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ABSTRACT

The goal of the present study was fo continue research on job choice, specifically in Generation Y. Using a
2 x 2 experimental design of type of reward and the term in which the reward is received, 140 undergraduate
students from Generation Y were surveyed. The present study examined main interactions and inieractive effects of
the type of reward that was being offered (extrinsic vs. intrinsic) and the term that the reward would be received
{short term vs. long term} on acceptance, satisfaction, organizational commitment, and infent to stay. Results of
multivariate and univariaie analyses indicated thai the type of reward had a main effect on satisfaction,
organizational commitment, and intent to stay, while the term only had a main effect on intent to stay. Results did
not support a main effect of type or term on accepiance. Implications of these findings are discussed.

INTRODUCTION

Looking for a job is always a challenging and {ime consuming process, especially right out of college.
Finding the right job is even more difficult. The process of looking for a job has been studied numercus times and is
described as “job choice.” A potential employee can spend days searching the Internet, going to job fairs, and
networking to see what positions are available, Once that person finds a job they may be interested in, they evaluate
what the organization is offering, The process of finding a job is long and can stressful. Therefore, the individual
will want 1o make sure they fit their criteria with a job that mirrors their needs.

As future employees are attempting to find the right fit, organizations want to find and hire the best and the
brightest talent they can find to fill any vacancies. If an organization can successfully adapt their job characteristics
to cater to people looking for jobs, they will have a much better chance of finding the best-fit candidate. Once a
business has filled a position, they will also want to be sure that the employee enjoys working with the organization.
Doing so will allow for a low employee furnover rate, which is important considering the costs of hiring a new
employee. According fo recent research, the cost of recruiting, hiring, and training one new employec can be over
$4,000 (Prafder). This doesn’t include any indirect costs such as missed business because of the vacant position,
With these high costs associated with filling a vacant position, it is vital that an individual is not only hired, but that
they intend fo stay with the organization for some time.

Graduating seniors are the next group of employees that businesses will be looking to hire. These
graduates are members of Generation Y. Generation Y are a new and unique group that is more educated and
tcehnology savvy then any previous generation. Wilh the help of the Internet and numerous search engines this
group will be able to scarch online for jobs that have the characteristics they desire. The organizations that are able
to cater directly to the needs of this gencration will be able to recruit the top applicants of the graduating seniors.

Some past rescarch has sought to determine the individual characteristics that are influential to job choice
but little research has been conducted for the graduates of Generation Y., While characteristics that ranked high in
the past such as a more fiexible schedule, relaxed working conditions and high salaries may still be aftractive,
research has not proven that Generation Y will continue these frends. Each passing generation has reported changes
in work values. Businesses cannot assume that the same values that were rue for the Baby Boomers or Generation
X will hold nue for graduates of this generation.

Many studies have been conducted on job choice. However, there has not been much recent research on
Low an individual will react to job specifications or characteristics. Specifically, research has not explored what

4™ Annual Siena College Student Conference in Business
April 17, 2009




determines the types of characteristics of a job are most attractive to these soon-to-be college graduates of
Generation Y. This knowledge would be valuable (o recruiters who are trying to market their job openings. If
recruiters know what charactcristics of the job are most attractive to Generation Y, organizations could revise their
marketing strategy to gear it specifically to this group. Meanwhile, the students searching to begin their careers will
have a betier ¢chance of finding exactly what they are looking for in their first job. In seeking to find what initially
attracts Generation Y, managers may also wish to know what motivates Gen Y to be satisfied, committed, and
willing to stay with the organization. High levels of these three indicators may produce a lower turnover rate, which
will prevent high turnover costs in the future,

The current study will seek to find what job characteristics members of Generation Y are looking to find.
In doing so we will divide these job characteristics into two types of factors, intrinsic and extrinsic. The factors will
then be tested to see if Generation Y prefers more intrinsic rewards or extrinsic rewards. The current study will then
test how satisfaction, commitment, and intent to stay changes with the different rewards. The current study will also
seek to find how the term that the rewards are received affects the job choice of Generation Y.

It is critical for companies to identify what students are looking for in their entry level jobs. With this
study, hopefully recruiters will know what aspects to advertise to catch the atiention of the best and brightest
students. Also the current study may help companies organize their jobs specifically to administer to the wants and
needs of their new future employees, With a cost of around $4,000 to recruit just one new employee, it will be very
advantageous to get it right the furst time.

LITERATURE REVIEW
Generation Y and Job Choice

Over the past two decades recruiting top applicants has become increasingly difficult. Learning how to
attract the best applicants is critical for recruiters in today’s world (Chapman, Uggerslev, Carroll, Piasentin, and
Jones 2005). The key is not just to attract the best applicants, but also to be able to retain them. The average cost of
recruiting, hiring, and training a new recruit is around $4,000 (Prafder). These high costs make it is vital that the
turnover rate remains low. The question then becomes, what attracts these top applicants thai wilt also motivate
them to stay with the organization in the long term?

Each new wave of graduates has expected different things from their careers. These graduates can be
grouped according to their generation. A generation is defined as set of individuals that share birth years, age
location, and similar significant life events at critical development stages (Smola and Sutton 2002). Each group
shares historical or social experiences that distinguish their generation from the rest as well as sharing common
beliefs and behaviors (Smoia and Sutton 2002, Lindquist 2008). The generations that are relevant in today’s work
world are the Baby Boomers, Generation X, and Generation Y. These generations each have its own history and
attributes that makes them a unique group.

The Baby Boomers werc born between 1945 and 1964 (Northwestern Mutual Life Insurance Company).
They grew up with a sense of entitlement and expected the best from life. Some key cvents that they were effected
by are the Vietnam War, the civil rights movement, the Kennedy and King assassinations, and the sexual revolution
(Smola and Sutton 2002), Traditional values and material success made a comeback during this generation (Smola
and Sutton 2002). They are passionate about their carcers and work hard enough to have created. the 60-hour work
weck (Lindquist 2008). Baby Boomers were such a large generation that they were happy to secure any job and
worked long hours to keep them (Kadlec, 2007). There was little concern for whether the job was a good fit with
the individual (Kadlec, 2007). Baby Boomers did not mind working long hours. Some never planned fo retire
(Lowe, Levitt, Wilson, 2008). This generation did not require things to move at a fast pace. Instead they paid their
dues and climbed the corporate ladder at their own pace (Lowe, Levit, Wilson, 2008).

Generation X (Gen X) individuals were born between 1965 and 1978 and are known for their self-refiance,
informality and practicality (Northwestern Mutual Life Insurance Company). Their younger years were filled with
financial, family, and societal insecurity along with rapid change and a lack of solid traditions (Smola and Suiton
2002), Growing up in homes where the norm was having both parents working, they tend to be more individually
minded rather than collective (Smola and Sutton 2007). This generation is considered very skeptical and had a
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reduced sense of workplace loyalty while also distrusting anthority (Roberts, 2005). Differing from many of the
Baby Boomers, this generation became well cducated and technologically savvy. They were also more
entrepreneurial in nature (Roberts, 2005).  Generation X differs from the Baby Boomers in job characteristic
choices. Generation X is smaller, and has never known job scarcity, so they are able to hold out until they find a job
they likc. They desire more money, but also want to separate their careers from their personal lives {Kadlec 2007).
Generation X aiso differs from the Baby Boomers because of the specd that they want things to get done. While
Baby Boomcrs were satisfied with taking their time to climb the corporate ladder, Generation X wants o find ways
to get things done fast, possibly even by bending the rules a bit (Lowe, Leviti, Wilson, 2008).

Generation Y {Gen Y} individuals were born between 1979-2001 (Northwestern Mutual Life Insurance
Company). They arc just now beginning to enter the workplace. This generation is the first generation to be wired
24 hours a day with cel] phones and the Internet (Smola and Sutton 2002) and is the most well educated of the
generations (Roberts, 2005). Tt is thought that because Gen X-ers craved higher salaries and desired to be more
financially sound, Generation Y will want even more {(Smola and Sutton 2002). Gen Y was brought up on self-
esteem building and personal autonomy. They also tend to be more optimistic, idealists, multi-skilled risk takers,
have respect for authority, and a more global outlook {Roberts, 2005). Generation Y-ers also dislike
micromanagement and slowness {Lowe, Levitt, Wilson, 2008).

These differences in generations, causes a gap in what the Baby Boomers and Generation X previously
desired in a job and what Generation Y will now desire. Specifically, studies that have been conducted in the past
may not be relevant to the new wave of college graduates headed out into the job world. A few studies have been
conducied that have tried to determine what is important to Generation Y. Onc study cenducted by Smola and
Sutton (2002) looked at the difference in work values for Generation X and Y. The study was conducted across the
country, including over 350 individuals. The subjects were asked to complete a survey exploring three main issues:
(1) if the generational differences in work values among today’s employees are different from previous generations
(2) if the work values of today’s workers are different from those in 1974 and (3) if the work values remain constant
or change as workers get older.

The results of this study found that there arc different values among today’s employees and past workers.
The first major difference is that younger workers had a strong desire to be promoted more quickly. Another
interesting difference is that younger employees would be more willing to quit their job immediately if they
inherited a lot of money. This means that they want immediate results. The study concluded that the newer
generations care less about the company and are more “me” oriented. Tt showed that the new generations want fast
results. They are not willing to sit around and wait for rewards or results to come to them. Generation Y wants to
get what they want from work and then move to focus more on their private fife. In short, they think more in the
short term than in the long term.

Another study conducted by Blancero, DelCampo, and Marron (2008) wanted to find the characteristics,
work styles, strengths, and weaknesses of Generation Y. Specifically, this study looked at the differences in the
total Generation Y population and Hispanic Generation Y-ers. The sample consisted of 272 Hispanic Generation Y-
ers and 1713 Hispanics in total. The results of this study sought to outline Generation Y so that recruiters would
better understand them. Results suggest that the work style of this generation is very fast paced. They found that
Generation Y seeks quick and frequent feedback, Technology savvy, this generation is used to being constantly
connected and able to get quick responses. They also desire and expect to see progress in their careers quickly. This
can be atiributed for a need for “instant gratification,” which means that they want something and they want it now.

Generation Y differs from the previous generations of Baby Boomers or Generation X. Generation Y
wants results fast. They want to be promoted quickly, have almost instantaneous feedback, and have a strong desire
for “instant gratification.” As a result of this previous research, the present study presents the following hypothesis:

Hi: A job is more likely to be accepted by individuals of Generation Y if the attributes will be received in the short
lerm rather than the long term.

Extrinsic Motivation

Being motivated can be defined as being moved to do something (Deci and Ryan, 2000). A motivated
individual is someone who is inspired and encrgized to move towards an end (Deci and Ryan 2000). Countless
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theories have been developed to explain motivation. One popular theory of motivation, developed by Deci and
Ryan, suggests (wo scparate polential motivators: intrinsic and extrinsic, This section focuses on extrinsic factors
while the next section will focus on intrinsic factors,

Extrinsic motivation can be defined as doing something because it leads to a separable outcome (Dect and
Ryan 2000). That means that outside encouragement or rewards are earned from performing a task rather than
actual cnjoyment of the task, Relating to job evaluation, cxtrinsic motivation, cspecially moncy and pay rewards,
are a very important motivator to make decisions on whether to join an organization {Rynes, Gerhart, and Minette
2004},

Money and pay are not the only extrinsic awards an employee may receive from a job, although, according
to past research, salary is one of the most important factors in a person’s decision to accept or reject a job offer
(Rynes, Gerhart, and Minette 2004, Judge and Bretz 1992). Some say that job security, type of work, advancement
opportunity, company characteristics, and pay are just a fow of these that are weighed in any decision (Jurgensen
1978, Judge and Bretz 1992). Judge and Bretz (1992} also found that promotion opportunities are one of the most
important job attributes leading to a job choice decision. In a study conducted 30 years ago, the top three factors in a
job were benefits, hours, and pay. Even though benefits and hours ranked higher, therc seemed to be a rise in
irportance of pay (Jurgensen 1978). In a more rccent study, extrinsic rewards have been defined as pay, stock
options, bonuses, gain sharing, promotions and benefits (Cummings and Worley 2007).

In 2008 a study was conducted to determine how to recruit Generation Y. This study reported on a survey
conducted by a recruiting and job placement firtn Robert Half International Inc. and Yahoo! HotJobs. It surveyed
1,007 21-28 year olds from Generation Y. According to the results, the top criteria for accepting jobs were salary,
benefits, and potential for advancement. This may be because one of Generation Y’s main concerns is saving
enough money for retirement since Social Security is rumored to be obsolete by the time that generation is able to
take advantage of it. Therefore, Generation Y has had it has been drummed in their heads by parents that
Generation Y is going to have to take care of themselves later in life. Another important factor that Generation Y
wished to have in a job was bonuses for achieving a high performance rate. One executive that was interviewed said
that another reason Gen-Yers want more money is because of skyrocketing health care costs. (Randolph, 2008}.

After reviewing the findings of previous research, the present study decided to use pay, bonuses such as
monetary bonuscs or stock options, and opportunily for advancement as the primary cxtrinsic factors, Salary and
other monetary rewards have been in the top factors of job choice in every study that was reviewed. Similarly,
opportunity for advancement was also found as a primary factor linked to job choice. These extrinsic factors have
been top contenders in job choice decisions in previous research, Therefore, the present study believes that these
extrinsic factors are very influential in the job choice process and may have the most impact on a job decision.

Existence, Relatedness, Growth. Rising costs may not be the only reason new college graduates will want more
money or other extrinsic factors. This couid also be linked to Alderfer’s existence, rclatedness, and growth (ERG)
theory. This theory began as a study to explore human needs and the desires and satisfactions that people
experience (Alderfer 1972). Alderfer was heavily influenced by Maslow’s (1954} hierarchy of necds and ERG
theory is presented as an alternative. Existence, relatedness, and growth are primary nceds that an organism secks Lo
fulfill. Contrary to Maslow, where a person must fulfill lower necds first, in ERG theory a person can exist in any
one of these three stages of need at any one time. The three stages can be defined as follows.

Existence needs can be described as material and physiological desires. This includes items such as food
and shelter. Tt also includes pay, benefits, and physical working conditions. A defining characteristic of existence
needs is that they can be divided, When resources are limited, if one person receives more, another will receive less,
For instance, if a budget permits only a certain amount of money, one person’s bonus eliminates the possibility for
extra money for others {Alderfer 1972). Being college students, one might assume that many of these needs,
especially money, may not be met, This may be attributed to factors such as debt from student loans or a simple
lack of resources because of being unemployed futl time.

Relatedness needs suggest the relationsbips with significant others that individuals maintain, These others
may include family, friends, superiors, coworkers, subordinates, and enemies. A basic characleristic is that
satisfaction depends on a process of sharing or mutuality (Alderfer 1972). Students in college may have more

4" Annual Siena College Student Conference in Business
April 17, 2009




opportunity to become fulfilled in relatedness needs, This may be because of frequent interactions with roommates,
in clubs, or in class. It may also be linked to belonging o a group, whether that is a specific class or a group ol
friends.

Growth needs are defined by making creative or productive effects on himself or on the environment.
Fuifilling growth needs may include a person utilizing their knowledge or to grow in what they currently know.
Satisfaction depends on a person finding ways to be what they are fully and becoming what he/she can be {Alderfer
1972). The subjects of this study are college students who daily find themselves challenged to grow and leam more.
They also utilize their knowledge to perform tasks such as homework. Therefore, growth needs may already be met
by college seniors.

