
6. California Association of Winegrape Growers
7. Wine Institute
Establish an environment within the niche that promotes and practices the PILLAR
concept. Encourage staff in the niche to be creative and strive to be the best. Provide
interesting projects and events for the niche to make participation more interesting.
Use the existing services that Moss Adams offers to market the ﬁrm, which include:
1. BOSS
2. Business Valuations
3. Cost Segregation
4. SCORE!
5. SALT
6. Business Assurance Services
7. Income Tax Compliance Services
Make use of Firm Resources
1. Use Moss Adams’s Info Edge (document management system) to share and refer
to industry related proposals and marketing materials.
a. All Wine Niche Proposals will be entered into and updated in InfoEdge as
completed.
b. All Wine Niche Marketing letters will be entered into InfoEdge as created.
Continue to have monthly wine industry niche meetings. We will review the progress
on this plan at our March, April, and September niche meetings. Within our niche,
we should focus our marketing efforts on Sonoma County, concentrating on smaller
prospects that we can grow with, which will enable us to increase our prospect size
over time. We would like to be in position to attract the largest wineries in the industry by 2004.
Establish a Quarterly CFO/Controller roundtable group, with the Moss Adams Wine
Industry Group working as facilitator. We will have the Group established and have
our ﬁrst meeting in the summer.
Quarterly, at our niche meetings, monitor progress on the quantiﬁable goals in this
strategic plan.

Summary
In 2001, one of our goals is to add a minimum of three winery clients to our client base.
We feel this is a reasonable goal as long as we continue to implement our plan as written.
We believe we can make the wine industry niche a strong niche in the Santa Rosa
ofﬁce. The ﬁrm deﬁnes niche dominance as having a minimum of $500,000 in billings,
a 20% market share, and having 40% of the services provided be in value-added service codes. We expect to become the dominant industry force in Sonoma, Mendocino,
and Napa counties by 2004.
We are also willing to assist other ofﬁces within the ﬁrm to establish wine industry
niches, eventually leading to a mature niche within the ﬁrm. We believe with the proper
effort we can accomplish each of these goals.

Copyright 2007 Thomson Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.

7.0

570

Integrative Cases

Licensed to: iChapters User
The meeting took place just before the height of the
busy tax and audit season. Gutsch, 39, had been concentrating on the ﬁrm’s clients in its construction industry
niche. He had not made as much headway developing new
business with wine industry clients as he had
hoped and opened the meeting by saying:
I think the issue we are all struggling with is how
to break into a well-established mature niche. Do
we discount fees? If so, is that our desired position in servicing the wine industry? Do we advertise? Seems like a big commitment for something
that we can’t be sure will produce results. Do we
just get on every panel we can and shake as many hands as
we can? I’m still trying to ﬁnd the right formula.

7.0

Chris Pritchard, an accounting manager who had
worked with Gutsch for 2 years to develop the wine niche,
said:
Sorry, Jeff, but I’ve been too busy working in health care.
Health care is taking off, so my time is limited on the wine
side. There’s something missing, sort of a spark in this
niche. There’s not as much of a hunger to close, to go out
and actually close a deal, or at least go out and meet with
somebody. I think that’s what’s lacking for our success
right now. I think we have all of the tools we need. But we
don’t have an aggressive nature to go out and start shaking
hands and asking for business. We’re doing everything else
except asking for the business. We don’t follow up.
Neysa Sloan, a senior accountant, nodded in assent:
I personally do not see us making our objectives of gathering 20% of the market share in the regional wine industry
over the next 3–5 years. Our marketing tactics are not up to
the challenge. We need to seriously look at what we have
done in the last year or two, what we are currently doing,
and what we are proposing to do in regards to marketing. If
we looked at this objectively, we would see that we have not
gained much ground in the past using our current tactics—
why would it work now? If you allowed more individuals to
market and be involved, we might get somewhere.
Cheryl Mead, a senior manager whose specialty was
conducting cost segregation (cost segregation is a process
of breaking a large asset into its smaller components so
that depreciation may be taken on an accelerated basis)
studies, commented:
Growing wineries are looking for help. We need to focus
on wineries that are expanding their facilities, and then
grow with their growing businesses. Value-added services
like cost segregation could represent as much as 40% of
our wine industry practice. If we want to get in, we’ve got
to do much more networking, marketing, and presentations. The challenge for us here in Santa Rosa is how to
manage our resources. Career choices are changing; you

can’t be a generalist anymore. We need both people-related
and technical skills, but those don’t usually go hand-inhand. We need someone who is famous in the ﬁeld, a
“who’s who” in the wine accounting industry.
Claire Calderon, also a senior tax manager, said to the
team:
This is a hard niche to break into, Jeff. It takes a long time
to develop relationships in speciﬁc industries. It could take
a couple of years. First you ﬁnd forums to meet people, get
to know people, get people to trust you and then you get
an opportunity to work on a project and you do a good
job. It takes a while. Our goal is to become a trusted advisor and that doesn’t happen overnight.
Gutsch replied:
While consolidation is happening in the wine industry,
many of the wineries we are targeting are still privately
owned. When you’re dealing with privately owned businesses it’s much more personal than with public companies.
Calderon added:
That might explain part of it, Jeff, but the reality is that
there are two other ﬂedgling niches that are doing well and
going like gangbusters. This niche is off to a slow start!
Barbara Korte, a senior accountant, reassured him:
Jeff, you have been very focused, very enthusiastic about
this project. You’ve put a lot of time into it. As a leader, I
think you are a real good manager.
At stake was the opportunity to generate signiﬁcant incremental client fee revenues. More than 600 wine producers and vineyards (grape growers) were in business in the
premium Northern California wine-growing region encompassing Napa, Sonoma, and Mendocino counties. According to the Summer 2000 issue of Marketplace, there
were 168 wine producers and 228 vineyards in Napa; 122
wine producers and 196 vineyards in Sonoma; and 25 wine
producers and 61 vineyards in Mendocino. Few of these
operations were large, according to Marketplace. Napa
and Sonoma each had 14 wine producers reporting over
$10 million in sales, and Mendocino, only one.

Company Background
Moss Adams was a regional accounting ﬁrm. It had four regional hubs within the ﬁrm: Southern California, Northern
California, Washington, and Oregon. By late 2000, Moss
Adams had become one of the 15 largest accounting ﬁrms in
the United States, with 150 partners, 740 CPAs, and 1,200
employees. Founded in 1913 and headquartered in Seattle,
the full-service ﬁrm specialized in middle-market companies,
those with annual revenues of $10–$200 million.
Each ofﬁce had a managing partner. Art King was the
managing partner of the Santa Rosa ofﬁce (Exhibit 2). The
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EXHIBIT 2

Moss Adams’s Organizational Chart

Moss Adams, LLP
Santa Rosa, CA
Organizational Chart

Managing
Partner
Network
Administrator
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Partners
(4)
Internal Accountant
HR Consultant

Office
Manager

Assistant
of Partners

Senior Managers
(9)

Managers
(7)

Senior Accountants
(7)

Staff Accountants
(8)

Consultant

ﬁrm was considered mid-size and its client base tended to
mirror that size. King reﬂected on Moss Adams’s advantages of size and location:
. . . it is an advantage to be a regional ﬁrm with a strong local presence. For one thing, there just aren’t that many regional ﬁrms, especially out here on the West Coast. In fact,
I think we’re the only true West Coast regional ﬁrm. That
gives us access to a tremendous number of resources that
the larger ﬁrms have. We have the added advantage of being a big part of Sonoma County. Sonoma County companies want the same kind of services they can get from the
Big Five operating out of places like San Francisco, but
they also like to deal with local ﬁrms that are active in the
community. Our staff is active in Rotary, 20–30, the local
chambers of commerce, and so on, and that means a lot to
the businesspeople in the area. Sonoma County companies
will go to San Francisco for professional services, but only
if they have to, so we offer the best of both worlds.

Each office within the firm was differentiated. An office like Santa Rosa had the ability to be strong in more
niches because it was one of the dominant firms in the
area. Moss Adams did not have to directly compete with
the Big Five accounting firms because they were not interested in providing services to small to mid-size businesses. Since it was a regional firm, Moss Adams was able
to offer a depth of services that most local firms were not
able to match. This gave Moss Adams a competitive advantage when selling services to the middle market company segment.
Moss Adams provided services in four main areas of
expertise: business assurance (auditing), tax, international,
and consulting. Auditing comprised approximately 35% to
40% of Moss Adams’s practice, the remainder being divided among tax work in corporate, partnerships, trusts
and estates, and individual taxation. In its Santa Rosa ofﬁce, Moss Adams serviced corporate business and highwealth individuals.
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On the international side, Moss Adams was a member
of Moores Rowland International, a worldwide association of accounting ﬁrms. Moss Adams primarily worked
with local companies that did business overseas or that
wanted to set up a foreign location. It also did a
lot of work with local companies that had parent
ﬁrms located overseas.
On the consulting side, Moss Adams had
about 80 full-time consultants, and this line of
business represented probably 15% to 20% of
the total practice. A large part of the consulting
work performed by Moss Adams was in mergers
and acquisitions. Its M&A division helped
middle-market companies, which formed the bulk of its
clientele, develop a coherent, consistent strategy, whether
they were planning on selling the business and needed to
ﬁnd an appropriate buyer or were looking for a good acquisition target.
The Big Six (Big Five in 2000) accounting ﬁrms had developed niche strategies in the 1980s, and Moss Adams
had been one of the ﬁrst mid-level accounting ﬁrms in the
nation to identify niches as a strategy. Adopting a niche
strategy had allowed Moss Adams to target a basket of services to a particular industry of regional importance. As
each practice developed a niche, it also identiﬁed the “famous people” in that niche. These people became the “goto” people, the leaders of that niche.
The high-technology sector represented one of the
fastest-growing parts of Moss Adams’s business. According
to King:

7.0

It’s big in the Seattle area (where Moss Adams has its
headquarters), and with the development of Telecom Valley, it’s certainly becoming big in Sonoma County. We’re
ﬁnding that a great deal of our work is coming from companies that are offshoots of other large high-tech companies in the area. Financial institutions represent another
client group that’s growing rapidly, as is health care. With
all of the changes in the health care and medical ﬁelds,
there’s been a good deal of turmoil. We have a lot of expertise in the health care and medical areas, so that’s a big
market for us. Have I seen a drop-off? No, not really. The
interesting thing about the accounting industry is that even
when the economy slows down, there’s still a lot of work
for a CPA ﬁrm. There might not be as many large, special
projects as when the economy is really rolling, but the
work doesn’t slow down.

The Industry and the Market
Accounting was a large and relatively stable service industry,
according to The Journal of Accountancy, the industry’s
most widely read trade publication. The Big Five accounting
firms (Andersen Worldwide, PriceWaterhouseCoopers,
Ernst & Young, Deloitte & Touche, and KPMG) dominated
the global market in 1998 with combined global revenue ex-

ceeding $58 billion, well over half of the industry’s total revenue. All of the Big Five ﬁrms reported double-digit growth
rates in 1998. However, some of the most spectacular
growth was achieved by ﬁrms outside the top 10, some of
which registered increases of nearly 60% over 1997 revenues. Ninety of the top 100 ﬁrms had revenue increases,
and 58 of them achieved double-digit gains.
In 1999, accounting industry receipts in the United
States exceeded $65 billion. The industry employed more
than 632,000 people. However, the industry was expected
to post more modest growth in revenues and employment
in the 21st century. Finding niche markets, diversifying services, and catering to global markets were key growth
strategies for companies in the industry. Large international ﬁrms, including the Big Five, had branched out into
management consulting services in the late 1980s and early
1990s.
Accounting firms and certified public accountants
(CPAs) nationwide began offering a wide array of services
in addition to traditional accounting, auditing, and bookkeeping services. This trend was partially a response to
clients’ demand for “one-stop shopping” for all their professional services needs. Another cause was the relatively
ﬂat growth in demand for traditional accounting and auditing services over the past 10 years, as well as the desire
of CPAs to develop more value-added services. The addition of management consulting, legal, and other professional services to the practice mix of large national accounting networks was transforming the industry.
Many ﬁrms began offering technology consulting because of growing client demand for Internet and e-commerce
services. Accounting Today’s 1999 survey of CPA clients indicated that keeping up with technology was the strategic issue of greatest concern, followed by recruiting and retaining
staff, competing with larger companies, planning for executive succession, and maximizing productivity.
However, according to The CPA Journal, the attractive
consulting fees may have led many ﬁrms to ignore potential conﬂicts of interest in serving as an auditor and as a
management consultant to the same client. The profession’s standards could be jeopardized by the entrance of
non-CPA partners and owners in inﬂuential accounting
ﬁrms. Many companies facing these problems split their
accounting and management consulting operations. In January 2001, Arthur Andersen spun off its consulting division and renamed it “Accenture” to avoid accusations of
impropriety.
Still, CPA ﬁrms could be expected to continue to develop their capabilities and/or strategic alliances to meet
clients’ demands. Some other areas of expansion among accounting ﬁrms included administrative services, ﬁnancial
and investment planning services, general management services, government administration, human resources, international operations, information technology and computer
systems consulting, litigation support, manufacturing ad-
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ministration, marketing, and research and development.
Many small and medium-size independent ﬁrms were
merging or forming alliances with large service companies
such as American Express, H&R Block, and Century Business Services.
By the late 1990s, a trend toward consolidation got under way in the accounting industry. Several factors were fueling the drive toward consolidation. Large increases in revenue among the top 100 accounting ﬁrms between 1997 and
1998 may have been partially attributable to this trend toward consolidation. Consolidators wanted access to the large
volume of business currently being done by independent
CPAs. The trust that small businesses and individuals had in
their CPAs was considered very valuable, and consolidators
wanted to leverage the potential of an individual ﬁrm’s integrity to expand their own businesses. Consolidation caused
a decline in the number of independent accounting ﬁrms that
offered only tax and accounting services. The New York
State Society of CPAs estimated that there was a strong possibility that up to 50 of the largest accounting ﬁrms in the
United States would dissolve or merge with other entities by
the end of the year 2000. In the San Franciso Bay area, for
example, the Big Five dominated the industry (Exhibit 3).

