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, Summdry

-or otherwise assisting-the-various ven-—-—————

. %
A |

Minority Ownership of Small Busi- .
nesses—Thirty Case Siudies presents
the minority business student an ac-
count of the recent experiences of 30
minority individuals who started their

own business ventures. It reporis the
events and circumstances as perceived
by the individual business persons and .
others involved in-managing, financing,

tures. It illustrates the particular prob-
lems confronting 30 minority members
who found business ownership and
management considerably different and
more difficult and uncertain than they
had expected or had been prepared to
confrent, :
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DISCRIMINATION PROHIBITED—Title VI of the
Civil Rights Act of 1964 states: *No person in the
United States shall, on the ground of race, color,
or national origin, be éxcluded from participationd
in, be denied the benefits of, or be subjected to
discrimination under any program or activity re
ceiving Federal financial assistance.” Therefore,
any program or activity supported by the Federal
-Manpower Development and Training Act, like every
program or activity receiving financial assistance
from the Department of Health, Education, and
Welfare, must be operated in compliance with this
law. "
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Foreword "

<

. It has been said that the best way to
learn to swim is to jump into a deep
poo! of water. Some people in fact do
learn to swim this way. Others have

- been_known to drown. Lo
Similarly it has been said that experi-
ence is the best teacher, Therefore one
. way to learn about business is to jump

right in. This may be true, but the ptice *

g:id for such a learning experience may

very high, . ’
Minority Ownership of Smail Busl-

nesses—Thirty Case Studies offers

the adult minority business student an -

alternative method of learning, by
presenting him with an account of the
recent experiences of 30 minority
individuals who started their own busi-
hess ventures. Learning from the ex-
periences of others will not guarantee
subsequent business success, but it
should reduce the risk that starting a
new business inevitably entails.

The 30 cases include a wide variety
of businesses in retail sales, various
areas of.the service trade, manufactur-
ing, and construction. Fifteen of these
busihess ventures have failed. Half

- managed to survive for 2 to 3 years and
give indications through profits and
growth that they will be successfy! in

-the long run. The names of individuals,
businesses, and cities have been
changed to protect the confidence of
the interviewees, but the pertinent in-
-formation has not been aitered.
The teaching staff may draw upon the

' cases for recent, real-life business ex-

periences relating to the minaority situ-

.-ation. In addition, the cases are suited
to the introduction'of “‘role playing" in
the classroom, with the students taking
the parts of the entrepreneurs, sup-

- pliers, bankers, board members, eis.,
in a problen-solving approach. The
cases may also serve the purpose of
ptro‘\jndmg a resource for individual
study. .

L4 R
- .

Regardless of the teaching method-
ology employed, this publication can
modify and augment existing adult busi-
ness ecucation curriculums. It is not a
substitute for basic, technical business
education. Rather, it is valuable as a
means of replacing notions, conjecture,
or wishful thinking with facts about the
minority smali-business experience.

Minority Ownership of Small Busi-

Jiesses—Thirty Case Studies forms

the background for the material-pre- .
sented in Minority Ownership of Small
Businesses—Instructional Handbook,
Atis a companicn volume to the
Handbook and may be used with it in
minority business education.

Both have been produced by the
Office of Education in cooperation with
the Department of Commerce, the
Department of Housing and Urban,
Development, and the Office of Eco-
nomic Opportunity, . '
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1. I.incolnll"urniture Company, Inc.

In October 1967,
brother Ralph, 23, decided to become retail dis-
tributors of-office furniture in Brighton, an Eastern
city of about 2 million populatlon with a large
business, governmental, and institutional com-
munity. During the previous 5 months they had
been struggling with a ge jmeral merchandise mail
" order business. However, both were eager to. ex-
*  plore a new area of greater potential.

The brothers were born and raised in North
Carolina, where their father, who had a master's
“degree in business administration, taught in high

school. Bill Lincoin recalls that from the time he
was a boy, his father had taught him 40 be "busi-
ness minded.” For example, when he was 9 his.
father encouraged him to take a paper route. This
venture he recalls as impressing him with the
challenge of earning a dollar and the importance,
of such basic business skills as the efficiant man.
agement of the accounts receivablé, Even at this
early age he knew that one one day he_wanted to go

into \business .for himself. He regarded it as a
" challenge thathad to be met. . - - -

To fulfill his busihess ambition, * Bill majored
_ in business administratjon at an ail bfack college,
and received , his bachelor's degree in 1961. °
Ralph also’ obtamed a bachelor's degree in busi-
ness administration. Later both were'to contmue
their formal business education, after’ starting
their own busmess by doing postgraduate study
part time at 3 Brighton college.

. Following graduation from college, Bill meoln
tried working for a variety of businesses, all of..
which failed to provide him with sufficient satis-

faction. For almost 3 years he managed a large
bowling alley which included facilities for late
evening dancing and socaallzmg He says this job
terminated when he wa$ wrongly accused of sell-

ing beer iliegally. In 1964 he moved north tc

. .-
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Bill Lincoln, 27, and his °

- .
«
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Brighton, where he accepte¥ a job in sales for the
local marketing division of a large national manu- *
facturer of household cleansing products. Al
though initiflly pleased, he later became dis-

\¢

couraged with his progress and prospécts for

rapid advancemgnt.

In early 1967, Bill Lincoln-decided it was time,
to fulfill his ambltlon of starting his own business.
His brother agreed to assist in the venture. They
explored alternatives together, and after several
months decided upon the mail order business. It-
seemed to be an uncomplicated business with low
initial capital requirements. Apparently, all that '
one needed to do as a distributor for a wholesale
mail order company was to advertise, take orders; _
and fill the orders through the company. With two
or three books—with such topics as How To -
Make a Million Dollars in the Mail Order Busl-
ness—as guides, they opened for business. At
first Bill retained his job with the manufacturer,

but he quit {n July to devote full time to his own
business.

Initial expenses were covered by the brothers’
small savings and a $1,000 loan from their father.”_
Not being able to afford office rent, the brothers
operated out of their apartmert. For the first -
few months, their major effort consisted of locat.
ing mail order companies for whom they might
serve as distributor, soliciting a distribu’ ~rship
agreement, buying thelr_advemsmg catalogs at
about 25 cents apiece, and then, distributing the
catalogs. After this they merely took orders and
filled them through the ;appropriate wholesale
company. The major problem was that of obtain-
ing distributorships. The brothers dealt with this
by contacting a considerable number of com-»
panies through lists provided in the *How To Do
It" books, and then by striving to put up a good
front when one of the companies responded

1
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favorably and suggested that they meet to discuss
a distributorship. In order to give the impression

-of being an established* company the brothers

would meet the distributor’s representative in a

new rental car and take him to discuss the busi-°

ness deal in a nice offite leased for $5 per hour.
Customer orders trickled in at fnrst and then
picked up sufficiently to prompt the brothers after
5 months to lease a one-room office in what was
primarily a small office byilding for physicians
‘and dentists. They chose that location mainly be-
cause the fent was low at $115 per month, and.
because there were friends nearby who would fet
" them use their photocopy machine. The office was
=focated in what was cbnsndered a rough 1e|ghbor-
hood, but the “brpthers _felt that would not hurt
. o business. Sales were made at the customer's place
of business and not their own.

Sales grew slowly, and income barely covered
L “the brothers’ modest busipess and living ex-

penses, which included sucH low budget items as
lunchin TV dinnérs heated in their offlce An

else wpuld loan them mogey euther, they did not
apply to any other lending institutions. They con-
sidered retirning to _full-time jobs and running
the mail order business on the side, but decided
- against. it.- Bill argued that, since they were i~
married and had few financial respon‘sibilities
they should give their,business their full effort for
as long as possible. He believed such an oppor-
'tunjty’ might not arise again.. ~ .

Decision To Enter the Office Furniture Business *

. In October 1967 Bill received a sample catalog
and other information from a large manufacturer
of offite furniture, and he was struck with the idea
that this might be a business worth exploring.

There were two aspects of the office furniture
. business which appealed to Bill. First, he con-
cluded that since the Brighton area was primarily
one of offlces—gove,rnmental, lnstntutlonal and
business—the local demand for\ofﬁce furniture
<Should be immense. Second, dealing in furniture
offered something he felt his business needeg
very badly to relieve some of its cash problems:
namely, a large cash down payment at the: time
.of sale.

" pany's January expenses, and confirmed Bill's be-

]
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The brother¥™Were succéssful ‘in obtaining a
distributorship. They also purchased 1,000 of the
company’s catalogs;. The brothers then joined the
National Office Products Association, and in re-
turg for their $35 annual dues received detailed
information on the industry, including a suggested
accounting syst em, statistics ldentlfymg trends,
and industry /standards by which one could mea-

~sure hls(busmess efficiency. Bill says that\tbe
mfo/ma on proved very valuable, and claims that
it saffed 2 years of experimenting.” They also

“took steps toward establishing a good credit rating °
for the company so as to hasten the day when they |
could borrow from banks or suppliers. They i
acquired whatever credit cards they could in the |

company's name, and requéested that Dun &
Bradstreet write a profile on them. Bill advises that
this first D&B report did not say much, other thary
that the firm was new and had potential manage=
rial strength. However, it did provide at least one
information source for bhsmess contacts to check.

, At home in North Carolina at Christmas, the :
brothers discussed with their father whﬁ\pey/
had learned thus far about the office furr
business. They concluded it was an area in’ v/hlc
they could succeed, and decided to give it the(lr-
full effort in preference to the general mail order
bosiness. Théir father loaned them a second
$1,000 to assist with expenses.

;The First Year

Batk in Brighton in January, the brothers
moved quickly. Following the advice of a friend,
they added another line of office furniture to the
medium-to-high quality which they had concluded
was their best entree into the. industry.. There
were several other office furniture dis,tributors iy
and about Brighton, but only one eémphasized
budget furniture. This competito? was well estab-
lished and had a furniture showroom which al-
lqwed the customer to inspect the furniture before
he bought. The two brothers could only sell from
catalogs. Nevertheless Mr. Lincoln felt that with a
strong sales effort his company could overcome
this disadvantage and develop a successful busi-
ness.

~ Within a couple of weeks the company made
its first sale, $3,800 for furniture from the budget
line. The $700 down payment covered the com-

»
.
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lief that tuming to a product involving a sub-
-stantial down payment would alleviate the cash’
" shortage problem. Other sales followed, and in
February the company added four more lines of
furniture, sfressing low-pricad merehandise.
. Meanwhile, the two brothers arrived at an effi-
cient division ‘of the work load. Bill Lincoln was
president and the company's major salesman.
Ralph Lincoln, who had studied accounting in col-
lege, was executive vice president and bookKeeper.
The brothers hired a salesman, but he proved
ineffective in the “cold canvassing” door-to-dcor
selling approach the company had to employ. He
was later replaced bezause he could not adyance
beyond being merely an order taker. Bill Lincoln,
on the other hand, was able to draw on his earlier
sales experience, and proved quite adept at selling
with 2 highly personalized and direct approach.
Another employee, added- at an carly date on a
? part-time basis was Bob Gibson, a handyman who
" showed the brothers how to assemble the furniture
once it arrived, ‘and how to make. minor repairs to
. avoid'a delivery refusal. ig?June the company liired
.a yourig woman, a rey{
lor's degree in busiffess administration. Although
efnployed as a secretary, she soon became an
effectlve office. manager.
- In August 1968, Ralph Lincoln had to report to
the AYmy to satisfy a 4.year commitment he had

undertaken through the Reserve Officers' Train-_

ing Corps while in college. Bill advises that the
business suffered due to his absence, but since
the office administration and accounting systems
were already functioning smoothly it was possible
to train an assistant to competently handle .those ™
functions.”Meanwhile Ralph retained his 50 per-
‘cent of the stock, and he remained in fairly close
contact-with the business.

The first year of operation was hlghlughted by
Bill's strenuous selling effort, Ralph’s organizing
of the office admiistration and bockkeeping sys-
tem, and their mutual planning for continued ex-

_ pansion.
" A second- attempt to obtam a loan from their
.bank failed. Bill initiateddoan negotiations with-the

Small Business Administration but decided not to.

make an application. He concluded that the time
and, effort required to obtain a loan’could be better
used selling. The company added office supplies
as a new line in September. The addition gave

/O
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them more products to'sell and increased cont{d

* « Subsequent Business Operation

graduate with a bache- *

i
o

and familiarity with customers, somethmg jthe
brothers believed would mcrease the sale of furni-
ture. Although they had no =torage space, fhere.
were suppliers_nearby who were willing to ;,ware-
house their inventory of office supplies.

On Sept:mber 30, 1968, the company; closed
its books on its first accounting year. B:l/ recalls
that when they decided to enterthe office /turmture
distributing business he had exwected’ sales to
reach only $50,000 in the first year. lnstead the
business produced $105,000 in sales in its first
accounting year (ot a full 12 months),-and netted
$12,000 in profits.

The sy of the company’s operation since the
fifst year |s primarily one 0 eady growth and
expansion, with difficulties” encountered but over-
come. In October 1968 Bill incorporated” his firm -
as the Lincoln Furniture Company, to give it in-
creased fle;(ibility for obtaining additional financ-
ing for future expansion. For similar reaspns he
decided to spin off his office supplies business mto/
a separate corporation so that now although the

businesses, although together under one roof are

separate legal entities. -

Marketmg-—Tt'e business now sells a wnde
rangé “of office products, including furniture, sap-
plies, typewriters, and-desk calcolators. it also
otfers interior design and space planning services.’
Whilg it has done a small amount of selling tothe
residential market, most of its customers_have
been either businesses, institutions, or govern-
mental agencies. Eighty-gekcent of sales by dollar
value cgnsist of office furgiture, 15 percent of
supplies, agd ﬁpercent of ofher. The business has
upgraded it3-line of office furniture, ard ncw
sells higher quality merchandise. This has re-
quired it to compete with the numerous and
stronger companies that sell grade B’ furniture
or better. To a limited degree the company has
alsc begun making sales beyond the Brighton
area, and Bill soon hopes to establish an office in
another city.

Bill Lincoln believes his products and servace
are essentially equal to that of his competition,
and that his prices (100 percent markup on office .
furniture) and_terms are about standard for the -
industry. He thinks his husiness-makes a better .
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sales effort than4!ts competitors, and points to’his
sales training program (which includes sending
the salesmen to regu'~r trade shows), the offering
of special discounts to new customers, a d the
free offer of gpace planning with any furniture
purchase. The business still has only a minimal
inventory ‘of/ quick turnover, items, and therefore
still relies heavily on selling from catalogs. Bill has
advertised Very little, primarily in the yeIIQCV pages
of the telqi)hone book. I /
Finance —the businessfnow .has an adminis.
trative staff of three to keep/up with the billing and
bookkeeping and a certified public accountant %o
prepare quarterly financial statements and the
annual tax returns. Recordkeeping has presented
no problems. .
. The busiress;buys its office supplles from four
“firms and it® firniture from -about 35. Bill pays
_close attgnt?ﬁg prices and terms and is alert to
take advantdge™of any cash or quantity discounts

. - available. He makes a strong efforf to establish

Close personal relationships with his suppliers in
ordér to get special terms or nrices whenever
possible. He is strongly intiuence i by the manner
in which his suppliers treat him, and he directs
his sales force and bookkeeper to take that into®
account when they are pushing particuiar lines
or paying the firm's bills. )

As the business ha » its fixed costs have
increased substantially, any now total about
$8,000 per month. Drastica y in need-of ware:
housing facilities of its own, the business recently

moved into a combination wdrehouse and office .

building in an area heavily populated with whole-
salers and distributors. It was the first black firm
to locate in the area. Rent is $700 per month.
Safaries have risen as the number of eraployees
. has grown steadily to its current level of 13. After
operating 2 years without insurance coverage—
something which Bill Lincoln now realizes was
very risky—the business,now has a complete in-
surancesand bonding package, which includes a
$100,000 “key man" life insurance policy on Bifl.
The total insurance arjd bonding cost is approxi-
‘mately $3,000 per year. Thz business owns a truck
*and a delivery van, a4’d renfs, additicnal vehicles
'whent needed.: ™ N - .
*In late 1969 the' cgmpany ran into a cash flow
pjoblgm -when the h avy cost”of expansion hap.
* pened to /:oincide wifh a very tight money period.

Many customers fell behind in their payments. As
a result the business was delayed in making its_
own suppiier payments, and suffered through
about ‘5 months of a tight cash position. During
this difficult period- some suppliers proved under-
standing and others did not. After the problem
eased, Bill initiated a policy of favoritism toward
those suppliers who had stuck by him. .

After this .geriod of d?fﬁculty in managing hig
cash’ flow,;Mr."i.incoIn e%abli.ehed revolving lin
of credijt-totaling $80,000 at two Brighton banks,
He wanted to be-certain, he would not be caught
short-of cash again. When necessary he can now
borrow dgainst these credit lines by pledging an
appropriate amount of his ‘accounts receivable.
He also sborrowed $2%500 from a third bank, and
‘repaid the loan promgtly to insure his geod®credit
Istanding with it. Although he now is deemed” an
acceptable loan risk by the bank which twice re.
fused/him small loans, he prefers not to deal -
with fit. He is very critical of Brighton's com-
mercial banks for what he believes is their-ap-
parent discrimination against black péople.., -

Personnal —Bill Lincoln now has 12 employees,
including two office,supply salesmen, two furni-
ture salesmen, two bookkeeper-clerks, a reception-

—

" ist-secretary, two truck drivers, a warehouse man-

ager, an office manager, and a sales vice. presi-
dent. Mr. Lincoln works about 78 hours per week
and draws a salary- of $13,000 per ‘year. Tha
sales vice president, who was hired away from a
major competitor, earns $10,000-per year plus
commissions. He is also going to receive -stock
options, yet to be determined. The office manzger,
receives $9,000 annually and the warehouse man.-

_ages, $7,500. «

4

Mr. Lincoln reports that although the business
has experienced some employee turnover probiems
and has occasional difficulties with absenteeism
and tardiness, he doesn't feel théy have been ex-
cessive. Recruiting good truck drivers has ! zen
the biggest problem. . /

He believes strongly in providing his employees
with an opportunity for bettering themselves in .
"position and ‘sdlary, His few experiences with ac.
cepting«*hard core” unemployed petsons from +
social improvement '.?irgagizations hava produced
baq results. He believes it is asking too much to
request small husinesses, which are already ,
struggling, tc operate as socialeyielfare crgapiza-

7/
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) taons He feels he must make hls personnel de
cisions on the same basis he makes his other busi-
ness decisions; i.e., “in accordance with what will
be most profitable."”

All of the employees thus far have been black.
But Mr. Lincoln pians to add white salesmen in the
futyre, primarily because he feels they can help .
with certain potential customers who are still
. - distrustful or suspicious of black businessmen.

s L
8
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Bill Lincoln is quite pleased with his business’
progress. Sales for the year ending September 30,
1969, totaled $222,000; the following year,
$336,000. Net profits for 1969 were $28,000. For
1970 the business sustained a small loss of

$8,000 but he explains that this was due to heavy

expenditures related to moving and expanding
operations. For 1971 he believes sales may reach
$900,000, witheproﬁts at their highest level so far.

<
4

,' ‘2. vgeoform‘“Mar'ivu‘_fgctuﬂringesompony

John Campbell was born in a small town in
. Virginia, and he graduated with a bachelor of
. science degree from a Virginia college. When he
decided to go into business for himself he was
. 36 years of age, married, and the father of two.
“ -He wasvemp[oyed as a chemist for a large elec-
%rrcaf applrance manufacturer, Electrite, at an
< ,.,* apnual salary of $16,000. He had worked for
Electnte in Sumerton a northern metropolitan
_\‘4" area for 15 years-following his co'lege graduation.
w0 Mr, Campbell had no love for small, business
de ownershrp He regarded itas a ‘task involving
~* more work and headaches than the finarcial re-
" ward, justified. As @ boy.in high school he had
" helped his uncle with a grocery store and a caba-
ret. This experrence—-—especrally the long hours—
had soured Him on small businesses. He had
. decided when he completed college that he would '
. take a career job with-a medium or large size .
. cempany. He eventually chose Electrite and never -
-, regretted his selection. g
Qdite happy wrth his work* Mr. Campbell in 15
., years never gqve serious consideration’ to chang-
f » ing jobs or professrons .Hé apprec;ated the regu- 3
lar, predictabie” work schedule ‘and enjoyed the *
'. -evening and weekend Hours he- coulAd "spend with
“ his famlly He also was involved in community
i actrvrtles including-being-a- drrector of a job train- g
~—7"""ing prog program sponsored by a black social progress . J‘V
o S
i Opportunity'l(nocks .
- In '1967,a group of Sumerton communrty and
P busiriess Ieade@__began drscuss:ng means of as-
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sisting members of Sumerton’s minority com- . -

munity to become more involved in business

ownership. This group represented some of .

Sumerton’s largest: corporations, including Elect-
tite. The group examined various business oppor-
tunities which mrght prove appropriate for minority
ownership. Among the possibilities suggested was
a small manufacturing company to specialize in
the production, of vacuum-formed plastic items.
An economic feasibility, study by the crvrc group
determrned that, with an enterprising and quali-,
fred ,manager, t‘he proposed business venture could
earn a reasonable return. It was concluded that
with an injtial capitalization of $100,000 the comy

pany could purchase the necessary $50,000 worth,

of equipment, rent space, hire personnel, ‘and have

sufficient funds to carry it through the estimated

17-month startup period needed to reach a profrt~
__able posrtron Sales and profits were estimated
.. as follows:—~ %~

L S~

I3

Sales and

3rd yoor :ggl gggrﬂ%;;g‘-,ym

Profits Istyear  2nd yoor
 Sels | $12,000 $152,250 $213,000 $235,000 $258;000
Profit §ofon ) , ! "
Taxes . : ‘
dos9) . (37, %00 a.goo 41,700 53,000 . 64,200
Profit After - . . N
Taxs* (37, aqu) . 3000 38,500 32,500 38,200

=

g med 3rd yms due 10 loss carryover from 1st mr) :

This estrmate was considered reasonable in _
view. of the assurances from local manufacturlng
companies, particularly Electrite, that they would
guarantee such sales during the company’s early
years. Their demand for numerous small vacuum-
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formed parts was growing and they felt it would
be puss.ble to assist a new venture without penal-
izing any current suppliers. In fact, to a large
extent the business given to the new company
— ~could be- taken_from_operations being perf.rmed
“by, the companies themselves. These companies

also agreed that during the new company's startup

period they would be willing to be more tolerant of
production mistakes than they usually would be
with their regular suppliers.
The technical skill requirements for manufac-
turing vacuum-formed thermo-plastic parts were
~such that the new company’s personnel could be
‘trained by Electrite in 6 months. The basic manu-
facturing operation is fairly simple. It starts with
the cutting of a large sheet of plastic to a smaller
. size, appropriate to the material requirement of
the part to be made. The plastic sheet is then
" placed in a frame and heated in an oven to a point
where it is soft and malleable. The plastic is re-

-moved from the,oven and placed (still in its frame) ~

, over a pattern of the object to be made. The frame
" holding the plastic sheet seals off the area within
the pattern, and a vacuum is formed which draws
the’ plastic around the pattern. Once cooled, the
.. plastic partis removed from the pattern, trimmed,
and ,smoothed. The part may then be drilled or
cemented, and combined with other components

~ to obtain the desired end product. It-was antici-
.. pated that the new company would be set up for
small orders of tip to about 1,000 pieces pet job
lot. It would work with light to héavy gauges of
materlal and have the capability of making its own

" patterns and fixtures.

.__Jn addition to thoroughly comprehendlng the
technical requnrements the manager would need

- to be qualified o estimate and bid on potential
contracts. This would involve determining the ma-
terials, molds and fixtures required, the operations

* to” be performed, and the setup and run times.
Utilizing cost accountmg procedures the manager
Would then approximate direct costs and apply

<

size and quality of the labor force, selling, ma|n
taining good customer and communlty relations,
purchasing, and so forth.

The Sumerton givic group began its search for a
qualified person from the minority community who
could__mMabove requirements. They hdped
to find a man, with-an undergraduate college_de-_
gree in mechunical engineering, a master's degree
in business administration, and work experience
for a plastic manufacturing concern.

Business Formation

John Campbell learned of the proposed busi-
ness when he saw a newspaper article about the
civic group's effort to locate a qualified manager.
He decided to look into it further. He approached
an acquaintance who was familiar with the group's
plans, and learned of the commitment of the large
companies, headed by Electrite, to provide both-

training and assured sales for the new venture. He _ -°

also examined the feasibility study, and_ con-
cluded that with the training commitment he could
handle the job of managing the business.

Mr. Campbell realized that if he were selected
he would be giving up a very comfortable situation
for an uncertain one. However, he concluded that
this represented an excellent opportunity. What
more could one hope for, he asked himself, than
to have the city's leading corporations offer to
train you, assist you in finding the financing, and
then guarantee you a market? True, the commit-
ment was not to support the new venture forever,
but it seemed sufficient to allow the business to
get firmly. established. Added to these considera-
tions was the thought that this venture would place
Mr. Campbell in a better position to aid and in-
fluence the local social progress movements with
which he was concerned. This capability would,
he felt, make him more a part of the community
and enable him to provide more, jObS for unem-
ployed inner-city residents.

A fmal_cm:umstance_wh|ch-tavored a- posntwe»——er—

*“"‘appropﬂate “overhiead expense rates to arrive at
acctrate total cost estimations.

 Finally, the manager selected would have to be

busmess—-supervnsmg the personnel, delegatmg

jobs to assure an efficient operation, administering

the bookkeeping and accounting functions, pur-

K chasmg materlals and equnpment controlling the:

[Kc

T

‘ >
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decision resulted from the fact that My. Campbell
found himself on a plateau in his career at Elec-
trite. He had just completed 15 years of service
and-qualified for retirement benéfits-which would
not have been his had he left earlier. Finally, his
supervisor at Electrite advised him that should he
attempt the venture and find it unsatisfactory, he
would be welcome to return to his old job.
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Mr. Campbel! made an informal apptication and
the civic group accepted, concluding that he was a
good candidate for thmmon even though his
quallflga/t;pns were not those they had pictured.
/he*Vacuform Manufacturing Company was in
" corporated in April 1968, with an authorized
" capital of 5,000 Class A common stock shares and
15,000 Class B common stock shares, each hav-

ing a par value of-$1.00. Voting_ pnv@_gw

restricted to the Class A stock, held solely by Mr.
Campbell. The Class B stock was set aside for later
- sale to employees of the company.

In early May 1968, Vacuform made formal ap-
plicatiorf for financing assistance to the Sumefton
Community Development Corporation (SCDC), a
nonprofit economic_ development corporation
fon'ned by the civic group to help* minority group

individuals-aspiring to busifgss ownership. Tn the
application Mr. Campbel! explained that the mini-
mum loan necessary was $80,000. He requested
that amount, proposing . -repayment over 5 years
beginning in April 1970. An additional standby
.credit of $20,000 was requested as a “safety fac-
tor,” because his cash flow projections indicated
that there could be times when unkéxpected prob-
lems or a slowing of sales might put the company
in a difficult position.

With SCDC's assistance, a loan of $75,000 was
obtained -from Sumerton’s First Peoples Bank,
with repayment scheduled at $1,060 per month,
including interest of 8 percent, for 8 years. SCDC
agreed to loan $20,000 at 61% percent, with re-
payment to be made only after the bank loan was
fully amortized. The Small Business Administra-
tion guaranteed 90 percent of the First People’s

" Bank loan, and in return received assignment of
.a $75,000 insurance pBlicy on Mr. Campbell’s life,
a $25,000 guarante€ from SCDC and a lien on all

.of Vacuform's/machinery and equipment. The

SCDC loan wds unsecured. To these funds Mr.
Campbell addéd $5,000 of his own savings] for a.

total initial capitalization of $100,000.

With Electrite’s assistance, Mr. Campbell leased
space in a large industrial building located in a
light industrial area of Sumerton's” inner city.

_ cash reserve’'was $35,000. -

Mr. Campbell’s projections of sales and profits
were _somewhat more optlmlstlc than those which
had been givensin the feasublhty ‘study. The study
had estimated that delivery of the plastic forming
machine would require 26 weeks, but Mr. Camp-
bell found he could obtain delivery in 15 weeks.
He also concluded that he could reach full pro.
duction faster and more efficiently than had been
projected, with-less material waste and more effec-

tive use of manpower. Based on these changes, his——

pro;ectlons for the first 5 years were as follows:

Pm}:«d s.m,
Costs, and . .
Profits Istysar 2ndyssr 3rd year . 4thyear  5th year
Sales $39,750 $195,400 $246,240- $312,305 $396,065
Material lnd e -
ta ts 34,354 119,544 148,700 19,140 242,400 °*
Fixed Costs 32,597 50,450 56,756 60,291 67,761
Profit Before N
axes ,
‘(Ioss) 27,201) 25,406 40,784 60,874 85,904
Profit After ° )
(27,201) 25,406 27,453 36,414

i

- 48,714

For the first full yeai of operatiori (2d year), )

the fixed costs.of $50,450, were based on the
following: Campbell’s salary—$12;000 (maximum
allowed by loan agreements); clerk’s salary—

$6,000; rent—$4,500; utilities—$7,960; insur- .

ance—$1,000; small tools and supplies—$5,030;
depreciation—$3,196; employee  beénefits—
$5,160; and interest on loans—$5,604. These
projected expenses varied only slightly for the
following years, with the net increase—due pri-;~
marily to increases in utilities, emplayee benefits,
and the cost of tools and supplies—offset some-
what by the declining interest expense on the
Ioans ~ —

%
1

*Business Operation

Me. Campbell underwent 4 months of technica
and administrative training at Electrite. His fore-
man spent 2 months in tralnlng, Thereafter, Vacu-
form started operations in September 1968. The
comnany~bad_fouumployee&and one customer,

Machinery and equipment cost $52,000, and Mr.
Campbell spent $6,000 on the initial stock of ma-
terials. Remodeling: expenses totaled about
$4,000, and other expenses related' to startup

.Electrite. Soon two other large corporations, en-
couraged by Electrite and SCDC, became cus-
tomers.

»

Actually sales and profits exceeded the afore .

mentloned projections. In the first full year of busi-

- came to approxirfiately $3,000. The remaining
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- ness, Vacuform recorded sales of nearly $200,000
and profit after taxes of $22,000. In the second
year these figures reached $260,000 and $35,000,
respectively. Nearly all sales went to the three
majot customers, with Electrite by far the largest
buyer. Fixed expenses were essentially as had
been projected, but unexpected savings resulted
from a program allowing Federal tax savings for

. businesses which locate in the inner city and hire
the “'hard core’ unemployed. )

As business increased, Mr. Campbell took on
~additional employees, primarily “hard core’ un-
“employed people provided through local assist-

———ance-organizations. Mr. Campbell reports that in

the 2 years he had been in-business he. had to

hire 50 new employees in order to find the 13 who who

were sufficiently capable and dependable to re-
tain, Nevertheless, he does not regret his de-

cision fo hire the “Hard core,” and\notes that it
has meant an additiohal burden in terms of time
and money for training and supervnsnon He further
notes these problems have diminished since he
-adopted a policy of firmness with troublesome

employees. As an“additional incentive he plans to

initiate- either an employee profit sharing or stock
optlon plan.

Vacuform now has a skilled and dependable
work force, one that can perform the technical job
requirements satisfactorily, and also train new
employees. The company lacks adequate middle
-management personnel, however, and as a result
Mr. Campbell must spend nearly all of his time
supervising the work operations. This hinders any
. expansior of operations by eInmmatu.\g the possi-
bility of a second work shift, and by denying Mr.
Campbell the time to develop new customers. It
also keeps hlm from partncnpatmg in outside ac-

. ducts that can be sold nationwide to a wide range

tivities. To his discouragement Mr. Campbell has _ —
found it necessary to cut back significantly on the

time he formerly gave to his family and to social

and community interests.

Other problems connected with the business
have been minimal. Bookkeeping and cost ac-
counting are time- consm'mng and Mr. Campbell
says he detests these tasks; but apparently the
system (taught by Electrite) provides him with ail
necessary information. Inventory management is
sometimes troublesome due to a shortage of

space which prevents stocking in large quantities.
i
Plan for the Future

As_soon. as Mr. Campbell can find relief from
" his supetvisory burden,_he Ms to devote his
time to increasing Vacuform's list of customers\
_and productsﬁ ‘The-company-currently-is-an-Elec-
trite “‘captive,” with 70 percent of its sales still
going to that -one plﬁto_mer The bulk of the re-
mainder go to the other two large sponsonng
corporations. Mr. Campbell realizes that if- Vacu-
form is to be a truly viable entity, it mustrbgoaden o
its.base by finding other customers. He plans to
focus his attention on finding new customers in
Sumerton, and then to look for others beyond the
city’s borders. He has specnflcally ruled out gov-
ernment sponsored procurement programs which
give preference to small businesses. He feels such
programs enable businesses to obtain contracts
“without ‘being competitive,” and he says he
doesn’t want to get any ‘‘bad habits.” For the
longer run he hopes to develop standardized pro-

of customers and to escape the market limitations;
of supplying items that only meet specialize
needs.

. 3. Downtown Beauty Salon

In lzte 1966, Pat Jamison purchased the large
beauty salon business in which she had been work-

ing as a supervisor for the past 6.years. At the

“"time she was 41 years old, divorced, and the

mother of three. She had worked as a hairdresser_

in v'a'rious beauty shops since graduating from
high school.

E PR

Mrs. Jamison considered the purchase for about
a year before completing it. Her employer wanted

the busmess was doing well, and believed that the
owner wanted out because of his advancing age
and the fact that his wife had recently been
robbed when taking home the day's receipts. How-
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___ever, she did not bel!éve e_anyone would lend her

the money required tor"make the purchase. Finally

she decided to try to accomplish the purchase.
Mrs. Jamison went to a local*organization that
nad been set up to assist people from the minority
community get into business. Théy advised her
that she would probably have no trouble qualifying
for a loan from the Small Business Admijnistra-
tion (SBA). Thus encouraged, she decided to apply
for a loan. She advises that she decided to go
ahead primarily because she felt, it would enable
her to~hetter provide for her children’s education.
She had been working 7 hours per day (7 a.m. to
9 am., and 7 p.m. to 12 p.m.) at the salon, an-
other 8 (10 a.m. to 6 p.m.) at a aredit union, and
still found her income unsatisfactory. To insure
sufficient income for her family, Mrs. Jamison
intended to conﬁnueher,wprkat- the-credit unien.
~———She had d_considerable experience in supervising
the salon. and felt that the, additional_tasks in
avolved ih managmg it would not be too burden-
some.

w

. -~_\ _Financing the Vei;tuye o N >

After receiving rejections on her loan applica-
~ tions from two commercial banks, Mrs. Jamison
_applied directly to the Small Business Administra-

tion. The SBA appro./ed a loan of $12,500 to be.
" repaid over a 10-year period, with interest at 5
percent. As security the SBA accepted her per-
sonal guarantee, plus a mortgage on the salon s
equipment. She added $2,500 of her own savings
to the SBA lcan, for a total initial capitalization
" of $15,000.
" OF this tofal, $8,000 went to Mrs. Jamison'’s
. previous employer for the equipment, furnishings,
1 and good will of the business. Aﬂer investing
$1,500 in additional equipment, she had $5,500
in cash with which to start.
Mrs. Jamison renewed the lease on the building

b

'"")

11 mﬂlion It employed 26 black hairdressers
who oberated 14 booths. The salon was open 6
days a week from 7 a.m. to midnight and special-
ized in good, quick service at a price Jower than
other local beauty shops. The customers were
nearly all working black women, who came from
throughout the city and suburbs to the Downtown
Beauty Salon which was open when they needed it,
provided quick and courteous service, and offered
the lowest prices in town..

Shortly after opening, Mrs. Jamison decided to
improve her business and broade its operations.
During the winter of 1966-67 she invested the
remaining cash from her initial capitalization in a
new floor. She says that although the new floor
wasn't really necessary, she wanted to improve
the salon’s appearance. She also added an inven-
tory of women'’s cosmetic items for refail sale in
the store and ‘started a wig salon on the same
premises. These improvements were costly,- and
Mrs. Jamison voluntanly abstained from draw-
ing a salary, choosing uT“tead ‘to—live~off__her
savings. She attempted to maintain her ]Ob at the
credit union for a few weeks, but found that man-
aging the beauty salon was too demanding. Thus w
for the. first 10 months of the_business venture
she drew essentially no salary, and after that took -
only $100 per month. £ .

During the first 18 months the business per-

formed satisfactorily, and Mrs. Jamison estimates.

that weekly sales were better than $2,000. Profits R
were small, but adequate to continue the business
on about the same-basis as before her takeover.

‘Howéver, she was experiencing managerial diffj-

culties, and they became more_ significant and

. more obvious after business started dechmng in
. early 1968. a !

113
In April 1968, Bellvue experuenced a serious

riot following the assassination of Dr. Martin
Luther King, Jr. Several blocks of stores within
predominantly black sections of the city we

space for 5 years at a rate 5f $426 per month.
-—iﬂthermajo‘r monthly cash outlays included utility
payments of alfout $150 and the loan payment of
$133. In addition the salon paid its hairdressers
by the hour, with the minimum set at $1.40 per
hour.