What can be taken from Alderfer’s Existence, Relatedness, Growth theory is that when any one of these
needs is unfulfilled, it witl be desired. Generation Y college students lack existence needs because while attending
college they are spending their money on tuition and living costs, causing most to be in debt. College can provide
conradety while also providing an environment for a student to grow.

Pay, bonuses, and promotion have been found in previous research as top factors in job choice. These
extrinsic factors are believed by the present study to be the most critical factors in a job decision. Students are also
believed to be in the stage of existence, which would make extrinsic factors even morc attractive, As a result of
previous research of extrinsic motivation and existence, relatedness, growth theory, the present study presenits the
following hypothesis:

H2: Jobs with positive extrinsic factors and negative intrinsic factors will have a higher acceptance rate than those
with negative extrinsic factors and positive intrinsic factors.

Intrinsic Motivation

Intrinsic motivation refers to doing something because the task itself is interesting or enjoyable (Dect and
Ryan 2000). To further that explanation, intrinsic motivation is based on the need for competence and self-
determination (Deci and Ryan 1985). Although intrinsic motivation is not a primary drive, it energizes behavior and
is vitai to human function {Deci and Ryan 1985), In past research, intrinsic motivation has been tested using the
“free choice” measure where participants in the study are asked to perform a task, then later given “free choice
time.” Deci (1971) then measured how much time was spent retuming to complete the task when no outside reward
was offered, In Deci’s study, he found that those with only intrinsic motivation worked on the task longer in their
“free choice” time than those that had also been given extrinsic motivation. In a job setting, an intrinsically
motivated job would be described as a job that is enjoyed for the job itself (Deci 1971, Deci and Ryan 1985, Deci
and Ryan 2000). Therefore, the first factor used in the current study to describe an intrinsically motivated job
opportunity is if the person enjoyed the job they are asked to accept.

One important study relating to intrinsic and extrinsic motivation is the study “Effects of Externally
Mediated Rewards on Intrinsic Motivation” by Edward L. Deci {1971) who is a pioneer in intrinsic and extrinsic
motivation. This study was conducied with two laboratory experimenis and one field experiment to determine the
effects of external rewards on intrinsic motivation, The hypothesis of this cxperiment was that il someone was
engaged in an activity for intrinsic reasons and was then offered external rewards such as money, then the intrinsic
motivation would decrease.

In the study, students were asked to use puzzle pieces to produce different configurations. During each
session, the experimenter would leave the room for eight minutes where the subjects could work on whatever they
chose, The subject’s intrinsic motivation was determined by how much of this “free time” was used to work on the
puzzle. The results of this first experiment concluded that an extrinsic reward of pay increased motivation while it
was available. Once it was taken away, intrinsic motivation decreased dramaticaily. The control group’s intrinsic
motivation increased throughout the experiment.

The second study mimicked the first, but was used in the real sctting of a biweekly collepe newspaper.
Subjects were asked to make newspaper headlines. The experimental group was given money for each headline but
only for three weeks, The experimental group began underperforming when compared with the controf group as
soon as they began to be paid. In this experiment, Deci found that when money is introduced as a motivator,
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subjects lose intrinsic motivation. Money causes subjects fo reevaluate the activity. It is used to “buy off’ a
subject's intrinsic motivation for an activity. It is seen as a controlling factor. Furthermore, once extrinsic factors
are rermoved, instead of retuming to being intrinsically motivated, the same behavior that was exhibited when
extrinsic factors were present persisted. The control group that only had the option of being intrinsically motivated
used more “free choice” time to work on the puzzic. The control group also wrote more headlines than those that
were offered extrinsic factors as a motivator. Deci (1971) found thai the lowering of “free choice™ time spent on the
puzzle and writing fewer headlines than the control group may have been because offering money in return for
performance lowered their intrinsic motivation.

Job Characteristics Model. Relating to job opportunities, intrinsic motivation can be applied to determine how
much a person enjoys doing their job. Hackman and Oldham (198(") came up with five key dimensions that must be
present in order to make a job enriching and fulfilling. They are autonomy, skill variety, task identity, task
significance, and feedback about results. These five core job dimensions can lead to three psychological states,
These states are the individual must feel responsibility for the outcomes of the job, the job must be meaningful and
matter 1o others, and the individual must have feedback. Two of these, meaningfulness and autonomy are relevant
to the current research.

Hackinan and Oldham {(1975) have grouped skill variety, task identity, and task significance as leading to
the critical psychological state of experienced meaningfulness of the job. This is defined as the degree that an
employee sees the job as being meaningful, valuable, and worthwhile (Hackman and Oldhain 1975). These factors
are very important to how employees view their job. It also has a direct impact on the intrinsic motivation of the
individual. Because of this link to intrinsic motivation, the current study uses meaningfulness of the job is the first
factor used to distinguish a job as intrinsically motivated.

Autonomy is described as the degree to which a person feels they have freedom and can use their discretion
to schedule the work and decide how to complete it (Hackman and Oldham 1980), Deci and Ryan (2000) have also
developed a theory called Cognitive Evaluation Theory (CET) which specifies that an individual will not enhance
intrinsic motivation unless it is accompanied by a sense of autonomy, With autonomy being such a pivotal factor in
whether an individual is intrinsically motivated from both the job characteristics standpoint and Deci and Ryan’s
theory of CET, the current study felt that it should be included in the research. Therefore, this factor is the second
aspect used to describe a job as intrinsically motivated,

These intrinsic factors can be combined in an overall measure of job enrichment. When people find that
their jobs are more enriching, they are internally motivated and satisfied (Cummings and Worley 2007). Infrinsic
factors give & person an internal perceived locus of causality, which means that they are in charge of their own
actions and behavior (Deci and Ryan 2000). This, conbined with a sense of autonomy (Deci and Ryan 2000}, will
make a job more attractive and satisfying.

O’Reilly and Caldwell conducted another study in 1980, It looked at the impact of intrinsic and extrinsic
factors on satisfaction and commitment. This study was conducted with 171 graduates of an MBA program who
answered a questionnaire prior to graduation. After graduation, these subjects went to work at whatever job they
had accepted. Six months later 101 subjects returned to answer a questionnaire on their salisfaction and
comunitment to their current jobs. The findings of this study concluded that intrinsic factors tend to tead to higber
attitudinal commitment. It also found that extrinsic justifications for behavior and as a factor in job choice may have
decreased commitment and job satisfaction.

Another study conducted by Lowe, Leviit, and Wilson {2008) examined the challenges facing employers
today to retain Generation Y in the workplace. Generation Yers want to be part of an innovative and active
organization. They are also much more likely o intend to leave if they are dissatisfied with the organization,
Generation Y would also rather have a [lat hierarchy and prefer to be coached instead of told what to do by the
“boss” while also having frecedom and flexibility.

The study looked mainly at how to retain Generation Y since they seem to switch jobs much more than
previous generations. The first way that they recommended building this organizational commitment is to give Gen
Yers challenging and meaningful work that they can take ownership ef.  Gen Yers would also like to have
flexibility in theiy work in order for them to do the job their own way. This sense of autonomy pives them the
feeling that they provide a valuable contribution and they are also very engaged {Lowe, Levitt, and Wilson, 2008),
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This study found that the factors of autonomy, meaningfulness, and enjoying the job in itself may cause a
(ieneration Y member to be more likely to intend to stay with the organization while also increasing their
organizational commitment and satisfaction.

Previous studies performed by Deci and Ryan have found that intrinsic motivation makes an individual
much more likely to be motivated and perform well as opposed to those that were extrinsically motivated. Other
research conducted by Hackman and Oldham outlined the factors of a job that will cause an individual to be
infrinsically motivated. More recent research has found that intrinsic factors may increase satisfaction,
organizational commitment, and satisfaction. As a resull of the previous research conducted on intrinsic motivation,
the present study presents the fellowing hypothesis:

H3a. Jobs that have positive intrinsic factors and negative extrinsic factors will have a higher level of satisfaction
than johs with negative intrinsic factors and positive extrinsic factors.

H3b.:Jobs that have positive intrinsic factors and negative extrinsic factors will have a higher level of organizational
commitment than jobs with negative intrinsic factors and positive extrinsic factors,

H3e: Jobs that have positive intrinsic factors and negative extrinsic factors will have a higher level of intent to stay
than johs with negative intrinsic factors and positive extrinsic factors.

METHOD
Pilot Testing

An initial pilot test was conducted to investigate the responses of participants in the study. A sample of 11
undergraduate students from Siena College was used. Respondents were asked to read the scenario they were given,
take the survey, and share their feedback. Three manipulation checks were used to determine if the hypothetical job
offers were conveying the proper information. These checks asked if the offer had positive intrinsic factors, positive
extrinsic factors, and if the rewards were given in the short term or long term. Based on the feedback and results of
the manipulation checks, changes were made to improve the survey.

Sampling and Data Collection

The goal of this study was to pathcr data from Generation Y students at Siena College, a college located in
upstate New York. Generation Y students who are going o be entering the work force in the next year or two were
the primary targets of this study. Most surveys were administered in a classroom setting of upper level business,
compuler science, ot psychology classes. There were no incentives offered for participating and participation was
completely voluntary. Participants were given a survey with one of four job scenarios. They were then asked to
assume they were being offered this job, Respondents were first asked how likely they were to accept the job offer
they had been given. After the initial acceptance question, they were then asked to then assume they had accepted
the job and answer the questions based on their perceptions of it. This survey can be seen in Appendix 1.

The scenarios are described as follows:

Scenario #I. “Extrinsic short term” offered positive extrinsic benefits and negative intrinsic benefits
immediately, For the extrinsic factors the subject was presented with: “The job you are offered gives you a higher
starting salary than you expected. The company is known for giving sizable bonuses every year. In the short term
you should expect (o receive a promotion.” For the intrinsic factors the subject was presented with: “This job is
something you do not _particularly enjoy doing. Your boss must have the final say in how you perform your tasks.
Your job will not have any impact in the lives of others.”

Scenario 2. “Extrinsic long term” offered positive extrinsic beneflits after a long period of time and
negative intrinsic benefits. For the extringic factors the subject was presented with: “The job you arc offered has a
lowey starting salary than expected but in the long term there will be opportunities for rapid salary increases. Your
job offers stock options as a significant benefit but it will take effect in the long term. You will most likely be in this
job at your current position for the short term, but in the long term there will be opportunities for promotion. For
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the intrinsic factors the subject was presented with: “This job is something you do not particularly enjoy doing,
Your bess must have the final say in how you perform your tasks. Your job will not have any impact in the lives of
others.”

Scenario #3. “Intrinsic short term™ offered positive inirinsic benefits and negative extrinsic benefits
immediately. In the intrinsic factors the subject was presented with: “You enjoy performing the work your job
entails, You are given the freedom to complete the tasks as you see fit. This job has an immediate impact in the
short term on the lives of others.” For the extrinsic factors the subject was presented with: * The job you are offered
gives you a lower starting salary than you expected. Raises and bonuses are given, but not regularly, Most likely,
you will not receive a promotion in the [uture.”

Scenario #4, “Intrinsic long term” offered positive intrinsic benefits after a longer period of time and
negative extrinsic benefits. For the intrinsic factors the subject was presented with: “You enjoy doing this job, but in
the long term you will be given the opportunity to do something in this job that you truly love doing. Currently, you
must answer to a manager, but in the long term you will be your own boss and can complete the job’s tasks the way
you see fit. This job will have an impact on the lives of others in the long term.”” For the extrinsic factors the
subject was presented with: * The job you are offered gives you a lower starting salary than you cxpected. Raises
and bonuses are given, but not regularly, Most likely, you will not receive a promotion in the future.”

For each of these four different hypothetical job offers there were two versions. In version A, the positive
benefits were listed in the first paragraph followed by the negative (actors in the second paragraph. In version B, the
negative factors were listed in the first paragraph and the positive benefits were listed in the second paragraph. This
counierbalancing was conducted to ensure that the reader did not respond based on whether the positive or negative
factors came first.

Participants

140 individuals responded to the survey. The following characteristics applied to the 140 participants: 42%
are maie and 58% are female; the average age for participants is 21; 87% are Caucasian, 4% are Asian or Asian
American, 1.4 are African American, and 4% are Hispanic American; the average GPA was between 3.1 and 3.5;
19% are the first in their family to attend college; 75% have worked 0-2 years, 15% have worked 3-5 years, 6% bave
worked 6-8 years, and 2% have worked 9 or more years; 49% believed they will receive 0-2 job offers, 43%
believed they will receive 3-5 job offers, 3% believe they will receive 6-9 job offers; 14% are in the school of
Science, 72% in Business, and 14% in Liberal Arts.

Measures. The survey had three different sections, These sections included: (a} their personal reaction to
the scenario they had been given and how it impacted their likelihood to accept the job, job satisfaction,
organizational commitment, and intent to stay with the organization, (b) how significant each of the factors used in
the job scenario are including salary, interest in the job, personal significance in the company, personal power in the
company, bonuses, and advancement opportunity, and {c) their current living condition as defined by the measures
of existence, relatedness, and growth.

Acceptance. Acceptance was measured using a single item, five-point Likert-type scale (1= very unlikely,
5=very likely). The item stated “How likely are you to accept this job?”

Job Satisfaction. Job satisfaction was measurcd using a five item, five-point Likert-type scale (1= strongly
disagree, 5= strongly agree), Items included “Generally speaking, I am very satisfied with my job” and *I frequently
think of quilting my job” and resulted in a coefiicient alpha estimate of reliability of .65.

Organizational Commitment. Organizational commitment was measured using a 15 item, five-point
Likert-type scale (1= strongly disagree, 5= strongly agree). Items included “T am willing to put in a great deal of
effort beyond that nommally expected in order to help this organization be successful” and “ talk up this
organization o my [Tiends as a great place to work™ and resulted in a coelTicient alpha estimate of reliability of .77.
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Intent To Stay. Intent to stay was measured using a five item, five-point Likert-type scale (1= strongly
disagree, 5= strongly agree). [tems included “T intend to stay with this organization” and “I am currently looking for
another job outside of this organization” and resulted in a coefficient alpha estimate of reliability of .89.

Significance of Salary. The significance of salary was measured using a single item, five-point Likert-like
scale (I= not important, 5= very important). The item stated “Rate these factors from very important to not
important: Salary”.

Significance of Interest in the Job. The significance of interest in the job was measured using a single item,
five-point Likert-like scale (1= not important, 5= very important). The item stated “Rate these faciors from very
important to not important: Interest in the Job™,

Significance of Personal Significance. The significance of personal significance was measured using a
single item, five-point Likert-like scale (1= not important, 5= very important). The item stated “Rate these factors
from very important to not important: Personal Significance”.

Significance of Personal Power. The significance of personal power was measured using a single item,
five-point Likert-like scale (1= not important, 5= very important). The item stated “Rate these factors from very
important to not important: Personal Power”,

Significance of Bonuses. The significance of bonuses was measured using a one item, five-point Likert-like
scale (1= not important, 5= very important). The item stated “Rate these factors from very important fo not
important; Bonuses”.

Significance of Advancement Opportunity. The significance of advancement opportunity was measured
using a one item, five-point Likert-like scale (1= not important, 5= very important). The item stated “Rate these
factors from very important to not imporfant; Advancement Opportunity”,

Existence. Existence was measured using a five item, five-point Likert-type scale (1= strongly disagree, 5=
strongly agree). These items were based on the deseription given of existence nceds (Alderfer 1972). Responses
were based on if the needs of existence were met {1= needs are being met, 5= needs are met}. Items included “I'm
worried my budget won’t cover what 1 need to buy” and “I always have enough money to cover all of my expenses”
and resulted in a coefficient alpha estimate of reliability of .75.

