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1. Board of Directors 

Elisabeth B. Robert is the current CEO and President of the Vermont Teddy Bear Company. Before joining the company she was the Chief Financial Officer for a high-tech company. The company is currently planning on updating and expanding their computer and inventory control system, her past experience will be very beneficial in deciding on the new equipment. 

Since being with the company Ms. Robert has decided to bring the company back to its core business of the Bear-Gram, which accounts for over 70% of net revenues. She is closing the unprofitable retail stores that were opened under Burns’ leadership. While the company still showed a net loss in 1998, we are confident the company will become profitable again under Ms. Robert’s leadership.

R. Patrick Burns is a consultant for the company. His experience includes being CEO at Disney Direct Marketing. This is strength for the Vermont Teddy Bear Company because the two companies are targeting the same market. Burns also held executive positions at J. Crew and L.L. Bean which allowed him to work with companies that produced a majority of their sales from direct mail, telephone and internet sales.

While serving as the CEO and president of the Vermont Teddy Bear Company, R. Patrick Burns had made some bad decisions about the future direction of the company. During his presidency, the company 

· Changed  their name to “The Great American Teddy Bear Company”

· Shifted focus from the Bear-Grams to other distribution channels, such as retail stores 

· Opened a store in New York, New Hampshire and Maine

None of these ventures proved successful. The company changed their name back to “The Vermont Teddy Bear Company”, and the three stores they opened have already closed or are in the process of being closed. 

Joan H. Martin serves on the Board of Directors. She has no business experience besides managing her personal investments. While her lack of business experience is a definite weakness, she could assist in managing the investments of the company, such as the stocks chosen for their portfolio and new acquisitions.

Fred Marks is Chairman of the Board. He has previously served as Chairman for two other companies. This is beneficial to the company because of the knowledge obtained from being on other boards.

Spencer C. Putnam is the Chief Operating Officer. Putnam previously worked at the University of Vermont.  

David W. Garrett serves on the Board of Directors. His past experience includes working at an investment banking and brokerage firm and also at a luxury hotel. 

He can assist the Vermont Teddy Bear Company in suggesting new ways to leverage the company and also new ways to raise capital. He could also provide insight on how to better serve our customers.

Jason Bacon serves on the Board of Directors. He was a consultant and managed his personal investments. His experience would allow him to identify good investments and acquisitions for the company.  

2. Brief Description of company at the time of CASE 

At the time of the Case Study the Vermont Teddy Bear Company’s stock has tanked, morale is low and there is talk about the company folding.  Even though the company is, “a $20M Dollar National Mail Order and sales business…” (Bear Necessities, 1) their stock has gone from a solid $7 in 1994 to now just over $1 (Yahoo Finance).  Elizabeth B. Robert the new CEO is making efforts to redirect the company by focusing on one aspect of the company’s business—Bear Grams.  Bear grams provide for over 80% of total sales and Robert aims to increase the margin over the next few years.  The company aims to eliminate stagnate marketing ventures and focus its energy on the more productive methods. The Vermont Teddy Bear Company aims to now provide not only a product but a service to customers.  

Profitability

At the time of the case the company had total revenues of $17.2 million but reported a net income loss of $1.68 million. 

Return of Investment

The return of investment for common shareholders in 1998 was, -$1,683,669 with a loss per common share of -.34.  

Market Share
According to Heaven on Earth President Gerry S. McClure the teddy bear market is a 300 million dollar industry (Foe takes Wing 1).  In 1998 The Vermont Teddy Bear Company had net revenue of $17.2 million giving them approximately 5.73% of the market share.  This number would be significantly lower if Vermont Teddy Bear were part of the general doll market which is a $4.3 billion industry.  

3. Mission Statement
During the 1980’s until 1998 the company prided itself on manufacturing the best bears made in America with American products. In 1998 the company realized, to stay competitive and lower prices, they had to lower costs. This meant the use of offshore products in the manufacturing of their bears so they had to change their mission statement. The company’s current mission statement is as follows:

The Vermont Teddy Bear provides our customers with a tangible expression of their best feelings for their families, friends, and associates. We facilitate, communicate, and therefore participate in caring events and special occasions that celebrate and enrich our customers’ life experiences.

Our products will represent unmatchable craftsmanship balanced with optimal quality and value. We will strive to wholesomely entertain our guests while consistently exceeding our external and internal customer service expectations.