Business Operation

a

The beauty salon was one of the largest in
“Bellvue, an Eastern city with a population of about

2

-
J

- t

looted and vandalized, and many shops were
burned. Mrs. Jamison’s beauty salon was on the
border of ‘the riot area and was unscarred,. but
the business in large part had thrived on the

~~~patronage of-women who-traveled to thé salon by

bus or taxi, After the riot these women were afraid’
to go into the area, especially-at-night. Mrs. Jami-
son attempted to deal with the situation by pur-
chasing a station wagon to provide door-to-door

@

17 ‘




transportation. This proved impractical. Sales fell
drastically, re &chlﬁg only $44,000 during 1968 or
less than half the previous year's total. The salon
still managed to show a small profit and Mrs.

Jamison tried to hang on, hoping things would
improve. They didn't.

From the very start of her business venture,

* Mrs. Jamison had serious problems with her book-
keeping and cash management. These problems
first became apparent after she had spent her
cash reserve on store improvements. Revenues

" were frequently inadequate to cover expenses.
After the riot, when sales dropped to about-one
half their earlier level, the problem became sefi-
ous. She started covering the monthly cash short- *
age from her personal savings, a practice she
continued until_a few months. before-closing;: when

all of -her approximate $10, 000 in savings was
exhausted.

S mra Y L5 »

L §1‘Ece Mrs. Jamlson had not kept the books for
her previous employer, she knew nothing of the
procedures one followed in managing the busi.
~—--ness'_cash flow or how to mterpret financial
statements 6n” the business’ operatron She de.
cided to hire an accountant to pay the bills,” pre-
" pare the payroll provide for any, tax liabilities,
interpret her financial situation and responsibili-
ties, advise her on financial management, and the
like. In other words, she chose to put complete
faith in an outsider to kéep her finances in order.

Looking back on that dECISIOI'I she now realizes
it was a mistake.. »

_ _»As her first accountant and adviser, Mr Jami
son hired the same person who had ‘been em-
ployed by the former. owner. He was paid $50 per
month to start, but this was increased to $85 and

7

»

'$100 after Mrs. Jamison®requested that he take .

on responsibilities additional to those he prevu-
ously performed. The -accountant proved unquall-

was getting very little for her money. The.salon's .
books were in a continual mess, and the tax

authorities were sometimes forced to take action

to collect unpaid income taxes. On one occasion

the salon paid $400 in tax penalty fees. It wasn't

until the fall of 1969 that she finally found an

accounting firm which, for $100 a month, was able

to straighten out the bookkeeping mess. By this

time, however, the business was on its deathbed.

Mrs. Jamison also had significant- personnel
problems, including high employee turnover, ab-
senteeism, and tardiness. She had a difficult time
finding and keeping qualified hairdressers' On a
few occasions she utilized the services of local
agencies trying to place the so-called **hard core"
unemployed, but she found that the people re-
~ferred generally had poor work habits. She tried to
lessen her problems with absenteeism'and tardi-
- ness by building employee commitment with a
" profit sharing plan, but there weren't enough . .

,profits to enable the plan to work. After the riot .
the personnel problems got worse, as many of the
employees shared their customers' fear of the area
and occasionally refused t6 come to work. At this

time she began, to Jose some of her better oper- ° -

i

. ators. To make mattnrs worse, when a-hairdresser .

left to work for someone else, or to start her own

regulaa customers with her.

small beauty shop, she usually took some o{the’ )
. 1)
e

i

Finally, Mrs. Jamison had difficulty with crime

and' insurance. After the,riot all of the salon's -

insurance was canceled, and the business re-
mained uninsured until a newly formed city place-
ment facility was able to help obtain a new policx,
although at increased rates. The new policy did °
not cover robbery or the theft of certain items,
however, and the business lost heavily from its wig
and other merchandise inventory  during six .
break-ins.

ed_io.dnrect_Mrs.wJamuson s*fmanelal-dealmga,

and after 1 year she asked a business services
firm to provide her'with an appropriate bookkeep-

Y lng ‘'system. The instruction was apparently of
limited value,” however, and she soon_sought as:

In the first 10 month of 1969 the salon®man-
aged to record sales of only $45 000, against
which it had expenses of nearly $51,000. The

Sistance from a third source—a neighborhood aé-
countant who agreed to take over all of the salon’s
bookkeeping, mcludlng the weekly payroll and
daily posting. Although she paid him $60 per week
_ for his services, she eventually discovered that she

R
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business,.already_behind -in its rent and Federal
tax payments, started missing its loan payments.
Mrs. Jamison met with the SBA to discuss her
problems, but the meetings produced no solutions.
Eventually the SBA foreclosed and took possession |
of the salon’s equipment.
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. 4. Business Protection Corporation

In the summer-of 1966, Howard Coleman, age
* 27, began a new job as a research laboratory as-
sistant at a major university in the Southern town
of Sutter. He had left a similar job in Philade!phia
with the U.S. Public Health Service for what he
considered to be the bettar position at the uni-
versity. His dissatisfaction with the new job was
almost immediate. He was disgusted with the
prospect of working for someone else and with
the career limitations that seemed to be placed
upon him because of his race. His formal educa-
tion was limited to-2 years at a junior college plus
2 years in a medical technician's course. Unless
he were to pursue a professnonal degree leadmg to
lndependence owning a business seemed to offer
the only means of achlevmg personal satisfaction
and a comfortable living. }ie believed that career
, opportunities for the black man ‘were fimited un-
less he could be his own boss.

"His education and employment experience led
Mr. Coleman to consider briefly the establishment
of a laboratory technician’s school., He rejected
that type of venture because “of the large mvest
rent required.™

Mr. Coleman was also mterested in law enforce-
~—ment and detective work. While in schoo! in Phila-
delphla he had-been a reserve’ policeman. Shortly

after arriving in Sutter, Mr. Coleman Fad been

asked to help establish a local office for a national
detective agency. However, the agency abandoned
~the-venture before' it was in full operation. After

the detective agency folded Mr. Coleman decided

to attempt a related business on his own, one that

would draw upon, his experience’ and interest in
police and investigative work. He settled upon the
concept of ‘a business security and protection
service.

An independent security organlzatlon was a new
idea in Sutter. At that time, the security needs of
the Sutter businesses were being met either by
_permanent employees of the firms requiring pro-

Mr. Coleman asked the advice of several people
in the black and white communities. All save one
were discouraging. The reaction from local law
enforcement agencies was also negative. Only the
head of-the local black business schoo! encour-
aged Mr. Coleman to go ahead despite the nega-
tive reaction in the community. Against this back-
ground of little encouragement and no outside
financing, Howard Coleman decided to establish

. the Business Protection Corporation

The new company was to prov1de business firms
with guards, watchmen, and security equipment,
such as closed circuit TV..)nvestigative services,
upon -request;-would-also-be-a-part-of-the opera-"
tion. All services were to be sold through personal
contact. Mr. Colemar intended to solicit busmess ~
from companies which required security. serv-
ices at their warehouses, construction: sites, and
office buildings. He knew that the-vast majority -
"of the prospective purchasers of his service would *
be whitey as there were few black-awned com-
panies in Sutter. To survive and build a substantial
business, Mr. Coleman would have to onvince

- white busmesses of-the credibility of his organi-
zation.

In Mar@wm,(ﬂ 9 months after arriving in
Sutter, Mr. Coleman quit his job at the university
and-opened_Business Protection Corporation. At .
tgle time he had-$1,800 in savmgs,~wh1ch he was
willing to put into the business. Sincé his wife was ™
employed, he knew that he could rely on her
salary to heip cover household expenses for the
family of three. Although he had no assurances of
business at the time of opening, he was confident
that durlpg the first year he would generate up to
$30,000 in sales and be able to draw a salary of
__$5,000-t0, $6,000.-He>did-not-know-the-meaning

of profit in the business sense and therefore antic-

ipated none. He believed that in time his business
would expand throughout the State, and that
eventually he would establish franchised_opera.

-———tection; or by hiring Tocal residents for individual
events. Mr. Coleman realized that he would have
to create a demand for this new sefvice in addi-
tion to overcoming problems arising from discrimi-
nation against black business.

-
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tions in other parts of the country. -

A Modest Beginning

Mr. Coleman moved into the downtown office of
a justice of the peace, renting giesk space and use

$
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of a telephone for $12.50 a month. He felt that he
needed a downtown location in order to give the
busmess an lmageof respectability, and, although
modest, the JP's office satisfied that condition.
Mr. Coleman was Susiness Protection’s sole em-
ployee, but. he-did arrange to borrow the services
of the JP's secretary at a cost to Business Pro-
tection of 25 cents per letter. Within 30 days the
company had obtained its first contract with a
dovintowp motor hotel. Mr. Coleman bought a
security-gnard’s uniform.

‘Mr. ‘Coleman received enough business within
the first 6 months through his personal contacts
.and aggressive selling that he considered it Reces-
* sary to find office space of his own. Accordiygly,
in September 1967, Business Protection relochted
-_ori the_ second_floor of a two- story brick building
LE: lower i income residential and commercial area.

, The area's piopulation and trade were predomi-
nantly black. Mr. Coleman did not consider the
‘possible’ effects that his new location would have
on his business, but rather bowed to presstre
within the blagk community to locate in a black
nenghborhoo er being there a short time he
decndgg that the location was not suitable for the
development_of trade within the white business
commiunity, and- he_began searchmg for a location
that wouid invite busﬁss
One of"the criteria for a new locatlon ‘was that
it be accessible’ from the downtown and -.com-
merciat-areas, although not necessarily in the cen-

\\

anmaty

-

dn area that was not deteriorating and .where
substantial and reliable businesses were in opera-
~—_tion. Havingmade a mistake in relocating the first
. time, he was more-aware._of tHe realities facing
his business concern and accordmgly examined
the effect that suggested locations might have on
business. ‘ .

In his search Mr. Coleman found office space at

breezeway at the shopping center consisted of a
reception room, a classroom, storage area, and
a large office.

Throughout the first year, Mr. Ccleman hired
no permanent employees but rather operated with
part-time help, hired as needed. Sales during the
first year reached $25,000, only $5,000 short of
his “guess’ of $30,000. The company, however,
was nhot operating at a profit. o

During the second year, Business Protection
continued expanding, and sales were double those
of the first year. However, there was still no profit.

New Capital

In 1969, Mr. Coleman learned of the financing
assistance programs of the Small Business Ad-
ministration through a local organization estab-
lished to assist minority business ventures. Real-
izing that the fack of working capital limited possi- -
bilities for expansion, Mr. Coleman, with the aid
of the assistance organization, applied to a local
black bank for an SBA guaranteed foan. In Novem-
ber of that year, Business Protection Corporation
received a $14,C00 loan from the bank. It.carriad
an interest rate of 6 percent and was to be repaid
over a 10-year period. The SBA gave a 90 percent
repayment guarantee. .

The loan permltted the firm to increase its .
operations, and ‘sales for the first 8 months of
1970 reached over $50,000. Mr. Coleman antici-

, -pates $80,000 for the full year. He also projects

ter city. Secondiy, Mr. Coleman wanted to be in ~

that the company will show a profit for the first

time. He recently mcrease@ns own salary to . i
$1,000 per month. \\ o

Business Operations

_There are currently 38 employees at Business .
Protection, 10 of whom are. full time and perma-

nent. The bulk of the uniformed “security force -

works on a part-time or hourly_basis. As.its services-

_a large shopping center at the city limits, about
4 miles from downtown Sutter. Mr.'Coleman con-
cluded that the location met his needs and those
of his clientele. After checking with city authorities
——conceming plans-for the area, he moved i during
April 1968. Although he had initiated operations
in an office which cost him only $12.50 a month,
Mr. Coleman now felt that he had developed his
business to the point where he could justify paying
monthly rent of $350. The new location on a
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are requnred All uniformed employees are given
3 hours of claséroom instruction per week_for the
first 4 months. In a course deveioped by Mr. Cole-
man, they are taught public relations, laws of

arrest, first aid, firefighting, and weapons use.
Further instruction is achieved through the peri-
odic showing of police training films. '

In January 1970, Mr. Coleman hired a white,
individual to be chief of his security force. The
chief supervises the men, conducts training, and

-~




. financial position of Business_ Protection was not
\sufflmently strong. Since the contracts in Guestion

does some client contact and public relations work.

The third in command is a lieutenant, also white,
_ who has been with Business Protection since early
1969. The lieutenant is responsible for on-the- job
training, installation of security surveillance equip-
ment, and the drafting-of work schedules. Except
for a secretary, the remaining employees are
security guards.

Mr. Coleman believes that having a fully inte.
grated staff is a business necessity. Some clients
have requested that the jobs be carried out only
by white guards and have conditioned their busi-
ness on that arrangement. Mr. Coleman tells the
story of one prejudiced but profitable customer
~"who requested that a white guard be put on a
particular job. &Not having one available on that
occasion, Mr. Coleman “sent “a light-skinned
Negro."” The customer was very satisfi ed with the
. work done and asked that this particular guard be

sent for all future work. ‘After several months
under that ar(angement the customer happened
to'meet his “white” security guard on the street:
The guard was with his family, and his' wife was
much darker. The customer called Mr. Coleman
the next day to request that a gew guard be found.

The business has also been the subject of racial

. dlscnmmatlon from certain prospective clients,

who have negotiated only up to the point that they
found out that the business was black owned.
However, despite mc:dents such as these, Mr.
Coleman believes that he has been able to en-

E hance the reliability of black busifiess in the pro-

ta

tection services field.,

" Mr. Coleman feels that his business has been
subjected to discrimination due to its smallness.
On a few occasions he has been thwarted from
receiving large contracts with the U.S. Govern:
ment because of the inability of Business Protec-
tion to obtain bids and performance bonds. The

-—bonding companies have refused him because of
the small size of the operation, and because the

wouLd have-provided Mr. Coleman with sales that
lmmedlatal y would have made Business Protection
a profntabla venture, he contacted bonding com-
panies throughout the United States and'in Canada

_ and England. His efforts were unsuccessful.
Insurance and personal bonding requirements
for security guards have.not caused equal diffi-
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culty, although the cost—$5, 500 per year—con.
stitutes a~significant, fixed expense for Business
Protection. Nir. Coleman feels that he has ade-
quate coverage, which provides for bonding on
all employees, liability and false arrest protection,
fire and -theft, and auta insurance on the two
company cars. The only deficiency is the result of
his own inability to obtain ‘‘key man” insurance
due to his personal health problems.

Mr. Coleman says that it has been extremely
difficult to find qualified employees. Given the
‘price he can charge his clients-for _curity serv-
ices, he can afford to pay his employees only $1.75
per hour. The employee must-have a high school
education and be without a police record. - - -

To-deal-with-the recordkeepinga accounting, and
~ billing functions, Business Protection has con-
tracted with a business services company that pro-
vides accounting and tax services, and does all of
the billing and paying. The cost of the service is

~$106 per month. Mr. Coleman feels that at this

point in his development;it constitutes a real bene-
fit in that it relieves him of work in an area in
which- he does not feel competent, and it frees
him to develop new business.

Mr. Coleman considers that the lack of suff‘ment

working, capital is his major weakness, and he

intends to attack this through both cost reduction
and sales improvement. He_has encountered diffi-
culty keeping current with the U.S. Internal Rev-
epue Service in the forwarding of taxes withheld
from payroll. He Js turrently two quarters in .
rears, and considers’ thns critical. He hopes soon
to find a business manager who can help reduce
costs and give proper direction to the operatlon
Mr. Coleman is optimistic about the future. He
feels that he has proved to the community that he
offers high-quality service. He believes he is ut the,
-point now where- acc;ptance“from the balance of

the business community will come "quickly. Sales -

should then increase accordingly.
~Mr_.\Coleman is far from satisfying his orlgmal

goals, but he how has knowledge of busmwss .

operations and understands the practicalities” of
the miarket place. He says that he wishes he could
have had training in business admlmstratlon" at
the college level before starting.his venture. ‘Al
thc gh he has had to learn the hard way, |t ap
pears that he has learned well.
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5. Butler Studio of Photography

Jerome Butler recalls tha,;ajt was as a high
school student that he first conclude there were
no significant opportunities for black people in the
joh market. As he grew older his commitment to
this idea grew stronger. Facing the job market

* with only a High school diploma, he felt certain
he would never move any further up the job ladder
than semiskilled employment, and thus his earn-
ing potential was low. Determined to avoid this
barrier, he concluded that one day he would start
his own'business. X

L In--1963-he-left- his hometewn of Marshall and

headed for Hartford, where he found employment
with a local university's school of medicine as a
lab assistant and animal caretaker He detested
this job.

During this period Mr. Butler became mtensely
interested in photography. He completed a 1-year
night school course' in photography at a ‘local
institute and considered the possibility of startlng

~ his own studio.

Aware of his lack of knowledge about managing
a studio, Mr. Butler decided it advisable to take
a training offer of a white acquaintance, Ben Feld:
man, who was the successful owner/manager of a

__.studio in Hartford. Mr. Feldman voluriteered to
hire him as an apprentice, and teach him both the
tecknical and administrative aspects of the busi-
sness. Mr. Butler felt he was on his way.

e

A Setback and a New Start

The training.period started well enough, as Mr.
Feldman did his best to acquaint his apprentice
“with the fealitiesoof operating a studio. Jerome
__»: assisted-with-the- picture-taking, developing, and
enlarging, .and closely observed his employer's
handling of customers. Their relationship was a
good one—Butler was an eager student,_ and
Feldman a willing teacher. i
The training -period proved short lived. Within

a matter of weeks, employer and apprentice were
reminded of the realities of racial discrimination.

The studio’s bubiness started falling off—""That,
black man isn't taking pictures at my daughter's

wedding!” The apprenticeship training uhfortu-
nately ended prematurely. * )

Although-discouraged by this setback, Mr. But-
ler realized it need not mean the end of his
photography career. Concluding that there was
a lesson to be learned from his experience, he
decided to-seek a location where a black photog-
rapher would be more welcome.

After 4 months of looking, Mr. Butler accepted
a position with a black-owned studio in his home-
town of Marshall (population approximately
250,000). The studio drew its customers from the

local black _population, and especially from pre- -

dominantly black high schools and colleges. His
new job was primarily that of a photographer v:ho
went to the schools taking graduation and year-
book porttaits. He also photographed a few wed-

dmgs Othur @ ects of the business, such as.

photo processii. _. sales development, and gereral
administration,. were left to others. ’

P2y

Decision To Enter Business

Jerome Butler had graduated from the photog
raphy class at the institute in Hartford with a
strong feelmg that photography vias something of
an art form. He felt the photographer should be
able to express himself by varying the techniques,

experimenting, and striving to capture a new '
perspective and effect which would identify his. .-

particular product as something unique and

superior. Further, during his brief apprenticeship.

under Mr. Feldman, he had been exposed to the
world .of business administration and individual
initiative and responsibility, and he had found it
much to his liking. Unfortunately, however, his
new job did not provide him the opportumty to
put into effect the techniques of photography that
he had learned at the institute, nor to make any
of the business decisions he had seen Mr. Feldman

" make. Instead he spent nearly all of his working

time S|mply snapping portrait shots on a camera
which he wasn't free to mampulate—-"even the
F-stop was taped secure'”

Mr. Butler had another concern at the time: Hi$
wife was expecting their first child. This caused
him. to decide’ that it was time to start his own
studio. .

Mr. Butler believed that opening a photographic




~ .

studio with satnsfactory furnishings and equip-
ment would recuire about $10,000. He had no
cash of his own, but had photographic ‘equipment
valued at about $4,500. Thus he needed about
$5,500 for additiona! equipmént and furnishings.

Because his personal financial dealings up to
this time had been rather simple and limited in
scope, Mr. Butler was not aware of the type of

" " information he should have available when .ap-

proaching a financial institution with a loan re-

- quest. Neither was he knowledgeable as to the

-with anyone. in Marshall who

sort of ¢ Qnsiderations a lending institution would
have m\assessmg er his business proposi-
tion was bankable. He was-gither unacquainted

\as willing to assist

— —him~ wiliv-advice on this subject or he chose not
. to 'seek help. He was unaware that there were.

<

“-organizations which had been set up to provide the
sort of assistance he needed.

Unprepared though he was, Jerome Butler ap-
proached a local black-owned bank and requested
a $5 500 loan to finance his intended business
venture The meeting' was short and its message"
clear. If Mr. Butler wanted a loan he Would have
to provide either satisfactory coflateral or a suit-
able cosigner to endorse his note. Neither altemna-
tive seemed within the realm of possibility. Con-
cluding that this was likely to be the answer he

-would receive everywhere, he decidéd it was im-

possible to obtain a bank loan. .

Dnscouraged he turned to perso'.. fnends and
relatives to seek financing. No luck. .

As a last resort he returned to Hartford to a
bank where he had earlier established an accept-
able credit rating by satisfactorily repaying a small
personal loan. The bank approved a signature loan
of $500 repayable in 12 monthly mstallments

Business Startup_and | Expectations

In April 1968,”Jerome Butler, age 24, opened
his studio in two rooms over a frird-chicken carry-
out. The building was in a predominantly black
neighborhood in Marshall. Mr. Butler had learned
of fhe availability of the space while eating lunch
inf the carryout. Nearby was a second food carry-

gut, two barbershops, a Iaunderette, a small busi-
ess school, and a large grocery store. The rent

~ . for the two-room studio was $45 per month, a

modest amount for modest accommodations.
Mr. Butler kinew he was starting his business on

a shoestring. He spent the $500 borrowed from
the Hartford bank on essential equipment and
supplies. This left nothing for furniture and fix-
tures, and nothing for a reserve to carry-the busi-
ness until it could develop to the point where its
income could provide for the studio’s needs.

With his further cash requirements ‘great and

‘with no savings of his own, Mr. Butler felt he

shouldn’t risk trying to live off his studio income °
alone. Although displeased with his current job,
he decided to continue working there on a full-
time hasis. He planned to work evenings and week-
ends in his own studio, ul"ltll he could afford to give
it al' of his time.

“Mr. Butler expected only a modest return_dur-___
“ing his first year in business, He anticipated sales
of about $6,000, and profuts to himself, including
salary, of about $1,500 to $2,000. However, with
time he felt word ot his good work and person-
alized style would spread, and business would
grow. He believed it would take about 3 vears to
build Up his business sufficiently to permit him
to quit his regular job: Then fie planned to build-
his own studio, hire a small staff, and pe‘rhaps ex- .
pand into advertising. In the meantime he ex-

pected to work at his studio about 40 hours per

" week, primarily photographing weddmgs in the

black community.

>
The Busmess Fails

"Mr. Butler advertised his opening with spot com-
mercials on a popular radio station, with news-

.paper ads directed at the black community, and -

with advertising “flyers” in the predominantly
black commercial and residential areas. He had -
wanted to advertise to a much greater extent, but
dnd not have sufficient funds.

As expected, his customers came almost en-

-—— tirely-from-the-black community. He photographed

weddings and individual portraits. Affthough he
approached beauty and barber shops with the -
proposition "of doing advertising calendars for
them, no such business materialized. He con-
sidered competing with his employer for high ’
school a~_ college portrait business, but did not
‘make the attempt. . -

To finance his initial advertnsmg campalgn he

- had had tg drain off money from his regular -
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full-time ;ob~muney which normally would have

gone for household expenses. Since he was never
e (A
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agam ~able to afford advertus*ng, hns busmeg
henceforth came solely from referrals and listing *
in the local telephone directory. The telephone
book listing provided only a limited draw, how-
ever, and there were aspects of his business that
tended to restrict his capitalizing to any great
.extent on feferrals.

Although Mr. Butler was successful in estab-
lishing a good rapport with- his subjects during
the photographic sessions, and although his

photos were of high quality, the customers were

still discouraged with certain other aspects of their
relationship with him. They apparently were very

upset by his slowness to déliver the pictures or-’
__ _dered. They were also_unimpressed witfy the sparse

" Ad

with thmgs of personal interest rather than stick
to his studio work. s

Another aspect of his apprcach to business
which he now realizes hurt him significantly was
his attempt to proceed without knowing the finan-
cial considerations of operating a studio. He tried
to use pricing guidelines provided in a nationally
distributed photographer’s magazine, but he was
losing money on some of the work for which he
was commissioned. He found out too late that it is
standatd practice in the business to print and de-

liver pnctures, especially wedding pictures, only .

after being fully paid. He had several bad exneri-
ences in which he either processed pictures which
were never-picked 1p or, if picked up, were never

and drab furnishings of the studio. and its up—" paid for. Finally, he had no bookkeeping system

‘favorahte- location directly above the chicken
" carryout. Apparently the cooking odors from down-
stairz frequently permeated the studio. He tells of

“one woman who, while posing in her wedding *

- dress, sniffed the air dng;:pprovmgly and huffed:;
“Well, | certainly know what I'll smell like on my
weddmg day!” :

Mr. Butler's location and spartan furnishings
upset him terribly, and he desperately wished that
he could affczd to move. In addition to its other
shortcomings, his second floor focation precluded
an attractive display window which could have in-
creased his business. .

Mr. Butler's lack-of pride in his studno con-
tributed to its eventual failure. Looking back on
_his business. venture, _he_recalls_the story 6f the
wedding dress and the smell of fried chicken with
obvious embarrassment and admits that this inci-
- dent and others caused him to-hesitate in attnvely
seeking new customers, especially those who had

. whalth or social position. He also admits that the

_.=_customers’ _complaints_about_ his_slowness_were

- probably well taken, as he feels he did not give

the business the full-time attention_it needed.

* Although he frequently put in 30 to 35 hours per

week at the studio, he said that this time was often
spent unproductively. He had a tendency to tinker

-

-

C e

~

which v.ould have allowed him to keep better track
of his expenses and billings. i

In addition to all of hjs other d_ifficulties, Mr.
Butler found that his work-was caysing friction at
home. Working 70 to 75 hours per week at two
jobs feft little time to spend with his family. The

strains caused by these problems upset him, and .
put him in a poor frame of mind to deal with his_

busiriess problems. Similarly, the business prob-
lems put him in a poor frame of mind to deal with
his problems at home.

. "

In May 1969, Jerome Butler ga'v'e up his busi- '

ness-venture when he found that ive simplycouldn’t
pay his bills. For the 11 months that he operated
the studio, he estimates that he did approxi-

mately $4,000 in photographic business for which™

he received payment for only $2,800.
Although out of business now, Mr. Butler is

o

®

. reasonably happy with 3 new jobas aphotographer~ _

for a local college. He hasn't finished paying the
debts_left_over from his unsuccessful venture,

which aren’t particularly large since he had not
borrowed a substantial amount. He hopes that one
day he will again be able to go into busineés, and
he feels confident that he will thert benefit from
past mistakes,
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6 "Sound Souvemrs, Incorporated

In 1966 at the age of 28, and after 10 years as
an Army electronics technician and instructor,
Raul Hazard returned to civilian life. His first
civilian job was as an epgineer's aide in the labora-
tory of a large national corporation in Stockdale,
an.industrial city of 500,000 [ocated in the North-
east. Two years later, My, Hazard founded Sound
Souvenirs, Incorporated, a specialty record com-
pany which he hoped would eventually become a
base for moving into the commerciai recording
business. He began work on the first souvenir
record in August 1968. Less than 2 years later

" Paui Hazard was out of business ar_ld faced with.

person_aLbankruptcy—~ - }

*r

Blrth of an ldea

After finisning high school, Mr. Hazard joined

the Army where he was assigned to arn electronics
school. After 5 years as a technician he was classi-
fied as an electromcs instructor and assigned to
the Army's "Fort Paix in Louisiana. His experience
at this training post rmpressed him with the
gtramees need fo S whereby they could
communicate their school experiences to family
and friends. This idea later became the basis for
Mr. Hazard's unsuccéssful venture. ‘
During his military service, Mr. Hazard had
decided that there were better oppo:” “unities out-
- side of the Army. Because he did not have a uni-
versnty degree (althcugh he had managed to take

several college level courses while in the Army), .

Mr. Hazdrd heljeved self. -employment to be the
-« ost promlsmg and profitable path to pursue He
considered that he was ‘‘as smart as the riext guy”

and accordingly decided to “seek his fortune" in
* the business world.

Dunng the 2 years wrth the large corporatlon,
his* desire to find a ‘suitable business opportunity
increased. In early 1968; he believed he was ready
to start moving in the direction of establishing
his own business.

ML Hazard had a long-standing interest in com-
mercial recording and music publishing. Inspired
by the growth of ndtional record companies which
had started as small ventures he decided to com-
bine his interest in the field, hrs knowledge of

' &2.5 v

electromcs, and his understasding of the needs of
servicemen in specral training, for the purpose of
establishing a profitable business. His decision to
enter business was essentially a personal one.
None of his family had been involved in the man-
agement of a business except his brother who
was an architect engiged in contract construc.
tion. He did not seek aJvice from others as to the

opportunities or problems of business in general

or in the line that he had selected. He relied wholly

upon what he believed to be a gcod idea. ~

—Theldea — ~ :

His initial plan was to produce souvenir records ~ g
of the typical sounds of Army training installations
and sell them to the traineas. The records would
include music by the post band, a speech by the
commanding officer, and random sounds that ware
descriptive of the post's activities. In addition to

- the records, he would pruduce a book of photo-*
graphs showing life on the post. Later he intended .

to produce similar items for the other brarches .*

of the service. He envisioned that after the military
market was, established, his company would ex-
pand and provide souvenir records for high school
students, and then_for family and other social
gatherings. He further contemplated that when
the specialty record business was firmIv underway,
the scqpe of the operation would be expanded to |
includ}fﬁe production of commercial recordings..
of known and oevelopmg artists. - His long-range-
goal was to develop a publicly held corporatron
with natronwrde franchises.

Mr. Hazard had no contracts or assurances of
_sales jbut was confident that there would be a
ready market for the souvenir record. After all, he
was familiar with the trainees and their tastes. The
sale of the souvenir record and hotograph album,
was.to be made directly to the post exchanges
(PX's) on training.installations. Xhe PX’s would i in
turn sell the records at retail to tHe servicemen on
the post. Scund Souvenirs would buy back any
records not sold within a “reasonable time.”
Although Mr. Hazard was to sell in bulk to the
PX's, advertising necessary to reach the individual
trainee would be the, responsibility " of Sound
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Souvenirs. Mr. Hazard* planned to adverfise
through the radio and newspaper media .

In February 1968, Mr. Hazard Legan the
process of obtaining approval from the Army to
visit five training posts for the purposé of record-
ing the sounds that would be used in production
of the souvenir records. To. that end, ke secured
the help of a retired colone! who, in the spring of
-1968, made the necessary contacts for authérizing
the recording schedule and approving the recard
sprior to release for sale.

A Quick Search for Funds .
Mr. Hazani continued in his position as an

1Y

engmeer s ailfe until midsummer 1968, when the’

- necessary auprovals actually came through. The
Army approved a schedule for the five installations,
with. the initial- recording to begm in-August. At

- this point, howéver, Mr. Hazard had only tenta-
tively. attempted to obtain the required initial
financing. He had approached a local nonprofit
community development corporation, the Stock-

- dale Business Developmert Corporation (SBDC) i
.engaged in promoting minority-owned businesses:,

Although SBDC was interested in his proposed

venture, it was not able to provide him with im-
. mediate help in securing the financing. With time
- .. pressing him, Mr. Hazard knew that he had fo act
__._.-fast to meet the Army's approved schedule.

Paul Hazard was convinced that the idea was
so attractive that it would be relatlvely easy to
convince other people or institutions of the de-
“sirability. of investing. Although several phvate in-
 vestors were approached, they, declined to provide

+ funds until the business proved its viability. Mr.

Hazard had $1,500 in savings and had been °

promised $5,000 by a friend, an attorney, who in
urn was to receive an interest in the business.
*“{Mr. Hazard wasn't sure of the total amount
needed. but knew it was 1'ndoubtedly much more
than the $6,500 he har raised. He decided t¢ go
directly to a locai bz, 4 with his proposal.
Mr. Hazard ha? made no projections of ’he
caputal requirements ‘of, nor the prob.ble income
from, the venture. His financial dat: consisted
only- of a rough sales éstimate of $310,000 for
the first year. Nevertheless, the bank®liked the
" proposal. It had recently initiated -a policy of co-
operating with SBDC to help establish new

- .minority-owned, businesses. The bznk had been

©

-

-

-
-

advised by SBDC that it intended to assist Mr.
Hazard as s.on as its work load permitted. Pro-
ceeding on'its own and prior to any formal action
by SBDC, the bank agreed to support.the venture.
Apparently uncertain of the best way to proceed
with their new, policy of making_*“higher risk" ,.
loans, the bank decided to advance the funds to . /
Mr. Hazard oh a piecemeal basis Up to the amount
needed to adequately equip-the venture. Each
loan so granted would be in the form of a demand
note specifying no repayn‘ient schedule and would
be unsecured except for Mr. Hazard's signature /
and a lien on whitever equipment it financed. / _
Once the venture was fully equipped, the bank -, . -
planined to bring all the demand loans together
.into one long-term loan, with specifics to be de-
“termined at that time. Also, the bank plained that
the final finai cing package would include SBDC
oamcnpatnon and be guaranteed in part by the -
" Small Business Administration. To start, the bank
loaned Mr. Hazard $23 500 ona demand note.
Mr. Hazard purchased a’camping van from a _
manufacturer in another State. At his request the -
van was converted by the manufacturer into a *
mobile recordmg studio that could also serve as ~
living quarters for the crew while on location. Mr.
Hazard paid $5,000 in cash for.the recording
equipment; and $5,000 a> a down payment on the
van. The $20,000 balance owed on the van was .
financed over 5 years thrOugh a bank Iocated near
the manufacturer. .

-
-
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Beginning Operations ) .

Sound Souvexiirs was mcorporated in August
1968, and in the same month Mr. Hazard, and
three technicians that he had qunckly hired,
traveled a thousand miles to the first three’ Army
bosts. They spent the next 6 weeks recording,
photographing, and making preliminary arrange-
ments for the distribution and sale of the record
through the post exchanges. The remaining .o
posts cn the. original schedule were dropped in _
order to proceed immediately with the recordmgs
already in hand.

Upon his return to “tockdale, Mr. Hazard began.
to prepare master tapes for the productior of the .
three records. Most of the work was done in the
van which was parked next to Mr. Hazard's resi.
dence. Now, enthussastncally engaged in producs
tion of the album, Mr. Hazard decided to limit
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’ 4Sorund Souvenirs tc the production and sale of the

‘records. He doubted that the book and photo-
" graphic souvenirs could sell at the price he would
. be required to charge. Buring thg fall of 1968,
Mr. Hazard returned to the. lccfﬁk which had
arranged the ingtial financing ad increased his
bbrrowmgs from that mstutptlon to a total of
. $40, 000 all still'on demand notesG

Expandmg the Operatron

w 2

ﬁ\

ness into office space in- the inner city. Wlth the
financial assistance of the bank readily available,
he became eager to jump into the commercial re-
~cording business,on a large scale, and early in
1969 he dec¢ide to add further equipment and

n, with ‘speclal responsibilities for
Jhe technical portion of the new studio co truc-
tion. Copvincing the bank<that the expansioh and
the lmrnedlate entry intg commercial recording

was a good investment, he -was alfle to further

increasé his borrowungs by $50,000, to a total of
- $90,000, -~
The records for the first Army lnstallatlon were
" finally ’ ready and put on the i’mrket in July
1969. The actual’ pressrng of the records was done .
by’a firm’in ‘New York: at 82 cents a copy. The
A&holesale price of the record was $3.50, and the
" RR's were to sell the records at retail for $3.95
each. The record came in an attractive 1acket
which included photographs of the base and was °
entitled /'The Sounds of Fort Paix.” Mr. Hazard

R journeyed to the base and was able to make smaII
“"initial sales %o all of the exchanges. At the same

tlme Mr. Hazard arranged for extensive radie and
newspaper advertnsmg consisting of tegular full-
page ads and a few double;page ads in the post's
newspaper. He estimated that with Fort Paix ex-

periencing & co’nplete turnover of trainees threeﬁ’

times a year, sales would total about 2,000 albums
per month.

Sales were very slow throughout the fall of
1969, and in an attempt to increase them Mr.
H¥ard began to sell record majlers along witlithe
albums. He noted a slight incréase in sales. Never-
theless, artual’ sales to the PX's for the 6 months

in- December 1968, Mr. Haqrd moved,hus busi-.

. ° '
W L3 B

from July to December 1969, totaled only 1,000 '.

albums. Mr. Hazard assumes that all the 1,000
records sold to the PX's were in turn sold at re-
tail. He believ,es that one of the factors g,qntrihut-
ing to low sales was that the PX's may hot have
been giving proper attention to the merchandising
of his records. However, his operation in Stock-
dale was considerably removed from the retail

point.in Louisiana, and ‘he was unable to assure ©

himself- that his products were promlnently
displayed. .

The ‘records for the two &amamlng bases in-
cluded in the initial recording tour were never
pressed, as.sales at the first base hrad not reached
a. satusfactory Ievel vk '

. More Expansion -, ~ .

From July to December 1969, an addltuonal .

$83,000 was obtained from the bank. Of that
amount, $24,000 was secured by guaranteds pro-
vided by SBDG. All loans continued to be in the
form of demand notes and bore interest ranging
from’ 714, percent to 81, percent. The demand

notes outstanding to Sound Souvenirs now totaled

» $173,000. The findl financing package was still
mcomplete, and the SBA had not become & party.

It appears that'loans in the last half of 1969-were *-

made Without the bank being aware of the status

" of sales at Fort Paix, where the only rgcord was -’

being marketed. - . \\ e
Mr. Hazard continued!to place more and more

- emphasis on the commercial recording sendces,

that Sound Souvenirs was to offer. Locating suffi-
cient and’ qualified technical personnel to.work in
the studtt”was not-ap easy task. He attempted to

fill certain positions with black personnel but..
found none with the required training, and there- -
fore was forced to* employ white technicians in

those positiolfs. The problem was further compti-
cated be‘cause Mr. Hazard felt his business could
not afford to pay wages high enough.to attract

experienced personnel. He found that he had. 1o,
accept people without experience, and conse-.

quently he -spent a considérable amount of trme
training new employees. :

Mr. Hazard attempted, “without success, fo ob-
tain contracts for the productlon of advertlsmg
recordings. He consndered trying to attract popular
singing artists to record at his studio, but had no
idea of the manner in which to proceed. In January

~
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* 6970 he hired a black consultant with experience

in the recording industry to provide advice and
durectlon The consultant’s principal concerns
were to be the organization of the studio and™its
.activities, as well as the development of contracts
with recording artists.

In February, 1970 the bank advanced what was

. to be its final loan, $10,000, guaranteed by SBDC.
" It now had a total of $183,000 in’loans outstand-
ing to Sound Souvenirs and concluded it was time
to review the situation. —

By queStioning Mr. Hazard, the bank found that
since startup the company had achieved total sales

of only $4,300, and ‘that the recording studio had -
- accounted for only $800 in revenue. The net loss

through February was $151,000.

.= After dlscussmg the situation at length with Mr.

"Hazard and wnth the- consultant, the bank con-
.¢luded that the venture had little hope of reaching
a profitable position with Mr. Hazard in charge. It
also concluded that Ralph Hazard, - upon whom
Paul Hazard relied heavily for advice, had been 4

, detriment to the business. The bank advised Mr.

‘Hazard'that in order to retain its continued financ-

", ing support he would need to step down to vice
-“president, take on the consultant as president, and-

dismiss his brother. There followed a hectic period

~ of a’few ‘weeks in which the parties debated the
. issues-which had precipitated the bank's action.
< Meanwhile, the business sat idle and the bills fell

«,into arrears as the bank was no longer providing
financing. In March the van was repossessed.
“ In May, with Mr. Hazard efusing to accept its

. conditions, the bank foreclosed. The loans, having
- been made on a demand basis; were in default
"“"dﬁc"'gajjhe- bank, called for repayment. The bank

achileved possession of the equipment and arrived
at -an agreement with the consultant wherein it

. ‘suppgrted him in a new commercial recording

venture with the equipment from Sound Souvenirs.
As Mr. Hazard now looks back on his unsuc-
cessful venture he sees two major factors which

. he believes contributed significantly to Sound

Souvenirs’ fdilure. First,.he points to the unusual

o o’
had detrimenta! effects on the Business. In" par-

' ticular, he notes that he was under the impression
-that he was operating essentially with an open line
of credit. Until the fime that it delivered its ulti-
matum, the bank had not indicated what limit.
there was to its financial assistance. He feels that _
had he been better aware of the bank’s concerns ™
at an earlier date, he might have been able to take
action to avoid the eventual foreclosure. He re-
grets now that in his dealings with the bank, he
was not more cooperative and forthright.

_ Second, Mr. Hazard says that he now recog-
-nizes that he was not sufficiently ‘‘business
minded.”” He feels that he made too_many ex-
penditures whlch proved unnecessary. Further-

——— —more,-lie feels that he. completely misjudged the
profit potentlal of the specialty record business;
and that once he started the commercial recording
studio, he was not able to manage it satisfactorily.
Hov:ever, after concluding that he needed man-
agerial assistance, he was unable to get detailed
advice that related to his specific problems. He