The Wine Industry Niche
The wine industry practice was a new niche for the Santa
Rosa ofﬁce, as well as for Moss Adams in general. Moss
Adams allowed any employee to propose a niche. All accounting ﬁrms bill at fairly standard rates, so the more business generated, the greater the proﬁt. Moss Adams felt it was
in their long-term best interest to allow employees to focus
on areas in which they were interested. The ﬁrm would beneﬁt from revenues generated, but, more importantly, employees would likely stay with a ﬁrm that allowed a degree
of personal freedom and promoted professional growth.
Gutsch and Pritchard had begun this niche in mid1998 for several reasons. First, both had an interest in the
industry. Second, Sonoma and Napa counties had 200
wineries and numerous vineyard operations. Third, Moss
Adams had expertise in related or similar business lines
such as orchards, as well as signiﬁcant related experience in
providing services to the manufacturing sector. Finally, the
wine industry had been historically serviced by either large
ﬁrms that considered the typical winery a small client, or
by smaller ﬁrms that were not able to offer the range of services that Moss Adams could provide.
Sara Rogers, a senior accountant and member of the
wine niche team, recalled:
It ﬁrst started with Jeff Gutsch and Chris Pritchard and another senior manager, who was in our ofﬁce until November 1999. Anyway, I think it was their motivation that really started the group. The three of them were doing
everything in building the niche. When the senior manager
left, it sort of fell ﬂat on its face for a little while. I think it

got stagnant. Pretty much nobody said anything about it
until last summer, when Jeff started the organization of it
again and brought in more people, and then he approached
people that he wanted to work with.
Gutsch felt that Moss Adams was in position
to move forward to make the wine industry niche
a strong niche both in the Santa Rosa ofﬁce and,
eventually, the ﬁrm as a whole. He was committed to that goal and expected to achieve it within
5 years. Gutsch saw this niche as his door to future partnership. Moss Adams’s marketing strategy included the following:

7.0

1. Develop industry marketing materials that communicate Moss Adams’s strengths and commitment.
2. Develop a distinctive logo for use in the industry.
3. Create an industry brochure similar to that of the ﬁrm’s
construction industry group.
4. Develop industry service information ﬂyers such as the
business lifecycle, R&E (Research & Exploration)
credit, excise tax compliance, and BOSS (Business
Ownership Succession Services).
5. Develop relationships with industry referral sources
(e.g., bankers and attorneys that specialized in the wine
industry or current clients who served or had contacts
in the industry).
6. Join and become active in industry trade associations.
7. Use existing relationships with industry contacts to obtain leads into prospective wineries and vineyards.
8. Use the existing services that Moss Adams offered to
market the ﬁrm, particularly in Cost Segregation.
9. Focus efforts on Sonoma County, as well as adjacent
wine-growing regions, which would enable Moss
Adams to increase its prospect size over time.
Pritchard reﬂected on those early days:
The ﬁrst thing we did was to develop a database of regional
wineries and send out an introduction letter. The other
thing we did was to develop marketing materials. Jeff developed a logo. We used a top-down approach pyramid for
an introduction letter, starting out general and then with an
action step at the end to call us. So, we used that at ﬁrst.
Usually with that we’d get about 2% response, which is
good, out of 300 letters or whatever we sent out.
However, according to King, the major issue in growing the wine industry practice was selling:
The thing about selling in public accounting is that you
have to have a lot of conﬁdence in what you do and what
you can do for the client. You have to have conﬁdence that
you know something about the industry. If you go into a
marketing meeting, or a proposal meeting and you’re saying, “Well, we do a couple of wineries but we really want
to do more and get better at it,” you’re not going to get the
work. You gain conﬁdence by knowing how to talk the lan-
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EXHIBIT 3

Top 20 Accounting Firms in the San Francisco Bay Area, Ranked by Number of Bay Area CPAs, June 2000

Rank

1
2
3
4
5
6
7
8
9
10*
10*
12
13
14
15
16*
16*
18
19
20

1999
Rank

2
1
3
4
5
6
14
7
9
10
13
15
11
14
12
16
18
18
16
21

Company

Deloitte & Touche LLP
PricewaterhouseCoopers LLP
KPMG Peat Marwick LLP
Arthur Andersen**
Ernst & Young LLP
BDO Seldman LLP
Seiler & Co. LLP
Frank, Runerman & Co. LLP
Hood & Strong LLP
Harb, Levy & Weiland LLP
Ireland San Filippo LLP
Burr, Pilger & Mayer
Armanino McKenna LLP
Novogradac & Co. LLP
RINA Accountancy Corp.
Grant Thornton LLP
Shea Labagh Dobberstein
Moss Adams LLP
Lindquist, von Husen & Joyce
Lautze & Lautze

No. Bay
Area
CPAs

No.
Company
CPAs

No. Bay
Area
Employees

1999
Billings
Bay Area

No.
Partners
in Bay
Area

No.
Company
Partners

FYE

439
430
316
312
300
72
44
43
42
38
38
35
34
31
26
25
25
24
23
21

8,380
430
NR
6,161
NR
1,650
44
51
42
38
38
35
34
36
29
1,300
25
800
23
28

1,437
2,000
1,778
821
850
122
110
76
89
80
81
110
87
80
59
90
35
39
47
39

NR
NR
NR
NR
NR
NR
NR
NR
NR
NR
12.7M
NR
NR
NR
7.3M
NR
NR
NR
NR
NR

172
138
157
63
77
15
12
12
12
13
13
10
13
6
13
10
3
7
5
9

2,066
9,000
6,800
3,059
2,465
360
12
13
12
13
17
10
13
8
14
300
3
144
5
11

May 99
Sep. 99
Jun. 99
Aug. 99
Sep. 99
Jun. 00
NR
May 99
NR
NR
Apr. 00
NR
NR
NR
NR
Jul. 00
NR
Dec. 99
NR
NR

Sources: Viva Chan, San Francisco Business Times, 14 146, June 16, 2000, p. 28; Strafford Publications, Public Accounting Reports, vol. XXIV, June 2000.
NR  Not reported.
*Indicates tie in ranking.
**Excludes consulting.
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guage, knowing the buzzwords, knowing some of the players in the industry. You go into a meeting, all of a sudden
you’re on an equal footing with them. From a conﬁdence
standpoint, that’s huge. You can’t sell public accounting
services unless you’re conﬁdent about you and your ﬁrm
and the people that are going to do the work. Over the last
2 years, Jeff has gone to the classes, gone to the meetings
and his conﬁdence level is much higher than it was a year
ago. When he goes into these meetings he’s going to be at
a level where he doesn’t have to make excuses for not having a lot of winery clients, because we have a lot of activity in the wine and the beverage processing industries. So,
I think that’s going to help a lot. That’s where he’s going to
have more success because we’re getting the at bats, we just
need to get some hits.
One of the roles of the managing partner was to mentor potential partners and help them attain the role of partner. The training process included marketing and helping
them build a practice, according to King:
When we’re talking with senior managers, I explain to
them what they need to do to get to that next level. I had
this conversation with Jeff because his primary focus when
he came was, “I need to build a big practice, nothing else
matters.” He trusts the system now. He’s transferred some
clients to others and received some clients. You have to
work well with people, you have to train people, you have
to have some responsibilities, and you have to get along
with your peers.
The ﬁrm’s philosophy was to encourage people to really enjoy what they did. Anyone was allowed to propose
a niche, even a senior manager. Pritchard explained:
Well, part of the way our ﬁrm works is, there is a “fourbucket” tier to make partner. One of the buckets is to become a famous person and the fastest way of doing that is
through the niche base; within a niche you get the experience and the reputation faster than you would as a generalist. Jeff is a senior manager, so now he’s trying to ﬁgure
out a way to become partner. I work on Bonny Doon Winery. I have a grower client in Kenwood, so I do have some
experience with that. I also like wine because I make wine.
It’s an untapped market in Sonoma County for our ﬁrm. So
we both got together—I had the entrepreneurial spirit to
start and Jeff had the need.
King described in detail the “four bucket” evaluation
system at Moss Adams:
We have four criteria that get evaluated by the partners and
the compensation committee on a scale of one to ten. All
of these are weighted equally, 25%, with a possibility of 40
points. The ﬁrst is ﬁnancial. We take a look at the potential partner’s ﬁnancial responsibilities, what their billings
are, what their fee adjustments are, what their charge
hours are. I’ve transferred many clients to people in the of-

ﬁce. That’s one way I help others grow their practices. I’m
still responsible for some of those clients, because I’m the
one who brought them in and I’m still the primary contact.
My billing numbers may be this, but my overall ﬁnancial
responsibility may be bigger. That’s an objective
measure because we look at the numbers, we look
at the trends.
The second is responsibility. Managing partner of a big ofﬁce gets more points than the managing partner of a smaller ofﬁce does, who in turn
gets more points than a person in charge of a
niche, who in turn gets more points than a line
partner. Somebody who is a partner and is responsible for the tax department, let’s say, might get an extra point or half a point, whereas someone in charge of a
niche might get an extra point. If they’re in charge of an ofﬁce they get more points.
The third is personnel. Personnel is a very big initiative
within Moss Adams. Upstream and downstream evaluations are conducted by our HR person for each ofﬁce and
measures staff retention and the quality of our mentoring
program. Each partner is also evaluated up or down from
an overall ofﬁce rating score. For example, our ofﬁce may
get a “seven,” but I may get an “eight” because I’m really
good with people. Somebody who’s really hard on people
would get a lower rating.
The fourth and ﬁnal “bucket” is peer evaluation. We
have three other partners evaluate each partner. They evaluate the partner for training, mentoring, marketing, and involvement in their community. Then, evaluations are used
by the compensation committee to review individual partner compensation. They are also used for partner counseling sessions.

7.0

King also assured a “soft landing” to the participants
of the niche teams. This meant that if a niche didn’t work
out, he would assure the individuals that another niche in
the ﬁrm would be found for them. This, it was hoped, fostered entrepreneurial behavior. According to King:
A high level of practice responsibility for a partner would
be $1 million in this ofﬁce. The range is anywhere from
$600,000 to $1 million in billings a year. The overall picture is where we try to get people involved in at least two
niches in the ofﬁce, until a niche becomes large enough that
you can spend full-time in it. The upside, potentially, of the
wine niche would be a practice of from $500,000 to
$1,000,000 based on Sonoma and maybe some Napa
County wineries. So, the upside is a very mature, proﬁtable
niche that ﬁts right into our model of our other niches of
middle market companies that have the need, not only for
client services, but also our value-added services.
If for some reason the wine niche didn’t take off, Jeff
would become more involved in the manufacturing niche—
well, wine is manufacturing anyway, but it’s just a subset of
manufacturing. It might slow his rate to partner. It could

Copyright 2007 Thomson Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.

576

Integrative Cases

Licensed to: iChapters User
also turn out that—all of a sudden—Jeff gets four great referrals in the manufacturing niche this year, he builds this
great big practice in manufacturing, and as a result he has
less time for the wine niche. The downside is we’ve spent
some money on marketing, and Jeff has spent
some time on marketing when he could have been
doing something else. Then, we abandon the project. If that happens, then Jeff’s time becomes
available and the money becomes available to go
after some other initiative or something we’re already doing or some new initiative. Nobody is
going to lose his or her job over it. We haven’t
lost a lot of money over it.

7.0

The Aftermath
After the January 2001 meeting. Gutsch pondered how he
should proceed to overcome some major roadblocks to
building his team. King took Gutsch aside for counseling:
. . . target the $10 million to under $20 million winery for
which we can provide a full range of services. There’s nobody else with our range of services that’s really doing a
good job in that area. There’s an under-served market for
those middle-market companies. When you started, I knew
it would take 2 to 3 years to really get the ball rolling. This
is really going to be your year, Jeff. If it isn’t, well, we’ll reevaluate at the end of the year. Our overall marketing budget is probably in the area of 1.5% to 2% of total client

billings. In 1999, the ﬁrst year for the wineries, we probably spent somewhere in the neighborhood of $5,000 to
$8,000, which wasn’t a lot but you joined some organizations and you did some training. Last year we probably
spent $10,000 to $12,000. Now, Jeff, I know that some of
our other ofﬁces spend a lot more on marketing than we
do. We’ll have to decide: is this the best use of your time?
Is this the best use of our resources to try to go after an industry where we just tried for three years and haven’t made
any inroads?
The decision to develop a niche had been based upon
a gut feeling. Moss Adams did not use any litmus test or
hurdle rate of return to screen possible niches. This was because, with the exception of nonproﬁts, most clients had
similar fee realization rates. Moss Adams looked at the potential volume of business and determined whether it could
handle that volume. Yet Moss Adams remained unknown
in the wine industry. Time was running out.
This case study was prepared by Professors Armand Gilinsky, Jr.
and Sherri Anderson at Sonoma State University as a basis for
class discussion rather than to illustrate either effective or ineffective handling of an administrative situation. This case was originally presented at the 2001 meeting of the North American Case
Research Association in Memphis, Tenn. The authors gratefully
acknowledge the support of Moss Adams PLC and the Wine Business Program at Sonoma State University for assistance in preparation of this case.
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Integrative Case 8.1
Littleton Manufacturing (A)*
Rule #1 for business organizations: People, not structure,
make a business work or fail. Blindly following organizational concepts that have worked elsewhere is a sure way
to waste talent and get poor results. Organizational change
alone achieves nothing, while dedicated people can make
any structure work. This doesn’t mean that organizational
changes shouldn’t happen. But design any changes to get
the most out of people in the company’s unique circumstances. Top management should never dictate change as a
cure-all to avoid facing fundamental problems.
Quotation from the Harvard Business Review
(title and author uncited) posted on the wall of
Bill Larson, Plant Manager of Littleton Manufacturing
On June 21, 1990, Paul Winslow, the director of human resources at Littleton Manufacturing, was told by his boss,
Bill Larson, to put together a team of employees to address
a number of issues that Larson thought were hurting Littleton’s bottom line. Winslow’s assignment had come about
as a result of his making a presentation on those problems
to Larson. Larson had then met with his executive staff,
and he and Winslow had subsequently gone to the plant’s
Quality Steering Committee to discuss what to do. They
decided to form a Human Resources Process Improvement
Team (PIT) to prioritize the issues and propose a corrective
course of action. Winslow, who had been at the plant for
seventeen years, had been asked by Larson to chair the PIT.
The Quality Steering Committee decided that the PIT
should include two representatives each from Sales and
Marketing, Fabrication, and Components. Two managers
from each of these areas were chosen, including Dan Gordon, the fabrication manufacturing manager, and Phil
Hanson, the components manufacturing manager. There
were no supervisors or hourly employees on the team.
At the ﬁrst meeting, the PIT discussed the six widely
recognized problem areas that Winslow had identiﬁed to
Larson. Each member’s assignment for the next meeting,
on June 28, was to prioritize the issues and propose an action plan.