The Vermont Teddy Bear brand represents the rich heritage of the “Great American Teddy Bear” begun in 1902. We are the stewards of a uniquely American tradition based on the best American virtues including compassion, generosity, friendship, and a zesty sense of whimsy and fun.

In an effort to abide by their mission statement The Vermont Teddy Bear Company tries to contribute to the community and provide the best customer service. Some ways they are doing this is by donating bears to children, providing jobs to women in shelters and providing a lifetime guarantee on their bears.

Objectives and Strategies

The Vermont Teddy Bear Company has endured a couple of years of losses. They have come up with the following objectives and strategies to make the company profitable again. 

Increase sales

· Promoting the Bear-Gram in new and existing markets

· Expand radio advertisements into new markets such as Minneapolis, Dallas and Milwaukee 

· Increase the number of mailings to existing customers 

· Increase the number of mailings to new customers, through the use of rented mailing lists

· Increase retail sales and factory visits

Reduce costs

· Close unprofitable segments of the company, such as the Maine and New Hampshire store.

· Enter into annual contracts for radio advertising to lower the cost

· Order materials offshore

Increase use of the company website

· Promote the website on all radio advertisements, so customers can see what the product looks like

· Allow customers to order directly online

· Make the website fun and interactive, so people enjoy using it

4. General Scan of External Environment
Market Analysis:

The teddy bear is either part of the toy industry or the collectibles industry.  In 1997, teddy bears accounted for 70 to 80% of the $1 billion in sales of the plush toy industry and sales were growing by more than 3%.  In 1997, manufacturer’s shipments for plush products rose 37.5% from $984 million to $1.4 billion because of the Beanie Baby craze.  The US toy market is larger than Japan and Western Europe’s combined.  In the 1990’s, marketing appeared to be the key to success in the toy market.

Competitive Analysis:

Major competitors in the toy industry include plush doll manufacturers Mattel and Hasbro.  Competitive bear manufacturers include Steiff of Germany, Dakin, Applause, Fiesta, North American Bear and Gund.  Competitors in the flowers industry include 1-800-FLOWERS and FTD.  Chocolate producers such as Malley’s and mail order gifts companies such as the Red Envelop are competitors.  Competitors also include local and regional companies that provide flower, balloon, candy, cake and gift delivery.
Supplier Analysis:


Vermont Teddy Bear obtains its raw materials from domestic suppliers.  However due to rising costs, overseas suppliers are being sought.  Fabric cutting and sewing is performed at the Shelburne factory.  Home workers are also subcontracted for their sewing skills.  Bears are mechanically stuffed and then dressed to order.  To reduce damage to the product and shipping costs, Vermont Teddy Bear began shipping their bears with Sealed Air Corp’s Rapid Fill air-filled packaging.  These plastic bags saved in postage costs and did not damage plush fur.

Community Analysis:


The Vermont Teddy Bear Co. supports the women and children served by Women Helping Battered Women.  During the holiday season, Vermont Teddy Bear donated equal to 25% of newly hired Bear Counselor’s gross paid earning to the charity.  Every child served by the program is also given a teddy bear.

5. Strategic Issues Priority Matrix
Possible trends and their impact on Vermont Teddy Bear in 1998
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1. Booming Economy creates more disposable income for consumers

2. E-commerce increases due to outlets such as eBay and Amazon.com, and more Americans have access to the Internet.

3. Build-a-Bear Workshop offers potential customers the luxury of designing their own bear

4. interest rates are falling at a significant pace(more people are refinancing)

5. Y2K is recognized as a threat if upgrades are not made.  

6. Companies are partnering up to market complementary products.(i.e; General Mills and Mattel)  

7. Retail Technology improves dramatically

8. Customers becoming dissatisfied because of damaged product due to faulty packaging

9. Entertainment-based giving causes people to spend more money on entertainment than toy gifts.  

10. More companies use decentralized distribution centers for faster delivery.  

11. Travel-based gift giving grows rapidly

12. Discount stores develop product of similar quality

13. Use of Vermont Teddy Bear in a Movie to spark interest with children

6.    Porters 6 Factors of Competition

1) Potential Entrants- The threat of new entrants is high. This is because there are not a lot of entry barriers into this market. For example the capital requirements are low. When John Sortino started he was hand sewing the bears and selling them on the streets. Also, access to distribution channels is relatively easy because these products can be sold on the Internet or by advertising on the radio which are both inexpensive. The threat of new entrants is a weakness for the Vermont Teddy Bear Company because you face an increased number of competitors.