approached SBDC, but they were unable to help
him with anything other than financing assistance.
He asked that they-assist him with a market survey
to use as a basis for moving into commercial re-
cording, but they declined. The managerial assist-
ance that they did supply was most often in the
‘form of gereral advice given to all of the minority
businesses in the city, and included such general
items as reminders of tax payment deadlines. Mr.
Hazard felt”such advice was too general and an,
insult to his intelligence. Neither did ‘his attempt
to'find managerial assistance from a paid consult-
ant work out well. Mr. Hazard believes that the
consultant plotted to take over the studio by
subverting the bank’s confidence in him.

Mr. Hazard hopes he will again have a chance to
start his own business. He believes his experience
wrth Sound Souvenirs has taught him some valu-
able, albeit expensive, lessons about business
management and the borrower lender relationship.
His immediate problem, however, is to.deat with

“relationship between himself and the bank. He . the personal bankruptcy for which he feels he

* realizes that their failure to communicate better

~

K

must file.
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7. Shoe City

Bud Jones was born in Georgia in 1939. At the
age of 10; after his father's death, Bud and his
mother moved to Gotham, a Northern city of about
3 million population. He graduated from a segre-
gated high school in 1958 and shortly thereafter
went 1o work as a salesman in a Gotham shoe
store. The store was part of a chain owned by one

of the Nation's largest shoe retailers. Mr. Jones

had had no previous contact with business and
was not at that time acquamted w:th anyone who
had.

After 3 years of expenence as a salesman, Mr.
Jones was offered the opportumty to manage one
of the company's, stores in Cincinnati. The job
lasted for 9 months, and ended with Mr. Jones'

* dismissal following a.misunderstanding over his

management of the inventory.

Following his. termination Mr. Jones returned
to Gotham and acgepted'a positiori as manager of
a local shoe store. However, his managerial posi-
tions had started him thHinking about owning his
own $tore, and 3 years later he left to start his own

alogue on racial® discrimination and the lack of
business opportunities for black people had im-
pressed him, and he felt it important to respond to
the challenge. He wanted to develop a successful
business—maybe even the first black-owned retail
shoe chain—and thus-be able to provide both jobs
and a good example for other memibers of the
black community. : €

.Wary of the Madison Boulevard area, Mr. Jones
decided to start anew in the main downtown shop-
ping area. He reasoned that this would enable him
to draw customers from all over the city and
suburbs, and not just from the ghetto area where
he had been before. He obtained an option on the
rental of a suitable location and applied to the SBA
for a second loan. '

Mr. Jones advises that he returned, reluctantly

to the Small Business Administration, for he was

. somewhat at odds with the SBA due to difficulties

business. In August 1965, with a.loan from the

Small Business Administration (*‘| was one of the
first blacks in the area to get an SBA Jloan.”) he
opened a retai} shoe store on Gotham's Madison
Boulevard, an inner-city ghetto area

Mr. Jones advises that’ this shoe store was
moderately successful, even though he was com-

" peting with 11 ‘white-owned shoe stores in the

arga. However, in April 1968 Mr. Jones' stdre,
‘plus nearly all the other retail businesses in that
area of Madison Boulevard, whether white- or
black-owned was Icoted and burned following the
assassination of.Dr. Martin Luther King, Jr.

,_Decision To Try Agajn .

Although covered bx insurance, Mr. Jones was
discouraged by the loss of his store and uncertain
as to whether he should attempt to go into busi-

-

related to the initial loan. Although specific details
of Mr. Jones' difficulties with the SBA are not
available, it appears that he was irked. over the
time taken to process the previous loan, as well
as with the SBA's insistence that the insurance
proceeds from the loss of the last business go
tothe SBA as payment against its initial loan. Mr.
Jones, on- the other hand, felt some of the insur-
ance funds should be made available to him for.
his use durlng.the difficult time following the loss
of the store. He was convinced, however, that
there was nowhere else,a black man could obtain
financing.

Anticipating difficulties with the SBA, Mr. Jongs

sought aid from 3 local technical assistance group,

. a nonprofit organization that assists minorities in_

ness again. After giving brief consideration to a .

sales- position. with an insurance company, he

. decided he had no real alternative but to return

to the shoe business. Thiswas the field in which
he felt he could best earn a living and provide for
his family of _five.~ Furthermore, the national di-
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their. small business endeavors. This o6rganization

helped him to prepare the loan application and

then saw it through to approval by the SBA. The
application required several months to process,
however, and Mr. Jones feels that the SBA delayed
it unnecessarily. By the time the loan was ap-
proved, Mr. Jones had lost his option on the down-
town location that he had chosen for his new
venture.

After the loss of the downtown sité, Mr. Jones

felt he had little alternative but to return to the
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Madison Boulevard area. However, before making

_ the final decision, he discussed the future of the

area with several area residents and merchants.
They convinced ,him that the disturbance did not
signaf the start of a period of lawlessness or revo-
lution. With some misgivings he decided to re-
turn to a shop on Madison.

‘Preparing for a New Start

| Although Mr. Jones believed it would take

approximately $65,000 to $70,000 to start his
new business, he was convinced that the SBA
would ‘not give him a direct loan of more than
$30,000. Accordingly, that was the amount he
- .réquested and received. Terms on the loan in-

at the rate of 514, percent. As security, Mr. Jones
and his wife gave their personal guarantees, pl%s
a lien on all of the business’ fixed assets. After
paying $10,000 of the amount received back to
the SBA to satisfy the remainder of his earlier
obligation, there was $20,000 left with which to

. start the new, business.

The store that Mr. Jones chose for his second
venture had been alinen 'store before the dis-
turbance. He signed a 5-year lease for rent pay-
ments starting at $600 per month and increasing

. to $850 per month by the fiith year. Unlike most
other stores in_the area, the one Mr. Jones had
selected was repalrable The owner of the building

contributed $2,500 for repairs. Mr. Jones himself -

spent $7,500, primarily on remodeling the front

to make it more secure. A brick wall and an iron
, gate now assure that a night looter will not be able
to get beyond the merchandise Jocated in the
store's display windows. He also spent_$4,000
remodeling and furnishing the store’s interior.
With the remaining cash from,the SBA loan, Mr.
Jones spent $6,000 as a down payment on a
$28,000 shoe inventory, and another $1,000 on
insurance, lawyers' fees, and other miscellaneous
startup expenses. This left a beginning cash re-
serve of $1,500 which he reports proved inade-
quate. He also complains that his initial shoe in-
ventory was madequate, he believes he shouid
have had twice that amount in order to offer his
customers a reasonable selection and thus en-
courage their return.
Mr. Jones also, had difficulty obtalmng insur-

. ance coverage. Follpwmg the heavy losses suffered

wll Toxt Provided by ERIC

Lo

during the 1968 disturbances, the insurance com- .
panies were not enthusiastic about providing new
coverage in the same area. Eventually, he was
successful in obtaining fire and comprehensive
coverage by utilizing the city goverament's insur-
ance placement facility which came into being in .
late 1968. Neither-he nor other businessmen in
the area were successful in obtaining coverage for
window breakage or theft, unless the loss resulted
from riot. Mr. Jones felt compelled to protect his _
business from burglary, robbery, and vandalism,
and therefore purchased firearms which are kept
behind the counter at all times.
He opened Shoe City in December 1968.

Business Operation

Mr. Jones knew that the vast majority of his
customers wotild come from Gotham's black com-
munity, and primarily from the residential area
near his store. He would have preferred to sell to
the whole community, but he realized that he
couldn't expect many white walk-in customers in
a retail store located in the center of an inner-city
ghetto, and especially an area that had recently
gone up in the smoke of a riot. In fact, Mr. Jones
is surprised that the few whites who have patro-
nized his store were willing to travel into the ghefto
for a pair of shoes.

Mr. Jones believes he understands the tastes of
his customers. The Gotham black community
definitely leans toward quality clothing, he says,
not necessarily the elegant, and expensive '‘name”’
goods but medium- to high-priced goods which he
defined as ‘‘high style.” This clothing is always at
the front of the new fashlons He says the young
black consumer will search through nearly all of
Gotham's ‘‘high style’’ shoe stores to find what
he wants. Finally, he believes the black customer
often prefers to buy from the white retailer rather
than the black, apparently believing that ‘“‘what
whitey has to sell is better.”

Decorating his store in accordance with his
definition of the market, Mr. Jones created a soft
chair, brick, and thick carpet atmosphere. It seems
out of place in the Madisen Boulevard area where |

_ the burned-out and boarded-up stores outnumber
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the operating ones. Inside the store are men's
and womeh's ‘‘high style’’ shoes representing the
latest in fashion footwear. ‘“You're in the wrong
store if you're a man who has gone shopping for
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—apa;r-of-laceshoes,__ ——— ;_‘_‘_
" Since Shoe  City was one of the first retail stores
to open in the area after the riot, it was for a time
the only shoe store in the area. In th|s situation
Mr. _Jones brqadened his line to include lower
pnced shoes.” However, once a second store
opened with its sights set for the lower price
market, he returned to stocking only “’high style”
. hoes, plus such accessories as jewelry, wallets,

and handbags. -
. "Mr. Jones' sales derive almost entirely from

) purchases by walk-in customers. He advisesythat

he does not know what portion of his business

* comes from the spot radio commercials or news-

ar

paper ads he buys in the local black news media.
He believes in the importance of advertising but
is uncertain what role it has played, or should
play, in his business.

Profits and Problems ~

Bud Jones advises that when he undertook his
business venture he expected sales of about
$150, 000 and profits of $15,000 forthe first year.
Much to his surprise, actual sales were $250,000
in the first year, and profits $18,000.

Encouraged, Mr. Jones expanded his inventory
in anticipation of an even better second year. Un-
fortunately, however, the country experienced an

. economic downturn during the business’ second

w

year, and unemployment rose significantly among

Mr. Jones' inner-city customers..When he was able -

only to maintain sales at a level equal to his first
year, he had an pverstocked inventory. Further,
because of the style of shoes he carries, it was
particularly difficult to deal with the problem. He
felt he could not simply cut back on purchases of
additional inventory stqck, for his customers had
come to expect him to carry the most recent shoe
styles Thus Mr. Jones felt compelled to continue
adding shoes as new styles came out. Not to have
done s0, he believes, would have meant risking his
store’s “high style" reputation. “You ve got to
have a wide selection,” he claims.™ “Every cus-
tomer should be able to see 10 pair of shoes in
his line of interest.” In consequence, nearly 1 year
later, Mr. Jones still has an overstocked inventory.

With too much of his working capital tied up in
inventory, Mr. Jones is-often caught short of
operating funds. Unwilling to delay employee sal-
aries or loan payments to the SBA, he has chosen

t £

, & of the Madison Boulevard area. After the disturb-

v pearance, few operating retail stores, and general

,'; " ? 31 ‘ ‘.. '. ’
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__ to.deal'with the.pnoblem by.delaymg_ms_naxmenls\
to his shoe suppliers. None of them has refused |
him credit on his purchases as yet, but he advises |

that he must be careful not to stall any creditor too.
long lest he lose a source of shoes. Of course until
his cash position improves, Mr. Jones will be un-
able to take advantage of discounts offered for
paying his bills promptly.

~ Another problem is a consequence of the store’ s
location. Not long ago, two major credit card com-
panies in Gntham withdrew their service from all
retail establishments in the Madison Boulevard
riot area, claiming that the area is too vulnerable
to the fraudulent use of credit cards. The result
was an immediate drop_in Mr. Jones' business,
since an estimated 10 percent of his sales were
made 5, the creut svstem provided by those two
facilities. Mr. Jones believas that this loss, adverse
economic conditions, and hign nemployment ex-
plain the failure of second-year sales %o exceed
those of the first..

Mr. Jones has not experienced any significani,
difficulties due to criminal acts. The biggest loss
to date was the result of two broken windows not
covered by applicable insurance. There have been
some near misses. Once, a would-be burglar was
frightened away by a security alarm—after drilling

* through the store's back wall. On another oc-
casion—Mr. Jones and two employees sat up for
two nights in the store, armed and prepared for
possible looting.

, Finally, Mr. Jones is concerned over the future

3

ances, plans for a geperal renewal of the area
came under discussion, and the urban renewal
authorities began to condemn and purchase cer-
tain buildings in the area in preparation for their
development actjvities. However, 115 .years after -
the riots the urban renewal plans are still not ,
definite. Half of the stores are still vacant, with
plywood doors and windows and smoke stained
extenors The combination of an unfavorable ap-

ununcertainty as fo what the future.holds has con-
vinced Mr. Jones that he should put no faith in the
area’s commercial prospects.

Success and Dissatisfactics 13

In spite of the indicated problems, Shoe City is
a successful business venture. Mr. Jones decided

23 .t
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near the end of the first year of business to estab-

use new debt to finance this expansion and is cur-

<

lish a second shoe store ip, another black com-
ercial and residential ar a across town. Mr.
Jones accomplished th|s without adding any new

i debt, using instead the funds generated by sales.

The second store obtained a profitable position ‘

in short order, and Mr. Jones is now preparing to
open a third store, this time in the main downtown

shopping area where he can better attract cus-)

tomers of all racial and ethnic backgrounds. With

a tight cash position, hoWever, he will most likely

=~
LY ’ ”
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rently negotiating with the SBA.

Although this growth record seems |mpresswe,
Bud Jones is only moderately satisfied. He feels he
should have done better, and that his own failings
as a manager are holding things up. Furthermore,
he wonders whether what he considers to be
“limited success” is sufficient reward for the 72
hours per week that he works and the attendant
headaches which cause frequent st?ams on his
family life.

8. Computer Consultants, Incorporated

» !
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Kenneth Smith says he has always been a
“young man in a hurry." He says that he has had
a compelling urge to succeed ever since he was a
" boy, the first of nine in a family whose tailor-father

~ died when Kenneth was 8. ~.»

Mr. Smith put himself through college, and
graduated m 1960 with a B.S. degree in mathe-
matics and ‘an ROTC commission as a second

fheutenant in the U.S. Army. He gave brief con-

‘snderatlon to a military career but decided he
gouldn't stand, “the’ Army's’ hypocrisy oi non-
dlscnmmatlon," He completed his active duty
service in mig-1963 at the age of 24,

Once out of the Arr‘ny. Mr. Smith took a job with
a large aircraft corporation in Texas. However,-he
" quickly concluded there was no opportunity for ad-
vancement to a supervisory position, becau%e
there were 110 “black supervisors in the aircraft

"

corporation’s Texas ope~ation. He qui} after about ‘

114 years. "

In early 1965 Mr. Smith acceptod a pOQItIOI"I.l

with an engmeenng consulting company which

_was "contracted to do work at a U.S. Government ,

“research institute in Hanford, a Northern city of
about 2 million population. In a short time the
company selected him to attend a special training
program, and promoted him to a supervisory
position. Mr. Smith was pleased with his orog-
ress, but was still dlscouraged by what he believed
to.be limited prospects. He begafi thinking of
starting his own business.

- A

Decision To Enter Business

" Mr. Smith discussed his business ambitions
with his work acquaintances, and together they
analyzed a;variety of possibilities. By m|d~1967
Mr. Smith was convinced he had hit upon a good
idea. His experience, at the institute had
acquainted him with the computer software work
for which the institute contracted with private re-
search and consulting companies. He was certain
that with a company of his own, he could per-
torm the same work satisfactorily. He quit his
supervisory position in April 1967, and went to
work with a small engineering company in a job

. which would allow him more time to develop his

idea.

- Mr. Smith’s proposal to start a consulting com-
pany, attracted the interest and support of five
other individuals, most of whom were working at
the Government research institute. Mr. Smith
agreed to take them on as minor partners, and’
together they formulated a plan. Using the inside
experience of its founders, the new company
would bid low and pick off a sizable contract from
the institute. With this contract, and perhaps one
or two others similarly obtained, the gcompany
wouid have a substantial base of operations .for
the noxt 2to 3 years. This would be ample time in
which to develop certain “proprietary packages'
to sell nationally. The *‘packages” would consist of
specialized computer programs to provide ac-
counting systems for physicians and dentists, and




crime recording systems for law enforcement
agencies. Within 1 year the company would be

~— tuming profits, and after 3 yéars it would be a

multimillion dollar company with diversified inter-
ests in several technical areas in which its engi-
neers had developed patented concepts. At that
- point Mr. Smith would step up from company
president to chaitman of the board, and begin
: pursumg,other interests such as politics and
wntmg

"From hus contacts at the institute, Mr. Smith
received encouragement regarding the prospect
of obtaining a 3-year $500,000 contract which
was soon to be awarded. Based upon this ehcour-
agement, he decided that it was time to open his
business. . N
Financing the Venture ‘

Armed with an mvestment prospectus, Mr.
Smith approached the SBA-sponsored Service
Corps of Retired Executives (SCORE) for advice
on startlng his venture. He explained the com:
pany's long-range plans and outlined its financing
needs. Mr. Smith and his partners estimated that
the company needed $250,000 in order to assure
that it had adequate time to develop and sell the
“proprietary"packages’” which they considered the
key to business success.
. Recalling his experience with SCORE, Mr. Smith
is quick to express his appreciation for the advice
concerning the technical aspects of starting a
business. However, he was not willing to ‘accept
SCORE's suggestion that a_computer software
company could start with considerably less than

. one quarter million dollars in ‘initial financing.

SCORE recommended that the company reduce
the size of its initial capitdlization and‘accept &
more conservative plan of growth and diversifica-
tion. If the company would do this, SCORE would
assist in obtammg the financing and in setting up

the busmess This was not acceptable to Mr. Smlth‘_
and his partners, and they declined SCORE's

assistance in favor of that of a local investment
bank. ‘ ~
" The investment bank was interested in servmg
as Mr. Smith's, underwriter for a public stock of-
fenng In 1968 the market for new issues of com-
puter software companies brcight top dollar, and
*‘going public” held the key to the accumulation
of large amounts of money for many young glamor

3
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companies and their investment bankers. The
investment bank assured Mr. Smith there would
be no problem in raising $250,000 for the tom-
pany. However, Mr. Smith would first have to find
an initial equity investment of $25,000 (10 per-
cent of the intended issue) and obtain one Iarge
consulting contract.

Together with two of his partners, Mr. Smlth
returned to Texas and successfully raised the
required $25,000 wmong personal acquaintances. .
Each investor was restricted to an investment of -
a few thousand dollars in drder to limit his risk,
and to assure that effective ontrol of the business
remained in Mr. Smith and his associates’ hands.
In return for their promotional efforts, plus a token
investment, the founders retained approxxmately
50 percent of the stock, and received stock options

which would be of value should the company suc-

ceed. Mr. Smith felt he was on the verge of seeing
his dream become reality. ,

Upon returning to Hanford, Mr. Smith called a
meeting of the investment banking firm, his at-
torney (recommended by the stockbroker) and

himself, to conclude arrangements for stock of- . )

fering. They met in the attorney’s office, where Mr.
Smith’s concept of the ease and benefits of “gomg
public” crumbled. .

Mr. Smith recalls he was so nervoys that he
couldn't sleep the night before the.meeting. He
realized that the next day would see him discuss-
ing the crucial question of taking his company
“public” with two individuals much more knowl-
edgeable on that subject than he. He was uncertain
as to how these two people—botH white—in- °
tended to tréat him. The attorney, whom he had
not met, was to be his agent, but Mr. Smith was
suspicious of the attorney's interest and loyalties.
In addition, the stockbroker had been only a
casual acquaintance,

The next day brought surprise and disappoint- )
ment. Immediatel; upon hearing the investment
bank’s proposal, and bafore Mr. Smith could, say a’
word, the attorney “jumped up .from behind his
desk saying ‘No, we'll never do thgt . I will not
be a partof it. . . you are trying to take advant‘age
of these guys! '' Mr. Smith reports that he sat
for a half hour while the two argued. as though he
weren't there. The next day he “received a letter
from the stockbroker saying they [the investment
bankers] could no longer assist us, that they had
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dissolved their relationship wnth us, and wouid no
Jonger €erve as our financial manager "

L« Mr.-Smith-advises-that-the- mvestment bank-had

proposed that lt,be given an initial 50,000 shares
in the companj;r in return for its efforts.in raising
the $250,000 and a nominal mvestment of 5cents
per share. ‘At the time there were only 98, 000
shares outstanding, divided among Mr. Smith, the
other founders, and the: Texas investors. The at'
- torney apparently objected both to the investment
banking firm's fee and to the fact that the Texas
investors had not been forewarned that their
interest in the company was to be diluted to the
extent of 50,000 shares retained by the invest-
ment bank.

Mr. Smith was i:aught off guard hy the whole
affair. He had not considered what *.c investment
banking firm's interest was llkely to be, and ac-
cordingly was not aware that the otner investors’

equity positiof stood to be diluted drastically.
Taken by surprise he was unable to even attempt
to salvage some sort of compromise with the in-
- vestment bank. '

Faced with the reality that there was to be no
quarter of a million dollars to support the grand

contracts and at the firmly entrenched soft--are
companies which seem to him to be “‘above” the
requirements, of competition. - -

He believes his unsutcessful bid was the result

primarily of undue preference given to the estab--

lished consulting companies, plus an “anti-Smith"
bias on the part of the institute. He minimizes the
importance of other factors.

. Without knowing exactly why Computer Con-
sultants lost its target contract, it is nevertheless
obvious that Mr. Smith overvalued the advice of

“his acquaintances at the institute. It is also ap-

parent that he misjudged the degree of determina-
tion with which the established firms would meet
anyone challenging them for a $% million con-
tract. His business strategy was concise but very
much oversnmpllﬂed——bld lower than the competn
tion. After losing the $500,000 contract he applied

- this same strategy to several publicly announced
. invitations to bid .on specified contracts, but al-

opening they had planned, the founders concluded .

what in fact had been obvious all along. There was
no reason" why the operation should require an
initial $250,000. Thus without altering their initial
. plan in any way, other than to cut the number

of employees from 17 to five, they decided to open -

_for business and strike out after the $500,000
"contract. They felt that.once this contract was
in hand i would draw additional investment funds
from innumerable sources. After paying the ex-
penses related to startup, the campany had a
$21,000 cash reserve to carry it until it could be
come self-sustaining. .

IS

Business Failure s

LComputer Consultants bid on the $500,000
contract but lost it to an established competitor.
* As Mr. Smith recalls tfle company's failure, he is
usually objective and philosophical. On certain
subjects.he becomes’ rather emctional, however,"
“ and the loss of the $500,000 contract is one sych
subject. That topic can be counted upon to bring
. forth some of his most bitter comments, directed
at the established system of awarding government

-

ways without success.

The few small contracts that Computer Con-.

sultants did obtain, approximately $32,000 in 2
years, came from a market technique which Mr.'
Smith, had ariginally mtended to shun—the_

submission of unsolicited proposals. 1 this area

Computer Consultants did achieve some de-
gree of success, probably because it was able to
avoid direct confrontation with its competitors,
who were either unaware of the potential business
or umnterested due to the small dollar value of
the contracts. i -

With the $25,000 original investment, plus the

. $32,000 in revenues, Computer Consultants man-

aged to stay in business for 2 years. However,
even though Mr. Smith regularly put in 60- to 70-

hour work weeks, no 'sizable consulting contracts.

were ever obtained, and none of the so-called
“proprietary packages” proved marketable. Why
the company could not develop more ‘business
through unsolicited proposals is uncertain, but it
appears that Computer Consultants lacked the
salesmanship required in an area which depends

- heavily upon personal contact.
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In the final analysis, Computer-Consultants was.
dead long before Mr. Smith buried it. Mr. Smith
himself did not draw any salary for most of the
last year that the company was in existence. His

e
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“family of seven subsisted on’ the small teacher's
salary earned by his wife. A combination of in-
“tense°pride.—determinationrand'an“unwillingness

®

9. Woodword Employment

tn 1958 Charles Benson completed the 2-year
general business course offered by a local busi:
ness institute in Woodward, a city of about
400,000. For the next Z years he was employed as
a‘personnel specialist by a large corporation. At
the end of that pertoJ he had concluded that this
means of making a livelihood was not for him—
he wanted a higher income znd more personal
f-eedom. Accordingly, he decided to seek an op-
portunity in which he could be self-employed.

Mr. Benson left the corporation in 1960 to start
the Benson Appliance Store. The venture was ill-
fated, and after struggling for close to 3 years,
the-pressing economic requirements of his family
caused him to return to being an employee. Draw-
ing on.his preyjous experience, he found a job as a
personnel counselor with the State government's
employment service.

For 5 years Mr. Benson worked with three
organizations concerned with providing jobs for
the deprived and needy people of the Woodward
‘metropolitan area. This experience gave Mr. Ben-
son an understanding of the market for unskrlled
and semiskilled labor in the general area. .

Although his first venture had been a faijure,
. Mr. Benson's desire to be an entrepreneur never
faltered. His most recent 5 years as an employee
convinced him more than ever that only in self-
.employment was there a possibility of achieving
substantial financial reward. Once he had finan.
cially recovered from his first business venture,
he started search:ng for another business "oppor-
tunity. . A

. At work Mr. Benson had met Roger Pearson,

who is white and seemed competent and knowil.
edgeable in employment placement. In conversa-
tions with him, Mr. Benson had discovered that
they both wished to be free of the constraints of a
job, to run their own business, and to reap the
financial rewards of their efforts. He also found

*4

Le

to recognize or accept the realities of'the situation

kept Him going long after the |nevnta lg_should
have been apparent. -

RS

Servuce . A

that he.and Mr. Pearson were compatible and
shared common views as to the commitment and
objectives required to make a new business go, -
_Both were 35 years of age. Together they began
exploring the means by which tise two of them might
launch a bysiness venture which could capitalize
on their combined knowiedge ‘and experience.
Through their work experience$, the partners
q*reached two general conclusions concerning
local market for unskilled and semiskilled -
help First, there was a growing acceptance by
employers of the concept of hiring temporary help
as needed for specific jobs, instead of constantly -
arying the size of the “‘pe:manent” work force. ~ -
§econd the employment agencies in Woodward
supplying temporary help were doing an unsatis-
factory 1ob in providing quality workers.
The-partners decided to test the demand for a
., hew temporary help employment agency by asking.
the oponiuns of personal ~friends in the top
management of some of Woodward's largest cor-
porations. The replies indicated that vaost of those
individuals believed that a new agency could
succeed. Already convinced of their ability to pro.
vide higher quality help thar the competition, this
was all the encouragement the partners needed.
With contacts in high places they felt certain they
could “steal the contracts" from their competition, -
which intluded the _Woodward offices of two na-
tional tempgrary employment agencies and a well-
established local agency.

-
e '

_Getting Started , -
. The next step was to approach the Woodwar}d
Community Uplift Corporation (WCUC), a non-
profit economic development corporation recently
organized for the purpose of assisting minorities
to got into business. They prepared a proposal of .
* their intended, venture, and outhned the initial
mvestment requrrement of $50, 000
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WCUC agreed to assrst the venture, apd it pro-
vided guidance in the formulation Oof a_more
— sophisticated proposal which included “actual pro-

jections of cash flow for the first 3 years. These )

projections are summarized as follows:

Istyesg 2edyesr 3nd yoor

$160,000 $340,000 $379,000
(32,800 24,100 28,200

— -

Soles and Profits

Sal'os Rovenue .
Profit Before Taxes (loss)

On the basis of the revised proposal, WCUC
sought financing on the partriers’ behalf from a
local bank which had already indicated a willing-

» hess to participate in community efforts to pro-
mote minorfty business. The bank agreed to lend
the new venture $46,000, to be repaid in install-

> ments of $20,000 and $26,000plus interest, at
\\the end of the second and third years of business.
. During the first year only interest payments were
required, with the rate set to.fluctuate from-71%
perce\nt to 81, percent dependmg upon -move-
ments -of the prime interest rate. Since the loan
was essentlally a working capital to sustain the

firm until it ‘optained the profitable stance pro-,

lected for the second year, there was no eqip-
-ment of significance which could ‘be offered as
security. Equipment was limited to office furniture
and two vehicles for transporting the workers. The
‘bank settled for the personal guarantee of the
partners, supported by the" pledge of their per-
sonal assets and a life insurance policy on each.
_.The'bank did not ask. for a guarantee from the
Small Business Administration and did not request
that WCUC itself give finaricial-assistance. '

With $2,000 from each of the principals, the

-

agency'had total initial financing of $50,000 which

was more than the partners thought they needed.
However.:they preferred to’have-the ‘“‘cushion.”

Messrs. Benson and Ffearson chose the location
of their office carefully. ‘After consulting with
others familiar with the business of supplying
temporary help, they decided Upon a site not far
from the center city on a main arterial highway.
They signed a 1-year lease for the three rooms at
$150 per month. The area is commercial by day,
and heavily populated with transients by mgnt
Next door is the local unemployment msurance

<
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office, and r’iearb'y are a State émployment office .. --- -

and a- manpower #raining center. Lo income
wogkers and unemployed transients lived in the

of part-time employees needed by the new em-
ployment agency. J

Total expenses related to opemng were approxi-
mately $5,000, leaving cash on hand of $45,000.
They projected fixed expenses for the first year at

$44,800, consrstmg of the partners’ ‘salaries of

$13,000 each, a~ $9,000 dispatcher's salary,
. $6,500 for-advertising, $1,800 for rent, $1,000
for insurance, and $500 for utilities. -
The partners quit their regular jobs, and opened
their employment agency, the WOodward Employ
+ ment Service, in November 1968. Desmng to get
off to the best possible start, the partners had
purposefully waited for the summer's end and the
students’ return to school, in order to open at a
perlod of peak demand for temporary help

Early Drfficulties

Once open, thepartners followed their strategy
of soliciting the business of large local corpora-
tions. However, sales did not develop as they had
anticipated. Only a few of the' large corporations
responded to the partners' contention that their
labor force of part-time employees would prov

-

that of the competitors. Those that already em-
ployed temporary help were not interested in
switching employment agengres. and the partners
could not convince companies not already using

temporary help that there wcre sufficient benef‘ ts

to warrant beginning *he practice. _:

It was obvious to Mr. Benson that he and his
partner had erred in their presumption that future
business was assured .by,- or wc:ld result from,
the casual ccnversations with those in the top
management of the large corporations with whom

. they had originally spoken. He further. realized
“that thex had talked with the wrong people in
Xm{sr attempt to get an accurate reading of the
pro ;:cts for future business. In large corporations
itis dle management rather than top manage-
ment that hires temporary or part-time employees,
and specifically it is the responsibility of those in
the personnel offices. Furthermore, Mr. Benson
learned that the personnel department managers

residerdtial areas nearest the officé location. This’
population therefore would yield the labor force .

more courteous, qualified, and responsible than' .
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“were most reluctant to switch to the Woodward
‘Employment Service from one of the three com-
peting agencies. Typically, through repeated con.
ta'f':t, the personnel manager and the head of one
of the agencies had developed a friendship which
eliminated any consideration of terminating the
established business relationship. In one case the
corporation’s personnel manager was als¢ a man.
ager of one of the competing agencief&

Another of the partners’ misjudgments con=

cerned their strategy for providing a high-quality
work force. By improving their screcning tech-

niques and paying a slightly higher wage—the cost

of which would be passed on to the customers—
they had felt that they would be able to b ide
better,h/elp. As it turned out, that strategy v  n.
reaistic. It took but a short time for the partners
to realize that their work force would not be
superior to that of the competition. To a large ex-
tent it was the same work force. On any given
morning unemployed transients and residents
seeking temporary work would n. ke the rounds,

either in person or by phone, of all four agencies.

Needing work, they did not care who provided it.
A Corppetit'iveo Response .

Faced with a situation quite different from the
one expected, the partners realized they- wéren't

going to “‘steal”- any Business. They would have |

to scramble for it, and be aggressive andinventive.

Since only a few large corporations had agreed
-to ‘use their services, the partners approached
Woodward's smaller companies. Although many
turned them down, eventually their efforts showed
results. * Many smaller companies that never

hired help on-a temporary basis were persuaded:

of the economic benefits. For 2 large company with

a-sizable labor force the unpredictable short-term °

upsurges in work demand can frequently be dealt
with~by.shifting workers, and if it is occasionally
uneconomic, the end result is not very significant
given its sizable budget. The smaller company, on
the other hand, finds it more difficult to adjust to
a shrt-term work upsurge, and the savings to be
realized by not carrying a permanent work force
" large enough to handle emergency situations can
be significant. Thus the concept of hiring tempo.
rary employees was appealing to this new market.
. A secong benefit which accrued to the partners
. by seeking business from the smaller companies

~

was the reduction of the number of direct com-
petitors. Two of the three original competiiurs
were local offices of national employment agencies,
«nd their sales efforts tended to be directed toward

large~ industrial corporations which were fre. .

duently part, or potentially part. of a national
account. By thus approaching the smaller. com-
panies, Woodward Employment Service “frequently
needed to compete with only one agency.

Since it turnzd out that the. service Woodward

Employment .provided was essentially the same as

its competitors, Mr. Benson realized that one of -

the few ways to outpace the competition was
by being more prompt and efficient in satisfying.
the customers’ needs, Accordingly, the agency
attempts to stay fully iiformed\of the .changing
labor needs of its customers and, ‘when possible,
to predict the need for extra help before the cus-
tomers themselves have taken steps to deal with it.
Mr. Benson advises that one of the most effective

practices they “have initiated is placing a daily .

morning ,telephone call to customers, inquiring
whether they are going to need temporary help
that day. . S )
The firm also managed to find another source of,
revenue by recognizing an opportunity to expand
its services and decrease unproductive time for
men and equipment. To assure that-its workers

arrived promptly at their place of temporary em. .

ployment, the firm had. purchased five vehicles.
However, since most jobs lasted for the length of
a regularwork day, the vehicles and drivers were

-frequently idle most of the day. Capitalizing: on

this, the partners started the Woodward Delivery
Service in January 1970. First-year projections
indicated that -the radio-dispatched seivice will
contribute approximately $25,000 in extra revenue.

Last, the partners have been both hard work-
ing and .imaginative in promoting their employ-
ment and delivery servites. From the start the
main thrust of the marketing effort has been based

on aggressive, prrsonal cqptact by the partners,

_who stress the necessity of going to the customers

instead of waiting for them to come to you. Thé:
company later added radio advertising and re-
tained the services ‘of a professional advertising
agency to develop direct, mail advertisements. An
example of an advertisement for the Woodward
Delivery Service asks *Have you had any fast

pick-ups lately?" | .

’
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Flnancial Results i

To date the firm has expenenced no significant
problems in meeting its financial obligations, but
Mr. Benson .anticipates that it may have to re-
negotuate the' $20,000 bank loan payment due

ehortl He explains that the need'to negotiate is 2
[~ result‘of cash flow problem inherent in the nature
. of the temporary employment agency business.
The agency's workers are paid at the end of the
day, while the compames employing them pay the
agency on the average of 30 to 40 days later. Thus
*_the Woodward Employment Service has a constant

a month's billings.
In addition to this cash flow problem. the part-
ners are also influenced by the same tendency

~,

~ EdClarkwas born i I 1940 ir. Foster, a Southern

city .of 125,000.2Except for 5 years when- He
- worked in New York he has spent his life in the
‘city of his birth. He went to New York after gradu-
ating from high school’and worked as a laboratory *
“assistant and later as a truck driveg. In 1962, upon
E’returnmg to Foster, Mr. Clark oBtained employ-
ment as"an attendant in a day care center. ,

Soon Mr. Clark began to fezel the limitations
placed upon him because his formal education had
.ended with hnglrschool and he considered taking
vocational or college-level courses. In 1966 he en-
rolled in an auto repair course at a locaf technical .
institute. By 1967, through his job at the center
and social enéagements. he was meeting Foster's
businessmen and made the type of contacts which
influenced him to attempt a business venture of
hisown. -,

Mr. Clark had become interested in business
while a teenager. From ages 9 to 15 he haa worked
in a grocery store, and that experience awakened

tion, his father was an auto mechanic and for a
short period had a repair shop of his own. After
the shop was forced to close, young Ed Clark was
left with the feeling that it might have been suc-
cessful if it" had been better managed.

Q

an interest in starting his own business. In addi-

¢ accounts receivable investment equal to morethan

~

4
toward caution whjich criginally promptea them to,
obtain a loan for an amount greater than they felt
was neces?sdry. They still feel- they want some
“cushjon!’ in case serious cash difficulties arise.
They l?'itend to propose a payment of $10,000 tor
$15,000,instead of the $20,000 scheduled, and

“believe the bank will assent to this request.

Although the firm has run into unanticipated
difficulties and a lagging economy has hurt em-
ployment generally, the company achieved- sales
of $101,900 the first full year in business, and
éxperienced a loss of $11,000, much lower than
the projected st-year loss of $32,800. For the

second-year indications are that sales will top
$200,000 ar.d generate profits of about $35,000.

~

10. Clark's thional Serviee Station

-

] During 1967 his interest in/business grew. He

considared a nightclub, but his|interest was damp-
ened when he found that nig tclubs in the area
had very nigh rates of failure. q’
~ " T
Opportunity Z S,
During the time that Ed Clark was exploring the

" nightclub and other business opportunities, he

hag@ned to notice a gas stétnon being constructed
op.a well-treveled arterial in a racially integrated
neighborhood of Foster. The new station was less
than a mile from the city center. Two blocks away
was a large shopping center with six other service

. stations.

Having noticed the building, Mr Clark ap-
proached the loca} ,obber of the major oil com-
pany for whom the building was being constructed.
He indicated his/interest in entering business for
himself, and, after hearing the details of the opera-

"tion from the jobber, became convinced ‘that this
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was an opportumty worth following up. After sev-

eral interviews, Mr. Clark was accepted by the oil-

company as a satasfactory candldate for the dealer-
ship. - ¢ ~

Mr. Clark says that he decided to undertake the
venture primarily on the basis of his faith it the
oii company. He had heard that the company had

-




. a reputation for fair treatment of its dealers, Also,
 the station was new and no repairs.or remodeling
would be required. .7 -

Mr. Clark now recognlzés that there are many
questions that he should have asked and many
aspects offthe business that he should have con-
sidered prior to committing his time and effort.

. Nevertheléss, at that time his desire to enter busi-
- ness, [egIar,dless of the type, was intense, dand he
was willing, to take the risk and accept the diffi.
culties that the. venture might mean for:himself

- w and hig’ family. His wife was working, and her in-

. come 'would cover the essential- household ' ex-
penses if the service station venture proved un.
successful. : .

Mr. Clark made an “uneducated"” projection .of
gasoline sales for the first year. He expected to sell
55,000 gallons per month:This he thought would

L permit him salary and profits of $5:000 to $12,000.

Although competition wouid be substantial, Mr.
Clark felt that being from the city and knowing
mapy.of its people would be sufficient to make the
station a success. He|anticipated long hours and
a,7-day week, but he elt that a successtul station

as sufficient reward.

Mr.Clark had savings that.he considered would
sufficient, when coupled with the credit on

is initial stock of goods Yfrom the oil company,

.[to begin operation. ‘ '

£ompany and jobber had heen finalized and Mr.
Clark was sent to the dealer's school sponsored by
the company. The company agreed to provide
$6,500 in an initial inventory of petroleum prod-
ucts, tires, and bateeries. Startup required an
additional $1,000 worth of tools and $2,100 in in-
ventory, items purchased from other suppliets.
After paying licensee fees and making security de-
posits for the utility ‘services, Mr. Clark was left
with $20 in cash. At the time vopened he was
not aware that Foster had an onr%anization to aid
. minority-owned businesses, He now says that"flad
t he known of the organization he would have re.
questeg'ﬁnﬁal assistance.

Open for Business

_1 OnJune 6, 1968, Ed Clark opened for business
in thé newly. completed service station. The event
was an important ope:for him, 'his‘ friends and’

-

-

) . ‘ )
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and the possibility of ?e'ginning asecond operation

By early 1968 the arrangements with the oil -

ﬁ’é work. Tardiness is a freqlient problem, as is the

31 : ) s

. y ‘
relatives. Mr. Clark had hired one full-time
mechanic, ard he intended that both he and the
mechaitic would work 18 hours a day, 7 days a
week. In this situation, the help from numerous
friends and relatives who worked without pay was

- of significant benefit to the fledgling operation.- -
" Several months later, Mr. Clark’s brother, John,
began work as a paid employee. John, having had
instruction in automobile mechani in_ high<J
school, quickly made himself a valuable asset to
the business. He was placed in charge of the re-
pair operation and became assistant manager in
charge of the station when Ed Clark would take a

few hours off.

Business Operations

Although Mr. Clark's original estimate of gaso-
line sales at 55,000 gallons per monthk was ex-