Relatedness.  Relatedness was measured using a five item, five-point Likert-type scale (1= strongly
disagree, 5= strongly agree). These items were based on the description given of relatedness needs (Alderfer 1972).
Responses wetre based on if the needs of existence were met (1= needs are being met, 5= needs are met). Items
included “T am usually accepted by others” and “People arc influenced by my opinions™ and resulied in a coefficient
alpha estimate of reliability of .61.

Growih. Growth was measured using a five item, five-point Likert-type scale (1= strongly disagree, 5=
strongly agree). These items were based on the description given of growth nceds (Alderfer 1972). Responses were
based on if the needs of growth were met (1= needs are being met, 5= nceds are met). Items included “I like to fearn
new things” and “Volunteering in the community is not something I like to do” and resulted in a coefficient alpha
estimate of reliability of .35,

Manipulation Check

At the end of the survey, respondents were asked to answer three questions based on their hypothetical job
description. These questions lested if the subjects identified key factors in their deseription that might cause them o
react as the study hypothesized. The first question was “Did the job scenario you read above provide good salary
and benefits?” This question was trying (o see if the respondent saw it as having positive extrinsic factors. The
second question “Did the job scenario you read above provide a satisfying work environment where you could
engage in meaningful work” saw if the scenario had positive intrinsic factors, The third question “Did the job
scenario you read above focus on short term or long term benefits” made sure the respondent measured the positive
results happened in the right time period.
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Analysis

A 2x2 multivariate analysis of variance (MANOVA) was used to test Hypotheses 1-3 because of the
correlation between the dependent measures, The MANOVA was then followed up using an analysis of variance
for each of the three measured outcomes (i.e. job satisfaction, organizational commmitment, and intent to stay).

RESULTS
Manipulation Checks

Manipulation checks were analyzed according to the scenario that was given. 84% of respondents rightly
identified that “Extrinsic Short Term™ had positive extrinsic factors and 87% believed the rewards were given in the
short term. “Extrinsic Long Term” respondents rightly identified that the results were negative for intrinsic factors
and 81% believed that rewards were given in the long term. 90% of respondents of the “Intrinsic Short Term”
scenario answered correctly that the extrinsic factors were negative and 80% answered that the rewards were
received in the short term. *Intrinsic Long Term” respondents correctly identified the scenario as being intrinsic
75% of the time and rewards given in the long term 67% of the fime.

Effects of Scenarios

The MANOVA showed main effects of both type of reward {extrinsic verses infrinsic), multivariate F (4,
£33y = 34,341, p < .05, and term (short term verses long term}, multivariate F {4,133) = 2.965, p< .05. This test did
not find statistically significant evidence of an interaction between the two variables,

The counterbalancing of the surveys showed no difference in the MANOVA or ANOVA data analysis.
Therefore, the counterbatancing did not produce an affect on the data.
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Analysis of Variance for Type of Reward and Term of Reward
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Acceptance Job Satisfaction Organizational Commitment Intent to Stay

Source 5§ df MS F p & df MS F p S§ df MS F p $§ df MS F p
Type (R) L 1 1% 157 02 649 1 2619 11707 0.0 428 1. 428 1666 0.0 342 1 342 466 0.03
Term (T) 048 1 045 061 04 008 1 008 035 0% 035 1 03 1M 03 6% 1 659 949 000
RxT 521 1 52 646 001 0o0 1 000 001 03 03 1 035 136 05 1.23 1 123 168 0.20
Corrected 7.0 3 23 % 004 %22 3 165 3907 000 494 3 165 640 0.00 1155 3 385 525 0.0
Emor 109.65 136 0.8 042 136 o2 %35 13 0.6 9960 135 073
Totai 1419.00 140 131184 140 114872 140 985.24 140




Acceptance. A 2x2 ANOVA was used to assess the effects of type of reward (extrinsic vs. intrinsic) and
term (short term vs, long term) on acceptance. The summary of this analysis can be found on Tahle 1. As seen on
Table 1, there is no support that there is a main effect of the type of reward on acceptance, F (1, 133) = 1.565, p >
05. Table ! also shows that there is no support that there is a main effect between the term of the rewards on
acceptance, F {1,133) = .612, p > .05, The analysis of the data does not support Hypothesis 1 or Hypothesis 2.

Job Satisfaction. A 2x2 ANOVA was used fo asscss the effects of type of reward (extrinsic vs. intrinsic)
and term (short term vs, long term) on job satisfaction. The summary of this analysis can be found on Table I and
the relevant means can be found on Table 2. A main effect was found for extrinsic vs. intrinsic, F(1, 133) =
117,067, p< .05. On average, job satisfaction was viewed as higher if the rewards were intrinsic (M = 3.409) than
extrinsic (M = 2.543). The findings of this analysis support Hypothesis 3a.

Organizational Commitment. A 2x2 ANOV A was uscd to assess the effects of type of reward (extrinsic vs.
intrinsic) and term (short term vs. long term) on organizational commitment. The summary of this analysis can be
found on Table 1 and the refevant means can be found on Table 2, A main effect was found for extrinsic vs.
jntrinsic, F(1, 133) = 16.662, p< .05, On average, organizational commitment was viewed as higher if the rewards
were intrinsic (M = 2,984) than extrinsic (M = 2,634). The findings of this analysis support Hypothesis 3b.

Intent to Stay. A 2x2 ANOVA was used to assess the effects of type of reward (extrinsic vs. intrinsic) and
term {short term vs. long term) on organizational commitment, The summary of this analysis can be found on Table
1 and the relevant means can be found on Table 2. A main effect was found for extrinsic vs. intrinsic, F{I, 133) =
4.659, p < .05. On average, intent to stay was higher if the rewards were intrinsic (M = 2.654) than extrinsic (M =
2.341). The findings of this analysis support Hypothesis 3c.

TABLE 2
Descriptive Statistics for Type of Reward and Term of Reward
Acceptanca Safjsfaction Organizational Commitment Intent to Stay
Conditien n M SD I M shD n M shD n M 5D
Type of Reward
Extrinsic 33 2.96 0.11 33 2.54 0.06 33 2.63 0.06 33 2.34 0.1%
Intrinsic 34 3.15 0,11 34 3,4% 0.06 34 2.98 0.06 34 2,65 0
Term of Reward .
Short Term 38 2.99 0.11 38 2.95 0.06 38 2.76 0.06 38 2.27 0.10
Long Term 35 3,11 0.11 35 3.00 0.06 35 2.86 0.06 35 2,72 0.10
TABLE 3
Means, Statndard Deviations, Covariances gnd Coorelations
Variabie M 5D 1 2 3 4 5 6
1. Accpetance 3.05 0.08 0.303%% 0.317%% 0.339** 0.09 0.08
2. Job Satisfaction 2.98 0.04 0.65 0,541%* 0.,481** 575*% 0.02
3. Organizational Commitment 2.81 0.43 0,77 .700%* LA23%% 0,09
4, intent to Stay 2.50 0,72 0,89 ,164%* 247*F*
5. Type (R} ~0.05
6. Term (T)
x*p < .05
DISCUSSION

Several other studies have looked at what individuals may be looking for when it comes to job choice
(Jurgensen 1978, Judge and Bretz 1992). These studies had found that some of the top job characteristics were pay,
job security, type of work, advancement opportunity, and benefits. Though research had sought to determine the top
job choice characteristics, job choice factors have never been split into intrinsic and extrinsic factors to determine
which has a greater impact on the future employee’s acceptance decision. They had also never divided the time
frame in which the rewards are received. Because of these gaps, the present study sought to determine what impact
dividing joh choice characteristics into type of reward and the impact of the term these rewards were received in.,

The present study found that type of reward (intrinsic or extrinsic) and the term in which the rewards were
received (short term vs. long term) may not have an effect on acceptance decisions in Generation Y's future
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employees. However, the subjects were asked to make these decisions based on hypothetical job characteristics
descriptions. It is unclear how this may impact real-life job choice decisions.

The current study also sought the reactions of respondents to the job choice scenarios if they had accepted
the offer.  Previous studies have supported that motivation and satisfaction will increasc when intrinsically
motivating factors are introduced (Deci 1971, Hackman and Oldham 1980). The current study tested the responses
to satisfaction, organizational commitment, and intent to stay with the organization, The current study found that
not only the type of motivation used (inhinsic vs. extrinsic) but also the time period (short term vs. long term) could
predict the reaction of the respondent in these three categories.

The present study adds to previous research on intrinsic and extrinsic motivation and how they may impact
employees. Results showed that those respondents that received intrinsic rewards reported higher levels of
satisfaction, organizational commitment, and intent to stay with the organization, Although other studies have
measured the affects of pay and how it impacts intrinsic motivation, no study has specifically split the job choice
characteristics into two differcnt reward sets and measured them against one another. One possible exptanation may
be that in a real world situation no job is as black and white as the scenarios used in the present study. However,
while managers must include both intrinsic and extrinsic rewards in their job characteristics, it may be worthwhile to
integrate as many intrinsic features as possible. While this was the most important finding of the current study,
another interesting discovery was found.

The present study also revealed that no matter what the reward, if it is received in the long term intent to
stay increases, This means that when a respondent has to wail in order to receive their full rewards, it is more fikely
that they wiil stay at their job until they are acquired. This could be important for future cmployers to be aware of
when hiring Generation Y, If you give them a goal to work towards, they are more likely to stay in order to receive
the bencfits of their hard work.

Although the current study returned some interesting findings, we believe that additional research is
needed. The study only dealt with scenarios that clearly outlined which type of reward was being offered. It did not
deal with the real world situation of mixed rewards and how those rewards may effect satisfaction, organizational
commitment, or intent to stay. Future research may want to perform similar studies that test real world job scenarios
and how they affect acceptance. Satisfaction, organizational commitment, and intent to stay should be tested as well
against these real world scenarios.

Practical Implications

One interesting find of this study is that no matter the differences in job characteristics, the likeliness to
accept the job is unallected. There could be many causes of this outcome, One possible explanation could be the
cconomy in which graduating college seniors are entering. In earlier years, graduates might have had numerous job
offers. Today’s seniors may possibly be entering onc of the worst cconomies in the past decade. The
unemployment rate is on the rise, While Generation Y is trying to start their careers, they will be competing against
older generations who have recently been let go and already have years of experience. This being said, Generation
Y may be more likely {o accept any job that they are offered, no matter what the characteristics.

These findings may be of interest to both recruiters and managers who can use these results to shape their
job specifications as they see [it. Although some members of Generation Y may look for high salaries, they may
also wish to have some inirinsic factors to keep them mofivated. Since the findings of the current study suggest that
a job either type of reward has the same probability of being accepted, a business may benefit from having moderate
extrinsic rewards and capitalize on intrinsic rewards, Infrinsic rewards do not have a cost associated with them but
may produce higher motivation. Managers may want to ensure a higher level of salisfaction, organizational
commitment, and infent to stay by modeling their job characteristics to include intrinsic motivation such as
autonomy, meaningfulness, or even just a love for the job in itself.

Limitations

Additional research is needed to develop confidence in the validity of the present study’s findings. One
validity concern may be the use of a single Northeastern undergraduate college. This college’s sample may not
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extend fo the greater population of Generation Y students who will soon be entering the workforce. This sample
consisted of §7% Caucasian students. Over half of the students will have under $30,000 in debt when they graduate
coflege. This sample has very little diversity compared to the diversity of most college undergraduate students.
Siena students are also primarily from the Northeast, causing a bias due to geographical location.

Another possible validity concern could be attributed to the survey itsell. The responses were based on a
hypothetical job characteristics description. If the students would have been reviewing job characteristics
descriptions for actual job offer, they may have reacted differently, For the current study, the respondents were also
asked to assume they had accepted the job, and then answer questions based on the description. These reactions
were how satisfied they would be with the job, how commitied they would feel to the organization, and if they
intended to stay. Since these reactions were based solely on what they envisioned their response to be, they may not
have produced the same effects. For the existence, relatedness, and growth section, the questions were based on the
description of the theory and had not been previously tested. This may have caused the low coefficient alpha
estimate of reliability for these items.

Conclusions

In summary, the preseut study makes contributions to the literature on extrinsic and intrinsic motivation,
the span of time in which the reward is acquired, Generation Y, and job choice. The present study has found
evidence that there is a main effect between the type of reward (extrinsic vs. infrinsic) and satisfaction,
organizational commitment, and intent to stay. The results supported the claim that positive intrinsic rewards will
have a higher dcgree of all three of these dependant factors, This further adds to the evidence that intrinsic factors
will make an employee more motivated in his or her job. While reviewing effects, a main effect was also found
between intent to stay and the time span in which the reward is acquired, If the reward will be received in the long
term, the respondent has a higher measure of intent (o stay.

Although hypothesis 3 was supperted, the evidence did not support Hypothesis 1 or 2 of the present study.
There was no statistical difference in acceptance of the job if the rewards were received in the short term verses the
long term. This did not agree with Hypothesis 1 which stated that the acceptance rate would be higher for
Generation Y if the rewards were received in the short term, There was also the evidence did not support that the
respondent would have a higher acceptance rate if the scenario had positive extrinsic rewards and negative intrinsic
rewards verses negative extrinsic rewards and positive intrinsic rewards,

There are practical implications of this study. First, when presenting praduating college seniors of
Generation Y with a job offer, every job has the same likeliness to be accepted. The job offer could have extrinsic
or intrinsic rewards that are received in the short term or the long term, but none of these options has a significant
effect on the likeliness of acceptance. However, once the job is accepted, attitudes about the job are significantly
different. 1fan organization not only wants to find the best students, but also wants to have a low turnover rate, they
should shape their job characteristics to have positive intrinsic motivators. If the rewards are received in the long
term, Generation Y intends to stay with the current organization even longer. Recruiters and managers in an
organization should be aware of these findings so that they can best attract and retain Generation Y.

APPENDIX
Appendix 1

Introduction

This experiment will explore the factors that motivaie college graduates to accept a first job. You will be givena
hypothetical job description and asked to answer a few questions based on your perceptions of this job. This survey
is part of a study T am performing to write my undergraduate thesis, which greatly depends on the results I obtain,

Your responses are completely anonymous and will be used purely for academic purposes. Should you wish at any
time to stop the survey you are free to do so. This should take no more than 10 minutes aud is voluntary. Your
participation is greatly appreciated. Thank you!
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Scenario
Assume you have just received a job offer, Review the following charactcristics of the job you have been offered.

The job you are offered has a lower starting salary than expected but in the long term there will be opportunitics for
rapid salary incrcases. Your job offers stock options as a significant benefit but it will take effect in the long term,
You will most likely be in this job at your current position for the short term, but in the long term there will be
opportunities for promotion.

This job is something you do not particufarly enjoy doing. Your boss must have the final say in how you perform
your tasks. Your job will not have any impact in the lives of others.

Survey

How likely are you to accept this job? Very Unlikely Very Likely
(circle one) i 2 3 4 5

Now consider that you did accept the job. Answer the questions based on how you believe you would feel if the
description was your current job. Place the number in the appropriate box:

For Exampie: If you “strongly agreed” with the following staterment you would place a “5” in the box as shown
below.