2) Rivalry Among Existing Firms- Since there is a vast number of competitors, a move by one company is not going to directly affect a move by another firm. So using this definition, rivalry is low among existing firms. Another reason is the amount of fixed costs are low because they operate out of a condensed facility and with the closing of their retail stores most of the costs are dependant upon how many products they make. This can be an opportunity for the company because it allows them to strategize and come up with original concepts without immediately being copied by a competitor.

3) Substitute Products- There is a lot of substitute products available, such as candy, flowers, balloons, and other stuffed animal companies. The wide availability of substitute products is a threat to the company because consumers have so many choices, so we have to make customers perceive our product as either special or the best value.

4) Bargaining Power of Buyers- This does not directly affect our company because there are many buyers.

5) Bargaining Power of Suppliers- This does not directly affect our company because there are many suppliers and substitutes are readily available.

6) Relative Power of Other Stakeholders- This does not directly affect our company because it is not a heavily regulated industry and it is not dominated by unions.

7. Strategic Group Map
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8. External Factor Analysis Summary

	External Factors
	Weight
	Rating
	Weighted Score
	Comments

	Opportunities
	 
	 
	 
	 

	"Make it Yourself" Bear Market
	0.05
	4.00
	0.20
	Partnership with Zany Brainy

	Buying Offshore Products
	0.15
	4.00
	0.60
	Lower cost to customer

	Online Sales
	0.15
	4.00
	0.60
	Increase sales at low cost

	Factory Tours
	0.10
	5.00
	0.50
	People can see our product

	Customer Service
	0.10
	4.00
	0.40
	Leads to repeat customers

	 
	 
	
	 
	 

	Threats
	 
	
	 
	 

	Substitue Products
	0.15
	2.00
	0.30
	Flowers, Candy, Balloons

	Lower Quality, Lower Priced Bears
	0.10
	2.00
	0.20
	Increased competition

	Low Entry Barriers into Market
	0.10
	1.00
	0.10
	Low capital requirement

	High Quality Bear Companies
	0.05
	3.00
	0.15
	Such as Steiff and Gund

	Retail Stores 
	0.05
	1.00
	0.05
	Don't have to wait for delivery

	 
	 
	
	 
	 

	Totals
	1.00
	 
	3.10
	 


9. Scanning the internal resources of Vermont Teddy Bear Company, Inc.
Organizational Structure:

As of June 30, 1998, the Vermont Teddy Bear Co. had a total of seven board members and two executive officers, both of whom were also members of the Board of Directors.  The company also employed 181 other employees who work in administrative positions, sales and marketing, or production related functions.  Moreover, because the company manufactures and sells their own products as well as handles all the functions that go along with those actions, they are vertically integrated.  This can be advantageous to a firm in that it allows them to:
· reduce costs associated with transportation of the product 

· allow smoother transitions through the steps in the supply chain (they have fewer intermediaries to deal with)

· expand core competencies

Corporate Culture:


Since 1981, when Vermont Teddy Bear Co., Inc. was founded, until 1998 their focus had been to design and manufacture the best teddy bears made in America, using American material and labor.  Then, in 1998 things changed with the company’s decision to explore opportunities of outsourcing materials and production in other countries.  The idea was to lower the company’s cost of good sold and to expand its available sources of supplies.  

One of the major influences on this decision was a 1997 survey that was given to customers which revealed that the price they pay for a bear is more important to them than the fact that it is made in America, by American materials, by American hands.  Therefore in 1998, the company began purchasing materials for production and some bear outfits from offshore manufacturers. Furthermore, the company had hopes of exploring opportunities of other bear products made off shore for sale, initially to the wholesaler and corporate channels.  Although the strong philosophy of the company’s mission was changed by saving money, they continue to have a strong commitment to their stakeholders.
· They view their customers as the foundation of their business and strive to exceed their expectations.  By maintaining ultimate customer service, the company hopes to instill a sense of pride and commitment in their workers as well as high worker morale and a strong dedication to team work.

· Their investors are also important to the company.  They provide them with the funds needed to create a return while protecting the assets of the company.  They believe that their strength and profitability are necessary to maintain the trust of the company’s stakeholders.

· They see their suppliers as contributors to the innovative products, and work together for the best of both companies.  They work together to exceed customer expectations by providing the best, high-quality, and the most unique products.

· The community is important to them; therefore, they act in the best interest of the community by being ethically, legally, and environmentally responsible within their means. 