ceedingly optimistic, as he now recoghizes, sales
have been at a leve! sufficient to establish the busi-
ness as a profitable one. Actual monthly sales of
gasoline fluctuate between 21,000 ahd 23 ,
gallons. The specialized accounting firm that Mr."
Clark hired advises him that the allimportant,
ratios between gasoline sales and the sale of other.
products and services. are exceptionally good at

" Clark's National Service._Station. Largely due to
John Clark’s attention and skill, the major and
minor repaiv service offered by the station is a
-source of substantial sales. Repair prices are -
somewhat higher than the amounts charged in
neighborhood stations, but Ed Clark feels that the .
quality of work justifies the higher charge. Never-
theless, he attempts to keep prices under those of
»the center city repair operations. N :

Ed Clark reached an employment high of three
fulltime and three part-time workers, but since
that time has cut personnel to the current level of
three full-time employees plus himself. He is con- -
sidering making another reduction, either in em-
ployees or in the number of work hours, to further
cut fixed costs to the level that his accounting -

¢

firm suggests.

Fincgpg qualified employees is generally diffi-
cylt,.gnd Mr. Clark feels that he frequently sattles

for help that is substandard, artjcularly with re-
. spect to attitudes and nfﬁlsib?il)i:y(toward their

failure to display essential cqurtes to_the cus-




- tomers. On a flwoccasions Mr. Clark has resorted
to “raiding” other stations for new employees.

~ On three occasions since startup Mr. Clark has

- “sought and recgwed minor shortierm financing.
In late 1968 he borrowed $1,100 for the purchase
. of a wrecker. | ‘mud -1969 he obtained a $2,400
foan to purchase a truck for the station. At the
same time a separate $1,365 loan was obtained
for conversidn of the truck to the specifications
required by Mr{ Clark's operation. He did not

. require help from outside interests in order to
obtain these small loans.

Mr. Clark has.tome to recognize that his poor
bookkeeping practices constitute a principal source
of difficulty in his| operation. He has engaged<an
accounting firm that specializes in providing book-
keeping services to gas stations and has received

= what he considers to be helpful operating analyses
-and advice. Nevert heless, the accounting firm has
been restricted in its-ability to provide all of the
information ahd advice that it might, because Mr.
. Ctark has failed to report saleswand expenses with
the completeness that the a.counting system re-

e 5.

.:11- Empire Ballroom

proached by a friend who was convinced that he
had .a money- -making idea. His friend, Lawrence
James, was a music teacher and the leader of a
band that played regulargr for group dances in
Fremont, a large Eastern city of 114 million with
a supstantial minority popﬁlatnon Through his ex-

recognize a large, unfilled %iemand in the black”
' community for party and baliroom facilities. Party
fooms-were available at reasonable ‘rates from
social fraternities but these Wwere few and the
facilities were small. \Sociat'qroups and other
_organizations planning dances! had to use the
facilities of large hotels and pay\ remium rates.

- ,Mr. James conceived the idea of establishing a
moderately priced ballroom, an alternative solu-
tion with profit:making potential. He had found a
vacant supermarket in his ne.ighl{orhood that

\)‘ ‘ \ . LI e

In the fall of 1967\ Harold Phillips was ap-

perignce with the band, Mt. James had come to .
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quires. Having recently realized that this informa-

tion is essential to the successful operat:Jn of the

statjon, Mr. Clark intends to improve his recordmg
of sales and expense figures.

Although Mr. Clark has set no fixed salary for
himself, -he was able to draw $10,000 from the
buliness during 1969. He anticipates that in 1970
this figure will be higher. Ed Clark contemplates
turning the business over to his brother John
within the-next few years so that he may attempt
other ventures. At present he is considering start-
ing a chartér.bus service. -

Mr. Clark believes that any new small business
venture will require long hoqrs and that the first
requirement for the aspiring businessman is that
he have an_understanding family. His long hours
.at the station have created certain family strains.
During the first year he worked up to 18 hours a
day, 7 days a week. However, he feels the long
hours are worth the réwards .of the business. For
Ed Clackthose rewards are not just financial, but
most importantly come from the satisfaction of
making a business go.

~would be a suitable structure. In late 1967 he

proceeded wnth the next step of putting together a
group of fi ve investors—himself, a doctor, a real
estate agent, an engineer, and Mr. Phillips who
was the only partner with experience and formal
training in business managernent.

Profile of Harold Phillips )

Mr. Phillips was born in an east coast city'in
1920. Three years later his family move~ to Fre-
mont. He, majored in business education in high
schoo! and in 1941 was drafted into the Army.

After leaving the’ Army in 1945 he attended a
Phalade!phna university for 2 yeérs, ‘majoring in
‘business administratior. During the ‘summer he
found employment at a bank. At that time he was
one of a very few black people employed in bank-

ihg. He had been re;ectod initially because of race, _

but Intercession by a university official finally

& .
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croa secured his placement, At the bahk he ‘was_as:  for 11/5_ years because ofahlgh incidence of cqme
sngned and reassigned to vatious gosutlons in an in the area. The five mvestors contaeted the super:
, -attempteto-utilize his skills. These changes were  market chain to discuss a possuble sublease.. <Not -
o /:/ designed to limit his direct contact with both cus-  unexpectedly, the chain was interested in this
e ) tomers and gvhnte employees As Mr Phillips now  arrangement. As a next step the group solicited
rec lIs, “I didn’t have anyone to talk to, so"| put  remodeling cost. estimates from several Fremont
out more work than the others.” ' contractors. The estimates for converting the
~ Mr. Phillips returned to Fremont in 1947 and bunldmg “to a ballroom ranged from $19,000 to
accepted a banklng position as teller and assistant ~ $48,000. The low bid.was submitted by two blackv
auditor. In 1950 he married. His wife was a branch , “tontractors who were acqualntances of the in-
sales manager for a home products company Two veéfors ‘-

- years after his i marriage he decided to leave bank- Iu the initial meetings among the lnvestors, Mr«
Ty /\?pg because the pay was Iow, and, as he says, “ Xiﬁps stressed the importance of proceeding pro-
couldn't live off the prestige.” rly with the financing“of the proposed ventyre.

T e Mr Phillips then turned to selling school gradu-  During his_long association with small business,
atcon rings, caps, and gowns in a tristate area  both as a pamclpant and instructor, Mr. . Phillips
, of the South. He kept that job*for, 2 years, experi- , had concluded’ that many new businesses, .espe-,,
enging discrimination and incon\eniences. For  cially mindrity ventures, were subjected to severe
examplé; denied lodging in motels and hotels near  difficulties be. ause of reliance on initial flnancmg
" . schools, he would have to drive sevéral hours from  and.the heavy cash outlay required.to pay the Y
- the closest vlack-cpérated motel and then compete dekt. He aiso felt that the borrower had seVerely. 1
. with white salesmen who were fresh from a night's restricted his opportunities for subsequent financ:?.
stay in a local motel. Mr. Phillips was not allowed  ing because the business’ assets were already-
' to sell at white schools. Nevertheless; his largest  pledged as security for the initial long-term loan.” ¢
competitors wer'e whites who were free tc sell at ~ This limited the entrepreneur’s flexibility to deal

the black schools in his territory. ¢« with expansion or periods of difficulty,

After 2 years.on that job, Mr. Phillips.switchéd ~ - The partners con¢luded that they would rely
to selling cars for a Eremont agency. He did well pnnclpally upon their own investments and calcu-
"as pne of the few black salesmen' in that busmess lated that the venture would require an initial.

- '" - In1957 Mr Phllhps and his wife were given tne :apltatllzatlon of ~§2|5 S?100 E?c?hotf the flvte mas
distributorship far,the home products business in 10 Put in an €qual.share of that amount. Mr
-which-she had been a branch sales manager. Mr. P::Ihps mortgaged hls\home to obtain his $5, OOO
Phlﬁms resigned from-the car selling posmon to Share
devote his full time and attention-to the ‘expanded ¢ The flve then n;vestlgat:d requtn,rlem:nltls I\otrt?]b
“responsibilities of the distributorship. That busi-, t2ining a'license to operate 2 public ha is

) point"they encountered two problems. First, they
el ?ﬁ::ev;?esr :‘;5‘::5:2”0' ::I?a sgn:?: to the point wheré | re advised that even if the renting groups were

t h li , th ti d
. Mr. Phillips reduced his full-time participation 0 bring their own liquor, the operation require

liquor li , i}
7. i the distributorship in 1964 to begin teaching . JuOr license., ‘Further, food would have to-be

It M hilli served in order to obtain that-license. This re:
aqut Dusiness. educption courses. Mrs. Phillips quired the partners to expand their concept. to
remained full time in the business. . €

include beverage and food preparation service,
.. . In 1967, when Lawrence James presented the  They decided that their ballroom would provide

¢

-

o idea of investing in a ballroom, Mr. Phillips was  restayrant service during-weekday lunch hours. .
~*., -, willing to apply his business a;umen and experi- ' The second problem appeared in the form of
ence to this new project. - opposition to the ballroomgenerated by three civic

o associations whose neighborhoods surrounded the
.~ Getting Started : commercial area in which the building was located.

* The supnrmarket building that the five part- In part, the opposition-arose from plans to pro

ners chose as the baliroom site had been vacant mote use of the vacant bunldmg as the site of a

H
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. The partners attended a meeting of one of the

_fears that'the ballroom ‘would create crime and
parking préblems irf the area. They explained that
they were not promoting a public dance ~hall.
Rather, prlvate groups would rent the hall, and no
tlcgpts would be sold at the door. This prohibition
on the sale of tickets atthe door would guarantee
thadtr?deslmbles” could not gain admittance

dances and become nuisances. The partners
also explained that the hall was going to provide

X "roof top parking. Fmally, ‘they pointed out that all
the principals were professnonals and aware of
thelr responsibilities to the communlty

. Not-all the commu ity residents were con-
vunced At a public lrcgnsurg hearing before' the

group produced a petnton,,wuth 600 srgnatures
‘requesting’ that the li'cense be denle,d Two bus-
loads of people:-were present to show.s pport for,
~.denial of the license. Mr. Phillips an " His assd:

~ ciates were able to prodyce’only 60 signatures in
their favor. Nevertheless; the board granted the
license, saying that it ‘could not deny the lucense
~on conjecture of what might result. The board

" decided that the hall would be allowed to operate
until it proved to be detrimrental to thé community.
“The license was granted in October 1967.

.The partners and the supérmarket chain agreed:
to.a year's sublease of the facilities for $800 a
month, or half of the $1,600 monthly rent paid by
the chajn. The partners also megotiated with the
owners of the byilding for a subsequent 5-year
lease at the regular $1,600 monthly rate, with an
aption-to. renew for an addltlonal 8 yearsw\Jn addi-
tion, they secured an optlon to purchase the build-
_ing for $190,000.
_ The partners contracted with_the low bid, black

contractors fgr the $19,000 renovation and re-
modellng Work was begun by the contractors on a
part-time basis in November 1967.,By April 1968,
‘the fenovation was complete and Empire Ballroom
was ready to open. The first booking was for May

open, civil disturbances broke out in several areas
of Fremont. The May and Jure bookings were
quickly canceled and the Ballroom's opening was _
postponed. Deposuts collected ‘at the time that the

.
. -

government sponsored food market for the poor. -

'~ civic associations at which they attempted to calm

alcohotic beverage coiitrol board, the opposition ‘

. A few weeks before the hall was scheduled to

L]

With the émpire Ballroom renovation com"
reservations were made had te be returned. * .
pleted, the partners took stock of their investment”
outlay. The cost of the remodellng amounted to
$25,000, $6,000 more than the onglnal estimate.’
Since the partners’ total investment had been
exactly $25,000, additional financing was needed
to cover expenses of opening. The five partners
" decided to meet the increased costs by offering -
Empire Baltroom stock to the two contractors. The
contractors accepted $22,000 in cash with the
balance of $3,000 in stock shares. Now there,
were seven partners. - A
Busmessoperatlon ( |}

Empire Ballroom opened in July 1968. One of
the investors, the rea! estate agent, became the
first full-time manager. Rental rates were set at
$250 per night plus an assessment of $1.15 per )
" person. There were two booklngs in July, four in
. August, -and 12'in September.

-In the fall the partners had a setback. They dis-
‘covered.. that the used kitchen equipment, which

! had heen purchased for $5,000 in another State,

did not satisfy the city’s health regulations. New
kitchen equipment, purchased from a local dealer,
cast $5,000 plus the trade-in allowed for the used
equipment. At the same,time the partners decided
to purchase about $5,000 ,worth of new tables
chalrs and other furnlshlngs

To pay for their new furniture and equ:pment
the partners decided to apply for a $10,000 loan
at a local bank. The bank agreed to_the loan, con-
ditioned upon the personal llablllty of the partners
and their wives.

Empn:e Ballroom had 17 bookings in October,
18 in November, and 17 in December 1968. The
volume of business was proving that the partners’'
estimate of demand for the ballroom facilities was
accurate. During the initial 6-month period, from
July to December 1968, the ballroom.Had sales of
$36,000 and, despite the unforeseen expenses,
net profits of $5,000.

- " No advertising had been required. The contacts

“of the five original investors and the a’emand-‘for
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the ballroom’s facilities were sufficient to gene-
rate the high volume of business. Empire Ballroom
was still the only ballroom in the city catering to
black social groups and organizations. '
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‘rental incredse during the first part of the year, to
the full $1,600 stated in the lease agreement In
‘June, the month of school proms, Empire Ballroom
reached a high of 24 pookings

_Initially, the operatlon encountered some dlffl-
" culty: with a few neighborhood youths who
“crashed” the dances and stole from the guests.
" The problem was solved by hiring a security guard
for all dances. The first year's operation calmed
feats in the neighborhood that the hall would
constitute a nuisance: The alcoholic beverage con-
trol" board, at a hearing held after the first year,
renewed the ballroom's license. The, partners
maintained the ‘policy of not permitting groups to

'publuc dances on open nights, even though these
affairs would<have incréased profits substantially.

Harold Phillips became general manager of
Empire Ballroom in November 1969. However, he
continued to work full time as a business educa;
tion instructor and attended to the managerial
tasks of the business dur|ng evenings and on
weekends.

In late 1969 a food concession was added to the
operation. Before then, food had been provided on
request by caterers subcontracted by Empire Ball-
room. The restaurant, from the beginning, had
been a losing operation. - -

In January 1970, the basic rental was increased
to $300 per night and $1.40 per person.

_n August 1970, the partners signed a 2-year,

calls for the latter to provude all of the food and
food preparatuon services at Empire Ballroom. The
caterer now operates the restaurant durlng the
week, and provides late evening and early morning
meats’magces and other affairs booked at the
ballroom. The partners receive a percentage of the
revenues from the restaurant and other catering
services.

-With the catering contract, the partners signif-
icantly reduced their supervisory tasks. Empire
Ballroom employees now include only cocktail
waitresses and bartenders for the dances, and one
full-time janitor. All food preparation and service
workers are employees of the caterer.

“ - The year 1969 began with edually good book-
ings. The operation easily absorbed the $800 .

sell tickets at the door and rejected requests for )

full-services contract with a caterer. The contract ’
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Mr, Phillips promoted an expansion of kitchen' '
facilities, and Empire Ballrpom is now investing an
additional $20,000 in order to increase the variety
and quantity of food that the caterer can provude
When the kitchen remodellng is complete Empire ‘
Ballrooom will renegotiate the contract with the
caterer and increase the percentage that it earns
on those sales.

L4

In order to finance the kitchen expansion, the
partners approached a local bank and wete told ’
that in additiqn to security provided by the corpo- -
ration, at least three of the partners and their wives
must assume personal liability for repayment..of
the loan. The partners rejected the proposition and ,
instead have found three new investors who have
agreed to, provide total equity of $10 000. The re-
maining $10,000 of the $20,000 requlred for re-
modeling will be financed by the equipment sup-

 plier. The corporation now has 10 principal’
investors.

Mr. Phillips -advises that demand remains
strong, and that Empire Ballroom is operating
very close to capacity as far as weekend bookings
are- concerned. Indeed the ballroom js usually

. booked 6 months in advanceé for all weekend
nights. Many weekend bookings are ‘fixed up to
1 year in advance. Mr. Phillips considers that-the
only means of expansion would be through the
-establishment of a second ballroom. Monthly
revenue now averages over $13,000. RPN

In spite of their impressive bookings, the part-
ners are somewhat concerned with the potential .
competition of certain church groups that have
recently begun to rent ballroom space to earn
revenue. These groups rent their newly con-
structed facilities to organizations at prices lower
than commercial rates. By not having to meet the
same statutory, regulatory,. and tax requurements
as commercial businesses, church. groups can
therefore charge lower rates than commercial busi-
nesses and still realize a profit. To date, because
Empire Ballroom is opérating near capacity, the
partners have not had to compete with these
groups.

In 1970 Mrs. Phillips became office manager,
jOlnlI’lg her husband who remained -as generaI
manager The operation of Empire Ballroom is now
largely in their hands, although the three new in-




“vestors alternately” supervise on weekend nights.  ness through taking risks in the investment of
The other investors do not play an active role in persgnal capital. He believes that the black com- .
the management of the ballroom. munity must be willing to assume that risk if it is
One of Mr. Phillips' goals in entering the ven-  to .break into the mainstream of the business
" ture was to provide the black community with an  world. Empi;e' Ballroom has helped him to prove
example of what could be accomplished in busi- his paint, o S
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Daniel Hill could paint a stuperb sign. Among  from the local government and business com-
those in the trade the consensus was that he was  munity or unfortunate circumstances. As he de-
one of the'best. Customers were pleased with the  scribes his experiences, however, it is apparent
quality of his work, and once having hired Mr.  that poor management of business and personal
Hill usually sought him out to fill further needs. affairs also played a role .in the repeated failure

AT < ciomnaind - of his business ventures. In addition, his history
anrc:.di'::;zltgv :ip‘;ruonu: u(:afo:I:h:iTl ap"atl; 2?%.:3:23’ is riddled with j.udgments.and fine.s for such things
In fact it would be accurate to say he was some- as not conf orming to zoning requ1ren]ents,.operat-
what arrogant about his abilities, and possessed mgda bul§|pess ,w't!'om the appropriate licenses,
many of the temperamental characteristics nor-  o" not licensing his company truck.
mally attributed to professional artists. He was
intolerant of others’ mistakes, took instruction and

-12. Sﬁ’perior Signs, Inco;pbfated'__-,

o x

Beginning of a New \_Ienture

direction very poorly, and was genera"y unmindful In mid-1967 Daniel Hill moved with his wife and )

of managerial and. organizational considerations.  four children from Sputh Carolina 'to Troton, a
The product of his work—his signs—was the only ~ Northern city of about 300,000. He had heard
thing;he could bring himself to-concentrate upon, that in Troton a black person could get finan-
and with his signs he-was Derhaps more metic- _ Sial help for going into b‘}?’{l?ss' Upon arrival he
ulous than any other sign painter one is likely to . found a job with a sign pain ine firm and started
meet. Everything that went into making one. of his planning his business venture. w thg 18 months
signs had to be perfect—the finest of paint and fhat followed,he was fired by three s'gn cgntract:
materials, quality: equipment, and surroundings "8 firms, but nevertheless mana’éed to find the
conducive to painting. necessary fllnanclal assistance to open a business.

‘Mr. Hill was born in South Carolina in 1932, one Mr. Hill's choice of Troton to start a business
“of 12 children of a sharecropper. His formal edy- ~ %as @ good one. With direction provided by its
cation ‘stopped. after the fifth grade. He says that ~ Most prominent business I.eaders,. Troton is com-
his knowledge of sign-painting was acquired dur- mitted to th.e_goal ‘?f cr.eatmg business opportuni-
ing 14 years in the trade, most of which he spent fles for aspiring m|n9r|ty entrepreneurs. In 19§8
as a self-employed contractor. He also says that he  its business community founded Troton Economic
did sign contracting on his own primarily as a Development, Inc. (TED), a nonprofit economic

“matter of self-preservation.” He was fired when- deveiopment corporation, to ‘spearhead the effort

. , to get members of the minority community into
:;ﬁ:k: ‘,ahit:evc:ortl? x‘:; ks:g;r;trhear:a ?ﬁ: afu:::mzs' busines§ for themselyes. In late 1968 TED a.nd thg
were afraid he'd be promoted to their jobs. He  SuPPorting community were eager to assist mi-
candidly concedes that each of his business efforts ~ Nority individuals with business proposals which
have been financial failures, but he believes the  l0oked promising.

" major cause for failure was either discrimination Mr. Hill went to TED for help in starting his new -
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venture. HIS stated goals as set forth in his appli-
catlon for asslstance to TED, were to: (1) sell
specialty, custom signs to the big buyers in the
State, such as the large manufacturing corpora-
tions, (2) contract with the Federal Government to
provide signs, and (3) go national by doing mail
order sign, pamtmg and franchlslng local slgn
shops . f

TED approved Mr. H|II’s apphcatlon and as-
sisted him in requesting loan assistance from the
« Troton Natlonal Bank. The total flnancmg require-
ment at that point was estimated at $100,000.
TED agreed to lend $20,000 unsecured except for
Mr. Hill's personal guarantee. The Troton National
‘Bank, interested in-assisting the community effort
to aid the minority population, and acting pri-
manly upon the recommendation of TED, agreed
to lend the balance of the required funds. The
bank decided not to request a guarantee from
"theé Small Business Adm|n|strat|on in the early
~ stages of the venture, but rather to wait until the
financing was_complete before applying to the
SBA for assistance. In the meantime, it accepted
Mr. Hill's guarantée, plus liens on the equipment
it financed as its only security. The bank decided
_to advance Mr. Hill the funds as he needed them,
by having Mr. ‘Hill bring them the bills for each
expense he incurred. A determination of final
repayment terms for the loans was postponed until
‘the total financing package (expscted to include
the Troton National Bank, TED, afid the SBA) was
completed. In the.meantime, each bankloan was to
be made on a demand basis, with no repayment
dates specified. Mr. Hill put up no capital.

With initial loans of about $30,000, Mr. Hill
started his new venture in December 1968, and

incorporated it as Superior Signs in early 1969. _

Bank, he purchased a small deteriorated shop in a
light industrial area, started purchasing high-
quality specialty equipment, and began a major
rencvation and expansion of his shop. He hired his
father-in-law, one electrician, a sheet metal

* worker, and two secretaries to heIp him. He set

* his own salary at $1,500 per month. Meanwhile,
TED announced his ‘opening and cooperating busi-

- nesses provided extensive free advertising. Almost

immediately Mr. Hill started receiving calls for a

. vanetyof paimtlng jobs.

‘With the approval of TED and the Troton National
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Business Failure

To everyone’s surprise, Mr. Hill turned down
nearly all of the orders and inquiries he received:
In his opinion he was not ready to take on the few
large orders he was offered, as all of his ¢ QUID- ,
ment was not yet installed and the renovation and
expansion were not completed: He aIso rejected
the small orders, as he felt they were. %0 small as
to be beneath his dignity. The few/orders he did
accept seem to have been more or less forced
upon him, and he took them begrudglngly

Near the end of the first year the Troton Na-
tional Bank and TED reviewed the situation. The
bank had loaned Mr. Hill $84,000, and TED had
loaned him $20,000. Superior Signs had done less
than $39,000 in business and gave no indication .
of increasing its sales volume in the near future.
The renovation and expansion of the shop were
far from complete, the shop was terribly crowded™:
and unkempt, expensive specialty equipment was
sitting unused, and Mr. Hill was attemptlng to
acquire further loans to purchase still more equip-
ment. The company had confinuing personnel
problems, nearly all of which seemed to, stem from
Mr. Hill's lack of administrative ability. In addi-
tlon, numerous supporters of TED were express-
ing discouragement and disillusionment over Mr.
Hill's apparent mismanagement and aloofness.

The bank reacted to this situation by cutting -
off its funds for further purchases and by attempt-
ing to inject new managerial talent into the busi-
ness. The bank selected Joe Hendricks, a black
man with sign-painting experience and apparent
managerial ability, and, with Mr. Hill's reluctant
permission, placed him in the business to assist |
with policies and procedures.

The attempt was a failure. Mr. Hill thought the
new man was a “spy,” and the bank concluded
that Mr. Hill was *“too stubborn” to accept help.
In January 1970, the bank, acting with the ap-
proval of TED, notified Mr. Hill that it was not
going to give Superior Signs any further assistance.

It was obvious that Daniel Hill simply did not
comprehend the interest of those who had loaned
money to his company. In spite of a terrible sales )
record for his first year, a projection of more of the
same for the second year, and a large and growirig
accumulation of expensive equipment, he was
shocked when his loan” funds were cut off. It never
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occurred ‘to him that the bank and TED, with
$104,Q00 invested in him, would get nervous

when the machinery sat ynused instead of gen-’

erating income.”~ - -

In Mr. Hill's opinion he was bunldmg a large
sign. manufacturing operation, -one that was going
to inass produce signs for customers across the
Nation. He wasn't surprised or dlscouraged when
sales reached only $39,000 the first year. He had
intended to spend up to 2 years getting ready, to

open, with bank loans; ring expenses until a
" break-even point wi hed in the third year.

Since he felt he would not be discriminated against

in Troton, he had decided he would first ‘‘take the
State’” and then go national, establishing a second
manufacturing plant in the South and a third in
‘the West. He had no question whatever about
*"where the customers were to come from to ration-
alize his large plant. He was certain the high
Quality of his work would draw them.

k<4
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13. Clayton’s Disc Shop
Larry Clayton was born in 1925 in Renton,.an
Eastern city of about 900,000 population. He at-

tended high schoo! but dropped out before gradu-
ation. Subsequently Mr. Clayton went to work for a

U.S. Government agency from which he was "

drafted into the Army during World War II. After
31, years of Army service Mr. Clayton returned to
Renton and to the Government agency. For the
next 16 years he worked as a printer with the same
agency and in the same department, until a re-
. organization moved him to another' department
where he continued as a printer for another 3v5
years. He says that although he was devoted to his
work before the reorgamzatlon, he became quite
unhappy after the reorganization in the new de-
partment. He was displeased and felt he was dis-
criminated against because he was black. He re.
, lired in the spring of 1968 after 2715 years as a
U.S..Government employee.

Mr. Clayton had a love for music that started as

‘a young boy when he learned to play the saxo-
phone. 'By the time he was 16 he was playing
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Mr. "Hill could not understand that\hers with
an interest in the business did not subsctibe to
his views. He d|d not know what they wer, f ‘expect-
ing of him or.what they were looking for in his
business. He was not even convineed that their
loans entitled them to a voice in the management
of his business. It is obvious that Daniel Hill and
his creditors never reached a common under-
standing of either Superior Sign’s objectives or
business strategy. It is also obvious that all would
have been-better off had they confronted, at the
very. beginning the problems inherent in Mr. Hill's
perception of his business venture.,

Shortly after the Troton National Bank cut off
its loan fund$, Mr. Hill relinquished his position
in the company, and was absolved of any liability
to the bank or TED for their loans. Superior Slgns
was liquidated, and the bank took possession of
the equipment and moved it to a new Iocatlon
where Joe Hendricks opened for busmess

4

M
occasionally with local Renton bands. He grew up
with the music of such artists as Cab Calloway and
Tommy Dorsey, and later became a devoted jazz
fan, eager to expound upon the artistry of such
jazz men as Miles Davis, Dave Brubeck and The-
lonious Monk. While working as a prmter for the -
Federal Government during the 1950'5 he played
baritone saxophone in his own jazz band which
performed in Renton and other east coast cities.
He is proud of those days and says he stopped
playing in bands only because rock 'n roll pushed
"real music'—jazz—out of the limelight. He has
never forgiven rock 'n roll for the intrusion, and
the slightest encouragement will set him off on an
emotional discourse concerning the deterioration
of music in the United States and the detrimental
effects which the new music produces on souety

Decision To Enter Business

Mr. Clayton says that he ‘‘never really wanted
to work for anybody," but rather wanted *to be
somebody . . . to leave one mark before it was too
late.”” Once he decided to retire from the Govern-
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ment these long-held thoughts mfluenced him to

enter business.

Without much hesitation Mr. Clayton decided to
open a record store. He asked no one's opinion,
but rather “'followed his own mind”" as he says he
had been doing all his life. Retailing records
seemed a logical and desirable business venture
to him as it would put him back into close contact

_with music. He also believed it would enable him

to educate the record-buying public, especially the
young, on the message of jazz as compared to the
emptiness of rock 'n roll. Mr. Clayton was serious
about the need for such education as a significant
‘contribution toward restoring some:- .of the values
he bélieved today's youth had forsaken.

“Mr. Clayton never congidered such ‘questions as
who his competltlon would be, or how he would
compete with them. For his store, he chose a
location in the shopping area of his neighborhood.
JHe found a site that had been occupied by a retail
clothing store, until a recent civil disturbznce in
the area resulted in its being looted and set afire.

Mr. Clayton never considered locating in any athers . ¢

section of town The building was six blocks from
the house 'in which he had been raised, and he
consudered the community his nelghborhood and
himself a neighborhood leader. It was here that he
wanted to make his’ mark, to be the success he
knew he could and should be.

" Mr. Clayton'did not make detailed estima.ces of
what it would cost to set up in business, but he
guessed it would require from $30,000 to $40,000.
Having concluded that no one would !end that
amount to a black man, he decided to limit his
request to $15,000. He felt certain that none of
the banks would consider lending to him, and hav-
ing heard that the Small Business Administration
had initiated a policy of increased emphasis on
Ioans to minority people, he went directly to it.

.The SBA consented to lend him the $15, 000
he' requested. He agreed to repay the loan over 6
~ years at $248 per month, including interest at 57
percent He cannot recall what security require-
" ments were imposed other than his personal guar-
antee. He had no money of his own to invest, and
there were no other lenders or investors.

The store selected by Mr. Clayton required re-
modeling to suit his business. By doing most of
the work himself, Mr. Clayton was able to put it

e

into acceptable condition for about $1,000. None
of the suppliers would allow him to purchase on
credit, and he was required to pay cash for all
equupment furnishings, and inventory. He spent
approximately $10,000 on store counters,. , tables,

record players, and record inventory, and.another
$1,000 for miscellanepus startup expenses, This
left a cash reserve of about $3,000. Mr. Clayton
says he didn't estimate his fixed expenses, but
knew rent was to be $350 per month, wages were
to be set at $2.20 per hour, and his own draw
was to be $150 per week. He did not project sales,
but thought he was ‘'goingto be a big success.”

Business Operatiort

Clayton's Disc Shop opened for busmess in Sep-
tember 1968. Sales personnel included Mr. Clay-
ton, a female friend, her daughter, his own daugh-
ter, and two young men. The latter four each
worked 40 hours per week at $2.20 per hour,
earning total weekly wages of $352.

Mr Clayton advises that although.he detested

, music, he knew thot a successful racord
business had to carry “‘rock’ record albums and
tapes, for this is what the young wanted. However,
he intended to build his store's image as a record ‘
shop specializing in jazz. Thus he tried to push the

sale of jazz records and never missed an oppor- -

tunity to ‘educate” one of the store's young cus- -
tomers on the glories of jazz.

The store was open every day except holidays,
and Mr. Clayton estimates that he worked an aver-
age of 72 hours per week. He spent about $2,000
on radio and newspaper advertising when he first
opened, but later regretted it and did little adver-
tising thereafter. Except when d-aling with fellow
merchants located in the same area, he sold only
on a cash basis, accepting neither credlt cards nor
personal credit.

Mr. Clayton was able to draw a number of cus-
tomers from among his church and social con-
tacts, but most were walk-in shoppers from the
surrounding neighborhood. The vast majority of
sales were-of “‘rock®’ records sold to the youth
market, and 15 to 20 percent were of jazz and
other lines sold to customers of varying ages.

Although sales were reasonably good at the
start, they soon fell off. Mr. Clayton places much
of the blame on his supplier, upon whose judg- .
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ment he had been “forceg to rely since he per-
sonally had no previous experience in the record
business. He permitted the supplier to select the
" initial inventory, which apparently contained many
" unpopular recordings. In addition, jazz sales never
caught on, and he was therefore forced to try to
survive primarily on the sale of ““rock’" records to
the youth market. However, his sale of “‘rock”
records suffered considerably because of direct
competition from the large discount record stores
in downtown Renton. The young customers were
_cost conscious shoppers and since the bulk of
their purchases fell into the category of ‘current
hits, they were likely to “be aware of “sales”
through the newspaper advertising of the discount
stures. These large volume stores apparently re-
ceived sizable discounts on hit records purchaséd
in large quantities. Mr. Clayton, on the other hand,

* did not receive discounts, and therefore could not

compete with the coniinual “sales” of the discount
stores. In a short time sales were down to an aver-
age of $£M to $60 per day. The situation further
detenorated when a compe*'tor opened across the
street

Hd

W|th the busmess not generating sufficient cash,
the record inventory dwindled considerably, Sales
then fell further, as the customers went elsewhere
to obtain-a better selection. Mr. Clayton started
making daily runs to his supplier, who was still
demanding cash for all purchases. He used the
proceeds from the morning's sales to provide
Stock for the afternoon and evening. On several

A

- 14, Gorddn Pu_blic_Relatiorts Agency

In March 1969, Tom Gordon 27 years old an-
nounced the establishment of ‘a new advertising
and public relation's firm, the Gordon Public Rela-
tions Agency. It was the first such black-owned
_ agency in Emerson, a large business and industrial
city of about 3 million. He had been thinking about
starting his own business since completing college
3 years earlier, and he had been considering the
specifics of this particular opportunity for a num-
ber of months prior to actually taking the plunge.
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occasions it was necessary. for Mr. Clayton to use
his Government retirement check to puy stock,
and.replace the money when the records sold. To
combat the price, advantage of the discount stores
he occasnonally bought “under the counter” rec-
ords from.private individuals with *no questions *
asked.” He felt this was quite risky, however, and-
avoided it except when he was desperate He
added perfume and other minor; items to broaden
sales but the results were msngnlflcant

To conserve funds, Mr, Clayton-terminated his .

relationship with the proféssional accounting firm
which had kept his books and gave the job to his
female friend. He had never paid himself the $150
pér week salary he had intended to take, and he
soon stopped paying his female friend as well. He
realized the $352 per week he was paying his four
sales people was hurtmg him badly, but he could
not bring humself to terminate any of the em-
ployees. It wasn't until thmgs were hopeless that
one of the salesgirls left.

Expenses were grea}ly outrunning income, and .
Clayton's Disc Shop slipped further and further

behind in its obligations to its creditors. Finally, -

in January 1970, the store owner filed for eviction.
Larry Clayton was out of the record business.

_Mr. Clayton dreams of trying business again,
but He has no capital. He lives off his retirement
check and continues to pay $50 per month on
the SBA loan. He is very bitter toward the SBA
and the U.S. Governiment, and claims he was under
the impression that if he ““took an ionest fall’’ his
debt would be forgiven.

+

Tom Gordon is a man particularly well-suited
to the business he decided to pursue. His interest
in art throughout boyhood had definite and direct
relevance to the advertising tield. He earned a
bachelor's degree in fine arts, a master's degree in
design, and spent 2 years. studying part time in a
private art school. He also had worked as public
relations director for 2 years for black social prog-
ress organizations and had done free lance public
relations consulting for a few local_ white-owned

¥
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. corporations.-This background had given him valu-"

.able knowledge and experience, and had provided
him with personal contacts which were to prove
valuable to his new company. .

Mr. Gordon believes his experiences as a youth
influenced his decision to enter into business. Both
his father and mother demonstrated an affinity for
business and public relations. His father was the
only black representative for a national labor
union, and as such was frequently involved with
piiblic relations in the business world. Mr. Gor-

don's mother was once the owner/manager of a°

profitable hotel valet shop and later managed a

. successful public relations firm. Thus Mr. Gordon

-was no stranger to the game of influence, per-
suasion, and personal contact.

Decision To Enter Business .

5
Mr. Gordon sought the advice of many ex-
perienced individuals before going into business.
They advis_gﬁ’}hat the advertising and public rela-
tions business was very competitive (‘‘cutthroat’’)
and that he should probably consider something

» else. .

" * Mr. Gordon did not deny the highly competitive
nature of the busiress he was considering but
~was firmly convinced that there was an unfilled
need for a service that no other local agencies
could offer, and that he could therefore go after a
market which others had ignored. Specifically, he
believed that the trend tc specialty advertising
aimed at the black customer market was stili in its
infancy, and lacked a cultural style and sophistica-
tion that his background would enable him to
provide. o -
Other factors, entered into Mr. Gordon's de-
cision to go ahead with the venture. First, he was
acquainted with two individuals, each possessing
12 years of relevant experience, who could handle

- the key jobs of media director and copywriter.

They were willing to work for the new firm at a
reasonable salary plus the promise of an :quity
interest if the business succeeded. Their avail-
ability meant that Mr. Gordon would personally
have the time to develop new business, and that
he would be able to depend on two experienced
and dedicated assistants to stand with him when
contract deadlines required long hours and har
work. ' ;

Another significant factor Which_ was decisiye in
convincing Mr. Gordon to begin the venture was
the fact that he had assurances of three initiak&on

%racts. These he had obtained primarily through

_the efforts of friands who were willing to use their
influence to assist him in getting off to a good

start. Perhaps the most important was a $17,000
contract with a large corporation to promote the
introguctiowof a new product. Thi§ contract 'was
obtained with the assistance of one of the corpora-
tion's upper echelon employees, for ‘vhom Mr.

Gordon had earlier done personal public relations

work. S
A final important consideration which in-
fluenced Mr. Gordon to proceed was the low
capital investment required. Since the Gordon
Public Relations Agency was to be a service or:
ganization, thefe was-no need to i-vest in ma-
. chinery and equipment and a large physical plant.
All that was needed was office space, furniture,
and a small initial stock of material: Mr. Gordon
estimated that he could begin with an investmen
of only $8,700 from his own savings. This pleased
him. He did not want to take out a loan, which
would_require him to worry about monthly pay-
ments, and he did not want any outside investors,
who would thereby *‘get a piece of the action for

only a few thousand dollars.”

Pushing Sales and Gua(;dir'g Profits

* With an eye on his limited budget, Mr. Gordon
set up for business. He found ample office space
for $482.50 per month in a renovated building on
Jefferson Avenue, not far from an expanding
prestige snopping and office area. As he explains,
. he wanted a location close to the two black social
progress organizations for which he planned to
continue doing public relations work, but near
enough to the city's main business area that pro-
spective white clients would not hesitate to call at
the office. After deaucting a security deposit equal
to 6 months' rent, $5,100 in cash for furniture,

ahd expenses for an initial stock of materials from *

the $8,700 capital investment, there was little
cash on hand at the time ofkopening.

If Mr. Gordon's initial contracts had not been
assured prior to opening for business, the short-

age of working capital could have been critical. As_
it bappened, however, monthly retainers from-

4 e
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" contracts_with two Jocal clients (onie of the two
sblack progress organizations plus a local white-
owned company) started flowmg in immediately,
along  with the- initial payments on his 6-week

. $17, OOO conhtract with the large corporation. These
receipts provided the breathing room needed, and”

" .gave him sufficient time in which to generate fur-

* ther business. He accomplished this" primarily
through the investment of long hours ll"l the de-
velopment of personal contacts.

-------- -In the- first- year, -the Gordon Public Relat;ons
Agercy’s billings amounted to $172,000 of which
about $16 000 was gross profit. The profit would
- have been’larger if the company had not invested
heavily in travel and promotion for development of
future business. These promotional expenditures’

.started paying off in the second year, however, as
bullmgs climbed to an annual rate of $500,000,
of "which approximately $120,000 represents °

. profit. The major portion of this m"presswe sales
increasé stems from Mr. Gordori's aggressive per-
sonal effort in following up all leads and contacts,
developing proposals, and traveling widely to sefl

- them. In addition to the work he has ootained as'a
prime contractor, he has also fou".d a goo'i market’
in subcontracting for larger established agencies.

These subcontracts usually involve feasibility
analyses of marketing opportunities in the black
community. -

Mr. Gordon is tight with the firm's money and
this, along with good sales growth, helps to explain
why the company is already a financial success. He
sets the pattem himself by drawing his salary,
$15,000, and no more, from the company. His
five employees receive salaries ranging from
$8,500 to $15,000 annually. In return they are

°

15. Hd!e's Firstline Furniture

~

pany, Stuart Hale became the only black furmture

- retailer in Hunter, a city of about 500,000. Now,

nearly 2 years later, Hale's Firstline Furniture
Company is a profitable and growing operation.

Mr. Hale was born in 1930 in rural Arkansas.

His formal education, in a small country school,

0y
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expected to put in whatever amount of time is re-
quired, usually about 50 to 60 hours per week.
All seem satisfied with thelr pay, and demonstrate
a ctrong commitment to the business. This may
derive, in part, from Mr. Gordon’s promise to set
up employee ownership and profit-sharing plans
once the company is well established.

Mr. Gordon emphasizes that from the very be
ginning one of his major objectives, aside from
developing new- business, has been to keep costs
at a minimum. He says he was very much in-
fluenced by a survey he made, before starting the
agency, of successful and unsuccessful advertis.
ing and public relations agencies. The survey con-

* vinced him that one way to fail was to ignore the

probablllty that an agency will experiénce periods
in which business is slow. He believes if the man.
agers choose to “live high when times are good,