The Problems
A course in management and organizational studies carried
out by students at a nearby college had started the chain of
events that led to the formation of the Human Resources
PIT. In late 1989, Winslow was approached by a faculty
member at a local college who was interested in using Littleton as a site for a ﬁeld-project course. Because of ongoing concerns about communication at the plant by all lev-

els, Winslow asked that the students assess organizational communication at Littleton. Larson
gave his approval, and in the spring of 1990 the
students carried out the project, conducting individual and group interviews with employees at all
levels of the plant.
Winslow and his staff combined the results of
the students’ assessment with the results of an in-house survey done several years earlier. The result was the identiﬁcation of six problem areas that they thought were critical
for the plant to address:

8.1

•
•
•
•
•
•

Lack of organizational unity
Lack of consistency in enforcing rules and procedures
Supervisor’s role poorly perceived
Insufﬁcient focus on Littleton’s priorities
Change is poorly managed
Lack of a systematic approach to training

The Company
Littleton Manufacturing, located in rural Minnesota, was
founded in 1925. In 1942, Littleton was bought by Brooks
Industries, a major manufacturer of domestic appliances
and their components. At that time, Littleton manufactured custom-made and precision-machined components
from special metals for a variety of industries.
In 1983, through the purchase of a larger competitor,
Frühling, Inc., Brooks was able to increase its domestic
market share from 8 percent to about 25 percent. Brooks
then decided to have only one facility produce the components that were used in most of the products it made in the
United States. The site chosen was Littleton Manufacturing. To do this, Brooks added a whole new business (Components) to Littleton’s traditional activity. To accommodate the new line, a building of 80,000 square feet was
added to the old Littleton plant, bringing the total to
220,000 square feet of plant space. Because of the addition
of this new business, Littleton went from 150 employees in
1984 to 600 in 1986. In mid-1990, there were about 500
employees.
*By David E. Whiteside, organizational development consultant. This case
was written at Lewiston-Auburn College of the University of Southern
Maine with the cooperation of management, solely for the purpose of
stimulating student discussion. Data are based on ﬁeld research; all events
are real, although the names of organizations, locations, and individuals
have been disguised. Faculty members in nonproﬁt institutions are
encouraged to reproduce this case for distribution to their students without
charge or written permission. All other rights reserved jointly to the author
and the North American Case Research Association (NACRA). Copyright
© 1994 by the Case Research Journal and David E. Whiteside.
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The older part of the plant (the Fabrication side) manufactured its traditional custom-made products and sold
them to a variety of industrial customers. It also supplied
the newer side of the plant (the Components side) with a
variety of parts that were further processed and
used to make electrical components. These components were used by all other Brooks plants in
the assembly of domestic appliances that were
sold worldwide. About 95 percent of the products
made on the Components side of the plant originated on the Fabrication side.
The plant was also headquarters for Brooks
Industries’ sales and marketing department,
known as the “commercial group,” which had worldwide
sales responsibilities for products made by the Fabrication
side. These included international and domestic sales of
products to several industries, including the semiconductor,
consumer electronics, and nuclear furnace industry. This
group marketed products made not only by Littleton Manufacturing but also those made by Brooks’s other fourteen
plants, all located in the United States.
Bill Larson, the plant manager, reported to the executive vice president of manufacturing of Brooks, whose corporate ofﬁce was in Chicago, Illinois. Larson met once a
month with his boss and the other plant managers. Reporting directly to Larson were six functional line managers and the manager of the Quality Improvement System
(QIS). This group of seven managers, known as the “staff,”
met weekly to plan and discuss how things were going. (See
Exhibit 1 for an organizational chart.)
In December 1989, there were 343 hourly and 125
salaried employees at the plant. About 80 percent of the
workforce was under 45. Seventy-seven percent were male,

8.1

and 23 percent were female. Seventy-six percent had been
at the plant 10 years or less. All of the hourly workers were
represented by the Teamsters union.

The Financial Picture
Brooks Industries
Brooks was the second largest producer of its kind of domestic appliances in the United States. Its three core business units were commercial/industrial, consumer, and original equipment manufacturing. The major U.S. competitors
for its domestic appliances were Eagleton, Inc., and Universal Appliances, Inc. In the United States, Eagleton’s market
share was 47 percent; Brooks had about 23 percent; and
Universal Appliances and a number of small companies had
the remaining 30 percent. However, U.S. manufacturers
were facing increasing competition, primarily based on
lower prices, from companies in Asia and eastern Europe.
In 1989, Brooks’s sales declined 4 percent, and in
1990, they declined another 5 percent, to $647 million.
Their 1989 annual report contained the following statement about the company’s financial condition: “There was
fierce competition...which led to a decline in our share of
a stable market and a fall in prices, resulting in a lower
level of sales.... With sales volume showing slower growth,
we failed to reduce our costs proportionately and there
was underutilization of capacity.” In May 1990, after announcing unexpected first-quarter losses, Brooks started a
corporation-wide efficiency drive, including planned layoffs of 16 percent of its workforce, a corporate restructuring, and renewed emphasis on managerial accountability
for bottom-line results.
Because of its worsening ﬁnancial condition, for the
past few years Brooks had been reducing the resources

EXHIBIT 1

Littleton Manufacturing Organizational Chart

Plant Manager
(Bill Larson)

Staff Administrative
Assistant

QIS Manager

Fabrication,
Materials and
Engineering
Manager
(Greg White)

Fabrication,
Materials
Manager
(Dan Gordon)

Components,
Factory
Manager
(Phil Hanson)

Quality
Assurance
Manager
(Joe Koenig)

Controller
(Ron Fontaine)

Director,
Human
Resources
(Paul Winslow)
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available to Littleton. For example, Larson’s budget for
salaries had been increased by only 4 percent each year for
the past several years. As a result, supervisors and middle
managers complained strongly that recent salary increases
had been too little and that plant salaries were too low.
They also felt that the forced-ranking performance appraisal system used by the plant, which was based on a bell
curve, did not reward good performance adequately. One
middle manager commented: “All we get now for good
performance is a card and a turkey.” In April 1990, the
company cut Littleton’s capital budget by half and stipulated that any new project involving nonessential items had
to have a one-year payback.
In addition, in both 1988 and 1989 Brooks had
charged the Littleton plant around $300,000 for various
services provided, such as technical support, but in 1990
this charge was increased by $1 million. Many of the Littleton plant managers felt that this was done to help offset
Brooks’s deteriorating ﬁnancial condition and were frustrated by it. Indicating that he thought Brooks was using
Littleton as a cash cow, one staff member said, “The more
proﬁtable we get, the more corporate will charge us.”
Many managers, especially those on the Fabrication
side, felt that even though they had made money for the
plant, corporate’s increase in charges nulliﬁed their success
and hard work. A number of managers on the Fabrication
side also feared that if their operation did not do well ﬁnancially, the company might close it down.
In discussing the increasing lack of resources available
from corporate and the plant’s own decline in proﬁts, Larson said: “There needs to be a change in the way people
here think about resources. They have to think more in
terms of efﬁciency.” He was proud of the fact that the company had achieved its goal of reducing standard costs by 1
percent for each of the past three years and that in 1990
cost reductions would equal 5 percent of production value.
He thought that if the company reduced the number of reworks, costs could be lowered by another 20 to 30 percent.
Littleton Manufacturing
The Fabrication and the Components operations at Littleton Manufacturing were managed as cost centers by
Brooks while the commercial group was a proﬁt center. (A
proﬁt center is a part of an organization that is responsible
for accumulating revenues as well as costs. A cost center is
an organizational division or unit of activity in which accounts are maintained containing direct costs for which the
center’s head is responsible.) In 1989 and 1990, the Fabrication side of Littleton had done well in terms of budgeted
costs, while the Components side had incurred signiﬁcant
losses for both years.
Littleton’s net worth increased from $319,000 in
1989 to $3,094,000 in 1990 due to the addition of a new
Fabrication-side product that was sold on the external
market and had required no additional assets or resources.

In 1990, sales for the plant as a whole were $41,196,000,
with an operating proﬁt of 3.7 percent, down from 7.3 percent in 1989. Larson estimated that the current recession,
which was hurting the company, would lower sales in 1991
by 10 percent. Exhibit 2 presents an operating
statement for Littleton Manufacturing from 1988
to 1990.

The Quality Improvement System

8.1

In 1985, corporate mandated a total quality management effort, the Quality Improvement System
(QIS), which replaced the quality circles that the
plant had instituted in 1980. Posted throughout
the plant was a Quality Declaration, which had been developed by Larson and his staff. It read:

We at Littleton Manufacturing are dedicated to achieving
lasting quality. This means that each of us must understand and meet the requirements of our customers and coworkers. We all must continually strive for improvement
and error-free work in all we do—in every job . . . on time
. . . all the time.
Bill Larson was enthusiastic about QIS. He saw QIS as
a total quality approach affecting not just products but all
of the plant’s processes, one that would require a long-term
effort at changing the culture at the plant. He felt that QIS
was already reaping beneﬁts in terms of signiﬁcant improvements in quality, and that the system had also greatly
helped communication at the plant.
In the QIS all employees were required to participate in
Departmental Quality Teams (DQTs) that met in groups of
six to twelve every two weeks for at least an hour to identify ways to improve quality. Most hourly employees were
on only one DQT; middle managers were, on average, on
three DQTs. Some managers were on as many as six. The
results of each team’s efforts were exhibited in graphs and
charts by their work area and updated monthly. There
were about sixty teams in the plant.
The leader from each Departmental Quality Team, a
volunteer, served also as a member of a Quality Improvement Team (QIT), whose goals were to support the DQTs
and help them link their goals to the company’s goals.
QITs consisted of six to eight people; each was chaired by
a member of the executive staff. These staff members,
along with Bill Larson, composed the Quality Steering
Committee (QSC) for the plant. The QSC’s job was to
oversee the direction and implementation of the Quality
Improvement System for the plant and to coordinate with
corporate’s quality improvement programs. The QSC also
sometimes formed corrective action teams to work on special projects. Unlike DQTs, which were composed of employees from a single department or work area, corrective
action teams had members from different functions or departments. By 1986, there were nine corrective action
teams, but by 1989, none were functioning. When asked
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EXHIBIT 2

Littleton Manufacturing Operating Proﬁt Statement

8.1

Fabrication
Sales
Direct costs
Contribution margin
% of sales
All other operating costs
Operating proﬁt
% to sales
Components
Sales
Direct costs
Contribution margin
% of sales
All other operating costs
Operating proﬁt
% to sales
Total Littleton Manufacturing
Sales
Direct costs
Contribution margin
% to sales
All other operating costs
Operating proﬁt
% to sales

1988

1989

1990

$16,929
11,551
5,378
31.8%
4,501
877
5.2%

$18,321
11,642
6,679
36.5%
4,377
2,301
12.6%

$19,640
11,701
7,939
40.4%
4,443
3,496
17.8%

$20,468
16,049
4,419
21.6%
4,824
(405)
2.0%

$15,590
10,612
4,978
31.9%
4,797
180
1.2%

$21,556
18,916
2,640
12.2%
4,628
(1,988)
–9.2%

$37,397
27,599
9,798
26.2%
9,326
472
1.3%

$33,911
22,254
11,657
34.4%
9,175
2,482
7.3%

$41,196
30,617
10,579
25.7%
9,071
1,508
3.7%

Note: Changes in Operating Proﬁt from year to year are posted to retained earnings (net worth) account on the
corporate balance sheet. It must be noted, however, that the balance sheet ﬁgures include the impact of headquarters,
national organization changes, and extraordinary income from other operations, which are not reﬂected on the
operating proﬁt statement shown above.
Source: Controller, Littleton Manufacturing.