In November of 1998, they created a recruitment program to raise money for a local charity.  The purpose of this program was to a) recruit qualified “bear counselors” as support for their busy phone centers, and b) make a donation equal to twenty-five percent of gross earnings paid to newly hired seasonal employees during the holiday season, as well as donating a bear to every child in the charity’s preschool program.

Marketing Issues


Product:  Vermont Teddy Bear Co. Inc specializes in producing hand made teddy bears of a variety of colors that have a wide range of outfits to dress them in.  This gives the customer the opportunity to customize the bear any way they want it.  In addition to bears it also sells merchandise such as clothing, jewelry, and ornaments.  However, a majority of the company is based solely on the sales of the teddy bears.  This may be a problem to the success of the company in the future for many reasons.  There may be newer ideas or trends that will affect the customer’s decision to by some other type of gift (since they are in the gift industry) over a teddy bear which may seem as clichéd.  Furthermore, as I stated before the consumer is affected more by the price of the bear rather than how it is produced, and to the everyday consumer, their product is a quite expensive gift considering other alternatives.


Price:  The bears they produce are a product of high quality materials and handmade.  For this, they come at a high price.  

However, this price is not for the bear alone.  It includes the “Guarantee for Life” which promises the replacement of a damaged or defective bear no matter what the case may be.  Still, it may seem a high price to pay for a gift for even the middle class people of today’s society.  


Place:  In the fiscal year of 1997, Bear-grams (which is a way for the customer to order a bear by placing the order through their 800 number) accounted for seventy percent of the company’s total revenue ($16.5 million), where as products sold through its catalog only made up seventeen percent and its three retail stores only brought in around thirteen percent.  They decided to close their stores, when it was decided they were not contributing to an increase in revenue.  It was a decision that was made after they realized that sixty to seventy percent of the stores sales were bear-grams, the same product that could be ordered over the phone, without the expensive overhead costs.

Promotion:  According to CEO Elisabeth Roberts, the advertising budget had held steady for several years at around $3 million, yet throughout these years the call volume had been shrinking.  This coupled with the lack of attention given to the response to the advertisements led to poor decision making.  During this time the cost of radio spots had risen, while their ads were getting less play.  Meaning, they were spending more, and getting less.  Nonetheless, the company did not realize this until it had spent all its marketing dollars on advertising.  There solution to this was simple; to make up for lost sales in their advertisements, they were just going to more than triple their holiday catalog circulation, except there was one problem.  They did not understand the market in which they were operating, and because of the lack of research, the mailing lists that they rented were unsuitable.

“We thought we were in the teddy bear business,” said Robert.  “[In fact] we are in the gift and personal communications business.  Our competition isn’t Steiff [the German toy manufacturer]; it’s 1-800-Flowers.”

With new plans for 1998, the company plans to continue to increase its radio advertisements in newer markets, and expand their product line and sell them through outlets such as QVC.

As of September 1, 1997 they started a new line of bears which were dressed with licensed NFL gear.  Since they were new, they needed a way to target their new audience.  They achieved this by using a spokesperson.  An example of this is Wayne Chrebet of the New York Jets.  He appeared in radio and print ads, as well as a video that was played at the stadium during games.  Also, an autographed Chrebet teddy bear was given away to contestant winners during every home game.  This was a good way to promote their new line of bears, especially considering that it was around the holiday season, and was thought to be a good gift for sports fans.  Furthermore, considering that they are a heavily seasonal company, and the Christmas season contributed the smallest percentage to sales, this may be a good way to increase demand during these months.

Research and Development Issues


Research and development may be the weakest area within the company.  As stated before, rather than to research the market, and follow the trends closely (as related to advertising) decisions were irrational and made without any real investigation as to what the exact problem was.  Furthermore, after losing money through radio advertisements, they continued poor decision making by thinking they could make up the lost sales by increasing catalog circulation.  Even if they were to increase advertising it does not guarantee the sale of their products.  There is no proven evidence that the increase in sales has any correlation with advertising.  There is, however, an opportunity to bring a new and innovative product to the market.


With some research, they may be able to create a new kind of bear.  They could develop a bear where you could program it to say a word or phrase; they could even include a voice box, where the person who orders the bear can leave a voice memo to the person of their choice.  They could even use the internet to their advantage and develop an online animated bear that could be sent through email, by paying a small fee.  There are a number of ways they could target a larger audience that may not have the money to actually purchase an actual teddy bear.

