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P

relog: I documented this case after visiting with Bart Penrod in December 2003.  Bart now lives in Brigham City, Utah and consults for many companies in the area as well as running his own ITEC Manufacturing.

1
Background

F

armer Safe Company (not its real name) sells safes with a distinctively antique look, yet they are still a new company, just over 10 years old.  Troy started his fledgling start-up entered a industry totally dominated by two dueling giant firms that hold 80% of the market. Farmer hoped to grow in the market using their exceptional quality workmanship, internal hinges and the newest automated locks; all made to order in several styles. And to their credit, this small start-up grew to seventy employers in tiny Idaho town. Within a few years they were shipping nation-wide with a warehouse in Atlanta and salesman visiting distributors throughout the US.

Unlike the old timers who filled the cavities of their safes with concrete, the full medal Farmer safes provide premium protection with less weight
. Still, a safe weights from 400 – 800 lbs.; they are expensive to ship.

 Bart Penrod was visiting another firm in Idaho and was asked, “You have to go to Farmer and help my friend.” As a courtesy, he did. 

The Farmer plant was a little disorganized--typical of a plant that grows and adds different capacity at different times. But the people were great really committed, dedicated employees. They cut stacks heavy steel plate, hauling from one pile to another at a frantic pace.  The work flow was hard to identify with cutting, fabricating, welding, assembling, painting, finishing & packing spread all around.  Everyone was working at a frantic pace.  In the end, they produced  a beautiful final product. Their prices were competitive even though margins were low when shipping the safes over long distances. With about 1% of the market they were pushing their production capacity of 20 safes per day (with a record day of 28 safes). The constraint was internal. 

After the half-hour tour Troy, the owner/plant manager, asked “Bart, we need more capacity.  But we don’t want to spend a lot of money on new equipment and such. What do you think we could do with the equipment we have?”

Bart confidently replied, “We can probably do 100 safes per day within 3 months.” 

The Plant Manager Troy was floored. “We don’t want 100 per day!We don’t have that many orders! We just need to reduce our stress in the plant and start meeting more of our promises.”

“How many do you want then? Would 50 be enough?”

“Yes, 50 would be more than enough.  We plan on growing, but let's not get too hasty. Bart, can you do that if you are here only part-time?"  

Troy had confidence in his people, but not so much in capturing new market.  And, he doesn't understand that the best consultant is one that causes things to happen without doing it himself; he doesn't have to be there.  A TOC consultant empowers people; focuses their effort.  The people do the work and the consultant plays a small role.  After all, it's just common sense.  It will be 'them' who produce more than 50 safes per day. 

2
The Offer

B

art agrees. “Ok, we can get your capacity up to 50 in three months, is that better?

But you're a small firm and really can’t afford my consulting fees. And, I’m pretty busy right now.  Besides, it’s a long drive from my home to here.

“Would you be willing to let me work with you part-time? And I’ll charge only a basic rate for my fee. Then when you start achieving the dramatic success you want, you can pay me with partial ownership of their firm rather than cash.  Not much.  Much less than the substantial benefit you receive.  Just a little bit and little bit more and little bit more as you reach the increased capacity and add increased sales; you know you need both capacity and market improvements to succeed. This way I’ll be as interested in your success as you are. And, your payments will be painless.” 

After some discussion reasonable 'owner shares' were agreed upon.  Farmer would pay an insignificant amount of cash to get Bart consulting and the value of Bart's 'owned share' would be much less than the increased value the owners would achieve. 

3
The Challenge

T

he next week the Paint Booth was selected as the Plant's planned capacity constrained resource. There were other stations (particularly final assembly) that were slower at the time, but Bart panned on fixing them right away, so no need to cause needed confusion by changing is the Drum in mid stream. 

The real challenge was the market! The owner wanted capacity of 50 per day, but didn’t have that many customer orders. And, with Bart's personal target of well over 100 safes per day more sales were needed. 

4
Moving the Market

T

here was some low hanging fruit. A recent accidental shooting in a near-by community gave the opening to sell many gun safes locally.  And 'locally' meant Farmer could give a deep discounts to people who would come to the plant and pick up their own safe (no express shipping fees). But that was temporary. They needed more. 