about them, Winslow said, “I’m not sure what happened to
them. They just sort of died out.”
Larson and most managers believed that the QIS had
improved quality. On most of its Fabrication products, the
company competed on the basis of quality and customer
service, and the vice president of sales and marketing
thought that their quality was the best in the industry. In
1988 and 1989, the plant won several Brooks awards for
quality and was publicly cited by a number of customers
for quality products.
Hourly employees in general also thought that QIS had
improved quality, although they were less enthusiastic
about the system than management. A number of hourly
employees complained that since participation was mandatory, many groups were held back by unmotivated members. They thought participation should be voluntary. Another complaint was that there was inadequate training for

group leaders, with the result that some groups were not
productive.
In the spring of 1990, the company decided that the
QIS effort was “stagnating” and that DQTs should be
changed to include members from different departments.
It was thought that this would improve communication
and coordination between departments and lead to further improvements in quality, productivity, and on-time
delivery. DQTs became known is IDQTs (Interdepartmental Quality Teams). IDQTs were scheduled to begin in
November 1990. In addition, the company decided to begin Process Improvement Teams (PITs), which would focus on various ongoing processes at the plant, such as
budgeting and inventory management. A PIT, composed
of managers from different functions, would not be ongoing but only last as long as it took to achieve its particular goals.
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How Different Levels Perceived the
Problems
In order to choose the issues to tackle ﬁrst and to devise a
tentative plan for addressing them, Winslow reﬂected on
the background information he had on the six problem areas that he and his staff had identiﬁed on the basis of their
own analysis and the students’ assessment of organizational communication.
A Lack of Organizational Unity
People often talked about “this side of the wall and that
side of the wall” in describing the plant. They were referring to the wall separating the newer Components side and
the older Fabrication side of the plant. (Some parts of the
Fabrication side had been built in the twenties.) The Components side was brighter, cleaner, and more open, and, in
summer, it was cooler. In comparing the two sides, one
manager said, “At the end of the shift in Fabrication, you
come out looking like you’ve been through the wringer.”
On the whole, the equipment in the Components side was
also newer, with most of it dating from the 1970s and
1980s and some of it state-of-the-art machinery that was
developed at the plant. Much of the equipment on the Fabrication side went back to the 1950s and 1960s. These differences in age meant that, in general, the machinery on the
Fabrication side required more maintenance.
It was generally agreed that Components jobs were
cleaner and easier, and allowed more social interaction. On
the Fabrication side many of the machines could run only
two to three hours before needing attention, whereas on
the Components side the machines might run for days
without worker intervention. On the Fabrication side, because of the placement of the machines and the need for
frequent maintenance, people tended to work more by
themselves and to “be on the go all the time.” It was not
uncommon for senior hourly employees in Fabrication to
request a transfer to Components.
Hourly workers described Components as “a country
club” compared to the Fabrication side. Many attributed
this to how the different sides were managed. Enforcement
of rules was more lax on the Components side. For example, rules requiring safety shoes and goggles were not as
strictly enforced, and some operators were allowed to eat
on the job.
One Human Resources staff member described Components supervisors as “laid-back about sticking to the
rules” and those in Fabrication as “sergeants.” He saw the
manufacturing manager of Fabrication, Dan Gordon, as
having a clear vision of what he wanted for the Fabrication
side and a deﬁnite plan on how to get there. He also saw
Gordon as keeping a tight rein on his supervisors and holding them accountable. The same Human Resources employee described the factory manager of Components, Phil
Hanson, as dealing with things as they came up—as more
reactive. Hanson allowed his supervisors more freedom
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and did not get involved on the ﬂoor unless there was a
problem. When there was a problem, however, he reacted
strongly and swiftly. For example, to combat a recent tendency for employees to take extended breaks, he had begun
posting supervisors outside of the bathrooms
right before and after scheduled breaks.
Bill Larson attributed the differences in the
two sides “to the different performance and accountability needs dictated by their business activities and by the corporate ofﬁce.” Components
met the internal production needs of Brooks by
supplying all of the other Brooks plants with a
product that they, in turn, used to manufacture a
household product that sold in the millions each year. Fabrication, however, had to satisfy the needs of a variety of
industrial customers while competing on the open market.
Larson felt that Fabrication had to have a more entrepreneurial ethic than Components because “Fabrication lives
or dies by how they treat their customers—they have to
woo them and interact well with them,” whereas Components had a ready-made market.
Larson also thought that some of the differences were
due to the fact that the plant was “held prisoner by what
goes on in corporate.” Although the corporate ofﬁce set ﬁnancial targets for both sides of the plant, it exercised more
control over the ﬁnancial and productivity goals of the
Components side because no other Brooks plant was in the
Fabrication business and Brooks understood the Components business much better. In addition, corporate was dependent on the Components side for the standardized
parts—primarily wire coils—used in many of its ﬁnished
products. The Components side produced as many as 2
million of some of these small parts a day.
Larson also indicated that the requirements for the
number of workers on the two sides of the plant were different. For example, depending on what business was like
for each side, the overtime requirements could vary.
Hourly employees on the side of the plant that had more
overtime felt the side that was working less was getting
“easier” treatment. Larson knew that the overtime disparity was due to need, not preferential treatment of one side
over the other, but as he put it: “You can talk your head
off, but you’re not going to be able to explain it to them to
their satisfaction. So that causes a lot of frustration among
the ranks down there.”
The Manager of QIS traced the differences between the
Fabrication side and the Components side to the consolidation at Littleton of all of Brooks’s production of wire
coils needed for its domestic appliances after Brooks
bought Frühling, Inc., in 1984. Most of the upper managers hired to start the Components business were brought
in from Frühling, and, as he put it, “They had a different
way of doing things. It wasn’t a tightly run ship.” He said
that some of the old managers at the plant wondered about
the wisdom of bringing in managers from a company that
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had not been successful. People asked, “Why use them
here? They must have been part of what was wrong.” One
Fabrication manager added that the manager brought in to
start the Components business, Bob Halperin, had the
view: “We’re going to start a new business here
and do whatever is necessary to make it run and
to hell with Littleton Manufacturing policies.”
Also, when the new Components business was
started, its manager reported directly to the
Brooks corporate ofﬁce and not to the plant manager. In 1986 the structure was changed so that
the factory manager of Components reported to
the Littleton Manufacturing plant manager.
A union steward at the plant attributed some of the differences between the two sides to the fact that the workforce
on the Components side tended to be younger and had more
women with young children (67 percent of the hourly
women in the plant worked in Components). The demands
of raising children, he thought, resulted in the women needing to take more time off from work. One of the Fabrication
supervisors thought that since the supervisors on the Components side were younger, they expected more from management and were more outspoken, especially about how
much an hour they should be paid. A number of these supervisors had also been brought in from Frühling, and were
not originally from Littleton.

8.1

Lack of Consistency in Enforcing Rules
and Procedures
A major complaint of both hourly and salaried workers was
the inconsistent application of policies and procedures. Although most people mentioned the differences from one side
of the plant to the other, there were also differences from one
department to another. As the chief union steward put it,
“This is the number-one problem here—nobody is the same!”
Some Components supervisors were letting people take longer
breaks and going for breaks earlier than they were supposed
to. Some supervisors allowed hourly employees to stand
around and talk for a while before getting them to start their
machines. In some departments on the Components side, employees were allowed to gather in the bathrooms and “hang
out” anywhere from ﬁve to twenty minutes before quitting
time. The chief steward cited an example where, contrary to
previous policy, some workers on the Components side were
allowed to have radios. “When people on the Fabrication side
found out,” he said, “they went wild.”
Some other examples of inconsistencies cited by employees were as follows:
1. Fighting in the plant was supposed to result in automatic dismissal, but the Human Resources administrator recalled two incidents of ﬁghting where the people
involved were not disciplined.
2. Another incident that had been much discussed
throughout the plant involved an employee who was

“caught in a cloud of marijuana smoke” by his supervisor. Since the supervisor did not observe the man
smoking but just smelled the marijuana, the person was
only given a written warning. One manager said, “We
need to take a stand on these things. We need to make
a statement. That way we would gain some respect.”
Describing the same incident, another manager said, “It
makes us close to thinking we’re giving them (hourly
employees) the key to the door.”
3. Several people also mentioned the case of a mother
who claimed she missed work several times because of
doctors’ appointments for her children and was suspended for three days, which they compared with the
case of an operator who also missed work several
times, and was suspected of drug or alcohol abuse, but
was not disciplined.
In discussing differences in the enforcement of safety
regulations throughout the plant, the administrator of
plant safety and security said that when he confronted
people who were wearing sneakers, often they would just
say they forgot to wear their safety shoes. He said, “If I
had to punish everyone, I’d be punishing 50 to 100 people a day.”
There were also differences in absenteeism for the two
sides of the plant. Absenteeism on the Components side
was around 2.2 percent, whereas it was slightly less than 1
percent on the Fabrication side. Some attributed this to a
looser enforcement of the rules governing absenteeism by
supervisors on the Components side.
Winslow had tried to estimate the annual cost of failure to enforce the rules governing starting and stopping
work. His estimate was that the plant was losing
$2,247.50 per day, for a total of $539,400 a year.
Winslow’s memo detailing how he arrived at his overall estimate had been part of his presentation to Larson; it is included as Exhibit 3. Although Winslow had not said so in
the memo, he later estimated that 70 percent of the total
loss occurred on the Components side of the plant.
Supervisors complained that when they tried to discipline subordinates, they often did not feel conﬁdent of
backing by management. They referred to incidents where
they had disciplined hourly employees only to have their
decisions changed by management or the Human Resources department. One supervisor told of an incident in
which he tried to ﬁre someone in accordance with what he
thought was company policy, but the termination was
changed to a suspension. He was told he had been too
harsh. In a subsequent incident he had another decision
overruled and was told he had been too lenient. He said,
“We feel our hands are tied; we’re not sure what we can
do.” Supervisors’ decisions that were changed were usually
communicated directly to the union by the Human Resources department. In these instances, the supervisors felt
they wound up with “egg on their faces.”
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EXHIBIT 3

Memo from Paul Winslow to Bill Larson
MEMORANDUM

From: Paul Winslow, Director of Human Resources
To: Bill Larson
Subject: Estimated Cost of Loss of Manufacturing Time
Date: 6/18/90

8.1

Loss of Manufacturing Time*
(Based on 348 Hourly Employees)
Delay at start of shift
10 minutes  25% (87)
Washup before AM break
5 minutes  75% (261)
Delayed return from break
10 minutes  50% (174)
Early washup—lunch
avg. 10 minutes  50% (174)
Delayed return from lunch
10 minutes  25% (87)
Early washup before PM break 5 minutes  75% (261)
Delayed return from break
10 minutes  50% (174)
Early washup—end of shift
5 minutes  75% (261)
Total











14.50 hours
21.75 hours
29.00 hours
29.00 hours
14.50 hours
21.75 hours
29.00 hours
65.25 hours
224.75 hours/day

Cost: 224.75  avg. $10 hr.  $2,247.50/day
240 days  $2,247.50  $539,400.00/year
*1. Does not include beneﬁts.
2. Does not include overtime abuses.
3. Does not include instances of employees exiting building while punched in.

Winslow attributed some of these problems to a lack of
communication regarding the company’s policies and procedures. He thought that if the supervisors understood
company policy better, their decisions would not need to be
changed so frequently. There was no Human Resources
policy manual, for example, although the work rules were
contained in the union contract.
Dan Gordon disagreed with the view that these problems were a result of the supervisors’ lack of understanding of the plant’s policies and procedures. He claimed:
“Ninety-nine percent of the supervisors know the policies
but they lack the skills and willingness to enforce them.
Just like a police officer needs to be trained to read a prisoner his rights, the supervisors need to be taught to do
their jobs.” He thought that in some of the cases where a
supervisor’s decision was changed, the supervisor had
made a mistake in following the proper disciplinary procedure. Then, when the supervisor’s decision was overturned, no explanation was provided, so the supervisor
would be left with his or her own erroneous view of what
happened.
The Human Resources administrator thought that
some of the supervisors were reluctant to discipline or con-

front people because “They’re afraid to hurt people’s feelings and want to stay on their good side.”
Supervisor’s Role Is Poorly Perceived
On the ﬁrst shift in Fabrication there were about 70 hourly
workers and 7 supervisors, and in Components there were
about 140 hourly workers and 11 supervisors. Supervisors
were assisted by group leaders, hourly employees who were
appointed by the company and who received up to an extra 10 cents an hour.
All levels of the plant were concerned about the role of
supervisors. “Supervisors feel like a nobody,” said one senior manager. In the assessment of organizational communication done by the students, hourly employees, middle
managers, and supervisors all reported that supervisors
had too much to do and that this limited their effectiveness.
A typical observation by one hourly employee was: “The
supervisors can’t be out on the ﬂoor because of meetings
and paperwork. They have a tremendous amount of things
on their mind.... The supervisor has become a paperboy,
which prevents him from being able to do his job.” In
speaking about how busy the supervisors were and how
they responded to suggestions by hourly employees, an-
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other hourly person said, “The supervisor’s favorite word
is, ‘I forgot.’”
Supervisors also wanted more involvement in decision
making. “You will! You will! You will!” is the way one supervisor characterized the dominant decisionmaking style of managers at the plant. He
thought that most managers expected supervisors
to just do what they were told to do. “We have a
lot of responsibility but little authority,” was how
another supervisor put it. Many supervisors felt
that they were ordered to do things by their managers, but when something went wrong, they
were blamed.
Another factor contributing to the low morale of supervisors was a perceived lack of the resources that they
felt were necessary to do a good job. Many complained
that they were often told there was no money to make
changes to improve things. They also complained of too
few engineering, housekeeping, and maintenance personnel. Some supervisors thought there were too few supervisors on the second and third shifts. They thought this resulted in inadequate supervision and allowed some hourly
workers to goof off, since the employees knew when these
few supervisors would and would not be around.
The combination of these factors—job overload, too
much paperwork, lack of authority, not enough involvement in decision making, lack of resources to make
changes, inadequate training, and few rewards—made it
difﬁcult to ﬁnd hourly people at the plant who would accept an offer to become a supervisor.
In discussing the role of supervisors, Larson said, “We
don’t do a good job of training our supervisors. We tell
them what we want and hold them accountable, but we
don’t give them the personal tools for them to do what we
want them to do. They need to have the conﬁdence and
ability to deal with people and to hold them accountable
without feeling badly.” He continued by praising one supervisor who he thought was doing a good job. In particular, Larson felt, this supervisor’s subordinates knew what
to expect from him. This person had been a chief petty ofﬁcer in the Navy for many years, and Larson thought this
had helped him feel comfortable enforcing rules. Reﬂecting
on this, he said, “Maybe we should just look for people
with military backgrounds to be supervisors.”