Generally speaking, I am very satisfied with my job 5

1 2 3 4 5

Strongly Moderately | Neither Agree | Moderately Strongly
Disagree Disagree nor Disagree Agrece Agree

Generally speaking, I am very satisfied with my job

[ frequently think of quitting my job

I am generally satisfied with the kind of work 1 do in my job

Most people on this job are very satisfied with the job

LRIl Il e

People on this job often think of quitting

1 2 3 4 5

Strongly Moderately | Neither Agree | Moderately Strongly
Disagree Disagree nor Disagree Agree Agree
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I am willing to put in a great deal of effort beyend that normally expected in order to help this
organization be successful

I talk up this organization to my friends as a great place to work

1 feel very little loyaity to this organization

I would accept almost any type of job assignment in order to keep working for this organization

10.

I find that my vaiues and thc organization’s values are very similar

L1

[ am proud to tell others that I am a part of this organization

12,

I could just as well be working for a different organization as long as the type of work were similar

13,

This organization really inspires the very best in me in the way of job performance

14,

It would take very little change in my present circumstances to cause me to leave this organization

15.

I am extremely glad that [ chose this organization to work for over others 1 was considering at the
time [ joined

16.

There is not too mueh to be gained by sticking with this organization indefinitely

17.

Often, I find it difficult to agree with this organization’s policies on important matters related to
employees

18.

1 really care about the fate of this organization

For me, this is the best of all possible organizations for which to work

20.

Deciding to work for this organization was a definite mistake on my part

21

I intend to stay with this organization

22,

I am currently looking for another job outside of this organization

23,

I infend to leave this organization as soon as [ can

24,

[ am always looking for different jobs outside of this organization

25,

[ am going to continue to work for this organization for a long time

26. How important is it that you: (circle)

a. Take personal satisfaction in your job

b. Become financially sound throngh your job

27. Think about what you are looking for in a full time job after you graduate from college. Rate these factors from

very important to not important :

Not Very
‘ Important Important
Salary 1 2 3 4 5
Interest in the job 1 2 3 4 5
Personal significance in the company 1 2 3 4 5
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Personal power in the company 1 2 3 4 5

Bonuses I 2 3 4 5

Advancement opportunity 1 2 3 4 5

The following questions should be answered based on how you feel about your cuirent life situation. The scenario
you have been given should not have an impact on how you answer these questions. Place the number in the
appropriate box:

I 2 3 4 5

Strongly Moderately i Neither Agree | Moderately Strongly
Disagree Disagree nor Disagree Agree Apree

1. I’'m worried my budget won’t cover what I need to buy

2. T always have enough money to cover all of my expenses

3. T wish my home were more comfortable

4, I worry about being covered by insurance once I graduate

5. Money is not a problem for me

1. I am usually accepted by others

2. People are influenced by my opinions

3, Tam not comfortable sharing my thoughts and feelings with others

4, People understand me as a person

5. 1 usually feel distanced [rom people
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1. 1 like to learn new things

2. Volunteering in the community is not something I ke to do

3. I search to find where I can be of help

4, T enjoy using what I know to solve problems

5. T wish [ was more useful

Demographics:

Picase tcll us about yourself by answering the following questions.

1. What is your age(circle)? 18 19 20 21 2223 24 or over
2, Gender(citcle) Male Female
3. Race
Caucasian African American
Asian or Asian American Hispanic American
Native American Indian Other
4, What is your GPA? Below 2.0 2.0-2.5 2.6-3.0 3.1-3.5 3.6-4.0

5. Are you the first person in your family to go to college?  Yes No
6, What is your estimated debt after college?

$0-14,999 $15,000-29,999 $30,000-44,999  $45,000-59,999 $60,000-74,999 above £75,000
7. What percentage of your tuition will you personally pay for?

0-25 % 26-50% 51-75% 76-100%

§. How many years have you worked full-time? 0 -2 3-5 6-8 9 or more
9, How many job offers do you believe you will receive? 0-2  3-5  6-9 10 or more
10, What school are you in? __ Science _ Business ___ Liberal Arts
11. Did the job scenario you read abave provide good salary and benefits? [yes/no]

12. Did the job scenario you read above provide a satisfying work environment  where you could engage in
meaningful work? [yes/no]

13, Did the job scenario you read above focus on short terin or long term benefits [short term/long term]
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ANALYSIS OF AMERICAN INTERNATIONAL GROUP

James Barron, Sieng College

COMPANY OVERVIEW

American International Group (AIG)
PRICE: SIENA Target Price: S&P500: DJIA: S&P”Industry”:
$1.00 $2.58 809,75 8,017.59 123,12

Location: 70 Pine Street, New York, New York, 10270; United States
Industry. Property and Casualty Insurance
Description:

American International Group operates on a global scale generating profits across its four different market
segments, They include; General Insurance, Life Insurance and Retirement services, Finangial services, and Asset
Management. Its most profitable seginent has been its General Insurance which gives insurance services on almost
all types of physical and intangible assets. Recently, its Financial Service segment has driven the cotnpany into
massive debt and near bankruptcy, but thanks to povernment intervention the company continues to operate. It
employs more than 100,000 people around the world and is headquartered in New York City.

Company Website: www.aig.com

MARKET DATA
Market Cap $2,690,000,000 1 Yr Price App. -97.80%
Price to book $.05 Country Global
Beta 2.84 Industry Property and Casualty Insurance
Dividend yield N/A Industry Price 27.74
Shares 0/S 2,690,000,000 Industry Beta 5
Current price $1.00 Country Risk Premium 8.98%
52 week range $.33 - $45.50 Risk Free Rate 2.87%
Valuation Current 2009E 2010E
EPS $-37.85 $.21 $.23
P/E 4.48 5.55 5.01
CFPS N/A N/A N/A
P/CTFPS N/A N/A N/A
RECOMMENDATION

e Outperform the Industry - BUY

Figure 1: 1 Year Stock Price Performance
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COMPANY DESCRIPTION
Products

The General Insurance Segment offers insurance products to individuals and businesses on its property,
excess liability, workers, health, automobile, aviation, and residential mortgage products. The Life Insurance
segment provides consumers with group or individual life insurance, payout annuities, health policies, retirement
savings, and endowinents. The Financial Service Segment leascs aircraft and equipment, consumer financing, and
capital market operation services. Finally, its Asset Management segment gives investment related services to
individuals and businesses and works with individual pension funds.

Strategy

Its insurance products have been offered since 1967; however, duc to the recent financial crisis that the
housing market and these financial institutions have spurred, AIG has had to change its strategy and is being forced
to sell a large majority of its assets to continue its operations. AIG continued fo operate as an fsurance company,
but it levered its debt to equity ratio 11 to 1 in its financial services due to the insurance provided on credit default
swaps. In short, AIG now has to reapply its original strategy of selling general insurance and cease its riskier
financial service segments.

Customers

AIG provides insurance to individuals and businesses across the globe. Its largest geographic scgment is in
the United States followed by Europe. In recent years, it has shown increased interest in India and China; however,
due to its predicament it is now being forced to scale back its operations. It plans to keep its U.S. Property and
Casualty Insurance, its Foreign General Insurance, and its ownership in foreign life operations. This is important for
fong term future growth when looking to expand into far eastern markets again.

Suppliers

Through its Supplicr Diversity Program, it has expanded its operations over the past few years to acquire
the employees that arc most qualified to work in its different market segments and insurance businesses to tum a
profit. After scaling back its operations it has had to cut employee jobs, but still remains diversified across its
financial markefs.

Market and Insiders

The current CEO is Edward Liddy who took office in September of 2008 after the company had announced
that it would need government assistance to maintain its operations. The CFO is David Herzog whe was appointed
in October of 2008, and it appointed Paula Reynolds as its Vice Chairman of Restructuring at the beginning of this
year, Over the past five years AIG has been traded at low volume with a share price over $60 per share. In the past
seven months its trading volume more than doubled and its share price has fallen to below $1 per share. Its
company image has been under constant criticism since it has received so much public money and has not
immediately scaled back its rormal business eperations.

Geographic and Market Segmentation

The macro economic factors have definitcly caused large changes in trading volume and share price over
the past seven months, AIG’s implications with so many financial institutions have put it at the center of the
financial crisis and public scrutiny. The most recent stock split was made in July of 2000 for a 3:2 common stock
increase. Institutions have sold more than 555,000,000 shares before the last quarter as the price fell sharply, but the
largest buyer of the company has been Starr International Co. which owns more than 190,000,000 shares. The entire
inside traders hold a total of 270,000,000 shares but in the last six months they have sold more than 41,000,000
shares.
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Latest Developments

The majority of AIG’s operations are based in the United States, but its influence in the Far Eastern
countries was expanding in the past few years, It other foreign influences include Latin America and Europe, but
both have been stalled as well, As stated previously, its four market segments are its General Insurance, Lile
Insurance, Asset Management, and Financial Service positions. As you can see from the graphs below, the
Financial Service segment in 2008 was the primary contributor to the company’s financial problems.
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INDUSTRY ANALYSIS
Overview

AIG has reccived a total of $180 billion from the government as of early March 2009 making the
government stake in the business 80 percent. The company receives constant attention due to its actions attributed
to its bonus payouts and large stakes in mortgage backed securities instead of selling insurance. In the past several
months the company has posted more than 35 separate assets available for sale ranging from Property Insurance
companies in Latin America to Life Insurance companies in the Far East to private banks in the Middle East. All of
this has been done in an effort to raise capital to pay off the government debt in the next five years. The terms of the
government loan is set at an interest rate of four percent each year (equivalent to $4 billion in interest payments per
year) for the next five years. Although the firm is in troubling times, it is confident that the terms of the loan are
appropriate for the revenue generated from the sale of its assets and its continued insurance business. However, it
has been very difficult to find any information regarding expected earnings for next year or the year following due to
the scattered sale of its assets and how the company image has been affected and the effeet that it will have on future
revenues. Sinee the government has taken such a large position in the company it has forced the company to
become more (ransparent with how it is spending the money it received. It announced in March that more than $12
billion were given to companies like Bank of America, Citigroup, Goldman Sachs and JP Morgan to pay off their
position in the company.
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Critical Issues

The finance scctor has been traded in some of the heaviest volume over the past year due to its high
volatility and potential for profitability, Tn the past seven months it saw high volume on the sell side as investors
tried to save some of the money that (hey were losing as the economy turned bearish. However in recent months,
financial volume has started to turn in another direction, Insurance companies are not traditionally traded as high as
banks and are dependent on slow growth over time like Axa and Allianz have proven. Banks are under the most
pressure right now and have been flooded with financial injections from the government in order to maintain their
liquidity. Wells Fargo, Bank of America, Citigroup, and JP Morgan are just a few banks that received more than
$25 billion each from the government,

The upcoming year should look positive for financials if the worst of the recession has been seen; however,
it still remains to be seen as housing prices are still below normal levels and unemployment continues to rise. The
U.S. Congress has met numerous times to discuss how to regulate these “exotic” securities like credit default swaps,
and has forced companies to become more transparent about its operations, It recently passed regulations that
forced financial companies to display its foreign holdings and investments to have a betier idea of a coimpany’s
exposure to foreign markets.

Drivers of Profitability

AIG’s profitability comes from its General Insurance Segment. The insurance business is very simple
because it involves collecting premiums from individuals and paying out claims when they arise. Normally, growth
in these companies is slower than banks or other financial institutions, but they have normally been relied on as a
safe addition to a portfolio. Only recently has the rise in claims due to institutions overvaluing their assets causcd
most insurance companies to be crippled by the financial crisis. As we look at the debt structure of AIG it is
obvious that the Long Term Debt outweighs the rest of the capital structure due to the large injection of cash
provided by the government. Its preferred equity of 340 billion is marked by the shares it sold to the Treasury as
part of the money received from the government. The WACC for the industry is only 3.27 percent, while AIG now
has a WACC of almost 5 percent.
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It is hard to define the long term growth potential in comparison to earnings for AlG since there are so
many variables that could greatly affect the future growth of the company. In this casc we use the Long Term
Growth Tate in comparison to the Price to Book Valuc per share. This will give us a better understanding of how s
physical assets that generate profit are factored into the price of the company. This should give us a fair price for the
company.

Capital Structure Industry

WACC Structure Debt (After taxes) Fquity
Weight 83.79% 11.64%
Cost (after tax for debt) 3.90%

WACC 3.27%

Capital Structure Firm

WACC Structure Debt (Afier taxes) Equity
Weight 82.37% 17.63%
Cost (after tax for debt) 5.43%

WACC 4.47%

Barriers to entry

Starting an insurance company as diversified as AIG takes a very large capital investment in order to
initially pay out claims, Competition is mostly based in regional insurance companies, but some of the larger
companies like Axa, Allianz, and AIG arc well known throughout the world. Due to the region based companics in
the U.S., larger insurance companies need to offer lower ratcs on more services. Companies that remain specific to
one segment of insurance are likely to see a smaller growth rate over time.

Competitors

Some of the biggest competitors in the industry operate on a global scale and are primarily based in the
U.S., Europe, and China. Some of the Far Eastern countries are growing at higher rates than U.S. companies even
during the recession. Axa, Allianz, Aflac, MetLite, and AIG are the primary leaders in the insurance business and
the graph below shows a Tist of other large competitors listed by market cap.
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COMPANY ANALYSIS

The ratio analysis for AIG is difficult to understand since the company has faltered so much in 2008.
Looking at the ROE and ROA both are tremendously low due to the net loss in 2008 of almost $100 billion. The
ROE shows a loss of more than -133 percent and the ROA is at -5.5 percent, The Price to Book ratio and Price to
Sales ratios are only .06 and .29, respectively. Reuters expects the long term growth of the company to be 11

percent which would mean that sales are expected to increasc in comparison to costs in 2009,

I-year Estimates
Industry Mean

Firm Mean

Firm Median

Fim High

Firm Low

Firm Standard Deviation
1-quarter Estimates
Industry Mean

Firm Mean

Firm Median

Fim High

Firm Low

Firm Standard Deviation

Sales per share
22.09

39.93

39.93

41.56

38.29

1.63

Sales per share
23.38

Eamings per share
22.51

0.23

0.25

0.35

0.00

0.12

Earnings per share
0.174

0.03

0.03

0.05

0.00

0.02

Profit Margin
10.74%
0.58%

(.63%

0.84%

0.00%

7.36%

Profit Margin
0.74%

AIG has halted its dividend since its finaneial situation deteriorated and the government issued debt has set
the company weighted more than 80 percent in debt. The debt is not very flexible since the U.S. government has
such a large stake in the company and it will have to pay back the money it gained as a result. However, it has
already been proven that if the company needs more funding to continue business, the government will continue to
oblige. Unfortunately, since therc are no projections to earnings for AIG for 2009, the DuPont Analysis remains
incomplete, but there is an expected increase in profit margin for the next two years.