they’ll pay later when the business climat 5 ~s
favorable. In order to maintain a close check .
his finances, Mr. Gordon hired a profess:onal
accounting firm to provide monthly accounting re-
ports and cash flow projections. Aithough he
wanted to skimp wherever possible, he decided )
it would be foolish to eliminate the acc0untants
who could best help him accomplish that objective.

The Gordon Public Relations Agency is unques.
tionably a success. Its presndent is an aggressive
anc ‘rugal entrepreneur who tcok a good idea,
carcrully devised a business strategy, and with the
help of highly qualified people developed it. by,
hard work and by capitalizing on all available
rersonal contacts and opportunities. Soon the firm

w1t handle a little public relations work for itself:
i+ 1l announce the opering of a new offlce in an-
other large city.

Company : .

terminated ai the 10th grade. -His father was a
minister and his grandfather, whom young Stuart
idolized, farmed 3,C00 acres in the same part of
the State. Stuart aspired to the independence and
decisionmaking freedom of his grandfather .
At 22 years of age, Mr. Hale' moved to Hunter
and worked as a pipe layer for 2 years before he

-

]




3

was laid.off. For the-next 11 years he was a general
_repairman in an auto body shop. During 5 of these
years, helso operated his collision repair busi-

ness on:a parttime basis. In 1967 he bought a
billiatd phrlor, which he operated until 1969.

The Furniture Business N .
The Premium Furniture Company, located on a
main thoroughfare five blocks from the center of
Hunter, was in a residential and commiercial area
populated principally by low-income black and
Puerto Rican 7amilies. The street is commerical
and has many small retail businesses—ijewelry
‘shops - drug stores, liquor stores, and shoe stores.
* The building which had housed the Premium.Furni-

ture Company for decades was oId and unattrac-
tive.

Mr. Hale was a long-time customer of Premuum
. Furniture Company and had become good friends
_ with Albert Goldman, the owner. In 1964, Mr.
Hale went to work for Mr. Goldman on a part-time
job in shipping and receiving. A short time later
he was_ promoted to salesman. In the meantime
Mn\ Hale kept his own business, the auto repair
.shop\and then the billiard parlor.

““In 1968, Mr. Hale became a full-time salesman
at the fugpiture store He contmued to operate his

s who had begup to come to the
-~ billiard parlor.*Mr. Hale was interested in doing
something for hss\commumty and felt that the bil-
liard parlor was noxa positive contribution.
!

Mr. Hale's employer at Premium Furniture had
by this time decded to sell out. The business was
experiencing a slight decline and Mr. Goldman
also had problems in his nonbusiness life.

Some Vahjable Assistance \-

During their 5 years of asso\clatlon. Mr. Gold-
man had found that Mr. Hale was a very compe-
tent salesman. He began to take a special interest
in the possibility of having Mr. Hale\purchase the
business. When initially .approached hy Mr. Gold-
man, Mr. Hale thought that the idea was far-
fetched. He was skeptical that 2 black person with
little collateral could borrow the large amount of
money necessary to purchase the business., How-

A

financing.
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ever, he was willing to.try to obtain the requirecr .

Mr. Hale sought the advuce of two acquamt

~ ances, an. attorney and an accouritant. They indi-

cated confidence in Mr. Hale's ability to handle

.. the operation but cautioned him to explore the

venture and its prospects thoroughly before de-
ciding. Meanwhile Mr. Goldman began teaching
Mr. Hale the essential aspects of the furniture
business that he had not learned in his capacity
as a salesman. [f early 1969, Mr. Goldman took
Mr. Hale with him to the Chicago furniture market
in order to familiarize him with buying techniques -
and procedures. Mr. Goldman agreed to stay on as

a part-time salesman and advisor should the sale
and its financing be satisfactorily concluded.

Mr. Hale approached a recently formed . non-
profit corporation—Hunter Development Corpora-

_ tion (HDC)-—created to promote minority owner-

ship of loca] business. HDC was enthusiastic about
tl.e proposal and decided to back the project; it
took the proposal to a local bank and*to the Small
Business Administration. The estimate for total
financing was $150,000. ‘Approximately $55,000 ¢,
was required to purchase Premium Furniture's in-. .
ventory of furniture and accessories, and $10,000
for the existing fixtures and equipment. Initial
operating capital requirements were $1v,000. The
remaining $75,000 was for the purchase of ac:
counts receivable belonging to Premium Furniture.-

The 'help of HDC-and Mr. Goldman proved ;
invaluable, and to Mr. Hale's surprise the bank ap-
proved the application. The processing of the loan
required about 3 months, but eventually all of the
required funds were obtained. HDC, SBA, the local
bank, Messrs. Goldman and Hale arrived at the
following' financing package: Mr. Hale would put
up $1,000 from his savings; the bank would tend
him $65,000-for 10 years at 8 percent, with a 90-
percent SBA guarantee, and an additional $75,000
at 8 percent secured by $110,000 of accounts re-
ceivable; HDC would then grant a $9,000 loan on
a note subordinated to the bank's loan and se-
cured by the personal liability of Mr. Hale and his
wife.

Open for Business

On March 31, 1969, Premuum Furniture Com-
pany. became Hale's Firstline Furniture Company

<
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‘After many years of waiting, Stuart Hale finally had

a substantial business of his own. At the time he
was 40 years of age and the father of two children

Mr. Hale says that if Mr. Goldman had not de-

cided to sell he wopuld have eventually tried start- .

ing a smaller place of his own, perhaps one re-

quiring less extensive outside financing. Premium

Furniture had a successful year in 1968, reaching
$150,000 in'sales, and Mr. Hale decided that “if
| can do-it for another, I can do it for myself.” He

" “'doubts that he would have considered other lines

of business. By that time he was interested only in
being his own, boss in the retail furniture business.
Mr. Hale.was convnnced that both the location and
the business were good. “He had corducted anin-

store survey of Premium Furniture's customers‘

and found. that approximately 50 percent were
Puerto Rican, 20 percent were white, and 30 per-
cent were black The store had an established
. clientele which'was of utmost importance to Mr.
. HaﬁHe knew the store and the customers, and
felt - that Mr. Goldman's permanent ‘Customers
would continue trading at the store after tegpur-
chased it. Although there were two major com peti-
tors in the city, neither was located close to his
_established clientele. Further, he was the only
black\furmture retailer in the city, and he be-
lieved that some black customers would buy from
him: pnmar_lly for that reason.

Mr. Hale projected fiist-year sales at $200,000,
with no profit. Second-year sales were estimated
to reach $250,000 with a profit of $12,500. With-
in 3 to 5 years, Mr. Hale calculated that the sales
. would climb to between $500,000 and $700,000
annually. He anti¢ipated that after proving him-
sel Firsuine, he would open a second store in
Hiinter and then start a furniture retail outlet in
another city, possibly Washington, D.C.

At the time of opening, Mr. Hale foresaw only
one significant problem. Because he was black,
had only a small amount of perscnal equity in the
.business, and was unknown ameng the manufac-
turers and wholesalers, he antlcupated difficulty in
rreceiving supplier credit. He felt that since these
suppliers had no experience in dealing with a black
furniture ratailer, they would be hesitant to extend
the same terms to him as they would to a whit:
busmPssman in a similar position. He realized that
" he would have to be me{uculous in payment under
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any credit arrangement that he was able to secure. - )

.Furthermore, he intended to limit his buying to a ™

few lines until he could establish a good credit
rating among the suppliers. Finally, he decided he
would send his financial statement to prospec-
tive suppliers to help establish his credltworthl-
ness. .

In his first year in busnness. Mr. Hale generated .
sales of $300,000—a full $100,000 more than he
had projected. Engouraged by a first.year profit of
$24,000, Mr. Hale increased his annual salary
from $10,000 to $13,500. .

Mr. Hale's apprehensions about securing lines

cf credit were not unfounded but proved less -
troublesome than he had anticipated. Within 9 .

months, Firstline Furniture had received a top
rating of “1"”" from the credit reference firms that
operate in the furniture ‘business.-Previous to that
he had” been g{{lsed credit by four or five sup-
pliers. Now he cah order from any he chooses. He
attributes this to his perfect record of payment.
Mr. Hale changed some of the furniture lines
that had been carried in the previous store. He
introduced some higher priced lines and increased
the inventory. He now carries essentlally the same
lines as his two major competitors and feels he is
competitively weak only in that he does not have
the capital with which to match their advertising.

The Second Year .

During the course of the second year Mr Hak

added $25,000 in new debt,in order to increa
Firstline’s inventory. . . The loan was arranged
through the same bank that had prowaed the
initial financing and was secured by the pledge of
accounts receivable. * .

Mr. Hale says he is very selective in granting
credit and that he,limits any account tc $1,000.
He claims the extension of personal credit is_a
necessary part of the furniture business Ha uses
a credit bureau and information from othe. _ <ail
stores and says, ‘‘we generally get all the informa:

4

tion that we can.' Despite the precautions that he . -

employs, collections are still a problem. However,

paratively low and at an acceptable level for the
retail furnituré trade.

Sales for the second year now seem certain to
seach $350,000, and profits are projt,acted at

he feels that his volume of repossessions is co( .

-
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. about $25,000. Mr. Hale explarns that second-year

profits will be depressed somewhat because of a
" burglary in which 36 000 worth of furniture was
T+ taken from a model home display. The i fsyrance

S

- polrcy “did not cover, this loss because fhe furni-
ture was not in the store. /

Mr. Hale does not feel that.his insurance cover-

age is adequatg, and He blames this on his loca-

" tion. Specmcally, he complains that theft coverage

is very costly Th addition to fire and theit, his

insurance packagef includes “key man,” .glass

breakage, business interruption, liability, dis-

ability, and workman’ s*compensatron.

There are now erght full-time and five part-time

s employees at Hale's Firstline Furniture Store, an

;‘increase of faur since Mr. Hale purchased the

» - store. Mr. Hale himself works 50 hours per week

as ‘manager_-and salesman.” There are “wo full-

time truck drrvers, one shrpprng and one recervrng

- clerk, two offrce and clerical Workers, and two full- *

time salesmen. In addition, there are three part-
time salesmen and one pért time offic& worker.
_Finally, but of considerable’significance, Mr. Gold-

advising Mr. Hale. -

,Changeovers in* personnel initially presented a,
problem and it proved difficult to fill vacancies
with' competent employees.-Mr. Hale has used a
local community deyelopment organization as a
source~of employees and hired four “*hard: core”
unemployed persons that the group referred. Two
were not able to’ satrs’fy the- job requirements but
two did well including a secretary who stillworks
atthe store. , . e

All new sales personnel receive trarnrngconsrst-
ing es.,antrally of & 1-month preparation period,
during which the new employee familiarizes - him-
self with the articles for sale and engages in role-
playing as a salesman. The salesmen also attend
periodic sales and product demonstration .work- .
shops sponsored by

.

/ $e Aurniture manufacturers,
+ Mr. Hale believes it.is-necessary to have an inte- .
grated sales force in order to sell to all racia
groups in the community. Eight of his 13. em-
ployees are black, four are white, and one isa "
Spanish-speaking Puerto‘Rican. With one "excep-
tion, all employees live in the ghetto area or on
the borderline. - .. | ~

- ¢ »

Mr Hale is a member of several community and

s o

man still works half time, selling furnitire and:
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business organizations and is president of a local
black business assocratron He believes,that he is .
well accepted i the-community because of his
palicy of selling gdod merchandise at fair prices..
In addition, he feels that because of his knowledge
and gaderstanding of the problems of the ghetto
resigiis, he has been able to provrd,e them with ’
adviPand assistance, including_Helping some to

- establish credit with dther merchants. He does

feel, however, that a certain ale\mt of resentment
has deyeloped, in a few sectors of thé black com-
mungtyrsrnce he became wner-of the furniture
sto&Mr Hale attribytes this to jealousy and the - -
lacK of f'rm cahesiveness in the black epmmunrty

1]

A Forced Relocation -«

* +In" mid<1971, Hale's Frstlrne Fumrture “will
mové"to a new location. The move is necessitated
by an urban renewal project which calls for demo-
_lition_of the section in which the store is located
“The new building has not yet been selected, but
Mr. Hale hopes to find one about six tlocks from
“the present location,”in a borderline area between
the ghetto and a higher income section. He views
the movetas an opportunity to upgrade the busi-
ness’ by introducing him to additional customers.
He considered @ move to a suburban sfore, but .

decided against it at this time because it would -, °

require too much capital, and because the sales
personnel would have to besmuch more knowledge-
able and of greater competency to deal with-the
suburban customer. . s

Mr. Hale is, very happy wrth the progress, of ’
Firstline Furniture. He is especially pleased that
it has been able to succeed in spite of the hl,gh

- debt service requirements caused by the business'
large initial’ indebtedness. Furthermore, he. gains *
. satisfaction from his and the company’s abrlrty to
help people of low income. He feels he knows and

, understands the problems of the urban poor and

zs now in a position to deal with the problems

Slnce 1969 Mr. Hale has attempted to expand )

" his formal education with three business adminis-
tration courses. He has completed a 13-week
_course at a local technical institute and a 26-week
“course at a community college. He is also currently
finishing.the firsf'yeaiof a 3.year business admin-
rstratron correspondence course offered by a large
out-of State university.
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Mr>‘Hale consider$ that the most’ |mportant
factor contributing to his success is his 51 years
of experience in the same business which he
eventuaily purchased. He recommends that others
interested in starting a business ventare sfiould ,

- Y
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16. Biu'e Ribbon Bake'l"Yh: |

George Flemmg vas. born in 1922 jn rural
<. Georgia. When he was-2 years old his family moved
"~ to Fall City, a Southern city with a population of”
approxlmate'y 150,000. He dropped out of school
.in the sixth grade at the age of 14. For-the next
"7 years he worked a$ a laborer for several Fall
- -City companies. -

in" 1942, Mr. Flemmg was inducted intd” the
Army-whers he was trained in cooking and b,akmg .
**" He seyvéd: on active duty as a cook for the pext 3
years./ Leaving the service in 1945, Mr. Fleming ¢
returned td Fall City and to a job as a laborer

“Begause of his desire for more independehce

* and ‘opportusities for his family, he decideq to
enter business for himself. He started his first
venture in 1950, and since that time has always
been self-employed.

«

-

Business Ventures

Mr: Flemmg s flrst business venture was a
cafe, from which he also operated an off-hours
mobile sna k facility. Hg was forced to close the-
cafe in 1956 because the building in which it was
lecated was to be torn down. The cafe was small,
but he says it did relatively well. Mr. Fleming im-
mediately bought a-second small cafe which he
operated untll 1964, However, he was again forced
%o close when the building in which this cafe was
located was converted into a boarding hou/se

A small bakery shop became available at the
time Mr. Fleming was Ieavmg his second cafe, and
" he decided to change his. line ‘of 'busu)ess In addi-
tion"to the bakery, Mr. Fleming saw, the new bBusi-
ness as a base for his ongoing m ibile snack and
“soft drink operation. He opened his new business
in 1964, producing his own bakery goods far sale
both in his new store and on hlS .established mobile
routes.

\

first obtain substantial experience in the same

line.and study the business carefully, hefore start- *

ing. He insists that if one does not understand it
'thoreughty then he should not attempt it.

Stuart Hale seems to understand his business, -

a
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\* Mir. Fleming's bakery was open for 3 years, at
the end of which time an urban renewal project
forced its closure. For the loss of his business, the
urpan.renewal authorities pald him $2,500, all but
$600 of which went to pay existing debts. -The
-urban’ renewal office then aided Mr. Fleming in ~
obtalning finances for the reestablishment -of his
. busmess in a,new location., In the meantime Mr.
Flemmg continued his door-{o door snack and soft
drink business, operatmg oqt of his home.
In early 1968, ‘Mr. Fleming decided to open an-
other cafe white he awaited’ f‘ naricial assistance for °
.relocatmg the bakery He rented space at a new-
location, moved in the kutcﬂen equipment that he
had stored, and opéned for business. The cafe did..
not do well, but Mr. Fleming persi=ed, hoping that
the urban renewal authorities would secure a Idan
with which hecould reestablish the bakery.

.9

-

Another Chance R

In mid-1968 a $10.000 loan was finally secured
‘through a local.bank, with a 90-percent guarantee-
provided by the Small Business Administration.
The urban renewal office then suggested that Mr.
Fleming establish his new bakery at a location it
had found ina predommantly black residential area
just SIX blocks from*his former site. Mr. Fleming,
however, declined because he believed the space
available in the suggested building was insufficient
to accommodate the "operation he intended to =
establish. Jnstead, heslocated a larger—already
equipped-—bakery that, due to the owner's illness,
had been vacant f for 1 year.

Mr. Flemmgs choice was in an integrated, but
predominantiy white, section of the city several
miles from his previous place of business, The
area was largely middle class and residential, but
the bakery jtself was located in a small corif

L4
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' 1er§l other bakeries in the city, Mr. Fleming was

zone which included retanl shops, a‘bank, gas,
station, furniture store, and large drug store. One
of the c:ty's largest hosprtals was about a block
~ away.-

“In sprte of thie urban renewal authorities’ sug--
gestlon that he would fare better in a locatron
closer to his former business, Mr. Fleming rented

E _ the larger building in October 1968. The rent was

$200 per month. He purchased the bakery equip-
ment_from the previous owner for.$5,000, spent
$2,009 on a truck for his mobile selling, and be-

' gan to recondition the bakery for operation. To

.comply with city- health regulations, Mr. Fleming
hired a contractor to remodel the store. Although
“thé required work was not extensive, delays in its
,completron requlred that Mr. Fleming postpone

-~ his'opening-almost'5 months (to March 1969). He

- was of caurse required to pay rent for the entire
" period of mactrvrty

" Mr. Fleming believed _that the bus:ness, once
. open, would generate e%ugh income, to support
_his family of six. Mrs. Fieming was also to work
- full time in the bakery, as she had in.all of her
~ husband's businesses. Between the two of them,
Mr. Fleming.thought that they would be able to
handle the business until a substantial trade was
established. Their total draw from the business was
to be about $7,000 % year, the amount that Mr.
Flemmg calculated that he and his family required
) tOF their personal needs Although there were sev-

confi dent that his,new location and the good repu-_
tation qeamed with his previous bakery would
enable him to succeed. He was confident that. his
products would be of high.Guality and his service
~ "good. HR felt that this, coupled with the fact that

' his was to be the only lack-owned bakery in the
city, assuted him ofa $olid sales base. In addrtron,
* "he had been assured by the nearby university hos-
. pital and two colleges~that thev would purchase
their instltutlonal needs from him once he was
-able to satrsfy thelr large volume requirements.

Mr. Fleming's long -range plans were simply to
thake a success of the bakery and thereby achieve
an adequate income for. himself and his family. To
him the only.significant problem had been solved
_ when the loan was approved and the money made
. avarlable
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 copfident he could handle. *
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Open for. Business B /

. Blue Ribbon Bakery's initial sales were siow,

amounting to cnly $240 the first month, $248 the
second, and-$269 the third. Having opened with
only $1,000 in cash, Mr. Fleming was in trouble.
His gross revenues could not cover his fixed costs.

Rent and utilities alone came to over. $300 pér v

month. In addition, shortly after startup, Mr. Flem-
ing had hired a part-time baker in order to free
himself for selling from his mobile unit, and the
baker's monthly wages averaged about $250.
Added to these costs were the substantial monthly
payments on the $10,000 bank loan. _

With sales far_below expected levels, Mr. Flem-
ing tried a small amount of radio "and.newspaper
advertising; even so, sales for July totaled only
$250. Mr. Fleming began to miss payments on his
utility bills and was inable to make payments on

the loan. He went to several local banks to apply « °

for a $500 loan to cover operating expenses, but
was refuséd. He then applied to a finance com-
pany which also turned him down. In the mean-
time, Mr. Fleming was fallmg further behind in
his payments, and there were no prospects for
obtaining additional financing. With the final
rejection from ‘the finance company in August
1969, he closed the doors of Blue Rrbbon Bakery.

Mr. Fleming adviseSthat he never attempted to
sell to the institutional customers that had assured
him of their mterest in his operations. Nor did he

service businesses that had expressed interest in

aking regular wholesale purchases. He says his
limited inventory and capacity would have pre-
vented him from adequately meeting the needs of
these large businesses, and that it was important
to hifn to undertake only those obligations he was

Cproach any of the food markets or other food

"The few customers that patronized Mr. Fiem-
ing's bakery were predominately white, as was the -
general population of the neighborhood, but he
feels that most of the local residents declined to
frade with him be..uce he was black. The black
customers from his previous bakery did not sup-
port him either. Some said that it was oo far for
them to drive. Othérs indicated they didn’t, know

-thHat he had opened.

Mr. Fleming's primary interest is simply to
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, “provide for his family's basic needs. He and his

wife have recently started?notl’er business, a
small neighborhood groéery whnich they bought
shortly after the bakery closed. After a year's
operation the grocery's ghelves are poorly stocked,
and Mr. Fleming is not encouraged by the pros-

.

' 17. Clothes For Him

In February 1968, Russell Williams kought the
‘men’s clothing store in which he had been working
for 8 years. He had managed the store for the

"2 years. previous to his purchase. “If 1 could

do it for them, | could do it for myself and
make out better financially,” he explains. He had
considered the idea before, with a cousin who pre-
ceded him as the store’s manager. However, his
cousin chose to-buy a store in Michigan instead,
at which tlme Mr. g illizms-took over as manager.

ousin's successful purchase reinforced his

- determmatl n to have a store of his own. Two

years ater the white owners of the store Mr. Wil-
l‘sms was managing decided to sell.

FAr. Williams was 30 years old at the tlme of
purchase, married, and the t.ther of two. He ad-
vises that he had not considered any other sort.of
. business venture because he *“‘didn’t know any-
thing else.” Except for the 4 years he spent in the
_Air Force, the clothing store job was the only one
he -had held since graduating from high school..

" After having his loan application denied by two
commercial banks, Mr. Williams applied to the
Small Business Administration for their financial

. assnstance He expected difficulty, however, be-

cause his cousin, whom he believed more qualified
than himself, had been turned down by the

. SBA. Although he estimated that he needed about
$40,000, Mr.

Williams applied for a loan of
$25,000, understanding that to be the maximum

" available under the SBA Economic Opportunity

Lean program. A local minority business assist-
ance organization helped him prepare the applica-
tion.

The SBA approved a dlrect loan of $25,000 to
be repaid over 10 years (following a 6-month’s

pects for the future. He continues to sell bakery
goods door to door, while Mrs. Fleming tends the
store. Mr. Fleming says he has always-been a hard
workmg man. He is discouraged that a_suécessful

‘business has not been the reward for the long

hours spent in his numerous ventures.

grace period) with interest at 514 percent. The
loan was secured by Mr. Williams and his wife's
persona) guarantee plus a lien on certain assets.

. To the SBA loan he added his own investment of

$4,600, of which he.borrowed $2,800 from rela-

—tives; forythe initial capitalizationtotaling $29,600.
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He paid'the purchase price of $6,000 to the previ-
ous owners, spent about $3,000 on additional
furniture and fixtures, paid $15,000 as a down
payment on an initial clothing mventory, costing
about $21,000, and spent another $1,000 on mis-
cellanecus startup expenses. This left a cash sur-
plus of about $4,600 to carry the busmess through
any initial difficulties.

Mr. Williams recalls being troubled by two

°sngmflcant startup problems. First, even though

he had managed the store before and personally
knew some of the sales representatives, the cloth-
ing suppliers were reluctant to grant him credit.

His only recourse was to pay for his inventory ,

needs almost entirely by cash until he was suffi-
ciently established to obtain credit. His second
concern was related to the first and stemmed from
an initial low clothing inventory. With a limited
initiat capitalization and an mablllty to purchase
the bulk of his inventory on credit, he was able
to obtain only about half the clothmg stock he felt
he needed. In time he hoped to expand his inven-
tory In the meantimme, he closed off half of the
store in order to avoid looking understocked.

Open for Business
Mr. Williams' store is located on Carver Street

‘in what is basically an inner-city ghetto area of

Bensen, an Eastern city of about 1 miflion popu-
lation. As store manager he had tried to convince
the store’s owners to stock clothing aimed at the
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more fashion-conscious local black customer, but”

he was only moderately successful. The business
under the former ownership remained essentially
a standard men's clothing.store, carrying primarily

the more conser: tive fashions. Once he was the

.owner, Mr. Williams changed this policy. He felt
there was more money to be made by riding the
crests of the new fashion waves. Consequently he
stocked his shelves, hangeys, and display windows
with “high style’” clothing, the current high

quality fad fashions that appealed to the clothes-.

_ conscious portion.of the black community. He re-
named the store Clothes For Him.

As owner, Mr. Williams also layed off four of the
store’s six salesmen. He knew from experience
that "with a full-time owner/manager, which he in-
tended to be, the store needed only two other
salesmen. By working six 12-hour.days himself,
and having each salesman work a 52-hour week,
he felt he could adequately cover the sales floor
with substantially lower costs than had been in-
curred by the previous ownérs.

In its first 2 months, Clothes For Him equaled

the sales recorded by the previous owners in the .

same 2-month period of the prior year. Mr. Wil-
liams was pleased but not impressed. From this
beginning he expected business to pick up as word
of the store's change in clothing style got around.

He projected total sales of $300,000 for-the,

first year. =

Trouble on Carver Sireet

Immediately following the assassination of Dr.
Martin Luther King, iin April 1968, rioters
looted and set afire the great majority of retail
stores on Bensen’s Carver Street Clothes For Him
. suffered fire damage but could be restored. In-
surance proceeds would cover these losses. It
would take about 6 weeks to be back in business
if Mr. Williams wanted to do so. He elected nct to
proceed immediately with the restoration.

Mr. Williams was uncertain about reopening on
Carver Street. He considered the question for
several months. The SBA willingly deferred pay-
ments on its Joan during the period in which. he
deliberated. Finally, he concluded that the April
"riot was the product of an extraordinary event and
not a trend for the future.

In mid-1968 Mr. Williams learned of a men's

&

wear trade associati rogram to assist minority
indi~." !uals entering the men's retail clothing busi-
ness. rhe association agreed to assist Mr. Wil-
liams, and subsequently gave him free profes-
sional architectural help to design the layout for
his renovated store. It also used its contacts to
obtain special extended credit terms from large
clothing manufacturers who previously were re-
luctant to give credit to ghetto stores. Thus, unlike
his earlier opening, Mr. Williams was able to start
with an acequate inventory.

In Octobar 1968, Clothes For Him reopened " -

It was the first business to reopen on Carver Street
after the April riot. A few hours aftet closing on
its reopening day the store was again looted and
all.of its merchandise was stolen.

Open Again

Insurance proceeds were again avallable to
cover losses, and in November 1968 Clothes For
Him again opened for business and stayed open.
There were no further troubles similar to the two
civil disturbances. The only crime-related mis-
fortune since then has been a $125 loss to an
armed robber. That loss was not covered by in-
surance as the insurance companies no longer
provide coverage for Carver Street businesses

against robbery, window breakage, or theft unless -

these happen during a riot. In fact, Mr. Williams
- had not been able to obtain any insurance cover-
age until’he recelved assistance irom an insurance

placement facility established by the cnty after the'

April 1968 riots.

In November 1968, a’ few other Carver Street“'

stores also reopened. Mr. Williams was grateful
for this. He says that one retail store has a difficult
time drawing customers out to do their weekly
shopping. Nevertheless, approximately half the
former retail ‘sites were not reopened. The build-
ings remain fire-scarred with plywood-covered
doors and windows, causing the area to look more
like a former battleground than a shopping area.

Although sales did return to a respectable level,
Clothes For Him. never again was the gold mine
that Mr. Wijlliams once thought it would be. Sales
for 1968 totaled only $50,000, as the business
was closed for about 914 months. In the second
'year, sales reached $245,000, below Mr. Wil-
liams' $300,000 goal, but nevertheless satisfving.

-




. Given the troubles the area has seen, profits were
'-*"gOij." .

. Asked how he accounts for the business’ rea-
sonably goud second year, Mr. Williams was un-
able to point to specifics. He used advertising and
other sales-promotion techniques sparingly. Con-
_siderable credit must go to his accurate perception

of the high demand for *high style” clothing by *

his clientele. Credit must also be given to the
. trade association’ program Wthh has continued to
provnde Mr. Williams with ongoing technical and
managerial assistance. Mr. Williams advises that
he finds the program’s assistance very valuable.
They are in contact with him four or five times a
month and provide specific recommendations on
a wide variety of problems which range from style
changes and inventory management to bookkeep-

v

ing and supplier relationships® - . ' "¢

. InJanuary 1970, Mr. Williams opened a second
store, Clothes For Her—a woman'’s “high style”
clothing-shop—just a block from Clothes For Him.

- With sales at Clothes For Him holding satisfac-

torily, it wasn't necessary to seek any new loans.

However, the-SBA did assist by again deferring
payments on the loan. Mr. Williams gives the sec-

ond- store much of his attention, but his wife

smanages the salesgirls-and guides the fashion
selections.

“The Third Year'

Although his third year in business started
" well enough, Mr. Williams soon ran into difficul-
ties. First, two major credit card companies with-
drew their services from the Carver Street com-
merical area. They claimed that the area had
proved to be high risk because of improper or
fraudulent use of their credit cards. Since approxi-
mately 20 percent of Mr. Williams’ sales had been
realized through these two credit facilities, the

impact on his business was significant. Mr: Wil

liams' “high style” clothing is somewhat ex-

v

pensive, and thus the availability of credit is -
important.

~ Additional difficulties in 1970 stemmed from
the adverse effects of a steadily declining economy
vith rising unemployment. Sales suffered as con-
“sumer ‘spending was reduced. Mr. Williams ex-
plains that, in his opinion, unemployment hits his
customers the hardest because the low-income,
low-skilled inner-citv residents are generally laid
off first.

With sales down somewhat, Mr. Williams found.
himself with a rising inventory. Since an over-
stocked inventory of “‘high style” clothmg is po-
tentially dangerous, Mr. Williams was concemed.
“High style” fashion demand is very fragile and
changes swiftly and sometimes unexpectediy. He
quickly canceled some of his orders and put some
merchandise on sale. This. enabled him gradually
to reduce the inventory. -

By October 1970, with the buylng season for
winter clothingapproaching, Mr. Willjams felt that
the immediate future had a promising outiook. He
is less optimistic about the longer run outlook, °
however, and is trymg to relocate his store outside
the ghetto which has caused him so many prob-
lems. He notes that his sales have slowly but
steadily declined since he reopened after the 1968
riots. The urban renewal plan for the area seems
“stalled by politicians.”. It now appears to Mr.
Williams that it will be_several years befdre any-
thing_substantive is done to restore the commer-.
cial vitality of the area. At the rate conditions are
deteriorating on Carver Street, Mr. Williams does

" not believe his busuness could survive the waiting
period.

Mr. Wiltliams has no control over the economy,
nor over the politicians’ urban renewal plans. How-
ever, he has proved himse!f to be a competent,
manager in a difficult situation. If the area cannot
support his business, he is confident of his ability
to take his experience and skills to another, less .

g

troublesome section of the city. -
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18 Div’ersihed Services, Incorporated "

I 1952, Jeff Morris and his family moved to
Bradley, a light industrial and commercial city
with a populatlon of about 750,000. Jeff was then
ears old. He completed his high school educa-
~.tion in Bradley, and his first job after graduation
"was with a company that specialized in the in-
staliation.of floor covering. For 8 years Mr. Morris
worked as an employee of that company. Then in
1965, he began his own business of subcontract-
ing with local floor-covering firms. He quickly de-
veloped his operatlon into a profitable venture. Mr.
Morris now says openly, “l was the best.”” He
hoped to continue expanding and event'
come an independent contractor. Des; _. his suc-
cess, he decided in 1968 to accept an opportunity
to become the owner-manager of an assembly and

repair services business that was in its formative

stages.

_ A New Company in the Ghetto

In early 1968, a black community development
group in Bradley had begun making initial contacts

" with the local businéss community: for the purpose

of -promoting the establishment of several busi-
. nesses to be owned and operated by residents of

v to be:’

the inner city. One result of the ensuing discus-

sions was the founding of the Bradley Community
Uplift Corporation (BCUC), an organization whose
missior was to promote minority business own-
ership. A second consequente of the meetings
between Bradley business interests and black
community leaders was an agreement to establish
“an assembly and repair services business as their
first .inner-city project. A large national optical
equipment manufacturing company agreed to pro-
. vide the new venture with enough assembly work
" to assure a satisfactory fevel of first-year revenues.

It would, in addition, furnish appropriate technical

and managerial assi§tance prior to and during the
initial period of operation.

The new c6mpany was incorporated as Diversi-
fied Services, and a board of directors was se-
lected from the promoting groups. Immediately,
BCUC and the board began looking for a qualified
individual from the minority community to own
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and operate the new company. It was at that time
that Jeff Morris became interested. o

A friend, who was a member of the board, sug-
gested that Mr. Morris contact BCUC and declare
his candidacy for head of the new venture. The

"board was looking for an owner-manager with an

educational background in business administra-
tion or a related field, as well as an appropriate
amount of business experience. Mr. Morris felt
that, although his business experience was prob-
ably adequate, the fact that his formal education

" had ended with high school. would “exclude him

from the board's consideration. Nevertheless, en-
couraged by his friend, himself a successful busi-
nessman, Mr. Morris presented his application to
the board and personally explained h|s back-
ground.

The poard was impressed by Mr. Moms ex-
perience and success in the floor covering busi-
ness, as well as his confidence in his ability
to dea. with the responsibilities of the posie
tion under consideration. In the board’s view,
those fattors overcame his lack of formal educa-
tion in business, and within 4 weeks Jeff Morris

‘was selected by the board as the man to sponsor

as owner-manager of Diversified Services.

Expectations

Mr. Morris intended to keep his floor covering
business operating on a part-time basis in order
to assure himself an income equal to that he and
his, family of four had known previously. The
board had set the initial salary of the manager at
§iC 200 per year, which was approximately
$2,000 lass than Mr. Morris had been making.
However, Mr. Morris felt that, over the long run,
his opportumtles mlght be greater in assembly
and repair than in the floor covering business,
since the latter was subject-to the extreme fluc-
tuations of the construction industry.

On the basis of” the)optlcal manufacturer's esti-
mates, the board had projected first-year revenues
at $120,000. It was felt Jhat the optical assembly
work would provide a base- -YoF'the business, which
could later expand into assembly and repair of
other items for both commercial and household
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use.*Mr. Morris and the original promoters were
confident that the operation would grow to become

" a substantial financial success and a major source
of jobs for the unemployed of the inner city. The
firm was to start with five full-time employees, all
drawn from the unemployed ranks of Bradley's
ghetto.

Preparing To dpen

Even before Mr. Morris had become involved,
. arrangements for the initial financing of the ven-
ture had been concluded. A local bank agreed to
lend -$32,000, with interest at 714 percent and
repayment scheduled over a 10-year period. The
loan was secured by Mr. and Mrs. Morris’ personal
guarantee and a lien on all equipment The Small
Business Administration provided the bank with a
90-percent guarantee on its loan. BCUC advanced
.$7,000 on a loan subordinated e that of the bank.
Mr. Morris’ only investment was t , be in the form
of servnces rendered prior to actual startup.

A rea'ty company offered space at a minimal
rate in a substantial building in order to help the
new minority business venture. A 2-year lease was
signed calling for a monthly rental of $240. The
building was in a somewhat deteriorated area of
the inner city, but Mr. Morris and others con-
cluded that this would not have an ‘ill effect on
sales. The new company would be dealing directly
with manufacturers, and customers would not be
required to come to them.

Prior to opening, Mr. Morris partnclpated in an
8-week training program sponsored by the optical
equipment manufacturer. The training covered the
technical aspects of- optical equipment assembly
and an introduction to related managerial pro.

., cedures. The manufacturer also gave the initial

five “hard core” employees instruction in optical
equipment assembly. .

In"August 1968, Diversified Services opened
for business. The company purchased $5,000
- worth “f assembly and testing squipment and
spare parts worth about .$600. The remodeling
of the rented space-cost $10,000. Other startup

xpenses were minimal, and thé company started
with an initial cash réserve of over $20 000.

b

Attempt '!;o Diversify £
From August to December 1968, total revenues
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amounted to $19,000, and the business incurred
a net loss of $15,700. In view of the high initial

_expenses, this was considered a satnsfactory per-

formance,

In May 1969, Mr. Morris obtained through -his
own efforts a contract with a second optical equip-
ment company for a small portion of its assembly
work. Shortly thereafter an appliance equipment

company, encouraged by one of the board-direc— -

tors, contracted with Diversified Services for the
assembly of a transformer used in one of its units.
Revenues for 1969 totaled $104,000, and a net
profit of $6,000 was realized. In December 1969,
Mr. Morris’ salary was increased to $12,000. a
year.

In May 1970, two more firms were added to
Diversified Services' list of customers. Mr. Morris
had mailed 700 advertisements to potential cus-
tomers, and the local power company had re-
sponded and contracted for the repair of certain
electrical components. Late a large computer
manufacturer also contracted for a small amount
of assembly work. However, no further businesses
responded to Mr. Morris’ sales efforts.

In spite of the increase in customers, Mr. Morris
estimates that 80 pe:cent of Diversified's revenues
still come from the original sponsoring corpora-
tion. Assembly work for the appliance company
accounts for about 10 pércent, and the remaining
three customers account for the balance.

Progress in Spite of Problems

* Although Mr. Morris is pleased with the fact
that Diversified Servnces sales and proflts are
growing, he is far from satisfied. He feels that
several specific problems have frustrated a full
realization of Diversified's potential.

Work Flow—Mr. Morris believes that Diversi-
fied's continued dependence upon one major cus-
tomer has increased operating costs and pre-
vented him from providing stability of employment*
to the people he hires. At one point, during a
period of peak demand from its major customer,
Diversified's number of full-time employees grew
to 20. However, by September 1970, when that
customer's demand had ebbed, the number of full-
time employees had declined to 15. Mr. Morris
dislikes having to lay off employees when the work
flow eases, and he has difficulty finding new em-




ployees when it again surges, Nweless. the
work provided the other customers is not sufficient
to bridge the gaps in the optical company s work
requirements.

Employee Inefficiency —Mr. Morris advises that
during the early stages of his business“operation.
_his policy of hiring only the “hard core” brought
significant difficulties. He says that ‘85 percent
.of the new employees didn't !ast more than a
few months.” Under these circumstances, he de-
cided that his business could not be run entirely
with low- quallty labor. Accordingly, he raised the
hourly wage and began looking for employees
who were more likely to perform satisfactorily in
their jobs. Although all of his employees are still
from the inner city, he now considers only two of
the 15 as being “hard core.” Since he upgraded
the quality of his work force, his assembly re-
1ect|on rate has been pared from 20 percent to

- "2 percent.

Mr. Morris has been severely criticized by some
commumty progress groups because of his change
in hiring ctices. He feels, hawever, that the
change was justified in that it was necessitated by
the hard economic realities of his business. Fur-
thérmore, he is aware that if he were to be forced
out of business due to labor inefficiency, then
neither he nor Diversified Servnces would be in a
position to help anyone.

Training is conducted on the job and is the
responsibility of one of Diversified's employees.
The training in the technical aspects of assembly
and repair is not difficult and requnres only a few
hours, plus on-the-job experience. Mr. Morris
feels, however, that the real challenge and eco-
nomic necessity is to instill in his employees the
sense of responsibitity and motivation that will
insure that they are a productlve part of the busi-
ness.

Cost Analysis —Mr. Morris feels that his most
pressing need is to renegotiate the per-unit rate
Diversified receives from its major customer for
‘ssembling its equipment. The rate was estab-
. lished before Mr. Morris was involved with Di-
versified, and for some time he has felt it was too
low. However. since he did not understand the cost
accountmg analysis which was used to determine
the rate, he was unable to justify a rate renegoti-
ation. He discussed the matter with BCUC, but
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found it of llttle help. Finally, he hired a con-
sultant to undertake a complete cost analysis of
the assembly and repair operation. The consultant
explained the basis for tWfdetermination of the
rate, and explained that he believed the cost of
overhead first used as a basis for calculating the -
rate was underestimated by 50 percent. Mr. Morris
now feels prepared to request a renegotiation of
the rate in the detail and terms that will be mean-
ingful and convincing to his customer. The experi-
ence convinced him of the need to obtain qualified
accounting assistance on a continuing basis, and
he recently hired an accountant to work on.the
books and cost analysis for 2 weeks of each
month. ¢ -

If the optical equipment assembly rate is re-
negotiated, Mr. Morris says he will then be able to
pay his employees a wage more in keeping with his
own concept of fair employment. ,

Personal Strains —Running Diversified Services
has required Mr. Morris to work long hours, 7 days
a week. Referring to his family life, Mr. Morris
says that “the business damn near broke it up."”
First, there was little time to spend with the family.
Second, Mr. Morris had to take a cut in income to
enter the business. Finally, the uncertainties of the
business often caused worry at home. Although the
conflicting demands by family and business have
not been resolved, Mr. Morris feels that he has
been abl¢ to keep both family and business to-
gether through the most difficult period.

" The Future

In mid-1970 Mr. Morris hired a shop foreman
whom he pays $800 per month. The foreman is in
charge of production, quality control, and main-