8.1

Insufﬁcient Focus on Littleton’s Priorities
The phrase “insufficient focus on Littleton’s priorities”
reflected two concerns expressed by employees. First,
there was a lack of understanding of Littleton’s goals.
Second, there was a questioning of the plant’s commitment to these goals. However, various levels saw these
matters differently.
Although the plant had no mission statement, senior
managers said that they thought that they understood Littleton’s priorities. A typical senior management description

of the plant’s goals was, “To supply customers with quality products on time at the lowest possible cost in order to
make a proﬁt.”
Each year, Larson and the executive staff developed a
four-year strategic plan for Littleton. Sales and marketing
would ﬁrst project the amounts and types of products that
they thought they could sell. Then manufacturing would
look at the machine and labor capabilities of the plant. The
sales projections and capabilities were then adjusted as necessary. Throughout the process, goals were set for improving quality and lowering costs. Larson then took the plan to
Brooks for revision and/or approval. Next, Larson turned
the goals in the strategic plan into speciﬁc objectives for
each department. These departmental objectives were used
to set measurable objectives for each executive staff member. These then formed the basis for annual performance
appraisals. Because of this process, all of the executive staff
felt that they knew what was expected of them and how
their jobs contributed to achieving the company’s goals.
At the same time, both senior and middle managers
thought there was insufﬁcient communication and support
from corporate headquarters. They mentioned not knowing enough about corporate’s long-term plans for the company. A number of the managers on the Fabrication side
wondered about corporate’s commitment to the Fabrication business. They thought that if their operation did not
do well ﬁnancially, the company might end it. In discussing
the status of the Fabrication side of the plant, Gordon said
that Brooks considered it a “noncore business.” The Quality Assurance manager felt that corporate was not providing enough support and long-term direction for the QIS.
Winslow was concerned about the lack of consistency in
corporate’s Human Resources policies and felt that he did
not have enough say in corporate Human Resources planning efforts.
All levels below the executive staff complained that
they did not have a good understanding of Littleton’s own
long-range goals. Some middle managers thought there
was a written, long-range plan for the company but others
disagreed. One member of the executive staff reported that
as far as he knew, the entire strategic plan was seen only by
the executive staff, although some managers would see the
portions of it that concerned their departments. He also reported that the strategic plan was never discussed at operations review meetings. Most hourly employees said that
they relied on the grapevine for information about “the big
picture.” In discussing the ﬂow of information at the plant,
one union steward said, “Things get lost in the chain of
command.” He said he got more than 80 percent of his information from gossip on the ﬂoor.
The primary mechanism used to communicate Littleton’s goals and the plant’s status with regard to achieving
them was the operations review meeting held once a month
by the plant manager, to which all salaried employees were
ostensibly invited. At these meetings, usually attended by
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about eighty people, the plant manager provided ﬁgures on
how closely the plant had hit selected business indicators.
At one recent and typical meeting, for example, the Manager of QIS described various in-place efforts to improve
quality. Bill Larson then reviewed the numbers. He presented data on budgeted versus actual production, variances between budgeted and actual manufacturing costs,
proﬁts, the top ten products in sales, standard margins on
various products, shipments of products, information on
backlogs, and the top ten customers.1 When he asked for
questions at the end of his presentation, there were none.
The students’ organizational assessment reported that
all levels appreciated the intent of the operations review
meetings, but there were a number of concerns. Everyone
interviewed wanted more two-way communication but
thought the size and format of the meetings inhibited discussion. Middle managers thought the meetings focused too
much on what had happened and not enough on the future.
As one manager said: “It’s like seeing Lubbock in the
rearview mirror. We want to know where we’re going—not
where we’ve been. We want to know what’s coming up,
how it’s going to affect our department, and what we can
do to help.” Others, including some of the executive staff,
complained about the difﬁculty of understanding the ﬁnancial jargon. Some hourly employees interviewed did not
know there were operations review meetings, and others
did not know what was discussed at them.
A number of middle managers in manufacturing
thought that having regular departmental meetings would
improve communication within their departments. They
also said that they would like to see minutes of the executive staff meetings.
When interviewed by the students for their assessment
of organizational communication, a number of middle managers, supervisors, and hourly workers thought the company
was not practicing what it preached with regard to its stated
goals. A primary goal was supposed to be a quality product;
however, they reported that there was too much emphasis on
“hitting the numbers,” or getting the required number of
products shipped, even if there were defects. They said this
especially occurred toward the end of the month when production reports were submitted. One worker’s comment reﬂected opinions held by many hourly employees: “Some
foremen are telling people to push through products that are
not of good quality. This passes the problem from one department to another and the end result is a lousy product.
They seem too interested in reaching the quota and getting
the order out on time rather than quality. It’s a big problem
because when the hourly workers believe that quality isn’t
important, they start not to care about their work. They pass
it on to the next guy, and the next guy gets mad.”
The perception by a number of hourly workers that
their suggestions to improve quality were not responded to
because of a lack of money also resulted in their questioning the company’s commitment to quality.

Change Is Poorly Managed
Most of the employees interviewed by the students thought
there were too many changes at the plant and that the numerous changes resulted in confusion.
1. QIS was initiated in 1985.
2. In 1986, 100 hourly employees were laid off.
3. In 1984, there were 154 managers; in 1990,
there were 87 managers.
4. In 1989, corporate initiated a restructuring
that changed the reporting relationships of several senior managers.
5. In 1989, as part of QIS, the plant began using
statistical process control techniques and began efforts
to attain ISO certiﬁcation. (ISO is an internationally
recognized certiﬁcation of excellence.)
6. In 1989, a new production and inventory control system was introduced, with the help of a team of outside
consultants who were at the plant for almost a year
studying its operations.
7. In 1990, the Components side reorganized its production ﬂow.

8.1

A number of complaints were voiced about the effect
of all the changes. People felt that some roles and responsibilities were not clear. There was a widespread belief that
the reasons for changes were not communicated well
enough and that people found out about changes affecting
them too late. In addition, many were uncertain how long
a new program, once started, would be continued. Larson
thought that many hourly employees were resistant to the
changes being made because they thought the changes
would require more work for them and they were already
“running all the time.” One union steward observed,
“There’s never a gradual easing in of things here.” A middle manager said: “We’re mandated for speed. We pride
ourselves on going fast. We rush through today to get to tomorrow.”
Larson thought the culture of the plant was gradually
changing due to the implementation of QIS, but he noted
that a lot of time had to be spent giving the employees reasons for changes.
Dan Gordon thought the plant needed to “communicate change in a single voice.” He said that Larson’s style
was to leave it to the staff to tell others about upcoming
changes. He commented, “By the time it gets to the last
person, it’s lost something.” He felt that Larson needed to
communicate changes to those on lower levels in person.
The QIS manager thought that Brooks did not provide
enough resources and support for changes at the plant. In
explaining his view of corporate’s approach to change, he
said, “Step one is to not give much. Step two is to not give
anything. Step three is they take what’s left away.” Another
middle manager commented, “We’re always being asked to
do more with less, but the requirements by corporate don’t
get cut back.”
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A frequently mentioned example of change that was
frustrating to many people was the introduction of the
Manufacturing Assisted Production and Inventory Control
System (MAPICS) in 1989. MAPICS was a computerized
system that was supposed to keep track of materials, productivity, and labor efﬁciency. Theoretically, it tracked orders from time of entry to payment of the bill, and one could ﬁnd out where an
order was at any point in the system by calling it
up on a computer. However, the system was timeconsuming (data had to be entered manually by
the supervisors), and was not as well suited to the
Fabrication side of the plant as it was to the Components side, where production was more standardized.
One senior manager commented, “MAPICS was sold as the
savior for the supervisors, and the company was supposed
to get all of the data it needed. But it’s never happened. It’s
only half-installed, and there are systems problems and input problems.” Recently, there had been some question as to
whether MAPICS was giving an accurate inventory count.
Hourly workers felt put upon by the way in which
changes were made. One person said, “We were all of a
sudden told to start monitoring waste and then all of a sudden we were told to stop.” Another said, “One day the
MAPICS room is over here, and then the next day it’s over
there. They also put a new system in the stockroom, and
we didn’t know about it.” Many resented the outside consultants that had been brought in by corporate, reporting
that they did not know why the consultants were brought
in or what they were doing. They feared that the consultants’ recommendations might result in layoffs.
Hourly people felt that a lot of their information about
upcoming changes came through the grapevine. “Rumors
ﬂy like crazy” is the way one hourly person described communication on the ﬂoor. Another said, “The managers
don’t walk through the plant much. We only see them
when things are going bad.”
In discussing communication about changes, one middle manager said: “It’s a standing joke. The hourly know
what’s going to happen before we do.” One steward said,
“Lots of times, you’ll tell the supervisors something that’s
going to happen and they will be surprised. It raises hell
with morale and creates unstable working conditions. But
nine out of ten times it’s true.”
Hourly workers also felt that they were not involved
enough in management decisions about changes to be
made. One hourly worker said, “They don’t ask our input.
We could tell them if something is not going to work. They
should keep us informed. We’re not idiots.”

8.1

Lack of a Systematic Approach to Training
The company had carried out a well-regarded training effort when employees were hired to begin the Components
side of the plant and when the QIS program was started. In
addition, every two years each employee went through re-

fresher training for the QIS. There was no other formal
company training or career development at the plant.
Hourly employees and supervisors in particular complained about the lack of training. One hourly employee
expressed the predominant view: “When you start work
here, it’s sink or swim.” In discussing the promotion of supervisors, the chief union steward said he did not know
how people got to be supervisors and that as far as he
knew there was no training that one had to have to become
a supervisor.
When they were hired, new hourly and salaried employees attended an orientation session in which they were
informed about beneﬁts, attendance policies, their work
schedule, parking regulations, and safety issues. After the
orientation session, further training for new salaried employees was left up to individual departments. Standard
practice was for the department supervisor to assign the
hourly person to an experienced hourly operator for oneon-one job training for two weeks. Winslow expressed
some of his reservations about this approach by commenting, “You don’t know if the department is assigning the
best person to train the new employee or if they always use
the same person for training.”
The Human Resources department had no separate
training budget. Individual departments, however, did
sometimes use their money for training and counted the
money used as a variance from their budgeted goals. The
training that did occur with some regularity tended to be
technical training for maintenance personnel.
When asked to explain why there was not more training, Winslow replied, “We would like to do more but we
haven’t been able to because of the cost and stafﬁng issues.” For example, in 1986 Winslow’s title was manager
of training and development, and he had been responsible
for the training program for all of the new employees hired
to begin the Components unit. After the initial training was
completed, he requested that the plant provide ongoing
training for Components operators. However, his request
was turned down by Larson, who did not want to spend
the money. Winslow also recalled the over 160 hours he
had spent the previous year developing a video training
package for hourly workers in one part of the Components
side of the plant. He said that the program had been piloted, but when it came time to send people through the
training course, production management was unwilling to
let people take time off the ﬂoor.
Winslow also cited a lack of support from corporate as
a factor in the plant’s sporadic training efforts. At one time
Brooks had employed a director of training for its plants,
but in 1987, the person left and the company never hired
anyone to replace him. Now, Brooks had no training department; each plant was expected to provide its own
training. The training Brooks did provide, according to
Winslow, was for the “promising manager” and was purchased from an outside vendor.
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Top Management
As he sat in his ofﬁce thinking about what to do, Winslow
knew that any plan would have to be acceptable to Larson,
Gordon, and Hanson—the plant manager and the two factory managers—and he spent some time thinking about
their management styles.
Bill Larson was in his late forties, had a B.S. in mechanical engineering, and had started at Littleton in 1970.
He had been plant manager since 1983. His direct reports
considered him bright, analytical, and down to earth.
When asked once how he would describe himself to someone who didn’t know him, he said, “I keep my emotions
out of things. I can remember when I was in the Army,
standing at attention in my dress blues at the Tomb of the
Unknown Soldier. People would come up a foot from my
face and look me in the eye and try to get me to blink. But
I was able to remove myself from that. I wouldn’t even see
it.” He added that he had built most of his own home and
repaired his own equipment, including the diesels on a
cabin cruiser he used to own. Being raised on a farm in the
rural Midwest, he said he learned at an early age how to
repair equipment with baling wire to keep it going.
Although Larson was considered accessible by the executive staff, he rarely got out on the ﬂoor to talk to people. Many managers saw him as a “numbers” person who
readily sprinkled his conversations about the plant with
quantitative data about business indicators, variances,
budgeted costs, etc. In referring to his discomfort discussing personal things, he somewhat jokingly said about
himself, “I can talk on the phone for about thirty-ﬁve seconds and then I can’t talk any longer.”
In describing his own management style, Larson said,
“I like to support people and get them involved. I like to
let them know what I am thinking and what they need to
accomplish. I like to let ideas come from them. I want
them to give me recommendations, and if I feel they’re
OK, I won’t change them. They need to be accountable,
but I don’t want them to feel I’m looking over their shoulders. I don’t want to hamper their motivation.” He estimated that 40 percent of his job responsibility consisted of
managing change.
Dan Gordon, who was 38, had been at Littleton for ﬁfteen years and had been manufacturing manager of Fabrication for seven years. In describing himself, he said, “I’m
a stickler for details, and I hate to not perform well. My superiors tell me I’m a Theory X manager and that I have a
strong personality—that I can intimidate people.”
In speaking about how much he communicated with
hourly employees, Gordon said that he didn’t do enough of
it, adding that “Our platters are all so loaded, we don’t
spend as much time talking to people as we should.” He
said he seldom walked through the plant and never talked
to hourly workers one-on-one. Once a year, though, he met
formally with all the hourly employees on the Fabrication
side to have an operations review meeting like the salaried
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people had in order to discuss what the plant was doing,
proﬁts, new products, etc. “The hourly people love it,” he
reported.
Reﬂecting on why he didn’t communicate more with
hourly workers, Gordon said, “Since the accounting department’s data depends, in part, on our
data collection, a lot of my time is eaten up with
this. Maybe I’m too busy with clerical activities to
be more visible.” He based his management decisions on documented data and regularly studied
the ﬁnancial and productivity reports issued by
the accounting department. He said he would like
to see the supervisors go around in the morning to
just talk to people but acknowledged that they had too
many reports to ﬁll out and too many meetings to attend.
When asked to explain what one needed to do to succeed as a manager at Littleton, Gordon answered, “You
have to get things done. Bill Larson wants certain things
done within a certain time span. If you do this, you’ll succeed.”
Phil Hanson, in his early ﬁfties, had been at Littleton
for seven years. He was hired as materials manager for
Components and was promoted to Components factory
manager in mid-1989. Phil estimated that he spent 50 percent of his time on the factory ﬂoor talking to people. He
felt it gave him a better insight as to what was going on at
the plant and created trust. He thought that too many of
the managers at the plant were “ofﬁce haunts”—they felt it
was beneath them to talk with hourly workers. It appeared
to other managers that Hanson often made decisions based
on what he learned in informal conversations with hourly
employees. He tried to delegate as much as he could to his
managers. When asked what a manager had to do to succeed there, he said, “You have to be a self-starter and make
things happen.”
Winslow remembered how a few years ago, when he
was manager of training and development, the executive
staff had gone to one of those management development
workshops where you ﬁnd out about your management
style. All of the staff had scored high on the authoritarian
end of the scale.
This triggered a memory of a recent debate in which he
had passed along a suggestion by his staff to the executive
staff to “do something nice for the workers on the ﬂoor.”
To celebrate the arrival of summer, his staff wanted the
company to pay for buying hamburgers, hot dogs, and soft
drinks so the workers could have a cookout during their
lunch break. Those on the executive staff who resisted the
idea cited the “jellybean theory of management.” As one
manager explained it, “If you give a hungry bear jellybeans, you can keep it happy and get it to do what you
want. But watch out when you run out of jellybeans!
You’re going to have a helluva angry bear to deal with!”
The jelly bean argument carried the day, and the cookout
was not held.
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Recommendation Time
As Winslow turned on the computer to write down his recommendations concerning the six problem areas, he recalled how Larson had reacted when the students made
their presentation on organizational communication at Littleton. After praising the students’ efforts, Larson had said, in an offhanded way,
“This mainly conﬁrms what we already knew.
Most of this is not a surprise.” Winslow was
hopeful that now some of these issues would be
addressed.
One potential sticking point, he knew, was
the need for the meetings that would be necessary to discuss the problems and plan a strategy. People were already
strapped for time and complaining about the number of
meetings. Yet unless they took time to step back and look
at what they were doing, nothing would change.
On a more hopeful note, he recalled that Larson had
been impressed when the Human Resources staff empha-

8.1

sized in their presentation to him that these issues were
impacting Littleton’s bottom line. Winslow felt that the
decline in sales and profits at Brooks, the increasing domestic and foreign competition, the current recession, and
declining employee morale made it even more important
that the issues be dealt with. People at all levels of the
plant were starting to worry about the possibility of more
layoffs.