Citigroup
2006
2007
2008

Profit Margin
14.70%
2.34%
-26.18%

Total Asset Turnover
0.09
0.08
0.05
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2009 Q1 1.96% - -

2009 Q2 4.28% - -

2009 Q3 3.17% - -

2009 Q4 6.49% - -

2009 -3.86% - -

2010 7.79% - -

AXA Profit Margin Total Asset Turnover Equity Multiplier

2006 5.33% 0.1464 14,5024

2007 4.98% 0.1569 14.6937

2008 0.89% 0.1489 16.6225

2009 Q1 N.A. - -

2009 Q2 N.A, - -

2009 Q3 N.A, - .

2009 Q4 N.A. - -

2009 3.35% 0.119415 26,7225

2010 4.63% 0.108026 24,374

JP Morgan Profit Margin Total Asset Turnover Equity Multiplier

2006 14.57% 0.0777 11.6722

2007 13.21% 0.0799 12.6776

2008 5.52% 0.0543 13.0333

2009 Q1 10.14% . .

2009 Q2 10.97% - -

2009 Q3 11.86% - -

2009 Q4 12.62% - -

2009 7.59% 0.044944 16.2845

2010 11.74% 0.041325 18.9299
Risk

The Beta value for AIG has riscn greatly due to its volatility in comparison to the S&P 500 and its higher
trading volume over the past seven months. The debt ratings issued by Moody’s, Standard and Poor’s, and Fitch’s
all show a credit rating that is still very respectable for a company in such (inancial trouble. The Altman Z score for
AIG is unavailable due to the government intervention in the company. All of these ratings are primarily due to the
government aid that it has received and the projection about the company’s ability to pay back its loan,
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A look ahead at some of the key financial ratios that compares AIG to the industry can offer a better
understanding of how distressed the company has become. Once the financial crisis starts to dissipate and other
insurance companies start to expand and acquire assets, AIG will have a more positive look on its future cash flows,
AIG will not be a leader in the economic turn-around even though it plays a great role in most financial institutions.
It will be a long term leader in insurance once again after it pays back its government loans. Its size is still a large
factor when looking at the future outlook of the company,

Current Next quarter Estimate Next year Estimate
Firm EPS -$37.85 0.21 $0.23
Firm PE 4.48 4.58 3.57
Firm CFPS - - -
Firm PCF 1.10 1.16 4.30
Firm SPS - - -
Firm PS 0.12 0.12 0.13
Firm BS $11.21 $11.23 $14.17
Firm PB (.09 0.09 0.07
Firm DY 0.00% 0.00% 0.00%
Industry EPS 29.13 .08 16.71
Industry PE 35.56 34.82 34.82
Industry CFPS N/A N/A N/A
Industry PCF 36.93 $3.54 311.07
Industry SPS N/A N/A N/A
Industry PS $0.51 $0.53 $0.61
Industry BS $25.20 $24.89 $28.09
Industry PB 30,71 $0.70 $0.59
Industry DY 3.96% 425% 10,48%
Industry LT Growth F0.40% 10.40% 10.40%
Sector PE 3.2 - 8.1
Sector PCF 10,70 - 8.40
Sector PS 0.70 - 0.70
Sector PB 0.70 - 0.70
Sector DY 3.60 - 3.60
Sector LT Growth 10.40% - 10,40%
Market PE 13.3 - 133
Market PCF 7.5 - 7.50
Market PS 0.9 - 0.90
Market PB 1.3 - 1.30
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Market DY 5% - 5%
Market LT Growth 11% - 11%

SWOT ANALYSIS
Strengths

AIG is a diversified company that operates its business across many different segments. Its most profitable
segments are its General Insurance and Life Insurance segments which are highly diversitied within the company;
they offer insurance on just about any type of product or asset whether it has physical existence or not. The
restructuring of some of the officers in the company can provide AIG with a new approach about how to handle its
sccurities so that another problem like this will not occur again.

Wenknesses

AIG has a huge amount of debt suffocating its balance sheet and forcing the company to be controlled by
the government. Although the debt is temporary and the goveinment does not wish to continue to hold a stake in the
company, it causes the actions of the company to be under more scrutiny when making decisions. Also, some of its
operations are not in line with the insurance business such as the airplane leasing revenues that it has generated over
the past few years. Again it can be seen in its Financial Service segment that caused the enormous fosses that the
company incurred in 2008,

Opportunities

The government aid to the company has kept them from declaring bankruptey and the opportunity for
future growth still remains cven after the bailout ceases. Its acquisitions over the years have provided the company
with a large amount of assets that they can sell when the market turns bullish and will give AIG a great platform to
raise capital. Also, it operates on a global scale, so the market diversification of the company could work in its favor
when expansion starts again,

Threats

The global exposure has hurt the company on all fronts since the recession is not limited to the United
States. As some of its larger compefitors resume their expansion into foreign markets, AIG will be behind in that
regard because it will have to concentrate on domestic profits. Also, it could be selling some of its best foreign
assets to some of its competitors which would give them the advantage in the long term,

Target prices

Target Prices

Yahoo target price: $5.36

Reuters target price: 52.46

Bloomberg target price: $1.22

Thomson one target price: $1.65

Siena College CGFS target price: $2.58

Siena College CGFS target price volatility: 1.26
Siena College CGFS 68 percentile target price: $1.32
Siena College CGFS 95 percentile target price: $.06
Sicna College CGFS 99 percentile firm target price: N/A
Siena College CGFS industry target price: $1%.44
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RECOMMENDATION

I recommend a BUY for AIG. There are so many variables to consider when looking at the future growth
potential of this company. One thing is certain and that is the company will not fail due to the government aid it
receives. Adding this company to your portfolio ensures a low capital investment with the potential for a large
percentage return in the future. Gains can be expected to be seen sooner rather than fater due to its steps taken fo
regain positive cash flow.
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UNITED STEEL CORP.

Johan Bonnet, Siena College

ABSTRACT

This analysis covers United Steel Corp. (X), involving in the steel production (ubular and flat roles). As
one of the biggest beta in the US due to its high leverage fo industrial production, it might be a good opportunity to
Jully henefit a probable rally of the market.

OVERVIEW
PRICE: SIENA  Target Price: S&P500: DJIA: S&P Industry™
$23.47 $27.49 815.94 7,776.18 18.65

Location: Pittsburg, PA

Industry: Metal production

Description: US Steel is a producer of flat role and tubular steel in Europe and North America. According to its
sales it is the tenth producer in the world,

Company Website: www.ussteel.com

Market Data

Market Cap $2,727.1TM 1 Yr Price App. -81.03%

Price to book .56 Country USA

Beta 2.81 Industry Metal Production
Dividend yield 5.11% Industry Price $21.56

Shares O/S 116 M Industry Beta 1.6

Current price $23.47 Country Risk Premium 8.96%

52 week ranpe $16.66 - 3196 Risk Free Rate 2.89%

Yaluation Current 2009E 2010E
EPS $18.11 $-0.07 $4.71
P/E 1.36 1.30 33.06
CFPS $23.70 $1.35 $6.45
P/CFPS .99 17 3.64
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RECOMMENDATION

The company is not the one with the best efficiency of the sector, but is most likely that the critical issue of
liquidity management may be fulfilled. US steel has proven to pass several downturns and have profit of the past
year to increase its profitability, asset and vertical integration.

Being one of the highest beta in a market historically low, 1 recommend a risky buy te profit a maximum
from a market rally if one except that the steel demand will grow again in 2010,

COMPANY DESCRIPTION

Founded in 1901, the company is implanted in North America and Europe. It has a capability of 31.7
million tons a year for 49,000 employees (29,000 in US and 20,000 in Europe). Us Steel produces flat role, one of
the based component for many steet based products {from car to loan moaner or boats), tubular products that are
mostly used in the oil and gas sector. Us Steel is also involving in other minor business such as railroad companies
that count for less than 1% of their income,

Strategy

Us Steel is focused on the return of shareholders and to generate competitive return on capital. They want
to be a world leader in safety and environmental protection. This last goals might be a good thing in case on
environmental import taxes, countries may use this argument to protect their local companies and fight against low
labors cost coming from China and India, their factories being known for toxic gas emission.

In the short term they are focus on the crisis management, reducing significantly their production, freeze
the salary increase, reduce their capital expenditure, and put on standby some plants, Their objective is to maintain
tiquidity and they do think to be well positioned when the market will recover.

On the long term they plan fo increase the quality of steel, probably to differentiate themselves from low
cost countries and be able to supply high quality industries,

The Buropean segment is focus on the supply to the fast demand increase in the Eastern Europe.
Customers

Customers for flat role are essentially coming from the automotive industry and have been highly affected
by the current markets. US Steel believes that they may encounter difficulties to find credit and pay the company,
afthough US steel increase only slightly their doubtful account.

Suppliers

They declared to be able to be self efficient in 2009, in iron ore, the base product for their flat role and
tubular segment, The company is developing the mine in order to be able to exiract more raw materials for the
future. In the case they were not able to develop it sufficiently, they would purchase iron ore on the market. In
Europe US Steel is receiving Iron ore from mostly Us, but also Ukraine and Russia. The company thinks that they
get it at competitive price and that it should continue in the future.

Coal is required to make steel, their suppliers are located in north America and eastern Europe. There is no
significant threat from this product as it is cheap, relatively stable, and with good production capacity.
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According to them, other supplies such as natural gas, zinc or other materials fulfill the requirement at
competitive market prices.

Produets

# Flat-Roliad

£ U, S, Steel Eurape {USSE} |
Tubutar i
# QOther Businesses

Flat role is the biggest revenue even if the company tends to diversify more and more, It is a good thing for
the future that the company try to increase the tubular segment as it scems the most promising segment since as said
earlier, it is linked to gas and oil industry.

Geographic and Market Segmentation

The company has a significant part of its income coming from Europe. A significant part of the asset is
located in Slovakia which allows the company 1o benefit from cheap labor in a relative stable country. Moreover it
cans take benefit from the growing market in Eastern Europe and is able to supply in steel industrial country like
Germany with high quality steel,

Latest Developments

The company has taken benefit from the high price of steel to double its capacity of steel production,
buying competitors and becoming more integrated. Us Steel has acquired National Steel and USSS in 2003, and
Lone Star and USSC in 2007. Those acquisitions have increased their capacity of production of the tubular segment.

The company is building new plant that will create clectricity from the steel production, reducing the
environmental impact and saving energy cost.

Us Steel is working on centralizing and standardizing the business through software package, increasing
productivity,

The company has bought back for $1B of shares and increased their dividend from $0.2 to $1.2 since 2001,
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INDUSTRIAL ANALYSIS
Overview

The metal production had had a trend to concentrate those past years. China is leading the market supported
by the govemment and a fast growing demand. The leader of the market is ArcelorMittal that has recently acquired
the French company Arcelor,

Critical Issues

Products are not clearly differentiable; therefore the lowest cost of production is the biggest issue. Low
labor cost in China is a threat for the entire industry, and successive government has tended to pass law protecting
occidental factories, It is for example prohibited to sell stect at a lower cost than in its own country. US Steel is
regularly suing competitors that do not respect those principles.

Barriers to entry are very high, and as said earlier, the industry tends to concentrate, Operating cost are very
high due to infrastructure and the hazard of the type of production. Weak companies are bought back, and strong
companies increase their asset dramatically as did US Steal or Arcclor Mittal,

Drivers of Profitability

The main driver of profitability is the overall growth demand in steel and general demand for final goods.
More final customers wilt ask for goods such as cars or households, more the flat role demand will increase.

The price of oil may also have an impact on the demand for tubular. The growing demand for hydrocarbon
increase the research for new fields and equipment to exploit them, therefore 0il companies will need more steel
products,

Steel Production

Steel Production Feb 09

Rest of the

world _\

United States

China

Russia

India

European Union

China has the biggest part of the production, as it has for the demand. The growing cconomy is an excellent
market for Chinese companies. Although there is an overproduction in China, and it is expected to see many
companies going bankrupt in the coming years.

Steel Production Evolution
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The overall steel production is decreasing this year while the China, although decreasing, stay relatively
steady.

Steel Production in US Steel Region

Steel Production 2008/09
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As for the primary market of US Steel, assuming that production reflect the demand (note that there is a

gap with supply that create overproduction), it is most likely that stecl price will continue to decrease in the coming
year.

Share Price Industry vs, US Steel Price
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Share Price Evolution
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The graph shows the high beta of US Steel, due to its high leverage the company suffers and benefit widely
from the increase in steel demand or decrease.

The pick in steel price happened after the beginning of the crisis. Mainfy edge funds were edging the
decrease of the stock market by investing in commodities assuming that the demand will continue to grow. Metal

industry benefited from it, but companies that were not aware of the bubble could have made to high expenditure
and issuc too much debts.

Profitability and Growth of the Industry
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Net Profit Margin

Us Steel is in the average of the industry according to the last 3 years growth rate and the net profit margin.
Nevertheless, the eompany might have a higher fix cost than the competitors as it will be show later, and a decrease
in steel price will have a higher leverage. US Steel shown to have clearly take advantage of the last 3 year increase
in commodities priee. Most of the company with high revenue growth and low profit margin are government aided,
mostly in China. The overcapacity, and therefore the high fixed cost implied by the growth and bad management
should threat a significant amount of those companies.

COMPANY ANALYSIS
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Price Evolution
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The evolution of the share price shows clearly the bubble in commodities prices and its burst. The increase
being not entirely link to the bubble but also an increase in infrastructure and equipments, the demand in steel
should increase rapidly as soon as the economy will recover, driving the price up faster than the increase from 03 to

07,
Beta
Beta Vs. 52 Week High Price
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Above is a graph showing the position of the company compare to its competitors according to the beta and
its 52 week price high. It shows how the company is velatile and reacts to the market. Tf one assumes that the market
is oversold and a rally in the stock market will push the price of steel up again, US Steel might be the company to
have in its portfolio in order to take full advantage of a rally. This graph is the main reason to choose US Steel rather
than one of its competitors.
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Relation between Demand and Sales

Demand Vs. Sales
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it is obvious that there is a correlation between the change in demand and the change in revenue (end of
year) of the company as it is for the price. The multiplication change in share price is also greater than the revenue
compare to demand. Nevertheless it is interesting to notice that while the demand decrease, the company still
manages to increase its revenue. An increase in the demand will have a greater impact on the sales than a lower
demand. It might be explained by the type of customers of US steel that will tend to have a more regular demand.

2008 shows a stop in the correlation of the sales and the value of sales of the company. It is the
commodities bubble that is at the origin of the anomaly. 2009 shows the recession, and the decrease in revenue
compare to the revenue is due to the high price of steel.

One may assume that as soon as the market will rebound and the steef consumption will rise again, their
sales will follow if they did not suffer too much from the crisis.

The share price having an advance on the sales, it is highly likely that the share price may rise significantly
in the coming year as next year is planned fo increase again their sales. :

Finally, the price of the share is definitely correlated to the price of steel, and naturally precedes the
revenue announcement,

Operating Expenses and Net Income
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One can see on the graph a very high operating expense, mainly due to the fix cost from factories. Although
the net income increased before the commodities bubble and kept growing in 2007. The company is committed to
reduce their cost and be more efficient. The crisis and the fall in steel price may turn the net income negative once
again,

Liabilities vs, Equity
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B Total Equity

& Total Liabilitics

M) Wy ok ) o5 b

Vv

o A
Nl
S S M I S S

The total asset is more and more financed by debt if one compares 2008 with 2001; tbe company is
therefore more and more leverage and may encounter some difficultics to pay interest. US steel acquired Lone star
technologies and Stelco for $2B each.

The company may encounter difficuities in the current market to find debts, especially has Lehman Brother
has a commitment in a credit line, and will be unlikely to fulfill the contract.

Cash Flow
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The cash flow reflects the acquisition of 4 competitors during the past 4 years. The cash from operation is
relatively regular and US Steel is trying to create a maximum of liquidity to pass the crisis,

Cash Flow from Operation
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In 2008 the company had for the first time a nef income higher than the cash from operating operation, that
is not a good sign and this is probably due to the difficulties that customers had to pay excecive high cost steel. The
price of steel having sharply decrcased during the past months, the problem that US stecl is encounlering for
recovering its account receivable may declining. Although the crisis may have threatened their customers that may
have difficulties to pay the supply, the company did not increase significantly their account for bad debts.

It seems that the company, as focus on the liquidity, seems fo manage to keep a decent liquidity.

In case of a new commodities buble, it should be remembered that customers mays have trouble to pay the
steel, and that Us steel may have therefore treasury problem.