tenance, all responsibilities that previously were
handled by Mr. Morris himself. He now notes that
efficiency has improved substantially since he took
on the supervisory assistance. He now has more,
time to devote to administrative matters and taq
the very important task of develcping new custom
ers for Diversified.

Jeff Morris believes that Diversified Services .
has come a long way in its 2 years of gperation,
and he realizes that he is in business today oniy
because of the assistance provided hy the original
sponsoring company, BCUC, and his board of
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directors. He is appreciative of their efforts’
feels restricted becanse of his initial dependdfce
. upon those groups. -

He has not yet been able to diversify sales suffi-
ciently to make the company truly viable and inde-
pendent of its sponsors. In part, this is because
'he hasn't had he time to devote to finding new
customers. Partly too, however, he feels that it is

19. C'qnimunity Contractors, Incorporated

In late 1967 Henry Jackson decided that he
wanted to build a contracting business specializ-
ing in remodeling, refurbishing, and renovating
commercial and personal property in Carlton, a
city with several large, light industrial companiés
and a population of about 500,000. For the past
3 years, on a part-time basis, he had been assist-
ing his friend, Frank Washington, who owned a
small contracting business. He had helped him
establish his one-man firm for doing repair work
in an apartment building Mr. Washington man-
aged, and had assisted him from time to time
with administrative matters. Based on this experi-
ence he had decided that contracting showed
enough promise to warrant abandoning his
planned career in engineering to start a new busi-
ness—Community Contractors—with Mr. Wash-
ington. .

Profile of Henry Jackson

Mr. JatKson wasjborn in 1939, the son of a long-
. shoreman. He studied mechanical engineering for
4 years at a large university. After college he
accepted employment as a design draftsman with
a Carlton engineering research com any, where
he worked for 21, years. When this company
went out of business, he went to work as a me-
chanical designer for a large business machine
company. Following 2 years there, he worked in
similar capacities for two other engineering com-
panies, the first for 4 months, and the second for
1 year. Having made his decision to join Mr.
Washingtori and establish Commynity Contractors,
he left the engineering firm in March 1968, to

because Diversified’s 'board of directors—ap-
pointed by the sponsoring organizations—is too
conservative in its policies, and tends to restrict
Diversified's expansion. |f he can convince the
board, Mr. Morris is con}'dent that with the con-
tacts he has made in the past 2 years and with the
experience he has gained, he can diversify the
operation to ljve up to the company’'s name.

-

—

work full time as president apd co-owner of the
new company. He says he dec\ded to go into the
venture to escape being “pige?n-holed" in engi-
negring and to have the oppo\rtunity. to earn a
better living. \ )
When Mr. Jackson became president of Com-
munity Contractors, he was 28 years old, married
and the father of five children. He agreed to an’
annual salary of $10,000, but expected to draw
additional compensation in the ;form of profit
dividends by the second year., His business -
strategy at that time was to specialize in the re-
modeling. and renovating contrac?ipg business.
He believed Caritoii's larger corporations, utilities,
and financial institutions would be  his major
source of contracts. Although he expected com-
petition from the area’s large contracting firms,
he felt Community Contractors could be success-
ful in underbidding them by operdting with a

" lower overhead. He projected revenues for the

first year at $125,000 and for the second year at
$600,000. He anticipated hard work and long

.hours but no significant problems.

Profile of Frank Washington \

Mr. Washington was born in FIoridia. He at-
tended school through the 10th_grade 'and then
quit to work full time on his father's farm. At age
22, he left home to go to Philadelphia, where he
found a job as a shipping clerk for a printing com-
pany. Six years later he had the opportunity to
move to Carlton, where he took over a d(\aceased
uncle's job as manager of the Madison, Apart-
ments.

62




As manager of Madison Apartiaents, Mr. Wash-
ington learned how'to repair and renovate apart-
ments and small dwellings. In addition to working
for Madison, he bought two houses'in disrepair
and success‘ully renovated them. From this begin-
ning, he decided to work full time in contracting.

At the time Community Contractors was formed,
Mr. Washington was 36 years old, married, and
the father of one child. His primary reasons for
undertaking the business venture differed from
those of his partner. He wanted to create better
housing in Cariton’s black conimunity (“housing
" is the most visible element of poverty and. decay
in the ghetto, and | wanted to change the
scenery”). He also wanted to provide jobs fordtie
unemployed and;needy. Further, with his limited
education and training, Mr. Washington felt that
self-employment represented the best opportunity
for earning a decent livelihood.

Mr. Washington also perceived the new firm's
business strategy somewhat differently from his
partner. He felt that there was a good oppor-
tunity to contract for repair and renovation work
in the ghetto communities of Carlton since the
city’s major contractors, wha were white, appar,
ently preferred not to work in the ghetto. He knew
some additional work would come from the Madi-
son Apartments, whose owner had assured hitn
that he would give the new company repair and
renovation work. Apart from these thoughts,
he had no firm ideas as to exactly.hew Com-
munity Contractors would-attract other customers.

Mr. Washington expected Community Contrac-
tors to earn revenues of about $150,000 the first
year and $300,000 the second, with the business
operating on a break-even basis for about a year
before it started-generating profits. He planned to
keep his job managing the apartments for the free
rent that it provided and to draw a $10,000 salary
from the. contract;leg business.

As he viewed the future business operation, Mr.
Washington felt Community Contractors’ biggest
potential problem was that as a black firm it might
have difficulty convincing.white property owners
.and white suppliers to’ grant them impartial treat.
ment. ¢ '

Business Startup
- In December 1967, Messrs. Jackson and Wash:

" from the center of the city. They made a minimal

ington purchased two badly deteriorated adioiniﬁg
buildings on Dalton Street, three-quarters of a mile

down payment and financed the balance of the
’$20,000 purchase price over 20 years. The larger
and ‘better of the two buildings was a dilapidated
apartment house. The partners plannedto renovate
this building, locate their offices therein, and rent
out the remainder. The smaller building was also
to be made income producing, but only aftef the
larger was completed. Initially the smaller building
was ussd as an office. :

With renovation work provided by Madison
Apartmerts, Community Contractors was in busi-
ness. In addition to the two partners, there vere
three other employees—an office assistant and
two carpenters, both of whom were friehds of Mr.
Washington’s7The partnérs divided the managerial
functions’b&tween them. As president, Mr. Jackson
agreed to take charge of all office operations, in-
cluding business development, accounting, fi-
nance, billing, and office staffing. Mr. Washington
was to be in charge of all field operations, super-
vising the work on all contracts, and assisting the
president in contract bidding by providing esti-
mates of time and materials required. They agreed
that since each had 50 percent of the stock, all
policy decisions would be made by mutual agree.
ment. Their personal investment was about
$2,000.

Financial Assistance

After unsuccessfully seeking financial assist-
ance from local banks, Mr. Jackson made applica-
tion to the Small Business Administration in Feb.
ruary 1968. He requested a direct loan of $35,000,
the - minimum amount the paftners agreed was

necessary to permit the business to start with a .

satisfactory financial base. Shortly thereafter, Mr.

Jackson read about the formation of a local non-

profit community development group called the
Minority Community Development Corporation

" (MCDC), whose principal goal was to aid minorities
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to enter business. He approached MCDC who took
up Community Contractors’ cause and agreed to
assist the company in negotiations with a local
bank—The First Ca:'ton Bank-—and the SBA. At

that time an abbreviated March 31, 1968, balance’

sheet for the firm showed total assets of $27,700,
including current assets of $2,500, land $4,200,
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buildings $17,700, machinery and equipment
. $1,200, and miscellaneous-$2,100. Current lia:
bilities totaled £€5,700 plus a long-term mortgage
debt of $17,900. The company’'s net worth was
given as $4,100. }
By June the First Carlton Bank and the SBA
had approved a total loan package of $30,000, of

which $25,000 was to come from a direct SBA .

loan, and $5,000 from a bank loan. The SBA loan
had been limited to $25,000, the maximum
amount available under its Economic Opportunity
Loan prezram, in order to permit faster process-

ing. The SBA loan carried interest at.534 percent__

and had a 10.year repayment term. As security
the SBA required the personal _guarantees of the
partners, a mortgage on the firm’s physical assets,
and life insurance policies on both partners. Terms
on the $5,000 bank loan called for an annual in-
terest rate of 7 percent and repayment over a 5-
year term. As security the partners offered their
personal signatures, the piedge of certain assets,
and- life insurance policies.

The First Carlton Bank disbursed its loan im-
mediately, but it was 5 months (November) be-
fore the SBA loan funds were received. However,
the First Carlton Bank provided interim financial
assistance by lending the firm an additional
$25,000. This was later repaid with the SBA funds.
In late November MCDC lent Community Con-
tractors $20,000, subordinating this loan to those
of the SBA and the First Carlton Bank. The loan
package totaled $50,000.

Business Operation

Mr. Jackson’s efforts to obtain financing had
been enhanced considerably by his successful
marketing efforts. The first loan arrangements
were accomplished primarily on the strer.gth of a
subcontract he had obtained from a larger com:
pany. Under this subcontract, Community Contrac-
tors wag to do repair work on houses acquired for
rental property by a civic group formed to pro-
mote housing for needy families in Carlton’s inner
city. Similarly, the borrowings of late 1968 were in
part the result of Community Contractors’ receipt
of a 12.:month contract from the Carlton city gov-
ernment to repair housing found in violation of the
" building code. Although his firm had. been the
highest of four bidders, Mr. Jackson advises that
the contract was awarded to Community Contrac-

!

- tors becéuse the city felt that the other blds were

unreallstlcally low. The role of McCDC in securlng
any of the contracts is uncertain.

“The year 1969 started well, with work provided
by the civic group, the Madison Apartmeits, and
the city of Carlton. However, the contract with the
city was by far the biggest. Work orders from the
city poured in at a rate two to three times greater
than the $125,000 yearly sotal Mr. Jackson had

~ expected. '

As business increased, the company hired a

young project manager who proved to be very

competent. The ofnice and fieldwork forces grew
considerably. Mr. Jackson hired his brother as
billing clerk, three office girls, and an accountant
to help with the administrative workload. Mean-
while, Mr. ;Washington hired a considerable
amount of additional help to deal with the in-
creased fieldwork, and by May the field force had
reached a peak of about 50. Although the labor
force was large, only a few employees were salaried
since it was intended that the majority were to
work on an *‘as needed’ basis.

In spite of the large volume of business, Com-
munity Contractors soon found itself experiencing
problems paying its bills and achieving a profit-
able operating position. MCDC provided assistance
in the form of short-term loans, but the firm's debt
climbed steadily to $37,000. At that point, al-
though MCDC refused to make further loans, it

did give further financial assistance by purchasing

the company’s accounts receivable. Here too,
though, MCDC eventually reached a limit of about
$50,000, which it felt should be the maximum
amount invested in any one business that it was
assisting. The First Carlton Bank then agreed to
give further assistance by financing accounts re-
ceivable and providing additional small loans. It
also hired Community Contractors to do renovative
work in its branch offices. The company had to sell
its receivables with recourse, however, and thus
was not relieved of the financial obligation to the
bank in the event its customers failed to pay. Yet,
even with all of this assistance, Community Con-
tractors’ cash problems continued to mount, and
as early as March 1969, Mr. Jackson mentioned
the subject of still further financing to MCDC and
to the First Car:ton Bank.

Community Contractors’ problems at this point

apparently stemmed from a number of factors but
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were in major part attributable to heavy labor
expenses. Mr. Jackson says, and outsiders agree,
that Mr. Washington was much too kind to his em-
ployges, especially at times when the firm simply
coufd not afford to pay fixed salaries to a large
number of field-force employees. Since its volume
of business was unpredictable, the firm hired
additional workers far the field force **as needed."
Furthermore, the bulk of the work orders—the
Carlton city projects—came in the form of small,
individual repair jobs. One week there might be an

— excessive amount of work, and the next week there

might be-little or nothing. However, since Mr.
Washington could not bring himself to lay oft his
men when the workload slackened, the comzany
frequently ended up paying for a considerable
amqunt of idle time, with two or three men as-
signed to jobs that one could have done.
~In addition, Mr. Washington was apparently so
much inclined to sympathize with the needs of his
employees, and so predisposed to overlook their
faults, that the company had a labor force bur-
dened with unqualified and incompetent workers.
Mr. Washington provided jobs, whenever possible,
for unemployed friends, relatives, passers-by, and
employment agency referrals. The practice seems
to have been that once a man was hired, he was
therz to stay, regardless of his ability, attitude or
the availability of work. Community Contractors
had a “'no fire policy.” ',

This labor problem was heightened by difficul-
ties inherent in the Carlton City contract. Com-
munity Contractors was given work orders by the
city-only after the owner of a building (found to be
in"violation of the building code) had been given a
reasonable period of time in which to correct the
fault. Thus, many of the firm's repair projects were
done on order from the city, but against the wishes
of the buildings' owners. At times Mr. Washing-
ton's workmen would arrive at the designated

" building only to be denied entrance either by its
owner, or its occupants acting on direction from
the owner. If no other project was in need of work-
ers, their time was simply wasted. )

Unwilling to lay off his employe€s, but mindful
that they shouldn't be idle, Mr. Washington fre-
quently had his men fill their free time by working
on the company’'s small Dalton Street apartment
building. However, the actual effort expended
appears to have been minimal, since the buiiding

v
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after incurring $40,006 in
labor and ‘material exg-nses. In late 1969 MCDC
and the First Carlton Bank directed that no further

was still incomple

expenditures be made
buildings. \ ‘

Other factors also contributed in some measure
to Community Contractors’ problems. The city
was slow in paying for its work. With only one man
to oversee and personally examine the numerous
projects, and to negotiate the payment owed to

on te company owned

.Community Contractors, the backlog of payments
grew steadily. Tz firm apparently also had .

troubles caused by underestimating its bids. This

was particularly harmful with fixed price work. In )

addition, the company suffered from ‘the theft of
building materials by a few of its employees.
Finally, Mr. Washington says he believes%r. Jack-
son overstaffed the office, neglected to \ill cus-
tomers promptly, and sometimes failed t\o give
accurate or prompt estimates on contract bids.
Aware of Community Contractors’ mounting
problems, MCDC recommended that the comﬁany

hire a qualified fuli-time_ accountant, Joséph"

Peters, to keep its books and provide i}nformatioq

which would be helpful in dealing with thefinancia .

difficulties. Once hired, Mr. Peters produced an
income statement and balance sheet as of July 31,
1969, which clearly showed the dimensions of the
difficulties. For the first 7 months of 1969 the

company recorded revenues totaling $189,000,

but had direct costs of $162,900 and additional
expenses of $66,700, for a 7-month net operating
loss of $40,600. Major.items listed under expenses
included: officers’ salaries (Jackson and Wash-
ington) $12,000; offit%e salaries $15,500; payroll
taxes $10,600; insurance $6,000; interest $4,100;
temporary help $4,000; truck expenses $3,200;
and officers’ life insurance $1,600. The July 31
balance sheet is summarized on page 58.

In the 16 months since March 31, 1968, Com-
munity Contractors had ,suffered a decrease of
$56,700 in its nev worth, and the sum of its lia-
bilities exceeded assets by $52,000. A portion of
the offsetting growth in assets can be attributed
to an inflated $65,000 cost evaluation of the Dal-
ton Street properties, a result of accumulated
credits for the nonproductive labor time earlier
described. The company now owed the FirstCarl.
ton Bank $64,000, MCHC $37,000, and others
nearly $75,000 on obligations currently due; and

-
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ASSETS
$ 1300
Accounts Rocelvable (assigned) 61.600
Accounts Receivable (umsslznod) 44,100
Invantory 40.000
Prepaid Insurance 3,900
g .. Total Current Assets $171.500
Net Equlpment & Furnishinrs 10.900
Net Property & Improvements 65.800
+ Other Assets 8
Total Assets $249.000
LIABILITIES & NET WORTH
Assigned Accounts Receivabla $ 81,600
Notes Payable (First Cariton Bank) ,000
Notes Payable (MCDC) 37.000
Instaliment Notes 7,400
Trade Atcounts Pagabla 38.700
Payroll Taxes Payabie 28.800
JTotal Current Liabilities $257.500
SBA Note Payablo 24,300
ages Payable 17,300
lnsta Iment Note 2,500
Total Long-Term Liabilities $ 44,100
Total Liabilities $301,600
Net Worth (deficit) (52,600)
$249.000

Total Lisbilities & Net Worth

it obviously had inadequate means and prospects «
. for making these payments.

Deeper into the Mire

In mid-1969 Mr. Jackson, working with MCDC
and the First Carlton Bank, made formal applica-
tion to the SBA for additiorial financial assistance.

.Moreover, it was, December. before they received
\nis aid, and during the interim things went from
bad to worse. ‘

"The partners, MCDC, and the bank were aware
of the business’ many problems, but devised

" no'effective means for resolving them. There were

a number of confrontations between the two

partners during which the problems were dis-
cussed, but no, solutions of lasting effect came
out of these exchanges. In September, Mr. Jack-
son met with MCDC for a frank discussion of
the company’'s problems. Other than halting ex-
penditures on -the Dalton Street properties, the
only substantive result of the meeting was a sug-
gestion that one partner step down and accept a
position subordinate to the otlier. Neither partner
would do so. Community Contractors contiriued to
operate at a loss, the bills fell further into arre.:=,
and many suppliers cut off their credit to the
company. .
‘In late 1969 another problem became apparent,
one that would prove fatal. The city refused to pay

Cornmunity Contractors for much of its completed

«
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work. The company worked’ through December
completing its city projects. When the final
summmg up occurred, it showed nearly 1, 500
work projects undertaken at a billing of about
$450,000. Of this amount approximately $155,000
had not been paid to.Community Contractors.

, The-precise details of how this complex situ- X

ation developed are not available. However. it ap-
pears_that there were two major factors involved.
First, it seems that the total cost of the repair work
done under the year's contract greatly exceeded,
the city's budgeted amount. Second, the city
questioned the amounts charged by. Community
Contractors. This apparently had happened regu.
larly with billings to the city, but the amount in
dispute was-usually minimal. That was not the

case now. In early, 1970, the city offered to clear /

its account by paying $85,000 of the $155,000
Community Contractors ‘demanded. The firm re:
fused the offer and proceeded to sue the city for
the entire sum. No one attempted to intervei.2 in
the partners’ behalf. -

“The city's refusal to pay was the final blow to
Community Contractors. In December the new
loan from the SBA was concluded, but inasmuch
as it had been designed only to refinance old
debts, the company did not obtain any relief from
its press.ng cash problems. The new loan was jor
$50,000. Approximately $24,500 went to pay off
the otiginal SBA loan. Most of the balance went
toward payment on the bank loans, with the re-
mainder taken up in loan closing costs.

For the next 3 months the company struggled to
stay alive. Without the city acount, however, busi-
ness fell by nearly 50 percent, Supplies were diffi-
cult to obtain, and the bills kept mounting. It he-
came increasingly difficult to meet the weekly pay-
roll, and there were foreclosure threats from the

primary mortgage hElder Neither partner would

relinquish control without leavin- entirely, and yet
neither could leave because both were liable for
default on the company’s financial obligations..
Numerous meetings with MCDC and the First Carl-
ton Bank produced no, possibility of further finan-
cia! wssistance without a significant revamping of
the compahy's managerial framework. Consider-
ation was given to a plan whereby (1) a board of
directors would be appointed subject to MCDC
and Firxt Carlton Bank's approval, (2) the koard

or
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would have full authority to determine al%com- )

pany policies, and (3) Joseph Peters wolld be

named manager. with complete power oyer per-

Sonnel decisions. However, Mr. Jackson advises
that the ptan fell through when it was decided that
it was impossible to avoid placing some liability

for the company’s, financial indebtedness on the
hew board memibers.

20. Prize Liquor Store

Richard Edwards and* Dave Torrell had been
friends since childhood. Mr.' Edwards had gradu-
ated from college in 1961 with a B.S. in business
administration. He then served in the Army for 2
years. ‘After his discharge he opened a restaurant

* in Charleston, S.C., which wgs his last duty sta-
tion. He operated the restaurant for a year but
closed it because the State licensing body refused
to grant him permission to serve beer. Mr. ‘Ed-

. wards subsequently returned to Medford, his birth-
place, a large Eastern city with a substantial black
community. He began teaching in Medtord's public
schools. In 1967 he left teaching and took a posi-
tion with a commumty development grour which
was attempting to establish an office in M.edford.
Mr. Edwards worked with the organization for
1 year until he became disenchanted with its

\ efforts to begin operations in the city.

\ Opportumty To Enter Business

. Dave Torrell who operated a reta|I liquor store -
in, Medford had attempted repeatedly to interest
Mr\ Edwards’in a joint venture in the retail liquor
busngess In the summer of 1968 Mr. Edwards’
dise chantment with his community development
job corncnded with his learning of the availability
of 2 liquor store on Baxter Street, a riot-scarred
area of the inner city.

The rnots of April 1968 had taken the heaviest
toll i in the Baxter Street area, apd the liquor store
was one of tke many commercial establishments
that had been looted. The store, however, had not
been set afire, and the owner was able to reopen in

-
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Commumty Contractors stopped work in March

1970, and closed its doors in April. A balance
sheet dated March 31, 1970, shows outstanding
liabilities of $377,000, including $165,000 owad
to the First Carlton Bank for nonpayment on as-
signed accounts receivable, $49,500 owed to the
SBA, and $37,000 ov:ed to MCDC. Henry Jackson
and Frank Washington are personally I‘able for
these debts.

g .

the summer. of the same year. Despite reopening,
he warniad to sell his business as\sobn as possible
and move from the area. He felt that a white- .,
owned operation would be subject to even greater
risks *han would black-owned businesses in the
area. ‘Dave Torrell approack:d Mr. Edwards with
the proposition that they join together and buy the
liquor store.

Mr. Edwards had been interested ifl re-entering
the business world since his short-lived restaurant
venture in Charleston. Because of his confidence
in Mr. Torrell's knowledge of the retail liquor busi-
ness, he ‘decided that this was the right oppor-
tunity to do so. Mr. Edwards considered himself to
be a hard worker, and as he decided, “|f | work
as hard for myself as for others, I'll be rich.” He
was interested in the liquor business only as a §t’ep
to other ventures that would follow once a base
"had been established and profits were being gene-
rated..*l couldn't see myself just workmg in a
liquor store " )

The partners felt that since they were black they
would not encounter the same problems as the
prior owner: or any other white person in-business
on Baxter Street. Mr. Edwar.!s says, *“1 know! my
people; | wasn't afraid of the ghetto.” Although
the partners felt they were safer because they
were of the same race as the area’s residents, they
discussed how they would react in case of a civil
dlsturbancp Aside frot the financial security that
insurance might grovide, the partners intended to
protect their stock and the physical premises by




... meeting any looting with force, including the use
of firearms. . 4
The business seemed a good one because of
the absence of competition. There had been sev-
eral liquor stores in the vicinity prior to the riots
but none had reopened. Indeed most of the com-
mercia! establishments were still boarded up and
would require some rencvation. Although .it was
apparent that other liquor stores would open
eventually, the twd partners knew that for a period
they would be the only such retail establishment.

The white owner of the store was averaging
$8,000 per week in’sales, and Mr. Edwards ex-
pected that he and his partner would start at that
level and build up to $10,000 per week within the
-first 3 to 4 months. Once that level was reached
they ‘intended to turn active management of the
store over to‘éne of their employees. Both l:dwards
and Torrell werg intending to work a 40-hour week
initially and they, together with three full-time and
two part-time employees, would constitute the
sales staff. The three full-time employé'es all had
_worked for the prior owner.

Mr. Edwards.became convinced that, given hus
partner's background, the prospects for the ven-
ture were excellent, and in August 1968 the two
partners began to rzise the funds required for the
purchase of the .business. Based upon conversa-
tions with the owner they estimated that $52 000
would be needed. As thur personal investment,
each of the partners was to raise $10,000.Mr..
Edwards was able to borrow $5,000 from a friend
and added that to $5,000 from his savings. Mr.,
Torrell also obtained $10,000. Thirty-two thou-
sand dollars was the price of the owner’s interest
+ in his retail liquor license, his fixtures, and the
goodwill. The owner accepted a “no down pay--
ment” purchase plan under which the partners
would pay the full sum over & 10-year period, with

* ot

inventory had been allowed to decrease in size,
“and at the time of purchase was valued at only
$15,000, which Torrell and Edwards paid for in

Liquer Store opened with $3,000 cash on hand.

- . ’

Initial Difficulties ) ) B

-~

~ beginning, Mr.
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interest atjthe rate of 51 percent. The lguor .

cash. After spending $2,000 for remodeling, Prize .

Prize Liquor opened in October 1968. From the ’
Edwards worked much longer °

’

-
- -‘
.‘
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hours than he had anticipated. Instead of 40
hours, he found that- the operation required 0
hours of his time per week. Mr. Torrell, because : ¢
his other business interests, did -not have a set
schedule at the liquor s store. Mr. Edwards esti-
mates that at the outse./hns partner was averaging
about 20 hours per wesk. In addition, Mr. Torrell's
wife, who had worked in her husband’s prior
liquor store venture, worked from time to time.
With part-time employees, the-monthly payroll was
close to $4,000. Rent was set at $350 per month,
and the payment to the prior owner of the husmess
was $344 per month. Utility payments totaled
$100. It soon became apparent to the partners
that the $30,000 er month in sales that they
were approaching would not support the high fixed
costs being incurred. After the fourth month the
number of eniployees was reduced, and the

monthly salary outlay was thereby lowered to -

$2,500.

In the meantlme. the opemng of two liquor
stores within one block of Prize Liquar began to
have an effect on sales. At the time of Prize's

. opening, a carryout and a TV repair shop ware the

_ners thought their stor%
t:

only other businesses on the block to have re
opened. The rest remained boarded up. But within
a few weeks two other liquor stores, both owned

by whites, had reinitiated operations. The nev;

competition gradually cut monthly sales at Prize
Liquor to $20,000.

Both of the competing stores became black-:
owned in the spring of 1969. Sales were further
depressed when one of the two new owners
initiated a price war. Prize Liquor had %o choice
but to reduce pfices on a few of the faster moving
brands, but generally could not afford to match
its comeptitor’s low prices.

The store hadstarted with a minimal inventory |

of $15,000, about $8,000 short of what the part.
actually required. Even
that level proved difficujt:to maintain because of
the initial problems of high fu{ed costs, and lower
than expected sales. The decreased inventory had
a further depressing effect on liquor sales as the
partners were not ahle to stock the brands or.

- quantities needed. It-became apparent to Mr. Ed-

wards that his plan to spend 3 to 4 months in the
store before turning it over to another was un-
realistic. . :
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. coverage in th

) To ‘add to his other difficulties, Mr. Edwards’
__worries were increased by the fact that Prize
Liquor Store’s inventory was not covered by in-

~ surance. The partners had contacted 12 insurance
companies, but not one was willing to provide

riot-scarred area of town.
In May 196 )
worserfed when the firm was unable to make pay-

" ments to some of the wholesale liquor suppliers.
" As a result, from that time on all purchases of

&

liquor had to be made on a cash basis. This re-
sulted in a further reduction in Prize Liquor's in-
ventory and an acceleration of the sales decline.
Mr. Edwards stopped.paying himself a salary
and instead took only-a limited amount to cover

v Apersonal expenses. Mr. Torrell- began to spend

more time wnth the faltermg venture.

AFinalAttempt / o

Near the end of 1969 Mr. Edwards decided that
without 2 tlonal capltal Yo stop its declining in-
ventory, Prize Lacruor Store would never recover.

-

business could. be revived. He felt that he had
‘gained the requisite.experience and knowledge of
the busjness to make it successful, given the proper
infusion of capital. Before attempting this, how;
ever, he decided that the partnership would have
to be terminated. Accordingly he offered Mr. Tor-
rell the opportunity to either buy him out or leave
the busmess himself.. Mr. Torrell consented to
belng bought out, and an oral agreement was
reached whereby ﬁe would relinquish his interest
in return-for Mr Edwards’ promise to pay, wien
the c:rcumstances permltted the amount Mr.
Torrell had ongmally invested.

* Mr. Edwards approached the Small Business
Administration in early 1970 in order to seek their
help in obtaining financing. The SBA had recently

"changed its policy that had, prohibited its par-

; . ticipation in the financing of retail liquor stores.
He also asked several friends to consitler becom- .

-

the inventory and sales problems:

. He concluded that if he could raise $15,000 to.
pay exnstlng debts and increase the inventory, the

ing partners in the venture However, his fnends
were reluctant because of the serious sales decline
the business had experienced. ) )

The negotiations with the SBA dragged on, and
the business continued its decline, averaging only
$2,000 to $3,0090 in sales per week. Mr. Edwards .
drew no money from the business after January
1970. He laid off all his employees and began
working the store by himself in a last attempt to
accumulate funds to increase his inventory. His
cash position became so critical that he was forced
to buy liquor in partial cases. Since this resulted in
the loss of his remaining discounts, he was forced
to increase his prices. Sales dropped even further.

The SBA loan was still not settied by July .
1970, and Mr. Edwards decided to let the business
terminate. In_August he dlscussetfﬁisépﬁ?canous
sntuatlon with the previous owner, and the two.
agreed that there was no alternative but for the
previous owner to foreclose. Prize LiquBr had only
a $2,000 inventory stock at the time of fore-
closure.

I}

Mr. Edwards believes the main teason for Prize
Liquor’s failure was the poor management that he
himself exhibited during the first 4 months of
operation. He had been relying on the experience |
of his partner, who, he considers, did not put in
sufficient time during the critical initial 4 months.
The high cost of the beginning payroll, plus Mr.
Edwards inexperience, put the venturc in a diffi-
cult posntlon from the start. By the time he had
gained the appropriate knowledge and experience,
the venttre could not have been salvaged without
additiona) financing.

Mr. Edwards continuds to have an interest in
business but doubts that he will attempt another
venture in the next few years. If he does, he doubts
that it would be a partnership. He says that before
entering a new venture he would have a full
understanding of the requirements for success in
that business. He does not believe he can afford
another expensive on-the-job training course.




21 Qata Se’rvices Unlimitéd

NeaI Hart .was born and raised in Belmont,

- where his fatherwas a prominent citizen and presi-

/

dent of a sizable ["eal estate company. Mr. Hart
graduated from an all- black college in 1956 with
a bachelor's degree in business administration.
After graduation he worked in New York for a real
estate company, and then served for 2 years in the
U.S. Army. Once out of the Army, he returned to
New York where he worked 1 year for a large bank,
ang another year for a large electrical appliance
manufacturer. In all these postcollege positions he
was Employed as a methods and systems analyst,
a position which permitted him to become famitiar
with the application of computer technology to
management information requirements. He at-
tended numerous schools and institutes special-
izing in computer programing.

in 1969 Mr. Hart returned to Belmont to work
for the real estate company at which his father

. was presndent He stayed with the company, work-

ung with clomputer application and data processing
servuces, ,untll May 1969, when he left to devote
fuII time, to his own company. While at the real
estate company he found time to earn a master's
degree in business administration from a locai coi-
lege, to do a small amount of free lance data serv-
ices consultlng, and to write a number of maga-
zZine and textbook articles on automated data
prpcessmgtechmques

As early as 1960 Mr. Hart began thinking of
star,ting a data processing services company of his
own. He felt qualified to establish such a company,
anc’ he wias convinced that there was an unfilled
need in the Belmont area for the services that it
coulj offer. He felt frustrated with his career at the
reaI estate company, for he believed his advance-
ment to, positions of greater responsibility and
financial reward would always lag behind his

.. abilities. The real estate cornpany had been in

existence for a long time, and its business and per-
sonnel policies were very conservative..

He c;rscussed his idea of a data services com-

. pany “with his father and various other business

acquaintances. They were not.-encouraging. How-
ever, he was encouraged by Lee Williams, a work
acquaintance. Mr. Williams was a Phi Beta Kappa
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college graduate and was highly respected wj h|n

the real estate company for his business capabili-
ties. Like Mr. Hart, he was in his midthisties, plack,
and eager to try a new business venture The two
decided to start the company together.”

The two_men formulated a plan for t elr pto-
posed venture The company would offe? a wide
range of servuces related to automated data
processung, including consulting ‘on/ systems
analy$is and design, data preparatlon and process-
ing, and professional training. it would start with
consulting since this was a logical exténsion of the
free /ﬁance work Mr. Hart had been domg on the
5|de/, Next, the company would purchase keypunch
and data processing equipment and offer courses

7utomated data processing. Thl§ would provide
the company with a source of data processing
technlcrans and enable the partrers to ';’Jut_tbe

achmes to work lmmedlately, &ven before they
ere able to find commercial customers who would
puy data preparation and processmg services.

, The partners incorporated their company, Data

Services Unlimited (DSU), wnth Mr. Hart as presi-

dent and Mr. Williams as execytuve vice president

and treasurer. In addition to,Hart and Williams,
!the board of directors included Hart's father and
, four other Belmont businessmen. All but two were
f black men. /

\ Financing and Expectations /

,  Mr. Hart felt it would take 2 to 3 years before
‘DSU would be able to operate at a profit, and he

elleved therefore that the initial capitalization
snould be sufficient to carry the company for that
pe\rlod of time. After woiklng out cash flow pro-
;edtlons based upon a variety of possible out-
cornes he decided DSU needed about $100,000 to
start, Accordingly he visited the regional office of
the Small Business Adrflnlstratlon to discuss his
company s needs and prospects. Encouraged that
the SBA would give fa‘/orable consideration to a
loan guarantee application from a commercial
bank, he returned to Belmont and applied at the
local black owned bank, the United Belmont Bank.
The loan\was approvefd.

The s\tockholders ,Iinvestad $8,000, and the
/
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United Belmont Bank advanced a loan of $95,000,
for a total initial capitalization of $103,000. The
bank loan carried a_10.year repayment, with in-
terest at 8 percent. The SBA gave the bank a 90-
percent repayment guarantee. Mr. Hart and Mr.
Williams gave their personal guarantees, pledged
ail of the company’s physical assets, and took out
an insurance policy on Hart's life with the bank
as beneficiary.

Mr. Hart did not expect significant sales results
in the first year as neither he nor Mr. Williams
would be giving DSU their full attention, and the
services offered were to be added only one at a
time. They made no sales and profit projections.

Mr. Hart expected that the students for the
educational arm of the organization, called the
Belmont School of Data Processing, would consist
essentially of young high school graduates who
did not intend to enter college. The customers for
the data processing services, he anticipated,
would be found among the larger companies in the
area which already had a keypunch operation of
their own, but nonetheless had overflow work that
could be done by DSU. Mr. Hart had made an
informal survey and was convinced thera was an
.unfilled demand.

Mr. Hart knew there would be competition, but
he felt DSU could overcome it. He believed the
demand for training in data processing in the
Belmont area was growing so fast that there was
room for another educational institution to add to
‘the three already in existence. With regard to data
preparation and processing, the nearest competi-
tors were in another city about 150 miles away,
and thus DSU should be able to provide the Bel-
mont companies with faster and more convenient
service. Further, if necessary, Mr. Hart was pre-
pared to charge somewhat less than his competi-
tors. The only potential problem he foresaw was
that as an essentially black-owned and managed
firm, DSU might have some difficulty in acquiring
. the confidence of the white business community.
However, he believed his .well-known and highly
regarded family name would help overcome this
difficulty.

Getting Under Way

The company started operation from one of the
director’'s personal offices in early 1968. It was
expected that all the officers and directors would
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continue with their regular employment, working

with DSU on evenings and weekends. Hart and
Williams each expected to put in about 40 hours

per week with DSU business. The athers wguld"
work as needed. Either Hart or Williams, or both,

planned to work for the company full time as soQn

as the volume of business justified it. .

Mr. Hart soon found a sizable (two floors and a
basement) semimodern brick building for rent. ‘it
was located about five blocks from the center of
the city on a main arterial in one of the older corrj-
mercial areas of Belmont. It provided easy access
for prospective clients and students, and had an
adequate parking lot. DSU signed a 1-year lease
calling for a ;ponthly rent of $500. The building's
owners painted the interior, and DSU spent about
$3,000 on remodeling. .

Other early expenses totaled about $6,000,
covering prepaid rent, insurance, furnishings, legal
fees, etc. The automated data processing equip-.
ment was leased, and_the initial stock and ma-

terials was minimal. There was $94,000 in cash .

left, and DSU earmarked $69,000 for future work-
ing capital expenditures, $15 000 for investment
in certificates of deposit, and $10,000 for future
equipment purchases.

In Full Operation

The Belmont School of Data Processing opened
in September 1968. In November 1968 the com-
pany signed its first contract for keypunch servicges
with the local office of a national business machine
company. In February 1969 DSU added data
processing to its list of services and obtained a
contract for computer time billing. The initial train-
ing classes proved popular, and a variety of data
processing courses were scheduled. Other local
companies signed contracts for keypunch services.

With the increasing workload, in May 1969 Mr. -

Hart left his position with the real estate company
to give his full attention to DSU. Up to that time
the company had had*ho full-time manager, only
secretarial and part-time personnel. His salary was

-set at $1,300 per month. Later it was decided that

he should also receive a 5-percent commission on
any billings for which he was personally re-
sponsible. e

‘As president, Mi. Hart devoted much of his

time at this carly stage to marketing. He promoted

w1 .
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the.school's' courses primarily through newspaper,
radio, and TV advertising. The consulting, key-
punch, and data processing operations were pro-
moted almost entirely through Mr. Hart's personal
contact with prospective- customers On a few
2 “occasidns other board members assisted with their
" personal contacts. Mr. Hart found the market for
DSU's services to be essentially as he had ex-
pected, although sales demand grew more slowly
than hoped. He also found that the quality of
DSU’s services was comparable with that of its
competitors. Prices were also comparable, as DSU
used what Mr. Hart described as a standard mark-
up of about 2to 215 times cost.

. As business grew Mr. Hart found himself with
less and less time to spend developing sales. He
had to concern himself with directing ithe opera-
tion of the school, working on the service con-
tracts, and administering the office. Financial ad’
ministration required an especially large amount
of 'his attention. Sales growtk slowed, and Mr.
~Hart regretted that he had started without first
obtaining a number of assurances of contracts.

He worked hard to pare expenses and force the
company to operate without drawing on its cash
reserves except as absoiutely necessary. He spent
a significant portion of each day staving off
creditors and worrying over DSU’s daily cash in-
flow and outflow. DSU had no internal system of
accountingand no accountant, and this made Mr.
Hart's budgeting job more difficult. There were no
accounting records to provide a breakdown of the
company'’s actual expenses. Operation of the Bel-
mont School added to the financial problems as a
number of the students proved to be poor credit
risks. Many neglected to pay their fees once their
courses were concluded. This particular problem
was eliminated when the school adopted a '‘pay
as you go’’ policy.

DSU has had a high personnel turnover at all
levels of the organization, and Mr. Hart reports
that finding and training qualified employees has
been one of his most difficult problems. With a
continuing shortage of personnel, Mr. Hart advises
that he has regularly worked about 70 to 75 hours
per week, a demanding schedule that would not
have been possible had his wife not been excep-
tionally understanding.

The most significant of the personnel problems

which have troubled Mr. Hart has been the short-
age of managerial help. It had been planned that
three other officer-directors were to help part time,..:.
but this did not work out. One was dropped from
the board of directors at an early date. More im-
portantly, in December 1969 DSU lost Lee
Williams. He accepted the vice presidency of a
sizable real estate company in Denver. Although
he remains a director of DSU, he is of little assist-
ance 2,000 miles away. .

Results

With the difficulties above enumerated,” DSU’s
sales and profit record thus far has not been par-
ticularly impressive. Sales for 1968, a short busi-
ness year for DSU, were only $13,000, and the
company incurred a loss of about $19,000. In
1969 sales reached $54,000, but DSU experi- '
enced a loss of $44,000. For the first 9 months of
1970, sales were $135,000, while expenses -
totaled about $165,000. However, the trend shows™
that the company improved its profitability
throughout 1970, and Mr. Hart reports that DSU -
is now operating at the break-even pomt*The final o
results for the full 12 months of 1970 will-show a-*
net loss. However, with the company operatingata .
profit in the closing months of 1970, Mr. Hart -
projects that DSU will show a substantial net
profit in 1971.

DSU’s recent breakthrough to a profltable op
erating position seems to be explained by a num-
ber of factors. ‘First, Mr. Hart hired a qualified
assistant and personnel manager who previously
had a small business of her own. She relieved him
¢ a consnderable amount of the administrative
burden he previously shouldered alone. This in
turn ailowed him more time onge again to pursue
sales aggressively and expand the company's
operations. He also hired an accountant wns
initiated a bookkeeping system which provided Mr.
Hart with good cost information and, a daily cash
record. This permitted him to deal more easily and
quickly with the cash flow difficulties and contract
bidding problems.