About 80% of Farmer sales are gun safes. Almost every household in rural Idaho has oneor more guns. But few of these farmer / rancher / small businessmen could afford a nice safe. 

Another opportunity arose when a large, near by manufacturing firm encouraged their employees to obtain gun safes for their homes. Bart heard about their interest and dispatched a salesman who quickly negotiated a deal—“We will reduce our price $200 if you company will contribute $200 to help your employees keep their guns safe at home." 

It worked.  The offer was too good for the employees to pass up; 400 safes we delivered to the manufacturing company over the next few months. Yet, still not enough!”

5
The Analysis

B

art started his analysis of the industry and the customers, “To make dramatic changes in any industry is risky. To do it in an industry new to you without a thorough Thinking Process analysis of suppliers, competitors, your own processes and ALL potential customers is suicidal.”

In Bart’s inimitable style, he drew hundreds of evaporating clouds; many in his head and lots on paper. Those conflicts helped him discover the underlying assumptions of the world of safes, especially gun safes. Then, he had the Current Reality Tree.

“Isn’t it interesting,” he tells me, “we all want to be free. That means, we have a right or the freedom to bear arms guaranteed by the Law.  So, anyone should be allowed to own guns.  On the other hand, we can’t feel safe without being safe. And in order to feel safe, there is pressure to ban guns. 

“The compromise situation solution is 'Gun Control' equates to law abiding citizens not having guns; only the crooks have guns.

“Let me ask you a question, when is a gun safe?"

I reply, “When it’s unloaded?”

“When it's in the hands of a responsible, trained adult.” Bart fills me in. “Is there anyone that disagrees with that?  No!” 

“What about those trigger locks I heard about, aren’t they good?”

“Yes and no. They might keep the trigger from being pulled but there are many other ways for a loaded gun to fire. And it’s only takes minutes for a crook to remove a trigger lock.  The gun isn't safe.

5
The Injection

 "T

hat leaves only two conditions for a safe gun.”

“In the hands of responsible adult…and…and …?” I stammer.

"In the hands of a 'responsible, trained adult', AND in a Gun Safe!”

6
The Future

"A

h! The Gun Safe is the injection for real arms control!” I catch on.

“Exactly! And how many safes could we sell if the Government required every gun owner to have a gun safe?”

“Whoa, wait a minute Bart. I agree requiring gun safes for Idaho alone could keep Farmer in business for the next 10 years! But what you talking about is an orbital pig, much higher than a simple flying pig! That will never happen!”

Bart chuckles. “Well it doesn’t have to happen. While it could be pretty easy to start as a city ordinance then a county ordinance and then a State ordinance leading to a real change at the national level, we don’t need it.  All we need is something like it.”

 “I’m missing something here? Help me out!”

“Who buys gun safes?”

“People who want their guns safe?” I repeat the obvious.

“Yea, safe and 'in protected condition'. Our safes include free heaters to prevent condensation and protect the condition of the contents; money, important documents or jewels. Relative to expensive guns and other valuables, the cost of a safe is small."

“Oh.”

“Well?  Who else is concerned about the safety of these items besides the owner?”

“Their kids?”

Another laugh from Bart, “Their insurance company! 

"Now think about the typical insurance company?”

“Aren’t all insurance companies about the same? They all use similar actuarial tables and risk factor,” I share my limited understanding.

“Exactly, they are all struggling to find a competitive advantage and can’t find one. So they beat up each other on price, which eventually destroys their ability to safely insure. It’s a downward spiral.”

“Oh.  I see.  You think you’re going to get the insurance companies to require policy owners to have a gun safe? Yeah.  Right.  You really think requiring people to have a safe will sell more policies with that huge 'penalty clause'?" I explain my immediate Negative Branch.

