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Positioning the Alison Barnard case
Alison Barnard, 27, after a couple of years working for several employers, has chosen entrepreneurship as her career.  She is implementing a business plan that she wrote in an MBA class.  Her business, In●jean●ius, is a boutique jeans and t-shirt store in Boston’s North End. Her business concept is all about fit: matching the woman with the jeans that fit her best.  The store has been open six months and sales are far exceeding projections.  The case includes choosing a career; Alison’s attributes, gathering resources to start her business; financing from family and friends; dealing with landlords, vendors, customers, and even shoplifters; training employees; and time management.
The case should be positioned early in a new ventures course immediately after the Malincho case.  (Available from Harvard Business School Press or European Case Clearing House.)
Location: Boston (North End)

Date: 2005-2006

Industry: Jeans and t-shirt boutique

Age of entrepreneur: 27
Topics: Entrepreneurship as a career choice, finding and shaping an opportunity, retailing, getting work experience, networking, bootstrapping, 4F financing, fashion denim, off-the-shelf fit jeans with excellent fit, training employees, delegating, and shoplifting.
Alison Barnard 
This case is positioned near the beginning of a new ventures course so it is worthwhile to spend some time discussing Alison.  Start with the following question:

“Has Alison got the right stuff to be an entrepreneur?”

Here are some of her attributes:

· Determined

· Passionate

· About shopping

· Fashion jeans

· Her new venture

· Enthusiastic

· Ambitious

· Experienced

· She worked part-time for an upscale boutique.
· After writing her business plan and earning her MBA, she worked for not much pay and no benefits as a manager of a boutique to get experience.

· Hard working

· Courageous

· Risk taker

· Very good with customers

· Very good at marketing

· But not keen on accounting

· Her father is a serial entrepreneur.

· Mother is very enterprising.

· Her business gets all her attention.

· It is causing stress in her relationship with her boyfriend.

Spend a little time discussing the fact the Alison is enthusiastic about shopping and that she deliberately got a job with a boutique to gain industry experience.  Many young people often dream of starting businesses in industries where they have no experience and often little knowledge.  What’s worse, some dismiss the importance of industry experience.

Here are some questions that can stimulate a class discussion:

“Does Alison have enough experience to start a boutique jeans business?”

“How important is it to have experience in an industry before you start a business in that same industry?”

The Opportunity
Again this case is positioned early in a new ventures course, so follow the Timmons framework and discuss the opportunity.  First ask the class to define exactly what the opportunity is.  It is not just another fashion jeans and t-shirt store.  This is a store where women receive a lot of personal attention to make sure that they get the best possible fit with a pair of jeans.

“Tell me about this market.”

· The average woman has 8 pairs of jeans.

· The women’s denim market is $6.3 billion annually.

· It is highly fragmented.

· Hundreds of manufacturers.

· Retail outlets cover the spectrum from tiny boutiques to chain and department stores.

It is important that students understand that it is much easier for a new business to enter a highly fragmented market than a concentrated one provided that a startup can differentiate itself.

“How will In●jean●ius differentiate itself from all the other premium jeans stores in Boston?”

· Fit is the principal reason for women to shop at In●jean●ius.  
· It requires sales persons who give excellent customer service.
· It requires a lot of on-the-job training under Alison’s watchful eye.
“Is this going to be so dependent on Alison that she will never be able to grow the store?”

“Is it destined to remain a one-location boutique?”

“Will a one-location boutique be enough to keep Alison satisfied?”

“How much will she be taking out of this business?”
· According to the income statement, Alison’s salary in year 5 will be $65,000, which is way lower than what she would have earned as an MBA working for someone else.

· But she is building her company’s value, and if her projections come true, the company will have a healthy cash balance of $384,865 at the end of the fifth year.  Hence, she could pay herself a substantially higher salary.

Alison is ambitious; she loves the retail fashion business; and she is young.  Presumably, she has not started this business with the intent of harvesting; rather it seems that she intends to make it her career. That raises this question:

“Is it a satisfactory career for an MBA?”

· She will probably get bored if it remains a single outlet on Hanover Street in the North End.

· She will want to expand, either by having a bigger store or by having multiple stores.

“What will be needed if this business is to grow beyond the 600 square foot shop on Hanover Street?”
· Perhaps she could move to a bigger store and have just one outlet.
· Or she could expand to multiple stores.
· Either way, she would have to prove that the service she supervises personally can be duplicated.

· Right now Alison is the store.  Alison is the “brand”!
· She needs to get to the point where In●jean●ius is the brand.
· Alison needs to train salespersons in the short-term, and she will need to train store managers in the long-term if she wants to expand.

Resources
Alison has been resourceful in getting her first store opened.  Unlike some other businesses that can be started on a shoe string, it is impossible to start a retail store until you have sufficient funds for a lease, store build-out (furnishings and fittings etc.), and inventory.
“How much money has she raised?”

· $125,000 (one potential $25,000 investor dropped out one month before the store opened.)
· It comprises $110,000 equity and $15,000 debt.
“Who provided the money?”

· Her father put in $25,000 equity.

· Her uncle put in $10,000 equity and $15,000 debt.

· A Babson woman put in $25,000 equity.

· A former work colleague put in $50,000 equity.

“How did she spend the money?”

· The cash flow statement shows that she spent $58,000 on pre-opening and build-out and $75,000 on inventory, which is $133,000—more than the $125,000 startup capital.
“Where did she get more money?”