Very crucial to DSU’s eventual success was the
fact that its backers did not lose heart despite a
slow startup and early difficulties. Their analysis
of the company's situation convinced them that
there was a bright future over the long run. There- °
fore, they were willing to proyide additional invest-




it

BN

ment funds. During the difficult first 2 years they
put an additional $25,000 in equity into the com-
pany. Had this additional equity money not bean
available, it is likely that DSU would have been
forced to close its doors. Its high level of initial
debt probably would have precluded it from ob-

“taining further loans. As it turned out, however,.

DSU's prospects now look so good that the com-
pany is considering a private stock placement in
1971. ’

DSU’s recent expansion has been impressive.
The company=now has five full-time salaried em-
ployees and about 40 hourly and parttime em-
ployeqs. The. Belmont School of Data Processing

Alan Lee, born in 1930, came from a family
background of farming in the South. Alan himself
became a farmer aiter completing the 10th grade
at a country training school and farmed for the
next 10 years, from 1948 to 1958. Then, he “just
got tired of plowing” and found a job washing
airplanes at a U.S. miltary installation near his
home. He was 28 years old at that time. He
warked for the Government for the next 8 years.
Then in 1965, because his mother was in need of

care, he quit his job and moved to Huntington, a’

Southern city of about 100,000.

The Service Statlon Business
Mr. Lee e'uoyed working on cars, and after he

_ moved to Huntington, he was able to find work at a

Continental service station. He worked there from
1965 until 1967 and rose to tle posntlon’:)f assist-

" ant manager. In 1967 a service station belonging

to another major oil company became available,
and Mr. Lee was successful in negotiating for-its
purchase. After attending the company’s\school
for dealérs, he began operating the station.

The station was part of a shopping center which
was 1 mile from the heart of the city, and on a
principal highway leading out of the city. The cen-
ter, located in a racially integrated area, was at-
tractive and in good.repair. In the 9 months from

| 2}2. Lee’s Continental Service
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now has a setond training facility in_ another city,
and it offers 20 different courses in the areas of
data preparation, machine operation, program-
ing, and systems design and analysis. Other
operating divisions of DSU now include Computer
Services, Data Preparation, Management Services,
and Office Services.

Should DSU decide to accept additional in- .
vestors in 1971, Mr. Hart intends to use the funds
raised to further expand both the company's
services and geographic market. In particular, he
wants to expand DSU’s computer services divis.

As a step in that direction, DSU plans to obtain its
own computer very shortly.

January to September 1968, Mr. Lee had sales of
$93,000 and a net profit of $3,000.

A Better Opportunit)'r

In addition to Mr. Lee’s station, there were five
other stations in or near the shopping center. One
of the stations, a Continenta!, was offered for sale
in mid-1969 when its owner was forced to close
because of poor health._The Continental Oil Com-
pany remodeled the premises while it was trying to
locate a dealer for the business.

Continental’s local representative knew Mr. Lee
because of his earlier 2 years of employment with
the other Huntington Continental station. He con-
tacted Mr. Lee and encouraged him to enter
negotiations for trie purchase.

According to Mr. Lee, the Continental station
was in a better location than.the one he was
occupying. His station was not on the road itself,
but in the shopping center. The Continental station
was across the street from the center, on the
heavily traveled highway. Currently being re-
modeled, the Continental station was in a better
state of repair and had more work and bay space
than Mr. Lee's. Thus, Mr. Lee felt that he had
“everything to gain'' by making the transfer. The
new site was one of the better locations in the
city.
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Before deciding, Mr. Lee sought the advice of
his friend—the owner of the Continental station
where Mr. Lee had been an assistant manager—
‘and was encouraged to make the change. The
friend indicated to Mr. Lee that the prior owner
had been doing well and that business should be
‘even better following the remodeling. Mr. Lee then
spoke to the prior owner, who confirmed that the
location was a good one and that his business had
been successful.

The competition that Mr. Lee would face in the
new location would not be different from that
which he faced at his current location. Across the
street from the Continentai station was a strong
competitor, a white owner who had been in the
same location for more than 20 years. However,
Mr. Lee had successfully competed with him for
the past year and was confident that he could do
so at the proposed location. He believed that,
given the proper location, the most affective means
of promoting business was by providing courtedus
and reliable service. In his words, “‘a gas station
depends on the man himself.” "'If you treat them
right, they'll come sack.” Furthermore, Mr. Lee
felt that he would be able to attract the regular
customers that he had developed at his own gas
station. He concedes that had the station not be-
come available he would have been content to stay
at the first location.

Convinced that it was an opportunity to step up
in the service station business, Mr. Lee entered
negotiations for the dealership of the newly re-
modled station. The oil cumpany agreed to grant
Mr. Lee the dealership, and he accepted.

Mr. Lee believed that as soon as he opened for °

business he would be generating proflts He pro-
jected sales of $15,000 per month, at the start.
This was $5,000 above the monthly average of his
own station, but Mr. Lee felt that the figure was
realistic because of tHe advantages of the location.
Based ori thé $15,000 in sales, he anticipated a

personal draw of $1,100 per month. Eventually, he
" hoped, the station would reach monthly sales of
$30,000. To make the business reach its potential
Mr. Lee intended to work at least 12 hours per day
and to hire the two full-time employees from his
old station, as well as two parttime employees,
* who would each average 3 hours per day. Mr. Lee

<
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foresaw no difficulties. Indeed, he expected fewer
problems than he had at his first station.

Mr. Lee calculated the financing requirements
at about $6,000. He would provide $650 from his
savings, as well as about $1,200 worth of tools
that he had purchased for his first station. A
brother agreed to loan $1,000, and the remainder
would come from $2,800 worth of credit provided
by the company for the initial load of gasoline.

Open for Business

Mr. Ler attended the Continental dealer's
school, the second such school he had attended
in a little over a year, and in October 1968 opened
Lee's Continental Service.

Mr. Lee spent $1,500 on a small initial stock of
goods, paid the required fees and costs for
licenses, and opened the business with only $50
in’cash.

During the first 2 months of operation, Lee's
Continental. Service averaged just over $10,000
per month in sales. Monthly gasoline sales, at
23,000 gallons, were not far from the 24,000 gal-
lons that he had hoped for. However, total dollar
sales were S|gn|f|cantly below the $15,000 pro-
jected. After 6 months of operatlon gasoline sales .
reached 25,000 gallons per month. Nevertheless,
total dollar sales remained substantially below the
©15,000 level. Mr. Lee was unable to attract
sufficient repair work or to sell enough accessories
to reach his sales goal.

Maintenance of a proper inventory was very
important to Mr. Lee’s competitive position. Both .
the station across the street and his own relied
upon courtesy to keep customers coming back.
Hov:ever, courtesy by itself wasn't sufficient to
hold, much less expand, the trade. All too often Mr.

-Lee had to turn customers away because of the

inability to previde a requested item from his in-
adequate inventory.

*

The Decline

In January, sales at Lee’s Continental dropped
below $10,000, tc $9,700, and in February sales
were but $7,200. In March, they registered a slight
increase to $8,600. In that month it became ap-
parent to Mr. Lee that his low amount of working
capital would have to be increased if the inventory
was to be brought up to the appropriaté level.

¢




" Because of personal preference and because of his
*_inability to buy on credit, Mr. Lee had always paid
cash for his purchases. His inventory managément
was of the simplest kind—'""When | had money, |
bought."”

Meanwhile, Mr. Lee began to experience prob-
lems ‘because he had been extended credit on a
personal basis for repair work. Credit services
were provided through several credit card systems
" in addition to that provided by the Continental Qil
Company. Nevertheless, Mr. Lee also made sales
on personal credit to some customers. He soon
discovered that the extension of personal credit

further hurt his ca.,h position, as payments were’

often delayed beyond the time in which credit

card sales are reimbursed. Additionally, a sub-

stantial amount of the money owed him for repair
work proved uncollectable. Mr. Lee also lost the
patronage of those customers to whom he had
extended personal credit, but who had not paid.

" Because of their outstanding bills with Mr. Lee,!

they began trading elsewhere rather than be re-

quired to face him and explaln why they had not

paid. . °

In March 1969 Mr. Lee approached a ocal bank
‘in an attempt to secure a $5,000 loan. The bank
refused the loan because of Mr. Lee's lack of
collateral. A short while later, he received a similar
response from'a second bank. In the meantime,
monthly sales remained under the $10,000 level,

with the 3 months from April to June registering -

sales of $8,600, $7,900, and $7,700. -

A Chance for New Money

In mid-1969 -Mr. Lee was approached by the
Huntington  Business Development Council
(HBDC), a local organization formed to promote
minority ownership of business. With its heip he
prepared an application to a local bank and the
Small Business Administration for a loan of
$7,000. The bank agreed.to grant the loan pro-
vided it received an SBA 90-percent repayment
guarantee. The appropriate application: was then
sent to the Small Business Administration. -

In the fall the SBA returned the application to
Mr. Lee for certain corrections in form. Both the
bank and the SBA, however, had by that time
agreed in principle to make the loan of $7,000.
Having a tentative approval of that amount, it was
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decided by the assistance organization and Mr.
Lee, witi: the bank's concurrence, to increase the
request to $10,000. °

Mr. Lee, in an attempt to keep the business going
until the loan was approved, reduced the number
of his employees by laying off one part-time and
one full-time man. This cut his expenses by $100
per week. Over the life of the business he had had

_ significant problems finding and retaining quali-

fied employees. Employees generally were |ocated
through friends or acquaintances and all had had
previous experience in the service station busi-
ness. Nevertheless, Mr. Lee was forced to fire two
for taking money and materials, aind others because
their abilities were neither those that the station
required nor those that they had indicated upon
applying for the position. The.problem of finding
qualified mechanics was especially criticai since
a service station’s profits largely depend upon the
revenues from repair work. Absenteeism and tardi-
ness were 2150 fréquent problems with several of
the employees.

Toward the year's end, the SBA refused the
revised application for the loan because Mr. Lge's
collateral was insufficient to cover the increased
amount. The local assistance organization sug-
gested to Mr. Lee that he resubmit a loan applica-
tion for the previous amourit of $7,600. Mr. Lee,
who by that time had been negotiating more than
9 months for a loan, declined. As he now szys, “he
was tired of fussing with it."”

The End

Monthly sales for the last half of the year did
not top $7,000, and for one of the months dropped
to under $3,000.

Because of his lack of working capltal Mr. Lee
began to use withholding taxes .to pay current
debts. Consequently, prior to the end of 1969, he
had an outstanding debt to the Internal Revenue
Service of over $3,000. Bills became increasingly
difficult to pay, and eventua!ly Mr. Lee was forced
to obtain refinancing for a wrecker that he had
purchased shortly after opening.

Mr. Lee managed to keep the station open for a
few more months, but in June 1970 he closed and
moved his equipment to a garage in an old build-
ing that once had served as a gas s;ation. He now




has a repair shop in which he does motor over-
hauls and body work. He says that uniess he ob-

tains sufficient initial financing, he will not return
to the gas station business.

23. Davis’ \thlil;y: _Carﬁout_ .

Haywood Davis was born in North Carolina in
1906. In 1925 he began his first business venture,
a refreshment stanc in Philadelphia. He sold the

" business, which he says was a success, in 1929.

Forty years later he opened his second business
operation, a food service named Davis' Quality
Carryout, in Kingsville, a Northern city of approxi-
mately 550,000 population. In between those two
ventures Mr. Davis became a master chef, and by
the time he opered the carryout in 1969, he was
considered to be one .of the most experienced
chefs jn town.

Mr. Davis has been a cook and chef ever since
leaving schooi after the ninth grade. He was the
youngest chef/ccok on the New York Central Rail-
road in days when some of the finest cuisine of the
country was to be found in the railroad dining car.
After leaving the railroad, he began a long career
of preparing fine foods in restaurants and private
- households of Kingsville. From 1958 to 1962 he
was assistant head chef at one of Kingsville's
most frequented dining spots. In 1962 he became
head chef at an equally popular and elegant res-
taurant outside of the city.

Mr. Davis, in the early 1960's, decided that he
was ready to return to the world of business after
a 40.year absence. He was confident that his
solidly established reputatior as a chef would in-
sure a good start for a ventu-e. After considering
the alternatives, Mr. Davis decided to enter the
retail food business with his own carryout shop. In
addition to carryout food service, Mr. Davis
planned that the new business venture would be a
base of operation for the preparation and market-
ing of salad dressings and other specialty items
that ha had developed during his long career. In
1963 he began preparing several stich items at
home and marketing them on a small scale. For
the next 6 years Mr. Davis looked for the oppor-
tunity to open his carryout, but he was precluded
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from doing so by his lack of capital and the
general unavailability of other sources of financing
for minority persons.

Finding the Funds

In 1968 a local group was formed for the pur-
pose of promoting the entry of blacks and other
minority group members into the business world.

The organization, called the Kingsville Minority .

Business Corporation (KMBC), began providing
assistance to several black businesses in mid-
1968.

Learning of this possibility in the fall of 1968,
Mr. Davis approached KMBC and with their advice
sand assistance applied to a local bank for a loan
of $49,000. The bank was reluctant to grant such
a sizable loan because of Mr. Davis' advanced
age of 64, his relatively high fixed monthly obli-
gations of over $250, and his record of minor
difficulties with personal finances despite a yearly

income of $10,000. However, in early 1969 the-

bank tentatively agreed to a !oan of $24,000. The
loan was to carry a 90-percent repayment guaran-
tee from the Small Business Administration. Terms
of the loan called for repayment over a 10-year
period at the rate of $285 per month, including
interest of 714 percent. As part of the security
requirements the bank and the SBA requested that
an insurance policy be taken out on Mr. Davis'
life. In addition to arranging the bank financing,
KMBC agresd to provide $4,000 on a loan sub-
ordinated to the bank's. A private investor found
by Mr. Davis agreed to provide $2,000. The total
loan package was readied for approval pending
the purchase of an appropriate amount of life
insurance. Mr. Davis invested $2,000.

Because of Mr. Davis’ age, the purchase of an
insurance policy on his life proved difficult. The
applicable premiums were costly and would have
constituted a significant burden for the new busi-

‘
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ness. KMBC volunteered to assist in finding a
policy at a reasonable cost. Final approval of the
loan was delayed until the required coverage could
be obtained.

The Location Selgctifm

While the loan and insurance negotiations were
proceeding, Mr. Davis selected a location for his
 carryout business on the vacant first floor of a
two-story brick building. It was on a main arterial
in the heart of a Kingsville ghetto. Many com-
mercial establishments were located on either
side of the heavily traveled street, and the building
was locatec only one block from one public high
, school and four blocks from a second. Mr. Davis
believed the busjness could be sustained by the
. high school trade alone. He did not fear comipe-
tition from the other local carryout, which sold

" only fried chicken. ,Mr. Davis intended to sell a’

wide variety of items, including the only foot-long
hot dog in Kingsville, and what he considered to
be a delicious pepper steak. Aside from the local
and high school trade. Mr. Davis believed that his
reputation in the city would attract people to his
carryout.

The bank supporied Mr. Davis’ choice of loca
tion, stating in a letter to KMBC that “the location

of the restaurant appears very good, with-virtually-

no competition in the surrounding area.” Mr. Davis
rented the first floor of the building in-early 1969.

Preparatlons To Open

Two months and $500 in rental payments later,
~ the $28,000 bank-KMt C-SBA loan package was
“finally “approved. A life insurance company had

made an effort to arrive at an agreement that’

might be acceptable, but the premium was still
prohibitively: high. With KMBC's urging, the bank
and SBA finally dropped the life insurance re-
quirement.-

The building required extensive repairs and re- -

- modeling to make it suitable for the operation that
‘Mr. Davis intended. The estimated cost of work
to be done, as submitted in the original proposal
and the loan application;, was $8,000. Neverthe-
less, over the next 5 months Mr. Davis invested
over $15,000 in putting the building in the cop-
dition that he desired. In additic:;, he paid another
$1,250 in‘rent while waiting for the work to be
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completed. Other necessary expenses included an
investment of $7,000 in kitchen equipment and
the purchase of materials, supplies, and an initia!
stock of food goods. Mr. Davis was left with
$2,500in cash at the time of opening.

" Mr. Davis anticipated an expansion of his opera- .
tion within a short time by opening a second
carryout For the longer run he envisioned a chain
of franchised carryouts. He also believed his carry-
outs would help in the sale of his dressings and
sauces which had come to be the trademarks of
his cooking. .

With the help of a large restaurant that donated
it services in planning the venture, Mr. Davis pro-
jected first year sales at $100,000. Twenty-five
percent of that amount was projected to come

from the wholesale marketing of the dressings and. - - -

sauces. No profit was expected the first year, but
Mr. Davis did set a $200 per week salary for him-
self.

Mr. Davis and his wnfe intended to provnde most
of the labor for°the venture. Each intended to put
in up to 16 hours a day, which was the amount
of time they estimated would be necessary to get
the business off the ground. In addition, their
daughter was to work 40 nhours per week. Finally,
one port-time employee was to be hired for
weekends.

Open for Business
Davis’ Quality Carryout finally opened in August

1969, 7 mgnths after renting the building. Sales~— -

during the first few weeks, although under the
estimates, were good, at times reaching $200 a
day. However, they declined steadily during the
fall of 1969, and it became apparent that the high
school trade was insufficient to support the ven-
ture. Business was very much tied to the weather,
and sales vanished with-inclement weather as the
students chose to eat in the school cafeterias.
Indeed, Mr. Davis considers that his prmclpal
source of competition was the schools food serv-""
ice facilities. -

The trade from outside the immediate area did
not develop as anticipated. There were no parking
facilities other than a limited number of spaces
located on the street. Additionally, Mr. Davis feels
that people who might have been his customers
were discouraged by their,fear of the shop’s ghetto



location. Further, Mr. Davis was never able to de-
velop the wholesale dressing and sauce portion
of the business beyond the small scale that he had
achieved previously with his home-based operation.
. Mr. Davis says that he “tried everything’’ to in-
crease sales, He had been listed in the yellow
. pages of the telephone directory, and he began to
advertise in the newspaper and on radio. Later he
offered specials on certain menu items. He asked
for adviee from KMBC, but they were unable to
provide ahy solutions. f

Overhead expenses proved high, with rent at
$250 per month and utilities at about $300.
Monthly salaries were set at a total of $1,300 for
Mr. Davis, his daughter, and the weekend helper,
" although Mr. Davu§ at no time drew the full amount
of his §800 sharé. In addition, of course, there
were large monthly loan payments to meet.

As business declined and working capital
dwindled, the sales problem was compounded by
Mr. Davis’ inability to maintain sufficient quanti-
“ ties of food to be used in prenaration of all items
on the menu. Furthermore, he was unable to take
advantage of wholesale buying.

B..ciness Failure

~In early 1970, insufficient sales caused Mr.
Davis to miss payments on some of his obligations.

24. Conner Photocoloring

Nancy Conner was born in Wakefield, a Southern
city of 100,000. She left high school after com-
pleting the 11th grade, and for the next 7 years
held several jobs as a wig stylist and beauty shop .
attendant. In 1966 Miss Conner, then 23 years
old, began work as a packer in the shipping de-
partment of the local office of a national photo-
graphic company.

Among the company’s products were oil colored
portraits. The oil coloring process consisted of
using oils to provide background and highlights to
photographs. The company contracted for oil color-
ing on a piecework basis with individuals in Wake-
field and other cities of the State. Viewing this as
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He returned to the bank, and with KMBC's help he
was granted an additional $4,000 as a short-term
loan. Most of the proceeds from the loan went to
cover Mr. Davis’ existing debts. Shortly thereafter,
KMBC suggested to_Mr. Davis that he sell the
business. Although one individual did attempt to

purchase the carryout, it developed that he could -

not raise the required capital.
In March 1970, 8 nionths after opening for

_business, Mr. Davis was forced to close the doors

¢

of Davis’ Quality Carryout.

Mr. Davis now recognizes three mlstakes which
he thinks led to the closing of the business. he
first was his dependence on the high school trade
to support a business with high fixed costs. Mr.
Davis feels that the business could have been
rescued by picking it up and putting it down in
another area. Finally, preopening expenses—rent
and preparation of the building—had reduced his
available cash to a critically low level, permitting .
no leeway for startup difficulties. ’

Although still in debt, Mr. Davis would like to
atteinpt another business venture, possibly a
catering service. He is also considering selling the

recipes to his sauces and dressings. In the mean- -

time, Haywood Davis is once again preparing fine.
foods as head chef in one of Kingsville's better
dining establishments.

an interesting activity and possible means of in-
creasing her income, Miss Ccnner learned the
basic skills from a friend. In the fall of 1967 she
became one of several individuals contracted by
the company for the oil coloring piecework. Miss
Conner continued to work her regular shift as a
packer and did the oil coloring on her own time
at home.

Decision To Start a Small Business

The photographic work of the company was tied
to the high school and college portrait market.
The demand in that market was seasonal, with the
greatest period of activity coming from September
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to Juhe when the Schools were in session. During
the 1967-68 school year, the demand for Miss
Cunner’s oil coloring services exceeded the time
she could spare on a part-time basis. Her sister
encouraged her to leave the company and devote
full time to her own small business of photocolor-
ing. To help her do so, Miss Conner’s sister in-
formed her of the activities of the Wakefield
Business ‘Development Office (WBDO), a new
organization formed specifically for the purpose
of helping minority individuals to enter business.

With that possibility in mind, Miss Conner, in
the summer of 1968, took a 1-week course in oil
coloring at a local technical institute. In the fall
she decided tp quit her regular job and start a
photocoloring business.

Miss Conner had no background in business.
In fact she did not view her self-employment under-
taking as a business venture in the usual sense.
Rather, she was responding to what she viewed
as an opportt,mty to better her economic status.
She calculated that she could earn more doing
photocoloring full time in her home than as an
nourly wage employee in the photographic com-
pany’s packing department. a

v

Financing and Expectations

During the summer of 1968 Miss Conner con-
ferred with WBDO. They were encouraging and
offered assistance in organizing the business and
in securing the initial financing.

faiss Conner had attempted to obtain a bank
loan, but was turned down because of her lack of
business experience and collateral. WBDO sug-
gested that she try to secure a direct loan from the
Small Busiiiess Administration, and it helped her
prepare an application for $2,000. An SBA loan
for this amount, with repayment scheduled over a
5-year period, was approved in the fall of 1968.

Miss Conner invested about $1,000 in a draw-
ing table, lights, and oils to supplement the limited
materials left from her parttime photocoloring
work. She had $1, 000 remaining as an initial cash
reserve.

WBDO also assisted Miss Conner by helping her
reach an agreement with her prévious employer
wherein he promised to su.  her, during most
of the school year, with 1/ to 150 prints for
coloring per week.
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Miss Conner was also promised work by a
black photogtapher who had just established his
own small photographic studio: He indicated that
he would try to provide up to 75 prints per week.
Miss Conner believed she would also be -able to
obtain a small amount of business arising from
the summer wedding trade. This would be im:
portant tv sustain the operation during the slack
period when the schools were in recess.

Since the business was to operate out of Miss
Conner's home and she was to be the only.em-
ployee, fixed expenses would be insignificant. She
intended to put ifi the time reqiired to compiete
all the work orders that she might receive, and
she estimated that this would amount to a mini-
mum of 40 hours per week.

Miss Conner anticipated no significant prob-
lems in relation to the operation of the business.
Although other individuals were providing-the—-~~--
same oil coloring service, her experience with the
part-time work led her to beljgve that there was
enough work for everyone. During the previous
year she had demonstrated that the quality of her
work was competitive. There was no competition.
on price-as standard rates were set by the com-
pany. Prices for photocoloririg ranged from $1.90Q
to $1.50 per print, déepending upon the size of the .
photograph. It was calculated that revenues for
Miss Conner's first year would reach $6,000. Costs
would be minimal, approximately $200 for ma-
terial. Thus she expected to be able to retain, after
loan payments, approximately $5,0CC in salary
and profits.

Business Failure

In November 1968 Nancy Conner opened for
business as Conner Photocolonng The photo-
graphic company began Supplylng her with prints,
but in resser quantities than had been anticipated.
The black-owned photographic studio was unable
to supply her with any regular orders. In fact, that
business itself failed shortly after opening. Conner .

‘

Photocoloring's sales for November and December

1968 totaled $900.

Miss Conner attempted unsuccessfully to solicit
new business from photographers and photo-
graphic studios in Wakefield and in neighboring
communities. She sent an initial letter of intro-
duction, and then placed a followup telephone call.
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She concedes that she was probably not an effec-
tive saleswoman. None of the individualsor studios
\ contacted were willing to contract with her for her
\ photocoloring services.

Conner Photocoloring was left totally dependent
‘upon the piecework supplled by Miss Conner's
former employer. Miss Conner feels certain that
t“ne company provided her wi*h all the work that it
could However, its work orders dropped steadily.
The problem apparently stemmed from the fact'
) tha‘t the demand for oil colored portraits had
dlmlmshed drastically.

Gross receipts for the first 6 months of 1969
were only $1,400. Expenses were $300, excluding
’ MISS Conner s draw.

MISS Conner ascribes the lack of sales to a |

change in taste among the purchaSers of photo-
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25. Eastside Pharmacy
1Y \‘\
James Flelds and Leon Marshall are pharma-

cists. They are now 37 and 48 years old, respec-
tively. Both are married and have families.

In the Iat 1950’s both came to Conner, an
Eastern lndustrlal city with a ‘population of
400,000. They met and became friends while
working for the Thomas Drug Company. Thomas
was a large r ta|| drugstore chain with outlets

throughout the caty Both men did well as com- .

pany employees., By the middle 1960's Mr. Fields
had progressed tP the position of manager in one
of the stores. Nevertheless, both Mr. Fields and
Mr. Marshall began to face up o the reality that
they had gone as far as they could as employees.

Neither Mr. Fiellls nor Mr. Marshall came f-om
+ families with business backgrounds. They had no
“friends or ‘acquaintances in business to provide
them with insight, advice, or encouragement about
the business world.\ However, as Mr. Fields ex-
pressed it, “the object of every pharmacist who
ever graduates is to have his own pharmacy.” Mr.
Marshall.felt that even as a registered pharmacist
there would be no further advancement for him in
,a white;owned firm.

graphic portraits. Although oil colored portraits
were much in demand when she began her color-
ing work on a part-time basis, wnthln 2 years that
demand had given way to a preference for natural
color photographs. She feels certain that the
photographic company would have honored its
promise to provide her with work had its oil
portrait business remained stable.

Sales during the summer of 1969 were negllgl-

ble, and in Sep[tember Miss Conner concluded that
she cotild not live on the income her business was
producing. She went to work as a dark room as-
sistant at a photographic studio.
., Despite its brevity, Miss Conner says she found
her attempt at business enjoyable. Her one regret
is that she attempted the venture with borrowed
money and therefore now finds herself still required
to make the monthly payments on her SBA loan.

.3
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Opportunity

Althnugh the men thought about and discussed
a partnership as early as 1966, it was not until
1969 that a specific opportunity to start their own
drugstore presented itself. At that time Messrs.
Fields and Marshall 'earned of the death of the
owner of a drugstore located in a lower middle
income area about 1 mile from the center of the
city. The drugstore had been reasonably success-
ful and drew its trade substantially from'the neigh-
borhood residents. Although the men had planned
eventually to open a new store in another area
which had just undergone a renewal project, they
concluded that the oppottunity to buy an exnstmg
busmess was worth explormg

The partners learned that the location they were
now considering was incorporated into urban re-
newaI projects to be initiated within the coming .
yearr However, upon mvestlgatmg the extent of the

enewal plans, they concluded that their proposed
operatlon could absorb’ the drop in sales that
would resuit from the dislocation of famities who
normally would patronize the pharmacy. They
?ss?med that the area’s population wodlld return
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to its previgus level after completion of the con-
struction phase of the project. If they could hold
out in the interim, the_difficult times would be
over.

The closest competing. pharmacy was seven
blotks away. Two other pharmacies were within
10 blocks. Nevertheless, the partners felt that
the established trade of the pharmacy minimized
the problem of competition. Furthermore, it was
their judgment that competition was normal in
. the retail pharmacy and drugstore trade, and that
there was enough business for ajl the stores on
that side of town. The only other black-owned
pharmacy in the city was’on the o*her side of the
metropolitan area. ”‘“J

Finally, ¥he partners checked the financial rec-
ords of the deceased pharmacist. The examination
confirmed their belief that the drugstoré could be
successful. They concluded that, even with the dis-
ruption caused by the urban renewal project, first
year sales could reach $250,000 and produce a
small profit of $3,000. They estimated that this
volume of business would be suffic._.1t to allow
a salary of $13,000 for each partner.

Having considered the |mportant aspects of the
drugstore and its location, the partners ap-
proached the deceased mari's family with an offer
to buy the business. The family accepted.

Gettmg Started. .

In order to obtain financing for their venture,
the partners approached a local organization,
Minority Business Pronmotion Corporation (MBPC),
which had been ¢ .bplished to aid minorities
achieve a greater share of business ownership.
MBPC accepted’the partners’ application for as.
sistance and agreed to help locate and arrange
the necessary initial financing.”

The prior owner's family had agreed fo a price
of $25,000 for the building and !and, and an addi-
tional $25,000 for the existing inventory, fixtures,
and good will. MBPC and the partners contacted
a local bank and the Small Business Administra-
tion, setting fourth their proposal. Eighteen
months after their initial contact wih MBPC, the
partners’ loan applicaticn was approved. The bank
agreed to a 10-year loan of $36,000, with interest
of 915 percent. The SBA provided a 90-percent
repayment guarantee. Each partner invested an
additivna! $3,500. ' .

P
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The purchase of the building and land required ¢
an snitial payment of $5,000, ‘and the $20, oot
balance was financed over 10 years. No remodél- ..
ing was required, as the building ; and adjoining ',._,-:
parking lot were in a good state cf repair. After "
paying $25,000 in cash for the good wIII flxtures
and inventory, the partners .were left with over
$10,000 as an initial cash reserve,

. To staff the business, the drugstore was to em-
ploy two full-time and nine parttime workers in
addition to the pharmacist-partners. Schedules
were drawn up wherein each partner was to work...
,40.to 45 hours per week, alternating shifts so that ¢ fa i
one partner would be in the store at all times. By
so doing, thére would be no need to hire another

licensed pharmacrst - /
Busmess Op(ratlon L

Eastside Pharmacy opened for business on .
March 1, 1969. Initial sies were comparable to
those recorded by the previous owner.

About 3 to 4 months later, Eastside began to'
experience a decline in sales as the urban re-

newal authorities started dlsplaclng many of the
neighborhood residents. *

Sales declined slowly through the remainder
of 1969 and the early months of 1970. Records
of the first 12 months of operation show that gross
receipts of the business tofaféd. $220 000, 12 per-
cent below the original projections. f\,small loss
was incurred. .

Sales continued to decline in March and April,
the first 2. months of the second business year,
and then remained at the $17,500 level. This was
encouraging since a pharmacy normaIIy experi-
ences a decline in sales durlng the summer,
moiiths. It was app\arent to the partners that the
residertial base iny the renewal area'was being re.
established. In'October, salés climbed- fo_abot ¢
$19 000, and the partners concluded ‘hat the
worst of the disruptive period was 6ver.

1]

Cutting Costs —Even though sales v.<re.de-
pressed throughout the first half of 1970 and
reached onlv $112;000, .tﬁe partners nevertheless
managed to show a smzii profit. The _primary fac-
tor accounting for the partners’ success in achiev-
ing profitable operdtions, in spite of depressed
sales, was their frugal business management.
Knowing that sates would .declihe, they prepared
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a strategy to deal with that situation. First, they
reduced the, number of parttime employees by
two. Second, they decided to dismiss the account-
ant who had handled their books during the first
year of operation. Mr. Fields was confident he
could do an adequate job keeping the necessary
records, and he began to do the firm's bookkeep-
ing. He had no significant difficulties taking over
the standard bookkeeping functions, including

the preparation of monthly profit-and.loss state-

e

tax returns o . A

with employees Have increased Eastside’s labor
costs are above’the level they think satjsfactory.
They have lost several good salesmen %0 larger

. companies that can afford to pay higher wages. In
addition, the partners have been forced to dis:
charge a few employees because they proved un-
trustworthy. Because of these factors the business

v has incurred higher costs incident to hiring and
training new sales ,personne'l, and to the overlap-

. ping of terminating and new employees.

Most of the employees that have worked at
Eastside solicited employment directly from the
partners, but a few were emp'oyed by agreement
with the local unit of the Urban League. The
owners contacted the League, and that organiza-
tion had referred job applicants from Conner's
“hard core’" unemployed. For the most part those
selected from the Leagle's referrals have become
satisfactory employees.

i Key employees at the pharmacy |nclude a drug
clerkK and a floor manager. Both have been with
Eastside Pharmacy since it was taken over by
the partners. The flcor manager left Thomas Drug
to work with the partners. In addition to super-
visury and sales responsibilities, he does some of
the pharmacy's purchasing.

Customer Credit—During the 18 months of
operation the business' cash flow problems stem-
med from failure to,collect promptly on prescrip-
tions filled for persons covered by Medicare and
Medicaid. Payments for these items have been
delayed by the agency admiristering the programs

ments ‘and quarterly balance sheets. An outside .
b > accountant prepared the year-end statements and_

Personnel—The partners advuse that difficulties’

for as iong as 4 months. In the meantime, the "
partners have to pay their suppliers. Accounts
receivable for these programs often reach several
thousand dollars. . A

The restricted cash availability has at times
prevented the owners from buying supplies at

cash discount rates and making large quantity

discount purchases. To date suppliers have not
been reluctant to provude them with credit be. |
cause of their late payments. Nevertheless, the
partners are sufficiently concerned about the gen-
eral cash flow to consider.legal action to speed
payment of Medicaid" and Medicare bills. They
feel that the collection problem with the Govern-
ment agency is a principal source of discourage-

‘ment, and because of these billing difficulties have
hired a clerk just to handle the Governmént ac- -
count. Extendlng credit for Government-subsidized
purchases isa necessary part of the business, but
the partners decided.to extend credit only to those
customers who use an acceptable credlt card
service.

The partners reaiize that they have a long way
to go to reach 2 more satisfactory level of busi-
ness. Nevertheless, they believe that under the
circumstances they have done well. Their business
has proved itself to be profutable at what they con-
sider to be the lowest possible level of sales. With
that level as a base and with new residents enter-
ing the area,"they feel secure in their future. Their
confidence is such that they intend to open a sec-
ond pharmacy in May 1971. The store will be in a
new shopping centzr now under construction in
ancther urban renewal ar.a of the city. They are
aware that the present operation will have fo carry
the second store for 6 to 12 months before the
latter becomes profitable.

Messrs. Fields and Marshall are also consider-
ing relocating the present strnre close to the new
commercial center after the urban renewal projects
are complete. -

Through advanced planning and cost conscious
ness, the owners of Eastside Pharmacy have done
well in weathering adverse business conditions.
They expect to do even better as local conditions
improve.

.
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“In November 1968, New Hamstead's first au.

_ thentic Caribbear restaurant opened for business.
lts omler, er, Robert Evans, named it Port Caribbean.

" Robert Evans and hjs family had arrived in New
Hamstead 6 years earlier from Tumona, an island

'In the Caribbean Sea inhabited by a black popu

. )etmn f abg.:t 700&90 l;'ss father, ,was a restau
" rant ovme? and ﬁxs uncles wkre an smerchaats in

Tumona Mr. Evans hlmself had managed a restau
‘rant for 4 yedrs before moving to New Hamstead.
He had aiso wurked as a bank teller for 10 years, 7

- s years in Tumona and 3 in New Hamstead, and had

: 3
o {cawses in Amerjcap history, govérnment, and ’

oie
A

'3 yedrs" expenence in New Hamstead as a ware-
~ *house mdnager When he started the restaurant
" he was 35 *‘ears of age. married, and the father
offoun .

Mr. Evans had gr.aduated from a busmess high
‘school in Tumona, alid had taken high school fevel

Engﬁsh in the United States. In addit»aa. he had
studxed banking, ¢ermmerical faw.*accounting, and
econamu:u at a New Harastead business school.

T Frior to startmg hxs restaurant he had also at
"7 tended @ few workal‘op sessions on small business,

sponsored by a Néw' Hamstead coilege. His com

¥ mand of thé English language was very good

Mr. Evans advlée‘s that he had wanted fo man

age "his’ own bnsmeks ever since fie was a boy

‘watching his famx'y tun their various businesses.
He says his main motivation for going into busi
ness was to™“prove™ himsal, to be successful so
that he in turn could help others to succeed. ,

. He chose the rostprant business Tor a number
of reasons. He had experience as a res aurant
manager. In addition, his wife was an exceilent

" cook, an¢ had studied cooking in Tumona for 6

years. Also, he was convinced that a Caribpean
sy «cialty restaurant would be 2 big success in New
Hamstead, which is a large commercial city with
a sizable popu'ation of poople fro.x countries in

. . and about the Caribbean Sea.

Mr. Evens bglieved his prospective clientele
would include. people from the Caribbean area

_living n New Hamstead, the staff apd trainees

from the Peace Corps’ facility at the New Hamstead
university, wiere velunteers destined for the Canb

e
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bean countries were trained; the city's manit.
Caribbean consulates, and the university students
from Caribbean countries. Several students/frorb
the umversity assured him that they and.other,
stidents would be pleased to have a Canbbean
restaurant to patronize. Officials at several con-
sulates Jindicated that, they would contract with his
restaurant for catering services at their socia
events. Mr. E..ans also asked four New Hamstead
restaurant owners for their opinions concermng
the feasibility of “his intended venture. They en-,
c0uraged him to go into business because hlS
rdea was goqd. , 'y
After waiting 6 years for -his financial srtu-
ation to unprove sufficiently. to. undertake thel
venture, Mr. Evans finally decided that the time |
was right in the fall of 1968. He searched for a *
proper locaton and found a small bulding for '

sale not far from his home. Tne building was_in-a———

residential ne:ghborhoo( but on a block contain-
ing several small retajl shops. The area was popu- .
lated pnmar:ly by low« and middle-income minority
individuals. It was quite far removed, however,
from thu centrai city, the university, the con-
sulatss, and sections of the city. with the large
concentratrons of people from the Caribbean area.
Mr. Evans said that .he talked with each of the
businessmen on the block, and all assured him
that the neighborhcod would be a good one for |
his restaur-.nt. He purchased the buxldmg for
$14,500, paymg $2,900 in cash from his savings,
and financing the remainder with two mortgages
involving a total repayment term of 20 years. . .

hia

Financing the Venture
, Proceeasng on the recommendation of others

‘in the restaurant business, Mr. Evans approached

the Small Business Admimstration for financing
assistance, The SBA advised him that his proposed
venture appeared reasonable, but suggested that
his chosen location might bring problems. It was
far removed from most of Lis intended custoiners
and in an.area regarded as unsafe. Mr. Evans ad-
vises that at this point he wanted to change his
choice and find a site neaser the center of the city.
However, since he had already purchased the
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building’ at the first site, the SBA would not con- *
sider.the alternative lucation. Mr. Evans saw no
way to sell his building within a reasonable time
and decided to proceed as originally planned.

- — Following the refusal of two local banks to
assist Mr. Evans, the ‘SBA _extended a direct

__loan of $10,000: The terms of the loan called
for monthly paymL,nts of $193 for 5 years, in-
cIudlng interest of 5% percent. Security for the
loan included the signature of Mr. Evans and his
wife, plus a lien on the restaurant’s equipment.

‘Mr. Evans also borrowed $1,500 from each of two

New Hamstead finance companies, pledging’ his
personal property as security. The latter two loans
were short term a\nd required monthly payments
of about $104. Havmg made the $2,000 cash
down paymenton the building, Mr. Evans had no
further savipigs of his own to invest:

The total initial financing of $13,000 fell-far
short of the $25,000 which Mr. Evans had_esti-
mated necessary to-equip; furnish, and stock

MWres?éurant in the fashion he thought appro-,

priate. Hdweve., he knew of no other sources, of

- loan funds, and he had decided agairist a friend's

offer to become a panigg\smce the man couldn't

- cook.

After. spending about $7,000 on equipment,
$2,000 on remodeling, $2,000 on an initial stock
of materials, and nearly $2,000 more on miscel-
laneous other items, Mr. Evans had only a few
thousand dollars left as a beginning cash reserve.
UnabIe, to purchase furnishings, he leased tables
and chairs at $55 per month. Excluding salaries,
he estimated that his total monthly fixed costs (in-

_cluding morﬁgage and loan payments, furniture
Jease and ut|I|t|es) would run about $625 per

month. Insurance costs were minimal, as he was
payin{ only for fire coverage on the building. He
had attempted to get business insurance coverage
frorp 'two companies, but was refused because of