Inventory Management

inventory Vs. Sales
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The graph of variation of inventory Vs. Sales shows clearly a positive correlation. That firstly means that
{he inventory is relatively well managed. Secondly, one can notice that the move in inventory preceeds the sales. For
exemple, in 2005 inventory increase by about 10%, while the sales increased in 2006.

The inventory does not follow the trend for 2009 due to the crisis, and the fact that the inventry remaining
is relatively expensive as acquiered during the commeodity bubble. If they did not planned the burst of the bubble, it
may means that they will have trouble because of their inventory, increasing cost, therefore reducing drasticaily the
margin, In the other hand, 2009 being an estimation of analysts, the company may forecast.

Cash Cycle

Us Steel Cash Cycle
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Inventory for 2009 are computed according to the historical percentage of balance sheet. Duc to the crisis it
is unlikely that those graphs reflect the reality. It is most likely that day of inventory will increase significantly for
2009, The price of the inventory was acquired at a high cost and will reduce the margin of the company.

Nevertheless, one can notice that the company has a better efficiency in their cash cycle management
compare to their direct competitors. Moreover, their cash cycle has been relatively stable over the past year despitc
several acquisitions of other companies.

Weorking Capital
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The company is manageing to increase the net working capital according. The fact to compare the increase
in working capital with the total asset is in order to see if or not it is increasing due to a better management or just
because US Steel is increasing the size of its asset. According to the trend the company managcs to fill its goals to
increase its liquidity.

Profit Margin
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Profit margin forecast are not a good things for US steel, and are essentially explained by the decrease in
sales and their high fixed cost. Nevertheless, according to their annual report, the company has taken dramatic move
to reduce the cost, such has closing factory and to lay off a significant amount of workers.

Equity Multiplier

500 . e e R - [ —
4.00 cxenmmaen X
3.00
s COMIPpELITOrS QVErage

2,00 {according lo Mket cap)
100 S P S— S -— S
0.00 b —

2006 2007 2008 2009 2010

ITere is a graph that explains the relatively high volatility of the company. Note that 2009 and 2010 are
forecasted. The company has issued several debts to finance their acquisition, It was risky but if one looks at the
change in net income, the move seems to have been wised. The company is clearly risky, nut according to stecl
association; the demand will continue to increase after the crisis driving the price up.

EPS Estimates

Quarterly SEPS Estimates

- ammeens LS istOTICE
ccenmmemeen PG | QWY
— Epshigh

Ky :
—— \\3,,, - __\:b(\ S g.o%

The curve shows that most of the gain was made during the summer at the pick of the commodities bubble.
All the analysts forecast a negative EPS for the first half of the year, but a positive and of year.
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Analysts disagree on the result of 2009 but there is a consensus for 2010 as they probably assume an
economic recovery. The company should not have trouble to pass the downturn and should going out of it stronger
than before with a profitability increased. The company is using the downturn fo shut down inefficient factories and
may fuily benefit the market rally.

Latest News

China has opened a future steel market. Steel companies are not really sensitive to the creation of a new market
estimating that American and European market were sufficient. Nevertheless, some analysts think that it may be a
factor lo create a new commodities bubble.

Deutsche Bank maintains cautious view on steel sector.
US Steel has announced agreement in early retirement program.
Upcoming Events
Earnings announcement for Q1 2009 will be release the 04/28/09.
SWOT ANALYSIS
Strength

Improving safety for worker: The rate of worker injured on the workplace is sharply decreasing (-65% last 5 years),
reducing the cost of potential law suit and health ingurance.

Facilities are improving their performances.
Good relation with unions.
Supply of good quality raw materials

Despite the fact the product cannot be significantly differentiated from the competitors, the steel produce by the
company is high quality.

Their majors customets in the tubular segment are related to the gas and oil production, those sectors are profitable
and the price of their products is highly likely to increase in the future according to the EIA.

Wealkness

The company does not have the best efficiency compare to 1§s competitors,

Higher than average cost of labor due to union.

Highly polluting industry therefore might have high cost to comply with increasing environmeniat standards.

Its customers in automotive and containers industry are highly affected by the economy and may create cash
problems.

Opportunity

The stimulus package of the current US administration may prefer US companies in order to launch reconstruction
project to the benefit of companies like US steel.
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The downturn weakened everybody in the industry, and may allow the “survivors” fo reduce the competition.
China is forecast to have an increasing demand in steel even in 2009, offsetiing possible overproduction.
Threat

Financial crisis: The demand in steel is leveraged as a decrease in demand for finish goods will impact significantly
the supply of steel.

Price of steel: the price of steel was abnormally high compare to the historical demand/supply in 2008; those prices
may not be reached again before several years.

China has increased its capacity during the past years and since they are currently in overcapacity, the price of steel
may fall further.

Target Prices

Target price Sicna $27.49
Target price Reuters $27.31
Bloomberg target price $29.21
Morningstar target price $32
Yahoo target price $37
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2. Country Macro Analysis
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SIENA STUDENT SATISFACTION

Therese Buyaskas, Siena College

INTRODUCTION

Students attending an institution of higher learning are faced with certain situations. Some chatlenges
faced by these students include socialization, expectations, study habits, organizational skills, and fime management.
Given my experience as a resident transfer student, and after numerous conversations with other students, including
transfer students, it is my perception that transfer students are less satisfied than non-transfer students.

The first situation to be considered and addressed is socialization, defined by a student’s ability to interact
with other students, evidenced by social gatherings such as clubs and college team sports, The issue of socialization
especially needs to be addressed when the student is living on campus, in a dorm or town house with roommates.
Another factor that needs to be considered is that the student must determine expectations for him/herself when it
comes to academic performance, GPA, clubs, sports, and just how active the student wants to be at the college he or
she attends. People that have high expectations of themiselves, will usually set higher goals, and be more likely to be
able to achieve them. People that have low expectations of themsclves, will usually set lower goals, and may be less
likely to achieve their goals. The next situation that needs attention is establishing study habits. Study habits can
lay the foundations for academic success, or set you up for failure. The student must determine the place where he
or she can study best, such as the library, home/dorm room, or college provided study lounges. The student must
also decide if they need to study alone, in groups, or with a tutor. Another challenge faced by students is balancing
their school work load with their studying and extra curricular activities. This can be one of the hardest situations
for the student. It is not uncommon to have to juggle multiple assignments such as two tests, one paper, and two
quizzes all in different subjects, and all due in the same week. One final key point is organization while attending
college. Good organization will likely result in less stress for the student. On the other hand, lack of organization
could cause the stress level to become tremendous and overbearing for the student, New students are immediately
confronted with many challenges that will set the tone for their college experience.

The situations that students are faced with can be different based on the type of institution that they attend.
A different experience will be found at a two year community coliege, than at a four year college or a larger
university. The time management skills of a community college student are ofien more of an issue because they
may be balancing their education, a full or part-time job, a family, or other obligations. A coliege or university
student’s time is usually more focused on the college experience. Another relevant comparison is between a
commuter and a resident. A commuter’s experience either at a community college or at a four year institution is
probably very similar, They often spend very little time at the schoo! other than for classes or for resources. A
resident’s experience, however, is often more consumed by social aspects, Perhaps the student’s first time away
from home is a time of freedom and experiencing new things. One last category of students to mention is transfer
students. Although they may come from many different places they are all in a position to compare their past
academic expetiences with their current situation. For some people their new school may be larger or smaller, more
difficult or easier, friendlier or not, closer or farther away from home. Adjusiment can be a major obstacle for a
transfer student.

Satisfaction of a student in higher education can come at many levels. At a resident level, the student
judges the building and grounds, living accommodations, parking, and the dining hall. At an academic level, the
student judges the labs and academic intervention services, academic advisors, teaching staff, classes/class time, as
well as the amount of guidance offered. One last level would be the social level where the student makes judgment
on the social clubs, college events, and sports. High satisfaction in all of these areas is the goal of the college
administration,

The research was aimed at discovering the challenges students are facing, and what type ol students are
facing thesc challenges, such as commuters, residents, transfer students and non-transfer students. In order to do

this, a questionnaire was developed highlighting three main aspects of college life; academic, personal and social.
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Within each area, a series of questions were geared towards examining the different components of an average Siena
student’s experience, and how it may have met, exceeded, or fallen short of their expectations.

MEASURES

A survey was developed to help identify the difference in satisfaction between commuter and resident as
well as transfer and non-transfer students, Originally, several questions were developed and pilot tested with over 30
students. The students were asked to complete the survey and to help identify confusing or misleading questions.

The respenses from the pilot test were used to develop the final survey. The survey had 10 demographic
questions. In addition the survey was designed to assess three different area: (1) assessing satisfaction with academic
services (e.g. tutoring, quality of education, academic difficulty); (2) assessing general satisfaction (e.g. friendliness,
parking, security); and (3) assessing satisfaction with the social environment (e.g. clubs, sports teams, activities).
The internal consistent reliabilities (measured by Cronbach’s alpha) for the three areas werc 80, .83, and .87,
respectfully. According to the standard cstablished by Nunnally and Bernstein (1994), all reliabilities were above the
standard for scale development.

SAMPLE

To assess the student satisfaction, the final survey was distributed to students in five different
underpraduate classes. The surveys were completely confidential and anonymous, and were consecutively numbered
for data entry with no student identification Out of the surveys administered, we received 105 useful responses, The
students were almost evenly split by gender (56 percent male, 44 percent female) and class (22 percent sophomore,
30 percent junior, 48 percent senior). Freshmen were largely not included in the survey because of their fack of
experience with the various elements assessed by the survey.

RESULTS

The Statistical Program for the Social Sciences (SPSS) was used to facilitate interpretation ol the
responses. While analyzing the data, average means, mean differences, and standard deviations (sigma) were
calculated and compared. Responses were grouped and compared based on two different sets of criteria, commuiers
vs. residents, and transfer studenis vs. not transfer students.

“Extreme” mean responses are highlighted on the attached Excel file, Schedule A. Extreme satisfaction is
identified as a mean response less than 2.0 (highlighted green), and extreme dissatisfaction is identified as a mean
response greater than 3.0 (hightighted blue). Two separate, perhaps overlapping, groups visibly stand out as satisfied
in all three categories. Commuters and transfer students are generally more content with their Siena experience than
their counterparis. The social category has the most instances of extreine satisfaction in these groups. Almaost all
areas of dissatisfaction involve parking availability and access on campus, and are consistent among all categories of
students.

In addition, a univariate analysis of variance was conducted to assess statistically significant differences
between cominuter and resident as well as transfer versus non-transfer students. The results can be found in Table 2.

There was only one statistically significant difference between conmuter and resident students {parking).
On that question, commuters were statistically significantly tess satisfied than resident students,

Concerning the differences betwecen transfer and non-transfer students, there were several statistically
significant differences (see Table 3). However, the statistically sipnificant differences were largely centered on
parking, security, and the ability to join clubs and sports teams. In all cases, transfer students indicated that they
were more satisfied than non-transfer students.

This result could be due to one of two different reasons, First, students may have transferred to Siena
College because of their clubs and sports, or the students could be coming from a community college with very few
programs available to themn in the areas of sports and ciubs. In either case, Siena’s program would be a more rich
opportunity than their previous experience, Secondly, the survey results could be because transfer students are
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upperclassmen and are less interested in sports teams and clubs. This would result in a satisfaction level that is
casier to meet, The only accuratc way to determine which the causc for the finding is would be for more statistical
data to be gathered on the students currently participating in sports teams and clubs, to see if the mix of the students
represents a higher percentage of transfer students.

The aclual survey results were inconsistent with the anticipated responses. 1t was predicted that transfer
gtudents were less satisfied than non-transfer students. I question that the sample is a true representation of the
whole student body, It would be my recomimendation to redistribute the survey during a future semester fo see if the
resulis are consistent. Also, since Siena College strives for maximum satisfaction of all of its students, attention
should be given to the noted arcas of dissatisfaction.
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Table 3

Univariate ANOVA — Commuter versus Resident

Std.

Mean Difference  Error

Qi

Q2

Q3

Q4

Qs

Q6

Q7

Q8

Q9

Q10
Q11
Q12
Q13
Q14
Q15
Q16
Q17
Q18
Q19
Q20
Q21
Q22
Q23
Q24
Q25
Q26
Q27
Q28
Q29
Q30
Q3
Q32
Q33
Q34

Note: Mean difference equals mean for Resident minus mean fo

* p < .05
** p < 01

(0.12)
(0.50)
(0.23)
{0.05)
(0.03)
0.48
0.14
0.09
0.25
(0.47)
(0.22)
0.20
(0.32)
(0.14)
(0.17)
0.48
(0.52)
0.01
0.19
0.54
1.01*
0.51
0.54
(0.09)
0.59
0.02
(0.26)
(0.29)
(0.10)
0.05
0.07
(0.26)
0.45
0.45

0.44
0.39
0.42
042
0.45
0.43
0.35
0.48
0.39
0.46
042
0.40
0.48
0.45
0.42
0.38
0.37
0.39
0.51
0.46
0.46
0.49
0.51
0.51
0.50
0.49
0.39
0.39
0.37
0.45
0.34
0.37
0.48
0.39

r Comunmter
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Table 3
Univariate ANOVA — Transfer versus Non-Transfer

Std.
Mean Difference  Error
Q1 0.36 0.44
Q2 (0.02) 0.39
Q3 0.15 0.42
Q4 (0.24) 0.42
Qb5 (0.22) 0.45
Q6 (0.57) 0.43
Q7 {0.39) 0.35
Q8 {0.20) 0.48
Q8 (0.32) 0.39
10 0.11 0.46
Q11 (0.37) 042
Q12 {0.85) 0.40
Q13 (0.65) 0.48
Q14 {0.42) 0.45
Q15 (0.41) 042
Q16 {0.38) 0.38
Q17 {0.14) 0.37
Q18 (0.57) 0.39
Q19 {0.72) 0.51
Q20 (1.27y* 046
Q21 {1.32)y"* 0.46
Q22 (1.08)* 0.49
Q23 {0.94) 0.51
Q24 (0.99)" 0.51
Q25 {1.03)* 0.50
Q26 (0.03) 0.49
Q27 012 0.39
Q28 (0.05) 0.39
Q29 {0.15) 0.37
Q30 {1.00}* 0.45
Q31 (0.79)* 0.34
Q32 (0.45) 0.37
Q33 (0.36) 0.48
Q34 {0.69} 0.39

Note: Mean difference equals mean for Transfer minus mean for Non-Transfer
*p<.05
¥ p < 01
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“HONOR THY ELDERS”: DOES THIS APPLY TO
SERVICE ENCOUNTERS?

Jason Scharf, Siena College

INTRODUCTION

There is change occurring in the ageing process we were all once so familiar with; life expectancies are
growing and the improved overall health of individuals has started to provide opportunities for continued
employment beyond conventional retirement ages. The Baby Boomer generation, people born between 1943 and
1960, is just beginning to retire into an active lifestyle that involves: vacationing, focusing on a healthier way of life,
being consumers with high levels of discretionary income, all while, in many cases, still providing for both their
parents and their children simultancously. As if all of the aforementioned activities weren’t enough to keep any
newly retired Baby Boomer busy, members of the Baby Boomer generation aren’t ready to stop working. In general,
Baby Boomers are mentally sharper and more physically capable than people their age were a century ago, This is
partially due to the fact that more Boomers are retiring out of office work as opposed to the farming, factory, and
other jobs of high physical labor that the Traditionalist generation, born between 1925 and 1942, held and retired out
of. These less physically demanding lifestyles they led prior to retirement coupled with improved standard of living,
especially with respect to health care, has led to the start of an important trend that should be of interest to the
business world — Baby Boomers are returning to the work force and are taking service positions, Previously, there
has been much research done on how to react to this new generation and their consumption habits; how to market
products fowards a generation that controls such a large portion of the nation’s discretionary income. Little is being
done, however, to understand the Baby Boomer generation as service providers and how younger customers will
react to this new workforce.