Bart chuckled again. He is kind and patent realizing I haven't thought this through.  “We thought we could have the insurance companies offer a price break to new customers who buy a safe. The negative branch we saw was that they would also have to lower their premium to their current customers with safes. But when we talked their first insurance company, their agent brought up our Negative Branch as a Positive Twig Branch for them!  'Giving a discount to our current policy owners with safes will encourage them to stay with us!' he said. Then the boss said, 'And besides reducing the premium, we will double the insurance coverage on anything stored in the safe! We can do that because there’s almost never a loss for things stored in a good safe even in the worst fire. It’s pure profit for us! And a great marketing advantage!'” 

“Wow.”

“Of course, we suggested to the insurance company a list of specification the safe must meet to get the discounted premium and doubled coverage; specification that only Farmer safes meet. And, we gave them some nice digital pictures to include in there marketing brochures.”

Now I’m laughing! "But Bart, you can’t do all this with too many insurance company or some of them will get mad at you for creating a new layer of competition between companies.”

7
Solidifying the Future

 "J

ames,” Bart helps me, “you're stuck in a rut. We’re looking for groups who will market for us; encourage people to buy our product. Factories who want to help protect their employees families, government agencies who could advertise for us, the insurance companies and who else?”

“Bart, I see you’re way ahead of me. What else is up your sleeve?”

“Did you hear about that police officer's, son last summer? Only 4 years old, he pulled out the dresser drawers and climbed up to get his father's pistol.  He ran outside and fired at a neighbor child! Luckily no one was hurt. But the gun went off! A four year old! What type of discussion do you think they had at the Police Station?” Without waiting after me to respond he continues, “Yeah. It ALL broke loose.  It was a prime opportunity for us. We visited and listened, 'How can we help you?' and we learned a lot. 

"A Policeman needs a special safe; different than what anyone makes.  It needs a hook and a different shelf and smaller dimensions.”

“So, you now have a ‘Sheriffs Special’ model, don’t you?”

“Yes, it only took one day for Farmer to come up with the design. It's a beautiful little safe; every peace officer should have one."

"And I beat you gave the Police Department the same sort of deal as you did the factory; a big discount since you deliver one shipment to the police station.  And the market is segmented because its 'government' and its a 'bulk shipment'.  Smooth!"

“Almost right. The local police union chapter committed to contribute and almost ever officer will have a safe by years end.”

“So your market demand is up to 50 per day?"

"No, more than 50 per day.  We are routinely producing 70 per day with a peak of 86 so far. Its taken almost two years, but we are now on a roll,” Bart leans back smiling.

8
Sustainable Future

 "H

ow long can this last? Do you really have unlimited market?” 

His smile broadens, “You have no idea! With the market push over the past year have jumped from about 1% of market share to almost 5%. And Amsec and Liberty are both struggling. I visited their plants. They’re in terrible condition. They’re hardly making any money on huge volumes.

“Let me tell you about our Plant. When I started, the dedicated employees were physically exhausted every day. Now the plant is streamlined, clean, brightly lit, and no one breaks a sweat.  Material just flies thought on carts with minimal muscle power. With just a few hints Troy's production crew redid the whole plant layout.  It’s a beautiful plant."

“And the Final Assembly bottleneck you mentioned?"

“Ah, the Pit Crew. We call it the Pit Crew. You know you can learn a lot by watching the inefficiencies of a good pit crew.”

“Bart, you mean 'efficiency' don’t you?”

“No. It's their inefficiency.  Their goal is to work the shortest time possible during the race. Be as inefficient as possible!”


“You mean fast.”

“I mean faster than fast. I’ve watched and I know I could cut 1/3 of the time out of the fastest Pit Crew I’ve watched on TV. But, not to bother about that at the moment.  Back to our Pit Crew -- Final Assembly.

“We set up a nice work cell with all the tools efficiently placed in ergonomic positions; well place jigs.  Final Assembly, which used to take 3 people 20 minutes is now done by 2 people in 3 minutes.”

I do some quick math: 70 safes/day @ 3 min = 210 minutes or roughly 6 1/2 hours per day. Amazing, he is doing this with only one shift! Hum?  “That only leaves 90 minutes for setup between safes? Roughly 1 minute is that enough?”

“More than enough, and they love it! They are all big show-offs!