· Her mother’s credit card was used for purchasing inventory.
· Her father loaned her the deposit for the lease.

“What other resources did she get cheaply?”

· Her boyfriend, Bryan, helped her locate a store.

· Bryan and his father provided free labor for the build-out.

This is a good example of where the money comes from to start a new business: founders, family, friends, and foolhardy strangers—the 4Fs.  In this instance, we do not know if the founder invested any of her own money, but we do know that Alison has put in a lot of sweat equity.  Alison’s family put in $50,000—even more when purchases on her mother’s credit card and her father’s loan for the lease are included; $25,000 came from a college friend; and $50,000 from a former work colleague.  Free labor came from her accountant uncle, her mother, and Bryan and his father.  Once the business was up and running, she was getting help from her mother, sister, and a former Babson classmate.
Take a class vote:

“Assuming that you had $25,000, would you have put money into Alison’s new venture?”

Record the vote and then ask a few students to give their reasons for voting YES or NO.

“What was the valuation of the business at the time of the investment?’

A $25,000 investment for 6.25% of the equity places a value of $400,000 ($25,000/.0625) on the business.  (This is a post-money valuation so the pre-money valuation was $400,000 minus the $110,000 of paid-in equity; i.e., $290,000.)
“How did they arrive at this valuation?”

· It was approximately equal to the projected revenue for the first 12 months ($377,937).

“Do you agree with Alison’s former class mate who told her the valuation was too low?”

· This valuation is subjective.

· At the time of the investment, this is just a small retail store (600 square feet) that is several months away from opening.
· Ownership:  In●jean●ius received $111,000 in exchange for equity, which is 27.5% of the equity, ($111,000/$25,000) x 6.25%.
· Alison still owns 72.5% of the equity.
“Could Alison justify a pre-money valuation of $290,000?”

· It was her idea.  She had been developing the idea for a year but there was nothing tangible except a business plan and a lease for a store.

· All things considered, the valuation seems to be reasonable.

In the first few classes of a semester, instructors should not get drawn into a long discussion of valuations with detailed calculations.  After all, this is a new ventures class, not a finance class.  If the instructor spends too much time analyzing financial projections and calculating valuations at the start of the semester, it might send a wrong signal to students about what is most important at the conception and gestation stage of a nascent venture; it is the entrepreneur(s), the opportunity, and gathering resources—especially bootstrapping.  What’s more, it is important to encourage students to tolerate ambiguity; entrepreneurship is not an exact science. 
Other points
Team:  Alison wrote her business plan with three other MBA students.  That is not unusual as many new ventures courses allow students to write business plans in small groups.  One of the problems of a group business plan is that everyone in the group often expects to be a member of the startup team.  In many new companies, especially single outlet retail stores and small restaurants, there is not sufficient business to support more than one owner-manager; In●jean●ius is a good example.  The members of the In●jean●ius group understood at the beginning of the business plan project that it was Alison’s idea and that she intended to implement it; and they also understood that they would not be involved in the actual business.
SBA guaranteed bank loan:  Alison probably made a mistake by asking a small bank on the North Shore near where she was living for an SBA loan.  She should have asked a bank with a branch near her store.  What’s more she should have asked a bank that processes a lot of SBA loans.  She could have found out which banks process the most loans in Massachusetts just by visiting the SBA’s Web site.  It is possible that she could have leveraged the paid-in equity with an SBA loan.  But she would have had to give a personal guarantee.

Alison’s student loans:  Sometimes recent graduates are inhibited from starting businesses by the need to pay back student loans, but that did not deter Alison.
Wrap up
In the wrap up, pick a student who made significant contributions at the previous class when the Malincho case was discussed and ask, 

“Please compare and contrast how Kalin Penchev started Malincho with how Alison started  In●jean●ius?”

· Motivation:  Kalin became an entrepreneur almost out of necessity. For Alison, it was a deliberate career choice.
· Alison’s idea came from her interest in retail and fashion, especially Jeans.  Kalin’s opportunity came from a haphazard search.

· Alison carefully planned her new venture.  Kalin just did it without any planning.

· Alison was more proactive; Kalin was more reactive.

· Kalin raised his money at the last moment when he was out of cash, and he did it informally.  Alison did it before she opened her store.  And she did it in an organized/formal way.  
· Alison had a lot of support and expert advice from family and friends.  We can infer from the case that Alison’s family is willing to support her with more financing (mother’s credit card) if needed.  Kalin was on his own, except for support from his girlfriend.

· Kalin was a genius at bootstrapping.  Alison did some bootstrapping but not as much as Kalin.
· Both Alison and Kalin were successful in getting publicity.

· Neither Alison nor Kalin were able to get bank financing.

· Alison’s boyfriend and Kalin’s girlfriend are supportive.

Ask another question,

“What should Alison’s priorities be?

· Train employees.

· Try to delegate (not easy for a new entrepreneur).

· Put in place the computer inventory system.

· Manage her time so that Bryan gets more attention.

· Make the first store as successful as it can be in the next couple of years, and then expand.
Les Wexner, founder of The Limited women’s clothing stores focused on younger women, opened his first store in Columbus, Ohio in 1963.  He opened his second store in Columbus.  He says that it was not difficult for him to supervise both stores because they were in the same city and he could be in each one every day.  He opened his third store in a different city and could not be in each store every day.  He soon found out that managing three stores required more controls and a management system.  He claims that once he had learned how to manage three stores, he did not have to change his management system until he had almost 100 stores. 