Now with the recent economic crisis, the life savings Boomers had has in many cases dwindled down to
ncarly nothing and simply will not be enough for them to retire on; this is creating the need for Baby Boomers to
return {o the workforce to earn a steady income. However with Baby Boomers taking menial service jobs, such as
sales positions in retail stores or cashiers at grocery stores, little research is being done to see how Generation X and
Generation Y consumers, born between 1961-2002, will react to buying their products from people their parent’s
age. Baby Boomers are here and are ready to work; it is now a matter of whether or not younger generations are
ready to engage in transactions for their goods and services from salespeople that may be twice as old as they are!

The reality of the situation is that both teenagers and people sixty five years and older are waiting tables in
the same restaurants, working the same cash registers in the same grocery stores, and working in your favorite fast
food restaurants; the question now becomes, how will younger consumers react to this age gap? This research
intends to find a starting point to better understand how the Baby Boomers will be perceived as service providers by
Generations X and Y. Will they be perceived as effective and efficient or discriminated against? Such perceptions
may determine whether Baby Boomers will be accepted back into the workforce as service providers or if they will
be discarded from service jobs because of the lack of tolerance from younger generations. We attempt to determine
how younger generations perceive the clderly and if ageism plays a role in these perceptions, The findings of this
study become especially important when you take into consideration the volume of Baby Boomers who are
returning to the work force rather than stepping out of it, unlike the traditional elderly who have, most commonly,
simply retired, How our generation X and Y consumers react to Baby Boomers as service providers will
dramatically change the way in which companies hire, the way marketers strategize and formulate their marketing
mix, the way consumers shop for their goods, and may even guide public policy and laws about age discrimination
in the workplace.

Most recently, with an enormous upset in the world economy and more and more stories about fraudulent
investors coming about in late 2008 through 2009, most Baby Boomers will have no choice other than to return to
the workforce. A Newsweek article published January 26, 2009 claims that “by 2050 we’il have only two working-
age Americans paying into the Social Security system for each individual collecting checks,” compared to the 16.5
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workers to Social Security beneficiaries in the year 1950. This will make Social Security unreliable as a sole source
of income for many people eligible for Social Security. The same article projects that people age 65 and older will
comprise over 20% of our total population by the year 2050, compared to the less than 10% of total population this
age group contributed in the year 1950. These numbers bring truth to the fact that there will be a greater portion of
our population that are over the age of retirement and will more than likely not have the means to retire completely,
forcing these individuals to return to the workforce, the next logical step is to examine how these individuals will be
received as service providers by the younger generations that will make up the rest of our population.

RATIONALE FOR THE STUDY

Feagin and McKinney (2003) definc discrimination as follows: “Discrimination can be defined as the
actions arising from institutions and individuals that disproportionately and systematically harm members of socially
marginalized groups.” In other words, discrimination is a behavior that is influenced by the society one belongs to
and by the experiences an individual has with any particular group of people; that behavior becomes a tool, a
reference point, an influencer, and an inhibitor.

Discriminating a person based on age is considered Ageism. Ageism is no different than discrimination
based on sex, race, or disabilities, although little has been done to educate people about the implications of age
discrimination. Building on sociological conception of discrimination, several decades ago Robert Builter (1975)
defined ageism as the “systematic stereotyping of and discrimination against older people because they arc old, just
as racism or sexism accomplished this with skin color and gender,” Ageism can destroy productivity in the
workplace and can have a negative “snowball effect” in the fight against age discrimination. Simple things that are
ordinarily considercd comical such as an “over the hill” birthday card, or even things not comical such as not giving
someone a chance at the new computer training course being offered because you assume they wouldn’t take on as
quickly as the younger generations, all have very negative implications. In Europe, laws are being passed to
proscribe acts of ageism with the Buropean Union's Equal Treatment in Employment and Occupation Directive,
which was enacted in December of 2003, and in the UK, anti-agcist legislation has been passed as recently as
October of 2006,

The problem Ageism causes is the association of old age with incompetence, and making that association is
1o better then assuming that a woman couldn’t work on a construction site, or an African American wouldn’t be as
educated as a Caucasian. Even reading the analogy of the woman and the African American probably makes you
feel uncomfortable, because we’ve been conditioned to know that discrimination based on sex or race is wrong. Age
discrimination is a more socially acceptable form of discrimination; it is just not considered as taboo as some of the
other forms of discrimination we’ve been cxposed to. Andreas Kruse and Eric Schmitt (2006) cites Butler and builds
upon his notion of ageism by stating that: “Butler coined the term ageism to refer to a global phenomenon that had
three distinguishable but inter-related prejudicial components: negative attitudes about older people; negative views
about one’s own old age and the ageing process; and ‘age discrimination’, including the institutional practices and
policies that (even without malice) perpetuate stercotypical beliefs about older people.” Kruse and Schmitt (2006)
provide a multidimensional scale on ageism that displays psychometric properties that lend to generalization across
empirical settings. The reason why this scale is so valuable is because it measures perceptions of oid age from old
age being extremely beneficial to society to being an extreme burden on society, It is also important to note that
Ageism is not limited to old age and that age discrimination against younger generations also exists outside of legal
constraints as pointed out by Marshall (2007). The research conducted in this paper, however, will remain focused
on the Generation X and Y perceptions of the Baby Boomer Generation,

In many court cases of age discrimination we find that there is alleged discrimination, focused on old age,
from an employer towards and employee. There are two lawsuits: Gallo v. Second Taxing District, City of Norwalk,
2007 WL 2428623 (D. Conn, 2007} and Berquist v. Washington Mutual Bank, 2007 WL 2460350, which are
excellent examples of what constitutes age discrimination in the workplace. These two cases work remarkably well
with one another because one provides an example of clear cut age discrimination and the other shows an example
of what is not considered age discrimination. In the opinion of the courts, the word choice, the person from whom
the words come from, and the time frame and setiing of where the transaction of words occurs are the determining
factors as to whether age discrimination has occurred or not. From the cases we learn that “old geezer” would
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probably be considered a term that would constitute age discrimination but the term “senior employee” would not,
lor instance.

In both of those cases, the discrimination occurred because an employee felt their employment was
terminated because of their age. In some other cases, Baby Boomers are finding it tough to find jobs in the first
place. In an article published May 27, 2007 in the New York Times, Kelly Holland found that In 2006 the average
person over age 55 looking for work took 22 weeks, a heavy increase from the 16 weeks it took the average person
under age 55 to find work, Also in the same article, *a study by the Center for Retirement Research at Boston
College, sampling employers in Massachusetts and Florida, found that younger workers were about 40 percent more
likely to be called in for job interviews than were candidates 50 or older.” This statistic would clearly indicate that
there is a preference for younger workers. This problem, however, will only intensify as the number of workers age
55 and older in the USA is expected to increase by 11 million from 2004 to 2014

SURVEY DESIGN AND DATA COLLECTION

The survey itself was designed with ease in mind. The survey is formatted in a way that was both easy to
administer and attractive enough for respondents fo be willing to participate in the survey. The internet was the
mode of media used to design, host, and analyze the survey, the internet was also used to recruit the partieipants in
our sample. Through the use of a survey hosting website, the nine muliiple part question survey was sent via email
and social networking websites to members of Generation X born between the years 1976 and 1990. After the
survey questions, participants were asked to answer a few additional questions about themselves perfaining to age,
race, level of education, gender, undergrad major, income level, and family size. These questions proved to be
helpful in further dissecting the Generation X perspective of Baby Boomers as Service Providers and figuring out
which demographics within the Generation X demographic responded favorably and unfavorably to a variety of
situations involving people in the Baby Boomer Generation, Additionally, a better understanding of which
Generation X members responded was attained.

SAMPLE PROVILE

The survey sampled people born between the years 1976-1990, Within thal age demographic just over
eighty five percent of respondents were bormn between 1986 and 1990 (86%), nine percent born between the years
1981-1985, and the remaining five percent between 1976 and 1980. Over half of the respondents’ highest level of
completed education was sophomore, junior, or senior year of college (56.2%). Seven and a hall percent of
respondents had completed Masters or PhD program and just over twelve percent had only completed a high school
level of education; this gives the survey a healthy variety of level of education. Of those respondents still in college,
thirty three percent are business majors, nearly twenty three percent major in natural sciences, just over twenty one
percent are social science majors, just fewer than eighteen percent are humanities majors, and just about five percent
are double majors, Eleven states are represented in this survey, but nearly ninety percent of respondents answered
that they were originally from New York. A great majority of respondents were sclf-described Caucasian (92.4%)
and fewer than 3 percent of the respondents answered that they belonged to any one of the following racial
demographics: African American, Asian American, Native American, or Latino / Hispanic. Nearly three quarters of
respondents report income levels of less than twenty thousand dollars annually.

FINDINGS AND DISCUSSION

For the purposes of this essay, question number four and five of the survey were chosen for analysis, Both
questions contain a series of sub-guestions pertaining to two different purchasing decisions, one with a high tevel of
customer involvement and one with low customer involvement. The participants werc asked to imagine themselves
in a shopping situation where they were checking out at a grocery store and a situation where they were purchasing a
new computer. The questions were designed to gain an understanding of the participants feeling about engaging in
these two different purchasing decisions when the person providing the service is from the Baby Boomer
Generation.

To gain a more accurate understanding of how people within Generaiion X perceive Baby Boomers as
service providers, the research was cross-tabbed with various demographics related to race, age, level of education,
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geographic origination, majors in college, and income level. The findings from this further analysis yielded
interesting results, For example, within Generation X there is a pattern from respondents that shows pecople with
high school educations feel more comfortable purchasing a computer from someone in the Baby Boomer gencration
than people with a Masters Degree or a PhD; the slope of these findings is linear, descending from high school
cducation towards PhD. This may indicate that people with higher levels of cducation are more skeptical and
particular about whom they purchase items with high customer involvement from. In general, however, participants
from all education lcvels seemed to prefer buying a computer fiom someone in their own generation. On a purchase
decision involving low involvement items, such as a grocery store purchase, participants from all education levels
agree that they feit comfortable with someone from the baby boomer generation as their cash register attendant.

With regard to level of income, those respondents earning less than $20,000 dollars a year report that they
would somewhat prefer not to buy a computer from someone in their own generation, while those who earn more
than $100,000 dollars a year would more strongly agree that they would feel more comfortable purchasing a
computer from someone in their gencration. Income had slightly different results for the grocery store scenario;
generally speaking, a majority of participants tended to prefer having someone in the grocery store checkout isle of
their own generation. This could possibly suggest that Generation X members feel more comfortable purchasing
everyday items from employees they can relate to demographically, where as they would not mind a more formal
interaction with a member of the Baby Boemer gencration in the purchasing situation that involves high customer
involvement, such as described in the computer purchasing situation. Conversely a little more than half of all
respondents strongly agree that age had no effect on their purchase decisions in the grocery store scenario while
more respondents seemed to feel that age did have an effect on a computer purchase decision,

Perhaps the most interesting results (as well as the most balanced) are those pertaining to gender. A
majority of both male and female respondents report they would feel comfortable purchasing groceries from a
member of the Baby Boomer generation, like they were being properly helped, and like they were receiving good
service. A majority of both male and female respondents also report that they generally disagree about preferring to
purchase groceries from someone within their own generation, they generally disagree that they would be hesitant to
purchase groceries from someone in the Baby Boomer generation, and a majority of both males and females agree
that age of the cash register attendant has no effect on their purchase decision, In opposition, when male and female
participants were asked similar questions about purchasing a compuler from a member of the Baby Boomer
generation, males tended to feel less comfortable than females, and they tended to feel like they weren’t getting the
right computer. Both males and fermales said they would prefer to buy a computer from someone in their own
generation but more males tended to feel this was than females.

CONCLUDING REMARKS
{(-MAIN FINDINGS, -LIMITATIONS, -FUTURE RESEARCIH)

Participants in this study, overall, seemed to be relatively comfortable with the idea of purchasing their
computers and groceries from members of the Baby Boomer generation. Within the sample, further analysis of
specific demographics yielded interesting results, the most interesting and measurable of which were males and
females. It appears that females tend to feel more comfortable with purchase decisions with higher involvement than
males do. These finding could possibly be applicd to other industries and further researched,

While the limitations of this survey bound the research to a sample which consisted mostly of Caucasian
college students from the North East who carned less than $20,000 dollars annually, our findings could very
possibly be representative of a much larger Generation X sample.

This survey only began to scratch the surface of an area of market rescarch that has many possibilities for
Further exploration. Our efforts to further understand exactly how members of Generation X are reacting to Baby
Boomers as service providers are continuing. These preliminary findings are in no way conclusive, but rather are a
beginning and are intended to act as a starting point and a motivator for further, broader research to be done.
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RFID TECHNOLOGY

Sanita Baggetta, Siena College
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Will Hassett, Siena College
Jenna Millington, Siena College

WHAT IS RFID TECHNOLOGY?

RFID, radio frequency identification tags are used in host of applications fo track and identify products,
animals and even humans. The tags transmit unique identifiers (8 — 12 bytes or characters) using radio waves. This
technology contains two elements, the actual RFID tag and a reader to receive the signal,

Current applications using RFID iechnology include; proximity cards used for building access, automated
toll-payment transponders (EZ-Pass), ignition keys of many millions of automobiles, American Express ExpressPay
& MasterCard PayPass, and approximately fifty million house pets around the world have RFID tags implanted in
their bodies to track them when lost.

There are two general types of RFID tags. The primary difference is how they are powered. Active RFID
tags contain a battery that allows them to transmit the signal autonomously. In contrast, passive RFID tags, which do
not have a battery, require the transmitter signal for power. The passive tags are less expensive to the active
counterparts. Passive tags cost about twenty cents and active tags can cost upwards fo $2 - §3 doliars per tag. While
passive tags have a long life, they are also limited in the fransmission range. Passive fags can transmit up to 12
inches in comparison fo active tags, which can transmit up to lkm.

RFID BENEFITS

With RFID technology there is less human intervention. This technology allows for real-time information
flow as an item changes states through the supply chain. RFID technology also allows for machine to machine
communication and can prevent lost or stolen inventory.

REID & DATRY FARMS
Background infermation

Dairy farms began using computerized record management Systems in the 1950's. They progressed and
began using smart tags and sensors to manage dairy herds in the carly 80's. Dairy farm operators are now using
communications technologies such as wired Ethernet, Bluetooth, Wi-Fi, & RFID to improve their business
efficiency. Since 1991 the number of dairy farms has declined, however the remaining farms are getting bigger. This
has triggered an increase in refiance on IT systems, sensors and wireless technologies to support the growth of
farms. With the help of new technology, milk output per cow has increased by 15% (U.S. Dept. of Agriculture).