Note
1. At Littleton, the manufacturing, engineering, and accounting departments estimated the standard labor
costs for making each of the plant’s products and a
budget was prepared based on those estimates. The
budgeted costs were plant goals. A variance is the difference between actual and standard costs. A variance
could be positive (less than) or negative (greater than)
with respect to the budgeted costs.
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Integrative Case 8.2
Littleton Manufacturing (B)*
Winslow met with his staff to develop a list of proposed corrective actions. Exhibit 1 is the memo that Winslow sent, in
June 1990, to the Human Resources PIT, outlining suggested
corrective actions. (The action steps were not prioritized.)
The PIT did not meet to discuss what to do about the
six issues identiﬁed by the Human Resources department
until the middle of September. The ﬁrst issue the PIT decided to address was the inconsistent application of disciplinary policies and procedures. They chose this issue ﬁrst
because they thought that if this could be improved, many
of the other issues would be resolved as well.
The PIT decided to ﬁrst ﬁnd out how well supervisors
understood the work rules and the extent to which they had
different interpretations of them. To do this they developed a
quiz covering Littleton’s twenty-eight work rules and gave
the quiz to all supervisors. One question, for example, was
“If you came in and found an employee who had just dozed
off at his/her workstation, what would you do?” The supervisor then had to choose from several alternatives. This question was followed by, “If you came in and found an employee
away from the job and asleep on top of some packing materials, what would you do?” Again, there was a choice of several responses. After taking the exam, the answers were discussed and the correct answer explained by Winslow and the
Human Resources staff. The results revealed to the PIT that
there was much less knowledge of these rules and how to apply them than management had expected.
The PIT then theorized that a number of supervisors were
not comfortable with confronting employees about their failure to follow the company’s policies and procedures, especially the wearing of safety shoes and goggles. They decided
to seek the assistance of an outside consultant to help them
develop a training program for the supervisors. However, on
September 1, 1991, as a continuation of its “efﬁciency drive,”
Brooks had imposed a freeze on salaries and a reduction in
travel, and prohibited the use of outside consultants at all of
its plants. When Winslow asked Bill Larson for approval to
hire the consultant, he was reminded that because of the
freeze they would have to do the training in-house.
As a consequence, Winslow began a series of meetings
with union stewards and supervisors—called “Sup and
Stew” meetings—to discuss what the work rules were, different interpretations of them, and how violations of work
rules should be handled. For scheduling reasons, it was
planned so that half of the supervisors and the stewards
would attend each meeting. These meetings were held biweekly for over a year. Winslow believed that the meetings
were helping to clarify and support the role of the supervisors and were beginning to have a positive effect on the enforcement of policies and procedures.

In 1991, because the plants that bought the
wire coils made by Components had excess ﬁnished
goods inventory, Brooks shut them down for a
month during the Christmas holidays, leading Littleton to eliminate 125 positions from the Components side for the same month, to reduce production. “If we hadn’t,” Winslow said, “we would have
had a horrendous amount of inventory.” The employees ﬁlling those positions had, in general, less seniority
than their counterparts from Fabrication, and no one from
the Fabrication side was laid off. A few of the more senior employees from the Components side were hired to work on the
Fabrication side. At the time of the layoffs, business on the
Fabrication side was booming. In January, the plant started
rehiring the laid-off workers, and by the end of June, all of
them had been rehired.
In November 1991, Bill Larson learned that he had
cancer, and in June 1992, he died. Because of Larson’s illness, the lack of resources, and time pressures, there was
no formal attempt to address any of the issues identiﬁed by
Winslow other than inconsistent enforcement of policies
and procedures.
The new plant manager, Bob Halperin, took over in
the fall of 1992; Halperin had been managing another
Brooks plant in the south for three years. One of the reasons he was chosen was his familiarity with Littleton. He
had been at Littleton as an industrial engineer from 1973
to 1980, when he left to manage another facility. In 1984
he was sent back to Littleton to start and manage Components. He held this position for four years before leaving to
manage the plant in the southern United States.
Shortly after Halperin arrived, Winslow acquainted
him with the problem areas deﬁned the previous year, gave
him a copy of the (A) case, and met with him to discuss the
issues. At that time, although Winslow felt that progress
had been made on having more consistent enforcement of
policies and procedures from one side of the plant to the
other, he did not feel much had changed with regard to the
other issues. With the exception of the Sup and Stew meetings, none of the speciﬁc action steps recommended by him
and his staff had been implemented.

8.2

*By David E. Whiteside, organizational development consultant. This case
was written at Lewiston-Auburn College of the University of Southern
Maine with the cooperation of management, solely for the purpose of
stimulating student discussion. Data are based on ﬁeld research; all events
are real, although the names of organizations, locations, and individuals
have been disguised. Faculty members in nonproﬁt institutions are
encouraged to reproduce this case for distribution to their students without
charge or written permission. All other rights reserved jointly to the author
and the North American Case Research Association (NACRA). Copyright ©
1994 by the Case Research Journal and David E. Whiteside.
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EXHIBIT 1

Memorandum from Paul Winslow to Human Resources
MEMORANDUM

8.2

From: Paul Winslow, Director of Human Resources
To: Human Resources Process Improvement Team
Subject: Proposed Corrective Actions
Date: 6/14/90
Lack of Organizational Unity
1. Use job shadowing or rotation to help people understand each other’s jobs, e.g., do
this across functions.
2. Reformat the Operations Review meetings, e.g., have a program committee.
3. Have a smaller group forum, e.g., have supervisors from the two sides meet.
4. Provide teamwork training for salaried employees.
Lack of Consistency in Enforcing Rules and Procedures
1. Hold meetings with department managers and supervisors to discuss how to enforce
policies and procedures. Have these led by Bill Larson.
2. Develop a policy and procedures review and monitoring system.
Supervisor’s Role Poorly Perceived
1. Have department managers meet with supervisors to determine priorities or conﬂicts
between priorities.
2. Have supervisory training for all manufacturing supervisors.
3. Time assessment. (How is their time being spent?)
Insufﬁcient Focus on Littleton’s Priorities
1. Use the in-house newsletter to communicate priorities.
2. Develop an internal news sheet.
3. Have a question box for questions to be answered at Operations Review meetings.
4. Have a restatement of Littleton’s purpose (do at Operations Review).
5. Have an Operations Review for hourly workers.
6. Use payroll stuffers to communicate information about goals.
7. Hold department meetings; have the manager of the department facilitate the meeting.
Change Is Poorly Managed
1. Provide training in managing change.
2. Communicate changes.
Lack of a Systematic Approach to Training
1. Establish annual departmental training goals.
2. Link training goals to organizational priorities.
3. Have a systematic approach to training the hourly workforce.
4. Have a training plan for each salaried employee.
5. Have an annual training budget.
HR Dept.
6/90
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Glossary

A
adaptability culture a culture characterized by strategic
focus on the external environment through flexibility
and change to meet customer needs.
administrative principles a closed systems management
perspective that focuses on the total organization and
grows from the insights of practitioners.
ambidextrous approach a characteristic of an organization that can behave in both an organic and a mechanistic way.
analyzability a dimension of technology in which work
activities can be reduced to mechanical steps and participants can follow an objective, computational procedure to solve problems.
analyzer a business strategy that seeks to maintain a stable business while innovating on the periphery.
authority a force for achieving desired outcomes that is
prescribed by the formal hierarchy and reporting relationships.

B
balanced scorecard a comprehensive management control
system that balances traditional financial measures
with operational measures relating to an organization’s critical success factors.
benchmarking process whereby companies find out how
others do something better than they do and then try
to imitate or improve on it.
boundary spanning roles activities that link and coordinate an organization with key elements in the external
environment.
bounded rationality perspective how decisions are made
when time is limited, a large number of internal and
external factors affect a decision, and the problem is
ill-defined.
buffering roles activities that absorb uncertainty from the
environment.
bureaucracy an organizational framework marked by
rules and procedures, specialization and division of

labor, hierarchy of authority, technically qualified personnel, separate position and incumbent, and written
communications and records.
bureaucratic control the use of rules, policies, hierarchy
of authority, written documentation, standardization,
and other bureaucratic mechanisms to standardize
behavior and assess performance.
bureaucratic culture a culture that has an internal focus
and a consistency orientation for a stable environment.
bureaucratic organization a perspective that emphasizes
management on an impersonal, rational basis through
such elements as clearly defined authority and responsibility, formal recordkeeping, and uniform application of standard rules.
business intelligence high-tech analysis of large amounts
of internal and external data to identify patterns and
relationships.

C
Carnegie model organizational decision making involving
many managers and a final choice based on a coalition among those managers.
centrality a trait of a department whose role is in the primary activity of an organization.
centralization refers to the level of hierarchy with authority to make decisions.
centralized decision making is limited to higher authority.
change process the way in which changes occur in an
organization.
chaos theory a scientific theory that suggests that relationships in complex, adaptive systems are made up of
numerous interconnections that create unintended
effects and render the environment unpredictable.
charismatic authority based in devotion to the exemplary
character or heroism of an individual and the order
defined by him or her.
chief ethics officer high-level company executive who
oversees all aspects of ethics, including establishing
and broadly communicating ethical standards, setting
591
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up ethics training programs, supervising the investigation of ethical problems, and advising managers in the
ethical aspects of corporate decisions.
clan control the use of social characteristics, such as corporate culture, shared values, commitments, traditions, and beliefs, to control behavior.
clan culture a culture that focuses primarily on the
involvement and participation of the organization’s
members and on rapidly changing expectations from
the external environment.
closed system a system that is autonomous, enclosed, and
not dependent on its environment.
coalition an alliance among several managers who agree
through bargaining about organizational goals and
problem priorities.
code of ethics A formal statement of the company’s values concerning ethics and social responsibility.
coercive forces external pressures such as legal requirements exerted on an organization to adopt structures, techniques, or behaviors similar to other
organizations.
collaborative network an emerging perspective whereby
organizations allow themselves to become dependent
on other organizations to increase value and productivity for all.
collective bargaining the negotiation of an agreement
between management and workers.
collectivity stage the life cycle phase in which an organization has strong leadership and begins to develop
clear goals and direction.
competing values approach a perspective on organizational effectiveness that combines diverse indicators of
performance that represent competing management
values.
competition rivalry between groups in the pursuit of a
common prize.
confrontation a situation in which parties in conflict
directly engage one another and try to work out their
differences.
consortia groups of firms that venture into new products
and technologies.
contextual dimensions traits that characterize the whole
organization, including its size, technology, environment, and goals.
contingency a theory meaning one thing depends on
other things; the organization’s situation dictates the
correct management approach.
contingency decision-making framework a perspective
that brings together the two organizational dimensions of problem consensus and technical knowledge
about solutions.
continuous process production a completely mechanized
manufacturing process in which there is no starting or
stopping.

cooptation occurs when leaders from important sectors
in the environment are made part of an organization.
coping with uncertainty a source of power for a department that reduces uncertainty for other departments
by obtaining prior information, prevention, and
absorption.
core technology the work process that is directly related
to the organization’s mission.
craft technology technology characterized by a fairly stable stream of activities but in which the conversion
process is not analyzable or well understood.
creative departments organizational departments that initiate change, such as research and development, engineering, design, and systems analysis.
creativity the generation of novel ideas that may meet
perceived needs or respond to opportunities.
culture the set of values, guiding beliefs, understandings,
and ways of thinking that are shared by members of
an organization and are taught to new members as
correct.
culture changes changes in the values, attitudes, expectations, beliefs, abilities, and behavior of employees.
culture strength the degree of agreement among members
of an organization about the importance of specific
values.
customer relationship management systems that help
companies track customer interactions with the firm
and allow employees to call up a customer’s past sales
and service records, outstanding orders, or unresolved
problems.