9
Fertilizing the Market

 "A

nd then there are the Gun Shows.”

“What?" I interrupt. "You’ve jumped to different track.”

“Oh.  Well, we have 2 exceptional salesman who can visit a police HQ or factory and pickup an order for 50 more safes almost any day. Do you have any idea how many police stations there are? Just think. If we went to LA, the demand would kill us. We are very careful to control these salesmen. So, they only sell what we want to make.  That is the definition of 'controlling your constraint', when the constraint is the market. We control our market demand.

“Ever then, we need to  continue to fertilize and develop other market segments. So we go to the Gun Shows.  Ever been to a Gun Show?”

“No, I haven’t. Isn’t it like any other Industry Product Show? 

“Well, sort of except for one thing: the Smith and Wesson Booth. Every one, who attends the show, visits the Smith & Wesson booth several times. And they seem to linger around it. There are ten times more people at Smith & Wesson than any other Booth.

“So, where do you think we put our Booth?”

“Next to Smith & Wesson of course! That must have cost a bundle! Everyone must want that slot. How did you get that?”

“Well, it was a bit more pricey since we brought the biggest booth of the show and requested to be right next to Smith & Wesson.  But it was not hard because S&W wanted to have us adjacent to them.”

“What?! How did you pull that off?”

Bart pulls out a slick and glossy showing several beautiful safes with plush velvet interiors in several colors and sizes. I look closer and on the safe door it says, 'Protected by Smith & Wesson.'

“They bought your safes? Incredible!”

“No, they didn’t buy them. But it makes perfect sense. The best gun should be in the best safe! We’re the best and they know it. When we offered them their own line, they jumped of it.”

“So at the Gun Show, while other booths were showing off a few safes with nearly no one around
, we were packed with customers and dealers; and we showed our full line. We sold over 400 safes in one show! And we sold tons of peripherals just to have things to talk about with the dealers and owners.  We won over dealer after dealer.” 

“First, what do you mean peripherals?”

"Peripherals are those extras that every safe owners wants but didn’t get when they brought some one else's safe. Heaters, lighting strips, easy to install shelves & such. You see, we can price at through-put values and make a profit selling below others.   When product cost is determined by only variable costs, it makes things affordable."

"And, how does selling peripherals win over dealers?"

"Well, we are not greedy.  We pass along the lower cost of our peripherals to our distributors.  They buy in bulk because they sell the peripherals to any one who buys a safe.  Correction, the peripherals are free with our safe but not anyone else's safe. The distributors can now sell our 'better' peripherals to their customers at comparable prices and pocket a nice profit.  You see, our distributors are also our customers and we like them to like us."

"So, how many distributors do you have?"

"Troy did an amazingly good job for such a small firm.  They had 270 distributors when I came.  Most were low volume or in-active, but 270 is amazing for such a small company.  As of this month, we now have 600.  And, most are actively selling.  And Troy's sales team keeps making them happier and happier.

"This is really good for us.  You know the Replenishment Solution [very frequent shipments] is so much easier with you can send out a full truck on a milk run to may distributors.  More distributor means our average shipping costs go down."

10
Broadening Applications

 "O

h, with more distributors, you get better use of your warehouse in Atlanta?"

“No, we closed the Atlanta warehouse!”

“What? Why did you do that? I thought with the high cost of shipping safes you’d need that warehouse to hold safes so you could ship full loads and control the costs.”

“Oh, we still ship full loads to the Atlanta area, but not to our own warehouse. We made an agreement with a major dealer. This dealer has stores in several big malls. You know; husbands take their wife to the mall. She goes to look at the dresses, and rarely buys. She has to visit many shops. So, while the wife visits 6 or more stores, the husband stops-in and looks at guns & safes & other fun men stuff.  These gun / safe outlets in the malls have appropriate refreshments and lounge areas. Sooner or later the wife finds the husband and sees the interior of the beautiful safes. She says, ‘Wow, this is what you store guns in? Why don’t we have one of those?’ The wife closes the deal. 