Operations


The biggest change in the company’s operations was a decision made to use Sealed Air Corp’s Rapid Fill air-filled packaging system.  Prior to this, the company used corrugated cardboard inserts to package the bears before shipping.  These had many draw back to using them.  The first was quite costly.  The cardboard was heavy and because of this their shipping costs were quite high.  Also, the products had minor damage including matted fur.  Furthermore, employees seemed to have more trouble with the inserts leading to fatigue.  

The result of switching to the air bags was realized at the end of the year when they had savings of around $150,000 in postage and could realize another $30,000-$40,000 in additional savings in 1998.

Financial


Contrary to the early 1990’s, where the Vermont Teddy Bear Company was trading 1.15 million shares of stock at $10 a share, the end of the 1990’s had a much different ending.  During the fiscal 1998, the company’s stock had fallen to between $2.56 and $0.75 a share.  Investors were re-evaluating their decision on the potential growth of the company.  Their sales had decreased from $20,560,566 in 1994 to below $17 million by the end of 1997.  Throughout those years they had also experienced a loss in 1995 of $2.5 million, 1997 of $1.9 million, and in 1998 of about $1.7 million.  The major factor that contributed to the losses was the fact that expenses were rising.  Their interest expense had risen from $35,000 in 1995 to $608,844 in 1998.  Searching for an answer, The Vermont Teddy Bear decided to sell back its lease of its factory headquarters to W.P. Carey.  This financing replaced the company’s line of credit and mortgage as they received $5.9 million from the transaction.  Of this, $3.3 million was used to pay off the remainder of the mortgage and $600,000 was used to pay the balance on their line of credit.


Eventually, the company has decided to close the remainder of its stores in by the end of 1998.  Meanwhile the company has agreed to terms with the Shepard Group, a private investment firm.  The Shepard group has agreed to lend them $600,000 in return for 60 shares of Series C Preferred Stock and around 500,000 shares of common stock listed at $1.21.

10. Internal Factor Analysis Summary

	Internal Factors
	Weight
	Rating
	Weighted Score
	Comments

	Strengths
	 
	 
	 
	 

	Quality Product
	0.20
	5.00
	1.00
	Lifetime Guarantee

	Vertically Integrated
	0.10
	4.00
	0.40
	Make & Sell the Product

	Top Management
	0.05
	4.00
	0.20
	Very experienced

	Employee Relations
	0.05
	4.00
	0.20
	Employees are "Bear People"

	Manufacturing Facility
	0.10
	3.00
	0.30
	Condensed facility

	 
	 
	
	 
	 

	Weaknesses
	 
	
	 
	 

	Change in Management
	0.15
	2.00
	0.30
	3 CEO's in 4 years

	Lack of R & D
	0.05
	2.00
	0.10
	Limited Product line

	Financial Position
	0.15
	2.00
	0.30
	No line of credit since 1997

	Distribution Channels
	0.10
	2.00
	0.20
	Unprofitable retail stores

	International Position
	0.05
	1.00
	0.05
	Unable to make co. global

	 
	 
	
	 
	 

	Totals
	1.00
	 
	3.05
	 

	
	
	
	
	


11. Corporate Value Chain Analysis
Primary Activities

Inbound Logistics
Raw materials are obtained from several domestic suppliers and a few oversea suppliers.  Raw materials include stuffing, plush fur, eyes and joints.  

Operations
Fabric is cut at the Shelburne factory.  Sewing of the bear parts (arms, legs, bodies and heads) is done by employees, home workers and subcontractors.  Once sewn, parts are returned for mechanical stuffing.  The bears are then assembled and dressed.


Outbound Logistics
Bears are packed in boxes with air holes for the bear to “breathe” and inflatable plastic bags are used to protect the bears during the delivery process.

Marketing and Sales
Teddy Bears are currently sold via direct mail, 800 numbers and retail stores.  Ads are currently played on the radio.  A website is also available to view the bears and place orders.


Service
All Vermont Teddy Bears come with a lifetime guarantee.  Bear Counselors are available 24 hours a day to assist you with questions or place orders.

Support Activities


Firm Infrastructure
Currently, Vermont Teddy Bear is reemphasizing the Bear-Gram and reevaluating distribution via retail stores and the possibility of purchasing raw materials from overseas.


Human Resource Management

Employees are known as “bear people”.  There are 181 individuals currently employed and 21 subcontracted home workers.  Overall, the company believes favorable relations exist with all employees.


Technology Development
A phone system upgrade took place in 1994. Installation of an inventory control system is planned in the future.


Procurement
In the past, all supplies were purchased domestically.  In 1998, the company started to purchase supplies overseas in an effort to lower cost of goods sold and to broaden its available sources of supply
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