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CHAPTER 3 ° DECISION ANALYSIS
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the next five years. Julia furthermore guaranteed that investors
in the corporate bonds would get at least $20,000 back at the
end of five years. Investors in preferred stock should see their
initial investment increase by a factor of 4 with a good market
or see the investment worth only half of the initial investment
with an unfavorable market. The common stock had the great-
est potential. The initial investment was expected to increage by
a factor of 8 with a good market, but investors would lose every-
thing if the market was unfavorable. During the next five vears,

it was expected that inflation would increase by a factor of 4.5%
each year.

Discussion Questions

1. Sue Pansky, a retired elementary school teacher, is con-
sidering investing in Starting Right. She is very conserva-
tive and is a risk avoider. What do you recommend?
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2. Ray Cahn, who is currently a commodities broker, is also
considering an investment, although he believes that there is
only an !1% chance of success. What do you recommend?

. Lila Battle has decided to invest in Starting Right. While
she believes that Julia has a good chance of being suc-
cessful, Lila is a risk avoider and very conservative. What
is your advice to Lila?

4. George Yates believes that there is an equally likely

chance for success. What is your recommendation?

5. Peter Metarko is extremely optimistic about the markei

for the new baby food. What is your advice for Pete?

6. Julia Day bas been told that developing the legal docu-

ments for each fundraising alternative is expensive. Julia
wonld like to offer alternatives for both risk-averse and
risk~-seeking investors. Can Julia delete one of the finan-
cial alternatives and still offer investment choices for risk
seekers and risk avoiders?
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Biake Electronics

In 1979, Steve Blake founded Blake Electromics in Long
Beach, California, to manufacture resistors, capacitors, induc-
tors, and other electronic components. During the Vietnam
War, Steve was a radio operator, and it was during this time that
he became proficient at repairing radios and other communica-
tions equipment. Steve viewed his four-year experience with
the army with mixed feelings. He hated army life, but this ex-
perience gave kim the confidence and the initiative to start his
own electronics firm, ) '
Over the years, Steve kept the business relatively unchanged.
By 1992, total annual sales were in excess of $2 million. In 1996,
Steve’s son, Jim, joined the company after finishing high school
al?d two years of courses in electronics at Long Beach Commu-
ity College. Jim was always aggressive in high school athletics,

~ and he became even more aggressive as general sales manager of

Blake Blectronics. This aggressiveness bothered Steve, who was

- More conservative. Jim would make deals to supply companies
= With electronic components before he bothered to find out if

lake Electronics had the ability or capacity to produce the com-

Eg:-:l]zm& On sevleral occasions this behavior cau}sed the company

o pmzmbarrassmg mm‘nents when Blake Electron-ics was unaple

i hac;lce the electronic components for companies with which
made deals,

In 2000, Jim started to go after government contracis for

& .
creeci;romc componenits. By 2002, total annual sales had in-
exo €d to more than $10 miltion, and the number of employees

&
Ciﬂl;::ied 200. Many of these employees were electronic spe-

(0D e, Eraduates of elecirical engineeting programs from
By “ges and universities. But Jim’'s tendency to stretch
_ =®Ctronics to contracts continued as well, and by 2007,

om a?ftronics had a reputatif)n with gov‘vemmer..[ agencies as
Mg ¥ that could not deliver what it promised. Almgst
* lef ’WSOVemmem contracts stopped, and Blake EIectrorycs
ith an idle workforce and unused manufacturing

it

equipment. This high overhead started to melt away profits, and
in 2009, Blake Electronics was faced with the possibility of sus-
taining a loss for the first time in its history.

In 2010, Steve decided to look at the possibility of manu-
facturing electronic components for home use. Although this
was a totally new market for Blake Elecironics, Steve was con-
vinced that this was the only way to keep Blake Electronics
from dipping into the red. The research team at Blake Electron-
ics was given the task of developing new electronic devices for
home use. The first idea from the research team was the Master
Control Center. The basic components for this system are
shown in Figure 3.15.

FIGURE 3.15
Master Control Center
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