"Anyway, this dealer has his own warehouse near Atlanta. We told him we would pay the freight for any safe he bought from us if we could store all our safes in his warehouse.  He said, 'You mean, you’ll give me immediate access to your full product line that I can take whenever I want, without shipping costs? And, all I have to do is let the other safes sit in my nearly empty warehouse?' He was glad to help, and now half the safes he sells are ours!”

11
Options in Controlling the Super Market
"B

art, it looks like Farmer Safe make it. They've increased though-put from 24 to 70 safes per day using the same people and resources. The through-put must be huge! The can pick and choose the market they want; the high octane products of course.  And with cleverness they could continue to grow quite a while.”

“More than ten years easy.  We haven't implemented even half our ideas for growing the market.  And, as we go, we will think of more.  Troy's people really know their business, the just need a little Socratic questioning occasionally. 

"You know James, when you really implement TOC fully, the results seem to happen by themselves.  TOC makes the minimal change necessary to make the biggest change.  Everyone recognizes the change at Farmer Safe, but few would point to me as the change agent; at least not until they think about it.  I 'Teach them correct principles and then … ,' you know where that leads.

"Farmer Safe has a solid foundation and a bright future.  They can open as much market as they choose whenever they choose.  What a wonderful place to be!  

"That doesn't mean they don't have troubles.  Everyday problems exist as in any company, raw material problems, shipment problems, equipment problems, spikes (both up and down) in the market, responses by the competition. The workers are getting good at evaporating their own conflict clouds and verbalizing the negative branches. But, soon Farmer Safe will need an automated material ordering and scheduling system.  That will take them to the next level.

"One other thing that is most amazing is the 'Value' of Farmer Safe.  Before, their value was mostly their building, equipment and a few highly skilled craftsman; little else.  But look at them now.  They have a dramatically growing market share.   For sure, the big boys know who we are; we are on the map. We have recognized quality; even top endorsements for gun manufacturers.  We deliver when we say; our distributors can depend on us to provide custom orders quickly. Of course, we give the distributors value; on the safes as well as peripherals.  But by far, one of the best values is our active network of 600 plus sales outlets.  Have you ever estimated what it can cost to win over a new distributor?

"Farmer Safe has, without really knowing, positioned itself for the perfect 'Big Sale'.  The big safe companies are in trouble. As a small company, we created additional market for everybody but the big boys can’t capitalize on it with their problems.  They need us. They know what we can do but are not sure how we do it. They need our smarts. They need our quality designs; they need our quick production methods.  They need our rapid, on-demand, reliable delivery.  They need our marketing edge; they need all of us badly. If either one of the big boys buys us, they would immediately be Number One!  Someone else could buy us just to get our distribution system. It just a matter of time before we are bought out.

"But Farmer's plant is safe. Hey, they would be idiots to mess with such a jewel!"

"Well, what is next for you then?"

"Oh, I'll probably continue my part time consulting with Farmer Safe.  You know I'm a partial owner now, and the value of my ownership keeps growing as they get bigger and better.  They are a fun group to work with. We have several great ideas about spin-off companies to use our network.

"And, I've plenty of other consulting work.  'Word of mouth' has me busier than I really want to be.

"Then there is my own company, ITEC Manufacturing."

"I didn't know you started a manufacturing company! What do you make?"

"Peripherals for Farmer Safe of course! And, other things too; in a job shop you can make whatever you want. My teenage boys grossed $50,000 out of our garage in the last three months.  I really enjoy helping and teaching my sons.  But, we better not get into that or we'll be talking for two more days.

"Soon, I think I’m going to do some things in life that really matter to me, to my wife, my  kids and the rest of mankind. You know I’ve been pondering that for a long time.”

� At key locations (around locking mechanisms) the all steel shell is filled with ball bearings that grab and break any drill bit.  A trainee employed at Safeway fumbled the computer key code too many times and locked up their new Farmer on Thanksgiving weekend.  They couldn't wait until Monday for the money in the safe.  They called a local locksmith who took twelve hours to open the safe. 


� Most safe sales at a gun show are to dealers who are trying to get a deep discount from a manufacturer.  The manufacturer doesn't want to ship the safe back home.





James R. Holt     2004
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