D
data the input of a communication channel.
data mining software that uses sophisticated decisionmaking processes to search raw data for patterns and
relationships that may be significant.
data warehousing the use of a huge database that combines all of an organization’s data and allows users to
access the data directly, create reports, and obtain
answers to “what-if” questions.
decentralized decision making and communication are
spread out across the company
decision learning a process of recognizing and admitting
mistakes that allows managers and organizations to
acquire the experience and knowledge to perform
more effectively in the future.
decision premises constraining frames of reference and
guidelines placed by top managers on decisions made
at lower levels.
decision support system a system that enables managers
at all levels of the organization to retrieve, manipulate, and display information from integrated databases for making specific decisions.
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defender a business strategy that seeks stability or even
retrenchment rather than innovation or growth.
departmental grouping a structure in which employees
share a common supervisor and resources, are jointly
responsible for performance, and tend to identify and
collaborate with each other.
dependency one aspect of horizontal power: when one
department is dependent on another, the latter is in a
position of greater power.
differentiation the cognitive and emotional differences
among managers in various functional departments of
an organization and formal structure differences
among these departments.
direct interlock a situation that occurs when a member of
the board of directors of one company sits on the
board of another.
divisional grouping a grouping in which people are organized according to what the organization produces.
divisional structure the structuring of the organization
according to individual products, services, product
groups, major projects, or profit centers; also called
product structure or strategic business units.
domain an organization’s chosen environmental field of
activity.
domains of political activity areas in which politics
plays a role. Three domains in organizations are
structural change, management succession, and
resource allocation.
domestic stage the first stage of international development in which a company is domestically oriented
while managers are aware of the global environment.
downsizing intentionally reducing the size of a company’s
workforce by laying off employees.
dual-core approach an organizational change perspective
that identifies the unique processes associated with
administrative change compared to those associated
with technical change.

E
e-business any business that takes place by digital processes
over a computer network rather than in physical space.
economies of scale achieving lower costs through large
volume production; often made possible by global
expansion.
economies of scope achieving economies by having a
presence in many product lines, technologies, or geographic areas.
effectiveness the degree to which an organization
achieves its goals.
efficiency the amount of resources used to produce a unit
of output.
elaboration stage the organizational life cycle phase
in which the red tape crisis is resolved through the

development of a new sense of teamwork and
collaboration.
electronic data interchange (EDI) the linking of organizations through computers for the transmission of data
without human interference.
empowerment the delegation of power or authority to
subordinates; also called power sharing.
engineering technology technology in which there is substantial variety in the tasks performed, but activities
are usually handled on the basis of established formulas, procedures, and techniques.
enterprise resource planning (ERP) sophisticated computerized systems that collect, process, and provide information about a company’s entire enterprise, including
order processing, product design, purchasing, inventory, manufacturing, distribution, human resources,
receipt of payments, and forecasting of future
demand.
entrepreneurial stage the life cycle phase in which an
organization is born and its emphasis is on creating a
product and surviving in the marketplace.
escalating commitment persisting in a course of action
when it is failing; occurs because managers block or
distort negative information and because consistency
and persistence are valued in contemporary society.
ethical dilemma when each alternative choice or behavior
seems undesirable because of a potentially negative
ethical consequence.
ethics the code of moral principles and values that governs the behavior of a person or group with respect to
what is right or wrong.
ethics committee a group of executives appointed to
oversee company ethics.
ethics hotline a telephone number that employees can
call to seek guidance and to report questionable
behavior
executive information system (EIS) interactive systems
that help top managers monitor and control organizational operations by processing and presenting data in
usable form.
explicit knowledge formal, systematic knowledge that
can be codified, written down, and passed on to others in documents or general instructions.
external adaptation the manner in which an organization
meets goals and deals with outsiders.
extranet private information network.

F
factors of production supplies necessary for production,
such as land, raw materials, and labor.
feedback control model a control cycle that involves setting goals, establishing standards of performance,
measuring actual performance and comparing it to
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standards, and changing activities as needed based on
the feedback.
financial resources control over money is an important
source of power within an organization.
flexible manufacturing systems (FMS) using computers to
link together manufacturing components such as
robots, machines, product design, and engineering
analysis to enable fast switching from one product to
another.
focus an organization’s dominant perspective value,
which may be internal or external.
focus strategy a strategy in which an organization concentrates on a specific regional market or buyer group.
formalization the degree to which an organization has
rules, procedures, and written documentation.
formalization stage the phase in an organization’s life
cycle involving the installation and use of rules, procedures, and control systems.
functional grouping the placing together of employees
who perform similar functions or work processes or
who bring similar knowledge and skills to bear.
functional matrix a structure in which functional bosses
have primary authority and product or project managers simply coordinate product activities.
functional structure the grouping of activities by common function.

G
garbage can model model that describes the pattern or
flow of multiple decisions within an organization.
general environment includes those sectors that may not
directly affect the daily operations of a firm but will
indirectly influence it.
generalist an organization that offers a broad range of
products or services and serves a broad market.
global company a company that no longer thinks of itself
as having a home country.
global geographical structure a form in which an organization divides its operations into world regions, each
of which reports to the CEO.
global matrix structure a form of horizontal linkage in
an international organization in which both product
and geographical structures are implemented simultaneously to achieve a balance between standardization
and globalization.
global product structure a form in which product divisions take responsibility for global operations in their
specific product areas.
global stage the stage of international development in
which the company transcends any one country.
global teams work groups made up of multinational
members whose activities span multiple countries; also
called transnational teams.

globalization strategy the standardization of product
design and advertising strategy throughout the world.
goal approach an approach to organizational effectiveness that is concerned with output and whether the
organization achieves its output goals.

H
Hawthorne Studies a series of experiments on worker
productivity begun in 1924 at the Hawthorne plant of
Western Electric Company in Illinois; attributed
employees’ increased output to managers’ better treatment of them during the study.
heroes organizational members who serve as models or
ideals for serving cultural norms and values.
high-velocity environments industries in which competitive and technological change is so extreme that market data is either unavailable or obsolete, strategic
windows open and shut quickly, and the cost of a
decision error is company failure.
horizontal coordination model a model of the three components of organizational design needed to achieve
new product innovation: departmental specialization,
boundary spanning, and horizontal linkages.
horizontal grouping the organizing of employees around
core work processes rather than by function, product,
or geography.
horizontal linkage the amount of communication and
coordination that occurs horizontally across organizational departments.
horizontal structure a structure that virtually eliminates
both the vertical hierarchy and departmental boundaries by organizing teams of employees around core
work processes; the end-to-end work, information,
and material flows that provide value directly to
customers.
human relations model emphasis on an aspect of the
competing values model that incorporates the values
of an internal focus and a flexible structure.
hybrid structure a structure that combines characteristics
of various structural approaches (functional, divisional, geographical, horizontal) tailored to specific
strategic needs.

I
idea champions organizational members who provide the
time and energy to make things happen; sometimes
called advocates, intrapreneurs, and change agents.
idea incubator safe harbor where ideas from employees
throughout the organization can be developed without
interference from company bureaucracy or politics.
imitation the adoption of a decision tried elsewhere in
the hope that it will work in the present situation.
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incident command system developed to maintain the efficiency and control benefits of bureaucracy yet prevent
the problems of slow response to crises.
incremental change a series of continual progressions
that maintain an organization’s general equilibrium
and often affect only one organizational part.
incremental decision process model a model that
describes the structured sequence of activities
undertaken from the discovery of a problem to
its solution.
indirect interlock a situation that occurs when a director
of one company and a director of another are both
directors of a third company.
information that which alters or reinforces understanding.
information reporting systems the most common form
of management information system, these computerized systems provide managers with reports that
summarize data and support day-to-day decision
making.
inspiration an innovative, creative solution that is not
reached by logical means.
institutional environment norms and values from stakeholders (customers, investors, boards, government,
etc.) that organizations try to follow in order to please
stakeholders.
institutional perspective an emerging view that holds that
under high uncertainty, organizations imitate others in
the same institutional environment.
institutional similarity the emergence of common structures, management approaches, and behaviors among
organizations in the same field.
integrated enterprise an organization that uses advanced
information technology to enable close coordination
within the company as well as with suppliers, customers, and partners.
integration the quality of collaboration between departments of an organization.
integrator a position or department created solely to
coordinate several departments.
intellectual capital the sum of an organization’s knowledge, experience, understanding, processes, innovations, and discoveries.
intensive technologies a variety of products or services
provided in combination to a client.
interdependence the extent to which departments depend
on each other for resources or materials to accomplish
their tasks.
intergroup conflict behavior that occurs between organizational groups when participants identify with one
group and perceive that other groups may block their
group’s goal achievements or expectations.
interlocking directorate a formal linkage that occurs
when a member of the board of directors of one company sits on the board of another company.

internal integration a state in which organization members develop a collective identity and know how to
work together effectively.
internal process approach an approach that looks at
internal activities and assesses effectiveness by indicators of internal health and efficiency.
internal process emphasis an aspect of the competing values model that reflects the values of internal focus and
structural control.
international division a division that is equal in status
to other major departments within a company and
has its own hierarchy to handle business in various
countries.
international stage the second stage of international
development, in which the company takes exports
seriously and begins to think multidomestically.
interorganizational relationships the relatively enduring
resource transactions, flows, and linkages that occur
among two or more organizations.
intranet a private, company-wide information network
that uses the communications protocols and standards
of the Internet but is accessible only to people within
the company.
intuitive decision making the use of experience and judgment rather than sequential logic or explicit reasoning
to solve a problem.

J
job design the assignment of goals and tasks to be
accomplished by employees.
job enlargement the designing of jobs to expand the
number of different tasks performed by an employee.
job enrichment the designing of jobs to increase responsibility, recognition, and opportunities for growth and
achievement.
job rotation moving employees from job to job to give
them a greater variety of tasks and alleviate boredom.
job simplification the reduction of the number and difficulty of tasks performed by a single person.
joint optimization the goal of the sociotechnical systems
approach, which states that an organization will function best only if its social and technical systems are
designed to fit the needs of one another.
joint venture a separate entity for sharing development
and production costs and penetrating new markets
that is created with two or more active firms as
sponsors.

K
knowledge a conclusion drawn from information that
has been linked to other information and compared to
what is already known.
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knowledge management the efforts to systematically find,
organize, and make available a company’s intellectual
capital and to foster a culture of continuous learning
and knowledge sharing so that organizational activities build on existing knowledge.

L
labor–management teams a cooperative approach
designed to increase worker participation and
provide a cooperative model for union-management
problems.
language slogans, sayings, metaphors, or other
expressions that convey a special meaning to
employees.
large-batch production a manufacturing process characterized by long production runs of standardized
parts.
large group intervention an approach that brings
together participants from all parts of the organization (and may include outside stakeholders as well)
to discuss problems or opportunities and plan for
change.
lean manufacturing uses highly trained employees at
every stage of the production process who take a
painstaking approach to details and continuous
problem solving to cut waste and improve quality.
learning organization an organization in which everyone
is engaged in identifying and solving problems,
enabling the organization to continuously experiment,
improve, and increase its capability.
legends stories of events based in history that may have
been embellished with fictional details.
legitimacy the general perspective that an organization’s
actions are desirable, proper, and appropriate within
the environment’s system of norms, values, and
beliefs.
level of analysis in systems theory, the subsystem on
which the primary focus is placed; four levels of
analysis normally characterize organizations.
liaison role the function of a person located in one
department who is responsible for communicating
and achieving coordination with another department.
life cycle a perspective on organizational growth and
change that suggests that organizations are born,
grow older, and eventually die.
long-linked technology the combination within one
organization of successive stages of production, with
each stage using as its inputs the production of the
preceding stage.
low-cost leadership a strategy that tries to increase market share by emphasizing low cost when compared
with competitors’ products.

M
management champion a manager who acts as a supporter and sponsor of a technical champion to shield
and promote an idea within the organization.
management control systems the formalized routines,
reports, and procedures that use information to maintain or alter patterns in organizational activity.
management information system a comprehensive, computerized system that provides information and supports day-to-day decision making.
management science approach organizational decision
making that is the analog to the rational approach by
individual managers.
managerial ethics principles that guide the decisions and
behaviors of managers with regard to whether they
are morally right or wrong.
market control a situation that occurs when price competition is used to evaluate the output and productivity
of an organization.
mass customization the use of computer-integrated systems and flexible work processes to enable companies
to mass produce a variety of products or services
designed to exact customer specification.
matrix structure a strong form of horizontal linkage in
which both product and functional structures (horizontal and vertical) are implemented simultaneously.
mechanistic an organization system marked by rules,
procedures, a clear hierarchy of authority, and centralized decision making.
mediating technology the provision of products or services that mediate or link clients from the external
environment and allow each department to work
independently.
meso theory a new approach to organization studies
that integrates both micro and macro levels of
analysis.
mimetic forces under conditions of uncertainty, the pressure to copy or model other organizations that appear
to be successful in the environment.
mission the organization’s reason for its existence.
mission culture a culture that places emphasis on a clear
vision of the organization’s purpose and on the
achievement of specific goals.
multidomestic company a company that deals with competitive issues in each country independent of other
countries.
multidomestic strategy one in which competition in each
country is handled independently of competition in
other countries.
multifocused grouping a structure in which an organization embraces structural grouping alternatives
simultaneously.
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multinational stage the stage of international development in which a company has marketing and production facilities in many countries and more than
one-third of its sales outside its home country.
myths stories that are consistent with the values and beliefs
of the organization but are not supported by facts.

N
negotiation the bargaining process that often occurs during confrontation and enables the parties to systematically reach a solution.
network centrality top managers increase their power by
locating themselves centrally in an organization and
surrounding themselves with loyal subordinates.
networking linking computers within or between organizations.
new-venture fund a fund that provides financial
resources to employees to develop new ideas, products, or businesses.
niche a domain of unique environmental resources and
needs.
non-core technology a department work process that is
important to the organization but is not directly
related to its central mission.
nonprogrammed decisions novel and poorly defined,
these are used when no procedure exists for solving
the problem.
nonroutine technology technology in which there is high
task variety and the conversion process is not analyzable or well understood.
nonsubstitutability a trait of a department whose function cannot be performed by other readily available
resources.
normative forces pressures to adopt structures, techniques, or management processes because they are
considered by the community to be up-to-date and
effective.