location.

Restaurant Operation

In November 1968, Mr. Evans quit his job as a
bank teller, and together with his wife went to
work full time at Port Caribbean. Since they had
only six tables, they felt they cculd handle the
business without other help. The restaurant was to
be open 7 days per week, from 8:30 a.m. to
10 p.m. They expected monthly sales of about
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$6,000 to $7, 000, of which $3,000 to $4,000

would represent the|r salarles and profit.

Mr. Evans advertised ms opening to the univer-
sity students, Peace Corps, and consuiates by

_ mailing advertising flyers He also tacked the

flyers on the Peace Corps facility's bulletin boards.

After opening, Mr. Evans recelved some publicity
in the form of a éompllmentary description and
recommendation in a paperback guide to New
Hamstead's restaurants The gmde commented that
although Port Caribbean’s decor was unimpressive
(formica tables, paper plates, etc. ) the food was
excellent and represented one of, the best buys in
town at about $2 to $2.50 per meal -

Mr. E.vans found that his major source of cus-
tomers was the Peace Corps. His other customers
were university students. consulate personnel, and
an occasional church group. Only ‘a few of the
neighbornood residents came. With few excep-

tions, all of the cu$tomers came at lunch or supper ‘

time. Sales for the first month totaled $5,000, not
far below Mr. Eyans projections. After that sales
fell somewhat, averaglng about $3,500 to $4,000
monthly. i o

While a few of Mr. Evans customers/were dis-’

pleased that the restaurant did not have a liquor
license, 1t appears that nearly all were enthUS|ast|c
about the quahty of the food. Their major source

> of displeasure was the fact that Port Carlbbean
" was far removed and in an area of town whlch they

regarded as dange: ous. !

Mr. Evans did his own bookkéeping.' He had
started with’ an accduntirig firm, but when sales
did not develop as expected, he could no longer
afford the professional help. However, after taking
on the task himself he found it difficult to find the
time required. Inventory management was also
somewhat of a provlem, as many of the speclalty
items had tu be reordered from Tumona; and since
Port Caribbean had no storeroom, tha mo’st that
could be kept in inventory at any one timejwas 2
weeks' supply. >

Three months after startup Port Carlbbeén suf-
fered an explosion in the kitchen which neceSS|
tated ibout $700 in expenditures for equnpment
repairs antt replacement. The insurance company
refused to cover the loss since the bulldlng had
been insured as a private residence and not as a
business establishment. Mr. Evans says he doesn't

]
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understand how that happened, as he had simply
continued the insurarice which had been on the
building when it was utilized as a delicatessen.
~The setback forced Mr. Evans to find another
source of income, and he went to work as assist-
ant manager of a branch bank. Henceforth, Port
Caribbean was open only on evenings and week-
ends.

About a month after the fire, Port Carlbbean
suffered another misfortune. Thieves broke in and
stole nearly all removable items. They took-all of
the food, eating and cooking utensils, a television
set, and the Tumonian decorative items in the
dining area. Mr. Evans says he is certain the theft
was organized by someone who wanted to put him

out of business, possibly a nearby merchant with

whom he had had a disagreement. In support of--/

his belief Mr. Evans advises that he received sev-
eral phone calls threatening him with violence
if he did not leave the neighburhood. He also
p~ints out that most of the items stolen had no
possible resale value. The police were unable to
recover any of the goods or dévelop any evidence
whuch would identify the thieves. Again there was
no insurance coverage, and Mr. Evans had to
absorb a $2,000 loss.

Not long after the break in, Mr. Evans lost an-
JstHer $60 during an armed rabberv at Port Carib-
bean. Again there was no insurance. The holdup
so frightened his wife that she refused to return
to work. A second holdup attempt failed because
Mr. Evans had resorted to locking his doors,
opening them only to admit customers,

Mr. Evans advises that when he started into
business he tried to obtain business insurance
coverage from two companies, but was refused
due to Port Caribbean’s unfavorable location.
There had been a riot not far from there in early

27. Kirby's Service Station

Joe Kirby was born in 1941 in Oak Harbor, a
largely industrial city with a population of 325,000.
He had lived there all of his life.

»

Mr. Kirby completed the 11th grade, and for
1’0 years thereafter worked as a carwasher and

1968, and dozens of stores had been Jocted and
burned. Acting on the SBA’'s recommendation,
Mr. Evans finally did receive coverage acce stance
through the city’s insurance placement facility
which had come into being after the 1968 riot;
however, he says that by the time the insurance
coverage became available it was too late and

"+ too expensive.
Ny

Desperately in need of money following the
break in, Mr. Evans returned to the SBA to re-
quest further assistance. He advises that they told
him they would consider a secohd loan if he could
present a reasonable plan, which must include a
move to a better location. He suggested one new
site, but says that the SBA judged -it unsuitable.
He made no further attempt to relocate.

Mr. Evans used what little money he could
afford from the meager sales revenues to purchase
the food stock and the cooking items most nezes-
sary to get back into operation. Business was very
slow, however, and he began missing payments to
all of his creditors. He says the 'SBA advised him
it “couldn’t carry me and would have to repossess
the equipment.” The mortgage holders gave Port
Caribbean up for lost and foreclosed. In May 1969,
6 months after opening, Port Caribbean closed its
doors.

Eighteen months later, Robert Evans is still
working at the bank and trying to pay off his loans
from the two finance companies. He says some of
his former customers are encouraging him to open
again, and that he plans to do so as soon as his
financial situation will permit. Next time he says
he will fin a safe location close to the city’s cen-
ter, obtain all the necessary insurance, and start
with a large enough investment to give him an
adequate reserve to survive any startup difficulties.

-

auto mechanic. In 1965, at 24, he changed jobs
and began working as an electrician's helper n
an Oak Harbor manufacturlng plant. Two years
later, while still-in the same job, he lear,ed that
a service station near his home was available for
sale.




Early Disappointment

Mr. Kirby had wanted to be in business since he
was a teenager. Because of his experience working
with cars, he dec;ded that a servnce statlgerould
Accordingly he squght out a local-oil company
representative and told him of his desire to take
over a station he heard was available. The repre-
sentative advised Mr. Kirby that the Oak Harbor
Development Corporation (OHDC)—a newly
formed economic development group created to
aid ‘the minority businessman— ad already se-
lected a candidate to back for-ownership of the
station. Because OHDC appeared to be the key to
financing,  Mr. Kirby. decided that it was futile to
furthér pursue this particular venture.

Another Opportunlty

Not Iong afterward he got a part-time 1ob as an
attendant at the service station he -had wanted
to purchase. While working a the station—whose
- opening ‘was celebrated with much publicity by
OHDC and other community groups—MF¥. Kirby
became witness to a steadily declining business.
When Mr. Kirby learned that closing was ...ami-
nent, he asked OHDC to promote his purchase of
the station. He felt the station could be a success,
and that the previous owner had failed only be-
catise of his poor management and lack of atten-
tion. Most critical, he believed, was the fact that
the previous gwner had not worked full time at the
station.

OHDC contacted Mr. Kirby's principal employer,
who responded with a good reference. Meanwhile,
Mr. Kirby approached the oil company representa-
tive whom he knew through his part-time work at
the station, and the representative agreed to help.
His backing proved sufficient to convince others
that Mr. Kirby was qualified to take over the
station. '

Unlike the previous owner, Mr. Kirby mtended
to work the number of hours required to assure
that the business would develop successfully.
Nevertheless, he knew that the initia, months
would be difficult financially, and indeed if his
wife hadn’t been -employed, he would not have
considered entering the business. :

Mr. Kirby wanted a station .in the ghetto and
was well satisfied with the locition of this one,

that he would soon’ be able to open a second sta- B

which was three-quarters of a mile from the center-

of the city on the edge of the low-income area. The
station was at the intersection of a heavily traveled
commergcial street-and a less traveled cross street.
The streets were in good repair, and the immediate
vicinity was clean and attractive. Across from the
station were two large warehouse distribution
centers for downtown department s‘fores Away
from the main commercial street were numerous
low-income residences badly in need of repair.
There was another gds station just a block away,
but Mr. Kirby thought it would provide little com-
petition because its owner ‘‘didn’t cater ta pump-

ing gas,” but rather concentrated on smali repair.

Mr. Kirby was 6ptimistic about his carner joca-
tion and felt that sales were likely to be so good

tion. or possibly a car wash. He expected that his

major difficulty would’be finding and maintaining -

qualified employees. In his judgment the only
way to deal with that problem was to be as selec-
tive-as he could in hiring. .
With little participation on Mr. Kirby's part,
OHDC, the oil company, and a local bank arranged
for an initial financing of $8, 000. Mr. Kirby him-
self had no dealings wjth the bank "during the
negotiations; OHBC had been his representative.
Of the $8,000, $2,000 was in the form of a loan
from'the bank, and the remainder was a credit on
the initial inventory from the oil ~ompany. The
financial package was arranged in August 1969.

Mr. Kirby was then sent to a 6 weeks dealer's -

course offered by the oil company.

Open for Business

86

Mr. Kirby returned in September, and on the
29th of that month Kirby's Service Station opened
for business. Having made only minor purthases

out of the funds from the bank, Mr. Kirby began

his operation with less thar. $2,000 in cash. -

Mr. Kirby spent $90 in radio advertising at the
time of opening, although he was of the opinion
that advertis.ng was of no benefit to a service sta-
tion. He felt, rather, that the principal means of
attracting business were good service and a clean
station. He hired one fult time and three part-time
employees.

Mr. Kirby says that the winter of 1969-70 was
an especially bad one, and that the foui weather
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had a depressing effect on the new venture’'s sales.
Sales for one month reached $1,000, which proved
to be a high for the business. Other months were
as low as $300. Not only were t+= sales extremely
inadequate, buf costs were higher than he had
expected. To the normal costs were added the
extra expenses of keeping the station’s entrances,
exits, and car bays clear of snow. Rent on the
_station began at $50 per month for the first 3
months, and was to increase by $50 per month
during each subsequent quarier up to a maximum
of $200 per month. The utility bills, especially
heating costs, were high during the winter. Salary
expenses started out at $350 per month, exclud-
mg the $100 per week that Mr. Kirby intended
to draw. In addition, of course, there were the pay-
ments on the loan he had received from the bank.
The oil company collected the nayment on its
-initial credit by adding to the regular_gas bill a
small amount per gallon sold.

" With sales running far below the anticipated
level and his supply of working capital running
low, Mr. Kirby experienced difficulty maintaining
even a minimal inventory. Often he did not carry
items requested, and either had to turn the cus-
tomer away or ask him to wait while he went to
-purchase the item. After the initial mventory stock
was depleted, {he purchase of all further inventory

items was accomplished on this piecemeal basis..

The inventory continued declining throyghout the
‘winter and early spring.

On the advice o1 an accountant that he had re-
tained after the first 3 months, Mr.-Kirby at:
tempted to lower his overhead costs by reducing
his part-time employees from three to one. He also
reduced the number of hours that the station
operated.

A Search for Help

As Mr. Kirby says "by the time the weather

broke, so was " He approached OHDC in the,

spring of 1970 in order to reguest their aid in se-
curing additional financing. He again left things
entirely in the hands of OHDC and the oil company
representative. He ielt he was totally dependent
upon them for additional funds due to his own lack
of financial knowledge and to the unprofltable posi-
tion of his business. .
Conversations between OHDC and the oil*com.

A
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pany concerning Mr Kirby’s need for more work-
ing capital were undertaken, but Mr.. Kirby was
neither informed of what they discussed nor of
their final decision. He only knew that no one came
up with the money he needed.

\ Mr. Kirby believes that OHDC had tried so hard
to rescue his predecessor at-the station that they
were discouraged from investing an equal amount
of time and resources with another person. )

Mr. Kirby began to realize that there was little
possibility of overcoming his financial difficulties.
By June he had put over $1,000 of his own funds

. into the business. He had run out of money and

had no prospect of getting more fo provide the sta-
tion with an adequate supply of inventory items..
Mr. Kirby hadn’t drawn his own salary since’ April
and had had difficulty meeting the payroll. He had
‘never been able to make any payments on the barik”
loan and was behind on utility bills. Although Mr.
Kirby feels that he sho::ld still *‘be out there,” he
closed the statlon doors in June, 9 months after
opening.

- Summing It Up .

Mr. Kirby concedes that he should have known
more about managing a business and feels that
had he received the same amount of financial help
and technical assistance that his predecessor

received, he would still be in business. He still* >

thinks that the locatipn and his service were good,
and that toward the end the employees were also
of good quality. Furthermore, if sales had been
higher, there would have been time for him
to deveiop the knowledge and‘ managerial. ability
that the operation required. Mr. Kirby thinks that
when an inexperienced person is provided funds to
start a business, he should be given sufficient ad-
vice and assistance to get him through the difficult
startup period. He suggests that business coun-
selors be made available to those who require
them.

Mr. Kirbyis cons:dermg entering business again,
either in another sgrvice station or in an auto.
accessories retail outiet. He doesn’t feel that the .
termination of his last venture will hinder him,
although he still owes, money to the bank, the
“Internal Revenue Serwce, and the oil company.
He is confident that Anyone who knows the story
will not blame him for closing.

8"/ . ‘
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' to his position as an airline pilot.

Aside from the experience he gained, Mr. Kirby
feels that there has been one questionable benefit
in that some acquaintances who had become a

28. Quickair Flyers

Delmar Fadden is more interested in being in
aviation than in being in business. He has had a
lor:_ time interest in flying and now at the age of
27 and single, he is a full-time pilot for Mideast
Airlines, a scheduled ‘regional carrier. He is also

little envious and distant while he was operating
the station now want to be his friends again. Mr.
Kirby is skeptical.

Planning the Venture
Mr. Fadden decided he would base his new

operation at the Concord airport, because he fore- -

saw that its traffic was likely to expand significantly
over the next 10 years, and his charter service

the owner-manager of Quickair Flyers, a charter  co1q benefit accordingly. The airport provides

service which he founded in February 1969.

Mr. Fadden attended 1 year of college where he
took courses in electrical engineering. In 1962 he
began a 5-month pilot training course at a flying
school. Following its completion, he esfablished a
small flying school of his own at a general aviation
field in Porterville, about 1V miles from Concord.
Mr. Fadden saw this venture as an opportunity to
build up his own flying and business experience.
The flying school remained open until 1966 when
Mr. Fadden became a pilot for Mideast.

"Mr. Fadden felt that blacks had little oppor-
tunity to break into commercial aviation and there-

_ fore Had not expected the Mideast appointment.

In fact at the time he was hired he was considering
initiating a charter service.

For Mr. Fadden being self-employed is very im-
portant. Although he wanted the position with
‘Mideast, he also wanted the feeling of independ-
ence and security that would reslt from knowing
that this particular job was not the only oppor-
tunity available to l.im. In pari he was also moti-
vated to start his own .viation business in order
to provide. black pilots and aviation employees
with a means of entry into the field.

Mr. Fadden's schedvle with Mideast left him
free 16 days of each mo: th during which he sould
attend to a charter service Nevertheless, he-knew
that a full-time pilot would be essential to the
operation of the prospective business. He warkerd

. with Mideast for 3 years befare he located a suit:

able pilst and found himself ip a position to con-
sider starting the charter service as 2 supplement

8d

flight.facilitie's for:Concord, a city of 400,000, the ,
city of Edison, 200,000, and Porterville, a college -

town of 25,000. All three municipalities are within
30 miles of the airport. He discounted a return to
the Porterville «rield because of the greater po-
tential of the Cnncord airport. Entering into that
decision was the fact that the university at Porter-
ville operated a fleet of small planes, for use of
the university community, which would provide
stiff competition to any commercial charter.service:
locating at the same field.

His competitors, as he saw them at that time.
would include a large aviation services company
located at the Concord airport, two smaller charter
services, and the university’'s fleet. The larger
compat.y -provided a wide range of aviation serv-
ices and nad the major share of the Concord-Por-
terville charter market. )

Mr. Fadden fel’. *he large company would pro-
vide serious competition, but that its high-volume
operation was generating increased demand for
charter service in general. He intended to 'keep
prices at a rate below those of the larger company.
He felt the two smaller charter services would not
present any cornpetitive problems because Quick.
air would offer more flying experience and a wider
range of service. :

Mr. Fadden intended to look for business among
current users of charter services rather than to try
to de: elop business among non-users. His custom-
ars, he anticipated, would be companies that had
continuing business travel and the manufacturers
that required rapid delivery of goods. He planned

v
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to reach these prospective customers primarily
through personal contact. This he did, but re.
ceived no assurance of business. The response gen:
erally was that, once he was established, they
might consnder his services.

Mr. Fadden was apprehensnve about customer
acceptance of a new business in«the aviation field,
especially when that business was black owned
and operated. Air travel is a sensitive area in the
public's view, and the newness of the operation
coupled with the presence of a black pilot, he felt,
might discourage business. Nevertheless, he wa~
willing tc rely on the fact that he was well know .
in the area. His family was well established in
Concord. where his father was president of the
First Concord Bank.

Ir order to assist the company in its infancy,
Mr. Fadden decided not to draw_any salary from
Quickair. He planned to stay wnth Mideast which,
by itself, adequately met his ‘salary needs. He
expected Quickairto show a profit in about 2
years. .

Mr. Fadden intended that eventually his busi-
5 would expand to provide, in addition to char-
ter service, a full range of related services includ-
ing aircraft sales and maintenance, flight instruc-
tion and scheduled air carrier service. He foresaw
expansion intd other toWns and States.

Mr. Fadden anticipated no difficulty in obtain-
ing the necessary capital, which he e.umated at
$36,000. He was familiar with available}inancing
programs due to his father's involvement in the
_ financial community. The full $36,000 was in fact
obtained. A loan of $29,000 was p uvided by the
First Concord Bank, with repayment scheduled for
a 10-year period. The loan was secured by a 90-
~grcent $BA guarantee and a.chattel mortgage
on the equipment purchased. Equity capital totat-
ing $7,000 was provided by Mr. Fadden and two
relatives, with Mr. Fadden holding 90 percent of
the stock.

Mr. Fadden ourchased a smail used plene for
$27,000. No office location expenses were in-
curred as the business was to be run from
Mr. Fadden's home. Other startup cosis were
minimal, and Quickair hdd nearly $9,000 in cash
remaining at the ume of opening. He anticipated
fixed expenses for the first vear's operation at
apgroximately £8,000, to cover airfield costs,

financing eosts, insurance, and a $3,000 salary
for the full-time pilot. In addition, the full-time
pilot was to rece\ive a commission based upon the

volume of business. No profits were expected on
the projected first-year sales of $20,000.

A False Start and a New Beginning

In February 1969, Qui\c air opened for business.
One month later the full-time pilot qwt ‘At this
pomt Quickair had failed to leave the gfound.

The business sat idle for the next 3 months,
until Mr. Fadden obtained a 9-manth leave of ab:
sence from Mideast and re- |n|t|ated\operat|ons by
himself, renting an office at the Concord airport
for $55 per month. A second full- tlm pilot was
hired shortly thereafter. However, neither the
level of business nor the new pilot's pro\\CIency
justified his retention. Thetefore, he was eventually.
dismjssed. In part, because of the 3-month lapse
in nperations, firstiyear sales reached oniy
$14,800, and a net loss of $7,000 was incurred.

In May 1970 a third pilot was hired on_a_full--
time basis, and Mr. Fadden returned to Mideast.
He continued to work 16 days per monti with the
flying service. In July 1970 the company added
flight instruction to its existing charter service,
leased a’second light plane, and hired a part-time

. flight instructor.

For the, 8-month period from January through
August 1970, sales amounted to $22,500. Profits.
for the same period totaled $4,200.

Business Operations

The company's fixed costs have remained low.
Utilities and rent for the airport office still total
$55 per month. As the full-time pilot assumed
more of tte responsibilities for operating the busi-
ness, his salary was increased to $7,200 per year
plus commissicns. The part-time flight instructor
is paid on an hourly basis. Insurance costs for
liability and complete hull coverage on the aircraft
are $2,000 per year.

Recordkeeping has been a continual headache -
for Mr. Fadden. He indicates that he is not sure
that he 1% keeping all’ the records that he needs
or +1at would be of benefit in running *he busi-
ness. Once every 6 months he has to call in an
accountant “‘to straighten the mess out."”” Mr. Fad-:
den hopes to find a solution to his record problems




soon, and suggests that anyone who iniends to
enter business for himself should first find a good
accountant or bookkeeper.

S:nce inception, the bulk of Quickair's business
has come from cargo and passenger charter serv-
ice. The company's principal customers have been

" local companies with requirements for personnel

travel or the need for,urgent delivery of equipment
or material. Mr. Fadden has, not been able to de-
velop any of the regular deiivery contracts that he

-had hoped wouid constitite a base for the busi-

ness. He has sought hoti* government and private
contracts, but has betn unsuccessful. The busi-
ness that he has generated has been on an “as
nNeeded” basis, which he feels does not provide the
company with the stable base it needs. Mr. Fadden
ddmits that his sales tectinique may not be
adapted to the realities of the market, but he does
not care to-participate in the *““wining and dining"
approach to sales which might lead to increased
business.

_Quickair would like to obtain some contracts for
“U.S. mail _delivery, although Mr. Fadden realizes
" his company’s rates for that type of service would
necessarily be higher than those charged by
regional carriers and larger companies. He says he
has attempted to obtain such contracts through
the U.S. Governments set-aside program for
small businesses, but thus far has been unsuc-
cessful.

Mr. Fadden feels that the quality of service he
provides is at least equal to, and perhaps better
than, that of his largest competitor. Further, his
rates are generally 10 percent lower. He feels that
the highly individualized customer attention of
Quickair sonstitutes a valuable competitive
strength. He assesses the current weakniosses of
his firm as compared to the large company to be:
(1) Quichair is relatively unknown, (2) it does not
have enough planes to assure availability of serv-
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Cliff Gibson was born in Pittfield in 1939. The
son of a general laborer, he finished high school
and then went on to spend 15 years studying
mathematlcs ‘at a local black uciversity” In 1958

ice at all times, (3) it doesn't offer a full range
of aviation services, and (4) it is black owned, a
circumstance which eliminates certain potential
customers.

Mr. Fadden feels that the two smaller cﬁgr‘ter
services do not constitute a significant competitive
problem inasmuch as "his service is of higher
quality and wider range. He does feel that the
university's charter fleet hurts his business, as-the
more liberal’ university cofnmunlty could be a
source of sales for a black-owned charter service
were the university's fieet not so. readily available.

Mr. Fadden is satisfied with the increase in busi-
ness, but is disappointed by his failure to develop
any supporting base thrcugh term contracts. He
expects sales to continue to increase and is opti-
mistic that eventually he wiII be able to obtain
some such contracts. Included in his plans for the
next 2 to 3 years are the addition of a maintenance

- _facility,- a-sales organization and sciieduled air taxi

service. He is currently negotiating a loan for the
purchase of a used aircraft, which will bring the
totai number in the fleet to three—two owned and
one leased.

Mr. Fadden advises that the most discouraging
and difficult problem he has had to face has been
the reluctance of the puklic to accept a black
business in the aviation field. He thinks that the
solution, other than that provided by the passage
of time, must come from his own effort to develop
an incrt_aased awareness of 1he quality of his serv-
ice. He further ;omments that until both black and
white sectors of the community cease to assume
that*a black business necessarily offers an inferior
product or service, that this will continue to be a
problem with which all black businesses must deal.
In the meantime, Mr. Fadden is proving the quality
of his product and developing a successful husi-
neSs in the activity that gives him most pleasure.

v

he began work as a laboratory technictan and later
became a re  <ch technician .. a predominantly

white univers..s in Pittfield. Two years later, in
order to supplement his income, he began sellmg




clothes in a men's store on a part-time basis. As a
part of his-job at the clothing store, Mr. Gibson
sold men's clothes from his car. He held both the
job at the university and the one at the men's
store until late 1967, when he quit the latter to
start a business for himself.

Mr. GIbSOﬂ had decided that since he had sorne
success selling clothes from a car. he would have
a door-to-door sales business. He believed that
with his limited university education, self-employ-
ment was the way of life that could provide him
with the satisfaction and the income level that he
desired. He had discounted the possibility of re-
turning to school and, furthermore, had decided
that the job as a research technician would pro-
vide him wit'b little opportunity for advancement.
He had begun to consider establishing a door-to-
door s2'2s business in mid-1967, and bv December
he made his decision and the necessary arrange-
ments.

St_arting Small

With $1,200 of his éwn savings, a $500 per-
sonal loan from a local black-owned bank, the Na.
tional Bank of Pittfield, and $300 borrowed on
his life insurance policy, Mr. Gibson bought a used
bus and equipped it to serve as a mobile base for
his sales operation. The cost for this fotaled $700.
He purchased '$1,200 worth of men's clothing,
and with less than $100 remaining began sellmg
in December 1967.

Mr. Gibson was married and his wife hag
steady employment. He could count on_her in-

come to take care of a pecrtion of the household’

expenses. In addition, he interded to sell clothes
only on weekends and in tnhe evening until sales
and earnings justified his resigning his job at the
university. He bLelieved that the bus operation
would show a profit from the start, but felt that it

would not be sufficient to meet his personal finan-

cial requirements.

To Mr. Gibson, the bus-based operation was 2
unique idea; he felt that it would “catch on" and
he envisaged that some day a ffeet of buses would
be operating in Pittfield and in other cities of the
Sate. Initially, however, he was satisfied with the
one bus and intended to work about 30 hours per
week.

His geographic market consisted of black resi

dential areas, the black university, and a local
business school. The method of operation varied.
In the residential areas he would drive the bus
through slowly, sounding a horn. In addition, &
few customers would telephone and ask him to
come to their homes. At the schools Mr. Gibson
established a regular time and place for his clients
to shop and purchase.
Mr. Gibson used the bus from December 1967
until the vehicle's license expired in April 1968.
~He then began to sell men's suits and shirts from
his car, because he lacked money to put the bus on
*ka road again;‘MeanwhiIe, he continued his day-
-*1e work at the university.

In early 1968 Mr. Gibson learned about the
small Business Administration’s loan program,
and saw this a< an opportunity to reinitiate opera-
tions from the bus and to ificrease his limited
inventory. He se.it a letter to the SBA, and upon
receiving an application form, approached a local *
organization created to promote minority entre-
preneurship. The organization assisted Mr. Gib-
son in applying for an SBA.guaranteed loan from
the Natiorai Bank of Pittfie'd. In addition,the
organization sponsored a 12.week course in busi-
ness management which Mr. Gibson attended.

in September 1968, Mr.-Gibson received a 7-
year, $7,500 loan from: the National Bank of Pitt-
field. Security on the loan included Mr. Gibson and
his wife's personal liabjlity and a lien on certain

" assets. With the $7,500 he increased his inventory
of men's clothing and added iadies’ apparei. He
also put the bus back cn the road and bought
some radio adverttising.

Once back in operation, Mr. Gibson was able to
boost total sales for the 12 menths of 1968 to
$20,600, and produce a net profit of $3,400. He
withdrew no salary or profits during the yeat.

Ourir.g 1969 Mr. Gibson continued to operate
his bus. In April he quit the job at the university
to oevote full time to his mobile store. At that
time, he began paying himself a salary of $40 pxr
week. Total sales for 1969 amourted to $22,500
and the net profit was $690.

Py the tall of 1589, Mr. Gibson had become
skeptical of the possibility of developing the bus-
based operation into the size of business that
would satisfy him. The bus itself required conistant
attention, and he felt that he was putting too much




time into repairing the bus rather than i.n selling

clothes. Furthermore, operating from the bus, he

was not able to get suppliers to ship their goods
on credit. This drastically limited the amount of
inventory he could carry. Finally, the inventory
was not insurable while on the bus. Because of
these difficulties and because sales had not met
his expectations, Mr. Gibson decided to look for a
store.

Expansion

In November 1969, Mr. Gibson learned of the
financial difi..Jlties of a women's clothing store
called the Spiffy Shop, iocated in downtown Pitt-
field. The owners were about to enter bankruptcy
proceedings. Although he had considered locating
in a suburban shopping center, Mr. Gibson settled
upon a downtown location because of the lower
rent and the availability of the shop.

The Spiffy Shop was going out.of business, Mr.
Gibson decided, because of poor management,
Iargelg the zesult of the owners leaving the man-
agement of the store to others and not attending
to it themselves. The store had been in operation
for less than a year and had a good downtown
location. There was no need for remodeling as that
had been done just prior to the Spiffy Shop's
opeiing. )

Through an arrangement with the Spiffy Shop's
owners in November 1969, Mr. Gibson became
temporary manager with the intentibn of buying.
He managed it until the owners enterxd bank-
ruptcy, and the shop closed on February 1, 1970.
Mr. Gihson continued negotiations for purchase

of the shop's equipment and inventory. .

The bankruptcy sale price for inventory and
equipment was set at $7,500. Realizing that an-
other SBA-backed loan would probably require
at least 3 months for approval, Mr. Gibson decided
it was necessary to seek other means of financing
the purchase. He returned to the same bank that
had provided his original loan, and by refinancing
his home, was able to obtain $5,000. In addition,
the bank loaned $1,500 cn a personal note that
was to be repaid over 18 months. The rémaining
$1,000 was provided from his personal savings.

A Second Opening b -

In mid-March the purchase was concluded, and
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on March 20, 1970, Cliff Gibson openeu his new
store, Woman's World.

Mr. Gibson anticipated selling to a young mar-
ket, principally black, of high school and college
age. He also felt that he could count on a sub-
stantial portion of the trade he had developed on
the bus to begin shopping 2t his downtown loca-
tion. Although there were several- women's cloth-
ing stores in the downtown area, he was concerned
with the competition of only one, a woman's bou-
tique located four blocks away. The boutique also
sold stylish fashions for the young buyer. Mr.
Gibson felt that he could maintain competitive
prices, and that his knowledge of the clothing
tastes of his customers would assure him a place
in that market. He planned to expand Woman's
World and, as soon as it was profitable, to open
other women's clothing stores. -

Mr. Gibson projected $100,000 in <aies for the
first year of operation, five times the annual sales
he had experienced with the *s. On this amount
he expected $20,000 pre-tax profits.-The second
year's sales and profits were projected at 50 per- -
cent above the first. Mr. Gibson was to be salaried
at $125 per week. He would still be making 60
percent less than he had, received while working
fult time at the university, but he was optimistic
that the future would bring him increased oppor-
tunities and financial rewards.

Business Operation

Upon opening Woman's Worlc Mr. Gibson was
confronted with a major invento. v problem. When
he had purchased the business he was required
to buy all of Spiffy Shop's assets, including its
inventory, which consisted primarily of those slow-
moving items that had been passed over time after
time by the shop's customers. Furthermore, Mr.
Gibson did not feel that the clothes were of the
kind, style, and quality that he wished to stock
and that would appzal to his fashion-conscious
market.

Mr. Gibson was also faced with the requ;cement
to develop his credit standing with suppliers of the
type of women's clothing that he intended to stock.
In order to do this, he sent his financial statements
to business services which provide credit informa-
tion to manufacturers and wholesalers in the cloth- 5,
ing industry. Realizing that good credit depends
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upon prompt payment, Mr. Gibson di1 not allow
himself to get behind in payments to those com-
panies from whom he was able to obtain credit
terms.

In August Mr. Gibson sought and received a 90-
day ioan from the National Bank of Pittfield in
the amount of $4,500. He needed this financing
in order to buy stock for the fall 2nd winter sea-
son, after the summer's seasonal drop in sales
had left him short of cash.

. Once he had expanded his inventory, Mr. Gib-
son sent amended financial statements to the
credit rating services. The improved asset position
of the company, coupled with a growing record of
prompt payment of his obligations, soon enabled
Mr. Gibson to take advantage of standard credit
terms on purchases from about 90 percent of his
suppliers. Prior to that time, less than half of his
suppliers had granted him credit. Obtaining new
supplier credit to allow building a large inventory
had been his most significant problem. He now
feels that the problem is close to complete reso-
lution.

When he began to operate the store, Mr. Gib-
son’s sister-in-law helped him out by selling on a
parttime basis. Shortly thereaftzr he employed a
full-time salesgirl, also black. In the late summer—
of 1970, with students about to retura to the local
universities, he decided to hire a part-time sales-
girl to take care of the increased volume. Since his
school-year clientele was-about 30 percent white,
he hired a white university student to work a 20-
hour week. The full-time salesgirl works 40 hours
and in addition to her sales work, nelps Mr. Gib-
son with his bookkeeping. She also is in charge
of the sﬁop on those few occasions when he leaves
the store. Mr. Gibson himself finds that the busi-
ness,generally requires 60 hours per wiek.

Because of difficulty in collecting from cestom-
ers who had purchased on credit while he operated

30. The S&voy Réstal{rgnt

Ruth Floqd was born and raised in Riverside, a
Southern city of 275,000. Leaving schoo! in the
eighth grade, she began work as an assembly line

Jnspector for a local manufacturing plant. She
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“out of the bus, Mr. Gibson discontinued all per-
sonal credit when he opened Woman’'s World. How-
ever, realizing that credit of some form is essential
to a retail business such as his, he now accepts
the cards of two national credit card se:%ees He
says that he is certain that he is losing som saies
because of his refusal to grant personal credit;
however, he believes that the ollection problems
are toc many and the risk of Icks too high to justify
returning to his previous policies.

Between March, when he opened, and t+ ' ~nd
of October 1970, sales arounted to $3.. 00,
somewhat lower than Mr. Gibson had projected.
He ascribes this to his difficulties in replaci g the

* prior merchandise with those styles frequently re-

quested and purchased. With the school year be-
ginning, he feels confident that sales will meet the
leveiz indicated. in his projection. indeed, the
recent sales trend definitely has been up, as sales
in August, September, and October were $2,900,
$4,5014, and $6,300, respectively.

Mr. Gibson identifies his market as the middle
income, 16 to 35 age group. Thirty percent of the
customers during the 9-month school year ars
white, but durjng the summer ‘recess virtually all

" of the trade comes from the black community. He

is discouraged by the fact that the customers
developed by the bus aperation have not followed
him to his new location, but he intends to com-
pensate for this by makmg increased inroads into
the white market. .

Mr. Gibsor intends to open another store in the
near future. He has found the experience to be en-
joyable and even though he is still making less
than he was at the university he feels that the
business has brought his family closer together.’
His increzsed knowicdge of the operation, and his
successful resolution of the problems he faced in
changing from the bus to the store, indicate a
bright future for Cliff Gibson and Woman's World.

subsequently took a position as a saleswoman and
later as a sales manager for a door-to-door house-
ware distributor. From 1958 to 1962 Mrs. Flood
was ownsr of a night club called the **Savoy." She
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sold the club because it kept her from her family,
and went tw work for a door-lo-door jewelry sales
company. After 8 years scllmg jewelry, she decided
that she preferred having her own business. She
had grown tired of traveling and thought that a
business would provide her with a higher income
for meeting the needs of her family of seven, for
which she was the sole means of support. In addi-
tion, she felt that the business would provide a
common bond ant interest for her family.

Opportun’ty Knocks

Mrs. Flood decided to open a dress shop, largely
because of her personal interest in clothes and
dressing fashionably. She asked the advice of
several people, none in the clothing business. All
were encouraglng and expressed their confidence
in her ability to establish a successful s}iop Vith
the help of friends she began looking for a suitable
locatipn. While looking, however, she was told of
a small cafe whose owner was interested in leasing
the operation to someone else. She immediately
abandoned the idea of a dress shop. With little
advice, but substantial encouragemernt from
friends,-she becnded to enter the restauran busi-
ness.

The buiding in which the restaurant was h\oused

was in a low-income, low-density residential section
on the outskirts of the city. The restaurant was at
the rear of a one-story brick building, set hack

from the intersection of a resideitial street-and a |

principal road leading out of town. The front of the
building housed 2 small market and a self-service
laundry. Parking was limited to a few spaces, but
ample street parking was available not far from the

building. The restaurant being at the opposite end

of the building, was barely visible from the street.
The only commercial establishment within several
blocks were the two in the same building, plus two
_ gas stations at the nearby intersection.

Mrs. Flood wes satisfied with the buitding, its
location, and the fact that there was no compe-
tition in the area. She was not bothered by the luck
of pedestrian traffic along the street because she
intended to cater principally to local residents and
acquaintances. Because her club had been in the
same area, she felt that she was well known.
Furthermore, she believed that with some of her
ehildren attenc_iing college only a half mile from

-

the restaurant, she would be able to attra,é:t some
vy the college trade: Her principal conc':ern was
based upon her fear of burglarles anu d.sruptlons
caused by unruly local residents. She believed,s
however, that she might prevent thesc pro-lems
from arising through {air treatme.t of her clieatefe
?nd neighbors. Full of ‘enthusiasm, she was not
discouraged by the fact that the owner was
abandonmg the business because of his failure to
make it profitable.

Mrs. Flood anticipated sales dunng the first
year of $24,000 and planned to retain approxi-
mately’ $8.000 to $10,000 of this for the support
of her<elf and her family. For the first 2 months,
however, she planned to live off her savings.
Eventually, Mrs. Flood hoped to open other restau-
rants in the city and, later, in other towns of the
State. / L

In September 1969 Mrs. “Floodt secured a per-
sonal bank.loan of $2,000, The loan, ,was to. be
repaid over 12 months. and called for the dledge
of her car as collaterzl. In addition, she invested
$1,000 of her.own savings She concluded ar-
rangements with the building's owner, wlin agreed
to lease her the restaurant, the furniture, and all
equipment at a totoi rent of $175 per month. She
was not required to purchase anything except her
initial stock of food and condiments, which were
to cost under $1,000. Other co3ts of startup were
minin;al and when the Savoy-Restaurant opened
in October 1969, Mrs. Flood had a tegi »mng cash
reserve of $1,500.

Business Operation

Mrs. Flooa had no experience in food service .
but ruenaged to hie two cook-waitresses who had
worked in restaurants. An aditional waitress was:

‘hired on a part-time basis 2 weeks later. In addi-

tion to hersel’ and her employees, friends and re!a-
tives also helped occasionally. Referring to Her.
emnioyees, Mrs Flood says, ‘“‘they knew the
restaurant business and | didn't.”” *“They had the
experience.’” The employees earned from.$1.40
to $1.85 per hour. The two cook-waitresses worked
from 40 to 45 hours per week. Weekly wages
totaled from $130 to $160. Mrs. Flood herself put

from 65 to 75 hours, but drew no money from
the business. Utilities cost about $190 per month.

The Savoy Restaurant served low-priced meals
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* from early mourning until after the dinner hour.
According to idrs. Flqed the quality of the meals
was high. A eomplete meal on the dinner menu
cost from $1.25 to $1.40, The Savoy Restaurant
extended nq personal credit to its customers.
Sales did not develop as Mrs. Flood had antici-
pated. She began distributing. flyers announcing
even lower priced specials in order to draw more
customers. She also tried a, limited amount of
radio advertising. By February all the money from
the original 32,000 loan was gone, and she had to
borrow $2,000 from a brother in order to keep”
. tne restaurant in operatich. ’ *
"Sales ccntinued at a low level, and Mrs. Flood.
cut éxpenses by reducing the number of hours
' of the employees. As a result Mrs. Fiood herself
was required to worK 'onger hours. Radio advertis-
ing, which, she had cc ncluded was of little benefit,
" was cUrtalled Altﬁough she could have received
* credit from some.of ker suppliers, Mrs. Flood
decided that she would pay cash for all of Her

food and supplies. Furthermore .her mexperlence '

"led her to puychase items that didn't sell, and she
“incurred Ic ses as a rsult. .
) Beginning in July she operated only with the
help-of friends and family, as the paid peysonne’
agreed to find other employmer{t
. In August 1970 she notified the owner that sne
was closing as soon as she finished the year's

".g7

lease. In October she ended her brief attempt in

the food service business and turned the estab.
lishment back to its.owner. During the year's
operation the Savoy Restaurant had registered
$13,000 in sales, much below the $24,000 Mrs.
Floot had predicted. At no time had she drawn
any salaury or profits.

Mrs. Flood recognizes that har lack of experi-
ence caused her to make mistakes in the operation
cf the business. Ho aver, she ascribes the main
reason for the restaurant's failure to its poor loca-

tion. She says, “there just weren't enough people .

coming in."” She uelieves that if the location had
been. better—perhaps on the street rather than at
the opposite end of the building—she would have

attracted sufficient business to keep the restaurant .

alive long enough to gain the experience and
knowledge necessary to develop a profitable ven:
ture. She says she should lave known more about
the restaurant business before starting, and that
she should have examined the books of the previ-
ous owner before makir.g the decision to invest her
time and money. However, because her personal
investment and the amount berrowed were mini-
mal, she was able to leave this business adventure
with little disruption to her personal life. She
expacts to have the debts repaid shortly She
hopes t. enter business again in the' near future
That business vuII not be a restaurant.
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