O
official goals the formally stated definition of business
scope and outcomes the organization is trying to
achieve; another term for mission.
open system a system that must interact with the environment to survive.
open systems emphasis an aspect of the competing values
model that reflects a combination of external focus
and flexible structure.
operative goals descriptions of the ends sought through
the actual operating procedures of the organization;
these explain what the organization is trying to
accomplish.

organic an organization system marked by free-flowing,
adaptive processes, an unclear hierarchy of authority,
and decentralized decision making.
organization development a behavioral science field
devoted to improving performance through trust,
open confrontation of problems, employee empowerment and participation, the design of meaningful
work, cooperation between groups, and the full use
of human potential.
organization structure designates formal reporting
relationships, including the number of levels in the
hierarchy and the span of control of managers and
supervisors; identifies the grouping together of individuals into departments and of departments into the
total organization; and includes the design of systems
to ensure effective communication, coordination, and
integration of efforts across departments.
organization theory a macro approach to organizations
that analyzes the whole organization as a unit.
organizational behavior a micro approach to organizations that focuses on the individuals within organizations as the relevant units for analysis.
organizational change the adoption of a new idea or
behavior by an organization.
organizational decision making the organizational
process of identifying and solving problems.
organizational decline a condition in which a substantial,
absolute decrease in an organization’s resource base
occurs over a period of time.
organizational ecosystem a system formed by the interaction of a community of organizations and their environment, usually cutting across traditional industry
lines.
organizational environment all elements that exist
outside the boundary of the organization and
have the potential to affect all or part of the
organization.
organizational form an organization’s specific technology,
structure, products, goals, and personnel.
organizational goal a desired state of affairs that the
organization attempts to reach.
organizational innovation the adoption of an idea or
behavior that is new to an organization’s industry,
market, or general environment.
organizational politics activities to acquire, develop, and
use power and other resources to obtain one’s preferred outcome when there is uncertainty or disagreement about choices.
organizations social entities that are goal-directed, deliberately structured activity systems linked to the external environment.
organized anarchy extremely organic organizations characterized by highly uncertain conditions.
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outsourcing to contract out certain corporate functions,
such as manufacturing, information technology, or
credit processing, to other companies.

P
personnel ratios the proportions of administrative, clerical, and professional support staff.
point–counterpoint a decision-making technique that
divides decision makers into two groups and assigns
them different, often competing responsibilities.
political model a definition of an organization as being
made up of groups that have separate interests, goals,
and values in which power and influence are needed
to reach decisions.
political tactics for using power these include building
coalitions, expanding networks, controlling decision
premises, enhancing legitimacy and expertise, and
making a direct appeal.
pooled interdependence the lowest form of interdependence among departments, in which work does not
flow between units.
population a set of organizations engaged in similar
activities with similar patterns of resource utilization
and outcomes.
population ecology perspective a perspective in which the
focus is on organizational diversity and adaptation
within a community or population or organizations.
power the ability of one person or department in an
organization to influence others to bring about desired
outcomes.
power distance the level of inequality people are willing
to accept within an organization.
power sources there are five sources of horizontal power
in organizations: dependency, financial resources, centrality, nonsubstitutability, and the ability to cope with
uncertainty.
problem consensus the agreement among managers
about the nature of problems or opportunities and
about which goals and outcomes to pursue.
problem identification the decision-making stage in
which information about environmental and organizational conditions is monitored to determine if performance is satisfactory and to diagnose the cause of
shortcomings.
problem solution the decision-making stage in which
alternative courses of action are considered and one
alternative is selected and implemented.
problemistic search occurs when managers look around
in the immediate environment for a solution to resolve
a problem quickly.
process organized group of related tasks and activities
that work together to transform inputs into outputs
that create value for customers.

product and service changes changes in an organization’s
product or service outputs.
product matrix a variation of the matrix structure in
which project or product managers have primary
authority and functional managers simply assign technical personnel to projects and provide advisory
expertise.
programmed decisions repetitive and well-defined procedures that exist for resolving problems.
prospector a business strategy characterized by innovation,
risk-taking, seeking out new opportunities, and growth.

R
radical change a breaking of the frame of reference for
an organization, often creating a new equilibrium
because the entire organization is transformed.
rational approach a process of decision making that
stresses the need for systematic analysis of a problem
followed by choice and implementation in a logical
sequence.
rational goal emphasis an aspect of the competing values
model that reflects values of structural control and
external focus.
rational-legal authority based on employees’ belief in the
legality of rules and the right of those in authority to
issue commands.
rational model a description of an organization characterized by a rational approach to decision making,
extensive and reliable information systems, central
power, a norm of optimization, uniform values across
groups, little conflict, and an efficiency orientation.
reactor a business strategy in which environmental
threats and opportunities are responded to in an ad
hoc fashion.
reasons organizations grow growth occurs because it is
an organizational goal, it is necessary to attract and
keep quality managers, or it is necessary to maintain
economic health.
reciprocal interdependence the highest level of interdependence, in which the output of one operation is the
input of a second, and the output of the second operation is the input of the first (for example, a hospital).
reengineering redesigning a vertical organization along its
horizontal workflows and processes.
resource dependence a situation in which organizations
depend on the environment but strive to acquire control over resources to minimize their dependence.
resource-based approach an organizational perspective
that assesses effectiveness by observing how successfully the organization obtains, integrates, and manages
valued resources.
retention the preservation and institutionalization of
selected organizational forms.
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rites and ceremonies the elaborate, planned activities that
make up a special event and often are conducted for
the benefit of an audience.
role a part in a dynamic social system that allows an
employee to use his or her discretion and ability to
achieve outcomes and meet goals.
routine technology technology characterized by little
task variety and the use of objective, computational
procedures.
rule of law that which arises from a set of codified principles and regulations that describe how people are
required to act, are generally accepted in society, and
are enforceable in the courts.

S
satisficing the acceptance by organizations of a satisfactory rather than a maximum level of performance.
scientific management a classical approach that claims
decisions about organization and job design should be
based on precise, scientific procedures.
sectors subdivisions of the external environment that
contain similar elements.
selection the process by which organizational variations
are determined to fit the external environment; variations that fail to fit the needs of the environment are
“selected out” and fail.
sequential interdependence a serial form of interdependence in which the output of one operation becomes
the input to another operation.
service technology technology characterized by simultaneous production and consumption, customized output, customer participation, intangible output, and
being labor intensive.
simple-complex dimension the number and dissimilarity
of external elements relevant to an organization’s
operation.
Six Sigma quality standard that specifies a goal of no
more than 3.4 defects per million parts; expanded
to refer to a set of control procedures that emphasize the relentless pursuit of higher quality and
lower costs.
skunkworks separate, small, informal, highly
autonomous, and often secretive group that focuses
on breakthrough ideas for the business.
small-batch production a manufacturing process, often
custom work, that is not highly mechanized and relies
heavily on the human operator.
social audit measures and reports the ethical, social, and
environmental impact of a company’s operations.
social capital the quality of interactions among people,
affected by whether they share a common perspective.
social responsibility management’s obligation to make
choices and take action so that the organization con-

tributes to the welfare and interest of society as well
as itself.
sociotechnical systems approach an approach that combines the needs of people with the needs of technical
efficiency.
sources of intergroup conflict factors that generate conflict, including goal incompatibility, differentiation,
task interdependence, and limited resources.
specialist an organization that has a narrow range of
goods or services or serves a narrow market.
stable-unstable dimension the state of an organization’s
environmental elements.
stakeholder any group within or outside an organization
that has a stake in the organization’s performance.
stakeholder approach also called the constituency
approach, this perspective assesses the satisfaction of
stakeholders as an indicator of the organization’s performance.
standardization a policy that ensures all branches of the
company at all locations operate in the same way
stories narratives based on true events that are frequently
shared among organizational employees and told to
new employees to inform them about an organization.
strategic contingencies events and activities inside and
outside an organization that are essential for attaining
organizational goals.
strategy the current set of plans, decisions, and objectives
that have been adopted to achieve the organization’s
goals.
strategy and structure changes changes in the administrative domain of an organization, including structure,
policies, reward systems, labor relations, coordination
devices, management information control systems,
and accounting and budgeting.
structural dimensions descriptions of the internal characteristics of an organization
structure the formal reporting relationships, groupings,
and systems of an organization.
struggle for existence a principle of the population ecology model that holds that organizations are engaged
in a competitive struggle for resources and fighting to
survive.
subcultures cultures that develop within an organization
to reflect the common problems, goals, and experiences that members of a team, department, or other
unit share.
subsystems divisions of an organization that perform specific functions for the organization’s survival; organizational subsystems perform the essential functions of
boundary spanning, production, maintenance, adaptation, and management.
switching structures an organization creates an organic
structure when such a structure is needed for the initiation of new ideas.
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symbol something that represents another thing.
symptoms of structural deficiency signs of the organization structure being out of alignment, including
delayed or poor-quality decision making, failure to
respond innovatively to environmental changes, and
too much conflict.
system a set of interacting elements that acquires inputs
from the environment, transforms them, and discharges outputs to the external environment.

transaction processing systems (TPS) automation of
the organization’s routine, day-to-day business
transactions.
transnational model a form of horizontal organization
that has multiple centers, subsidiary managers who
initiate strategy and innovations for the company as a
whole, and unity and coordination achieved through
corporate culture and shared vision and values.

U

T
tacit knowledge knowledge that is based on personal
experience, intuition, rules of thumb, and judgment,
and cannot be easily codified and passed on to others
in written form.
tactics for enhancing collaboration techniques such as
integration devices, confrontation and negotiation,
intergroup consultation, member rotation, and shared
mission and superordinate goals that enable groups to
overcome differences and work together.
tactics for increasing power these include entering areas
of high uncertainty, creating dependencies, providing
resources, and satisfying strategic contingencies.
task a narrowly defined piece of work assigned to a
person.
task environment sectors with which the organization
interacts directly and that have a direct effect on the
organization’s ability to achieve its goals.
task force a temporary committee composed of representatives from each department affected by a problem.
team building activities that promote the idea that people
who work together can work together as a team.
teams permanent task forces often used in conjunction
with a full-time integrator.
technical champion a person who generates or adopts
and develops an idea for a technological innovation
and is devoted to it, even to the extent of risking position or prestige; also called product champion.
technical complexity the extent of mechanization in the
manufacturing process.
technical knowledge understanding and agreement about
how to solve problems and reach organizational goals.
technology the tools, techniques, and actions used to
transform organizational inputs into outputs.
technology changes changes in an organization’s production process, including its knowledge and skills base,
that enable distinctive competence.
time-based competition delivering products and services
faster than competitors, giving companies a competitive edge.
traditional authority based in the belief in traditions and
the legitimacy of the status of people exercising
authority through those traditions.

uncertainty occurs when decision makers do not have
sufficient information about environmental factors
and have a difficult time predicting external changes.
uncertainty avoidance the level of tolerance for and
comfort with uncertainty and individualism within
a culture.

V
values-based leadership a relationship between a leader
and followers that is based on strongly shared values
that are advocated and acted upon by the leader.
variation appearance of new organizational forms in
response to the needs of the external environment;
analogous to mutations in biology.
variety in terms of tasks, the frequency of unexpected
and novel events that occur in the conversion process.
venture teams a technique to foster creativity within
organizations in which a small team is set up as its
own company to pursue innovations.
vertical information system the periodic reports, written
information, and computer-based communications distributed to managers.
vertical linkages communication and coordination activities connecting the top and bottom of an organization.
virtual network grouping organization that is a loosely
connected cluster of separate components.
virtual network structure the firm subcontracts many or
most of its major processes to separate companies and
coordinates their activities from a small headquarters
organization.
virtual team made up of organizationally or geographically dispersed members who are linked through
advanced information and communications technologies. Members frequently use the Internet and collaborative software to work together, rather than meeting
face-to-face.

W
whistle-blowing employee disclosure of illegal,
immoral, or illegitimate practices on the part
of the organization.
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regulation, 159–160
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Product life-cycle management
(PLM), 254
Product matrix, 110
Product structure, 104
Professional partnership, 338
Professionalism, 337
Profit and loss statement (P&L),
294
Programmed decisions, 444
Project GLOBE (Global
Leadership and
Organizational Behavior
Effectiveness), 227
Project SAPPHO, 413

Q
Quality of service, 260

R
Radical change, 401
incremental versus, exhibit,
402
Radio-frequency identification
(RFID), 253
Ratings of power among
departments in industrial
firms, exhibit, 494
Rational approach, 445–448
Rational goal emphasis, 76
Rational-legal authority, 340
Rational model, 487
Rational versus political model,
487–488
Raw materials sector, 139
Reactor strategy, 67
Reasons for new product
success, 412–413

Reciprocal interdependence,
271, 487
Recognition, 458
Reengineering, 113, 420
Referent power, 489
Relationship between
environmental
characteristics and
organizational actions,
exhibit, 162
Relationship between technical
complexity and structural
characteristics, exhibit,
250
Relationship between the rule of
law and ethical standards,
exhibit, 376
Relationship of department
technology to structural
and management
characteristics, exhibit, 267
Relationship of environment and
strategy to corporate
culture, exhibit, 367
Relationship of flexible
manufacturing technology
to traditional technologies,
exhibit, 258
Relationship of organization
design to efficiency
versus learning outcomes,
exhibit, 93
Relationship of structure to
organization’s need for
efficiency versus learning,
exhibit, 123
Reputation Quotient study, 189
Resource-based approach, 70
indicators, 73
usefulness, 73–74
Resource dependence, 154–156
power strategies, 178
resource strategies, 177–178
Resource strategies, 177–178
Resources, 407
Responsiveness, 152–154
Retail Industry Leaders
Association, 160
Retention, 186
Return on net assets (RONA),
196
Reward power, 489
Rites, 363–365
Rites of enhancement, 363
Rites of integration, 363
Rites of passage, 363
Rites of renewal, 363
Role of intuition, 451–453
Routine technologies, 265
Routine versus nonroutine
technology, 266
Rule of law, 375

S
S&P 500, 493
SA 8000 audits, 387
Satisficing, 456

Scientific management, 14,
25–26
Search, 459
Securities and Exchange
Commission (SEC), 3, 380
Selection, 184–185
Self-control, 342
Sequence of elements for
successful change, exhibit,
406
Sequential interdependence, 270,
486
Service firms
definition, 259–261
new directions in services,
261
Service technology, 259
Shoreham Nuclear Power Plant,
473
Simple, stable environment,
145
Simple, unstable environment,
145
Simple–complex dimension,
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model, exhibit, 294
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