Cow tagging

In 2007, 9% of dairy cows were tagged using RFID tags only costing between $2-$3. The major tag
producer is Flex USA Inc. Several different types of tags are utilized for cow tagging. Bar tags are used to monitor
when cows are entering the milking-parlor gate. Mobile wand readers are used by workers to read the REID tag.
Stomach tags are used to monitor heart rate, stomach PH, and body temperature, Rear leg tags allows a person to use
a mobile scan wand and perform several tasks at the same time. For example, vaccinations (usually performed at the
cow’s rear) are performed more efficiently since a tag is located in the rear leg. Having more than one tag allows for
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work that is more efficient for monitoring different aspects of dairy production,

An example of RFID implementation at a farm is Thomas Farms of Garland Maine Inc., that uses RFID
technology fo identify cows, {0 check food consumption and even as a pedometer. The pedometer can tell il cow is
sick or is in heat. An overly active cow may be ready to breed. At Thomas Farms the VAS (Valley Agricultural
Software) Dairy-Comp 305 management system is used to process the RFID tag information. This information
system measures milk weight, identifies the cow and transfers this information to another computer system to match

veterinary information. The system produces reports and to-do lists as oufput,
RFID roundup

RFID tags are also being used with handhcld computers and scanning wands. The tags on the cow's ear are
read and then the data, including the ID number is transmitted to the computer via Bluetooth wireless technology.
The computer then checks the ID number against a work Iist and sends an audio message (o a Bluetooth headset.
This determines what the cow needs, for example vaccinations or pregnancy tests. Data is then uploaded into the
dairy management system via a USB or Wi-Fi connection. This system improves accuracy and saves on labor costs.

Boviue biometrics

New technology is aflowing dairy farm operators to monitor each cow’s heart rate, PH levels and
temperature in real-time. TenXsys Inc. is developing a temperature sensor called SmartBolus. This pill-shaped
device sits harmlessly in a cow's first stomach and is battery operated, lasting about four years. It takes temperature
readings and uses a transponder to transmit that data 96 times a day to a solar-powered repeater in the corral, This
repeater relays the readings to a PC in the office and the data is integrated with a DHI dairy management program.
Bella Health Systems is in the process of developing a similar device that uses a passive RFID tag. These tags log
the cow’s temperature when she passes by a reader gate in the pen or milking parlor, They can also detect a cow in
heat and help with early detection of pregnancy or illness. Early detection of illness can reduce the time it takes a

cow to recover and ultimately return to milk production.
Issues

Temperature sensors have not been proven fo increase efficiency (Jim Reynolds, Clinician at School of
Veterinary Medicine - University of California). Animal femperatures can fluctuate rapidly. Specifically, cows allow
their temperatures to rise and fall with environmental conditions. The temperature in their stomachs also changes
quickly when drinking. These new systems must allow for such variation in order to prevent false alarms.

Dairy farms could suffer from information overload. As dairy farms expand, they must add more sensots
and systems fo their farm. These additional sensors increase the amount of data produced and could overload the
systemn, Creating lists of cows that might have problems based on biometric readings could be considered a
distraction.

RFID & WAL-MART

How it all started

Tn 2003, RFID tagging was mandated for all suppliers by CIO Linda Dillman. RFID tagging started with
the top 100 suppliers. The targeted suppliers had to tag all pallets and cascs with RFID chips. As of 2007, 600
Suppliers are using RFID. This is ¥% of Wal-Mart’s sales volume.
Wal-Mart started out wanting to implement RFID in Distribution Centers and at the Store level. As of 2007, Wal-
Mart wanted 12 out of 120 distribution centers to be RFID equipped but only 5 have been setup for RFID. As of
2007, 1,000 cut of 4,000 stores ar¢ equipped with RFID technology. Focus has switched from the distribution
centers to the store tevel.
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Purpose of using RFID technology for Wal-Mart;
Manage inventory

If paltets and cases are tagged with RFID chips they arc detected by a tag reader antenna when entering the
store or distribution center. The information that the tag reader picks up is sent to a computer and is entered into
invenfory management software. When purchases arc made, the RFID fag will be scanned and the inventory system
will deduct the item from the inventory count, This alone has reduced out-of-stocks by 8% and has allowed Wal-
Mart to resupply 3 times as quickly. This type of management of inventory shows perpetual invenfory improving by
20%.

Collaboration between suppliers and Wal-Mart

Promotional offers; Helps with product placement in the actual store (End-cap displays). Makes sure

promotional items are in-stock without sending a sales manager to check each store. Suppliers can spend time doing
more value-added activitics instead of "babysitting” the store (Webster 36}.
Helps suppliers manage time sensitive merchandise; Helps manufacturers work with retailers to put certain
products in special locations. An example of this is, Procter and Gamble can collaborate with Wal-Mart to stock and
place batteries around Christmas or cleaning supplies in the Spring in iocations that are most likely to get customers
to purchase them.

Renefits to Wal-Mart:

Through efficiencies gained by using RFID technology, Wal-Mart enjoys Increases in revenue, and more
products on shelves to sell. Wal-Mart has also experienced faster and more efficient inventory management, The
technology climinates a lot of manual procedures, such as counting inventory. With the implementation of RFID
technology Wal-Marl has noticed better communication with suppliers. They have been able to offer better
promotions and more effective placement of products in the store.

Another benefit Wal-Mart has experienced is lower out-of-stock merchandise levels. This has directly
translated into a growth in sales as their customers arc not being forced to go elsewhere to find their desired product
hecause out-of-stock itemns.

Bencfits to Wal-Mart suppliers

Wal-Mart Suppliers have also enjoyed an increase in revenues; RFID technology has aided in
communication between them and Wal-Mart. By using RFID technology suppliers maintain a current view of what
their product status is in all Wal-Mart stores and distribution centers.

Challenges

While RFID technelogy offers numerous advantages it is mnot without challenges. The price of
implementing a RF113 system can be prohibitive for some suppliers. When RF1D tags were first mandated they cost
about $1.25 each. The cost is currently about 7 — 10 cents each. It is argued that “RFID won't really make financial
sense for suppliers until the cost of tags drops to 2 cents" (Webster 36). The price of the reader/antennas is currently
about $1000 cach. Big companics like Wal-Marl and many of their suppliers require thousands of readers for all
their factories, warehouses, and retail stores.

There were no real standards for using RFID technology when it first developed. This meant that there was
no assurance that tags and data readers would work together. Since Wal-Mart was on the bleeding edge of RFID
techinology they helped to create standards.

Another problem is that the accuracy of data collected was only about 60%. The RFID readers were having
difficulty picking up the RFID chip when dealing with glass, liquid, or metallic materials. The current accuracy is
now at 90% to 99% levels.
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RFID & Wal-Mart: The future

Wal-Mart has seen itself on the bleeding edge on the exciting ncw RFID technology. However, it may have
been too hasty to mandate that all of its suppliers to fag pallets and cases with RFID chips. The cost for smaller
companies to get the necessary equipment {o follow this mandate is $100,000 - $300,000, and the cost to a large-
scale manufacturer can be as high as $20 million.

Even though out-of-stocks have decreased by 8% and inventory reliability has improved by 20%, the
simple truih is that RFID tags are too expensive for many suppliers. First generation chips were $1.25; today second

generation chips are 7 to 10 cents. However, RFID won't make pure economic sense until the cost of tags drops to 2
cents.

Wal-Mart has recently been reluctant to talk about its RFID project. Some think this is because the RFID
revolution is more costly and difficult to implement than before. Another possibility is the penetration of other
competitors in the market; Wal-Mart wants to keep competitive advantages sccret, This is the more likely scenario,
as Wal-Mart is probably keeping its secrets very close fo the vest. Regardless, RFID technology is morce effective
than the old standard of bar codes, but the price of the RFID tags has to be decmed cconomically feasible by

suppliers before it becomes the standard.

Wal-Mart is attempting to extend RFID technology internationally. They are starting in Canada, because
their RFID standards arc similar to ours. If this initiative is successfiul, they will extend further into the global
market, Wal-Mart is no longer the center of the RFID universe - vather it is now a competitor, With no longer a link
to Wal-Mart, RFID now has the potential to grow cxponentiaily (http://www.scdigest.com/assets/On_Targct/08—09—
15-1,php?cid=1924&ctype=content).

Once return on investment improves {i.c. the technology, so costs are less), we can cxpect to see a flourishing of
RFID activity within many small and large-scale consumer staples. (http:/fwww.scdigﬂst.co:11/assets/OllmTa1'geL’OSﬂ
09-15-1.php?cid=1924&ctype=content).

COLLABORATIVE RESEARCH PRESENTED IN CS1S-114

http://sites. google.com/a/signa cdu/rfidtechnology/
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COMPUTER MEDIATED COMMUNICATIONS (CMC)
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INTRODUCTION

A new trend among businesses and educators, worldwide, is the increasing use of computer mediated
communications fo accomplish tasks and reach objectives. Computer mediated communications (CMC) can be
defined as a “communicative transaction” which takes place through the use of networked, or linked, computers.
There are two modes of CMC use, synchironous and asynchronous. Synchronous means that all the participants are
online simultaneously, whereas asynchronous refers to a mode of CMC where they are not online at the same time.
Examples of synchronous CMC ools include chat rooms, webinars and video conferences. Blogs, email, and
discussion boards are examples of how to communicate using asynchronous CMC tools,

Increased availability of the intemet, along with globalization, has driven CMC growth over the ycars,
especially in the commerce and academic industries. There are many advantages to using these tools; one of the
most obvious is that they allow participants time and place independence. This means thai in order to collaborate
with others using CMC tools, people are nol required to be physically together, instead residing at individual
locations. Further, in the case of asynchronous tools, participants do not have to be communicating at the same time.
Time and place independence provides users with more freedom and cost savings. Before these tools were available
people were required to travel long distances or spend large sums of money attempting to bridge location and time
differences {Good Practice 2008).

Specific to academic use, CMC is increasingly being used for distance learning, or online classes. It
provides students with the opportunity 1o attend classes and events online, Tt is also, typicaily, less expensive of an
approach and does not restrict attendance based on location. Many distance fearning programs, which utilize CMC
tools, are finding that students are capable of receiving the same level of education and learning via a computer as
they can by attending a class. Students are able to learn the true meaning and benefits of coltaboration. Without
being near each other, parlicipants are able to set goals, monitor those goals, share ideas and documents, make
decisions and take accountability for their work (La Bonte 1999). Through CMC, students are able to collaborate at
a distance, forcing them to embrace the technology and work together.

Continued growth and expansion of computer mediated communications is incvitable as many businesses
and academic institutes are adopting the technology to make improvements to their internal and external operational
processes. Globalization and increasing travel costs due to fuel and economic conditions will continue to drive the
expansion of computer mediated communications. Computer mediated communications can provide access 0 new
ideas and coliaborative sessions to anyone, anywhere. Its benefits far surpass traditional methods of communication
and collaboration, which included a flurry of cmails, scheduling appointments on paper with time and place
restrictions. The organized and structured CMC applications and tools are providing people with a more efficient
way of communicating.

SKYPE

Skype is a free software application that allows users to communicate with anyone in the world. It was
founded in 2003 by Nikias Zennsirom and Janus Friis and has offices around the world, including Sweden, UK and
Europe. Skype was sold to EBay in 2005 for $2.6 billion but operations have continued under the same mission and
strategy. Skype can be used for:
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o  Chatting using text messaging (group and public)
¢ One-on-one chat sessions

s Video communication sessions

« Public: Choose a topic, set rules, promote chat

Skype calls arc free when made to another Skype member. Users are identified through names instead of
numbers and talk through a headset and microphone atached to computer. When a webcam is set up Skype calls
can also include video chatting. Skype enables PC-to-PC Calling and VOIP (Voice Over Internet Protocol)
Technology.

Although Skype is free, the company generates revenues through local and international calls to landlines
and cell phones. Skype calls are encrypted with strong encryption algorithms to ensure privacy. Currently there are
over 338 million registered users, with a growth rate of 54% since July 0f 2007, 75% of Skype users are male.
Skype users are encouraged to practice web etiquette at ali times when using the program {Skype 2009}, Skype
users are restricted from:

» Using vulgar, profane, or offensive language

e DPost or request sexually explicit images

¢  Exploit a minor in any way

e Use racially, religiously, or sexually offensive language
» Discuss illegal activity

» Impersonaie or represent Skype

« Request personal info from a minor

Some of Skype’s most recent developments include:

e Introducing Subscriptions
o Launched in July of 2008, this service allows people to pay a monthly fec and get unlimited
calling to landlines in their home country or worldwide

« Skype On Your Mobile
oSince September 2008, Skype can be downloaded onto many existing Motorola, Nokia, or
Samsung devices

« Skype on PSP (Playstation Portabie)
oDownloadable from Sony.com, this allows you to call and take calls in Wi-Fi supported arcas

¢ 35kypePhone
oEnables users to make free unlimited calls to any Skype User; functions as a normal phone

ELLUMINATE, INC.
"Where Bright Tdeas Meet"

Elluminate’s CMC tools provide a solution for distance learning via real-time online fearning and
collaboration, The company was founded in 2000 by Mike Mabey and Nashir Samanani. The headquarters are
located in Calgary, Canada and Fort Lauderdale, Florida. Elluminate provides clearning and web collaborations for
academic and corporate markets.

Elluminate technology incorporates a "No User Left Behind® Philosophy which is completely cross

platform means it can be accessed from any desk or lap top computer and it operates at low bandwidth.
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Elluminate MvSpaces® permit users to host a virtual classtoom or office, hold virtual office hours and collaborate in
small teams. Elluminate can be accessed fiee for a MvSpace sealing three pecple al maximum (Synchronous 2008).

Efluminate works to ensure that users with disabilities are able to fully participate in sessions. This includes having:

e Keyboard access to menus

e Muiltipie sireams of closed captioning
¢ Enlarged Video

e  User defined color

e  Screen reader compatibility

¢ Audio notification of events

s  Capture and replay

Elluminate "Learning - Edge" Preducts:
1. Elluminate Live!
«  Host live collaborations involving many participants and the use of multimedia

2. Elluminate Plan!

+  Organize and practice delivering conient and activities priot to real-time sessions
o Allows users to set "triggers" for actions before a session including, such as advaneing slides or
loading materials.

3. Elluminate Publish!

e The ability to take Elluminate Live! recordings on the go via an iPod or MP3 player
e Includes a function that creates stand alone recordings that need to be posted at a later time
e High definition video podcasts will enable users to convert sessions fo video

4, Intelligent Integration!

» Elluminate can be integrated with a learning or content manageinent systems

e Software development kil for customers and partners to integrale Elluminate in with their existing
LMS or CMS

e Kits include "Application Programming Interfaces” (APIs) and specifications which permit users to

develop an adapter to link to Elluminate

Elluminate Professional Services

1, Elluminate Essentials
e TIncludes implementation solutions and support, technical consulting and product training

2. Eltuminate Training:
e Users can sign up for live training sessions or watch previously recorded ones for free
«  For a fee, users can sign up for private sessions and customized courses

3. Custom Implementation
e Includes content conversions, contcnt development, report writing, and integration (Elluminate
SDI Architect)
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4. Event Hosting:
« Hold online events such as sessions, conferences, or a combination of both
«  Expert assistance in training presenters, conducting practice sessions, providing fecdback and tips
e Technical support throughout entire process and for all users
o Creates the sessions, altendee registration, email reminders, and instructions for all participants
e  Can generate reports on participant attendance and length of stay

5. Technical Support:
e  Sclf-help portal and searchable knowlcdge base
e Incident reporting and monitoring
s Call centcr management

Elluminate - Fire & Ice Initiative

The Eltuminate Fire and Ice initiative is a ceries of interactive exchanges between students in various
countries around the world, The primary objective is inspiring students worldwide to embrace technology and work
together to "eombat climate change in their local areas”, Offering “classrooms in a box™ at affordable prices,
Elluminate imarkets their products to developing nations in an effort to make a difference (Synchronous 2008).

TELEPRESENCE

Telepresence is a set of technologies that gives one the experience of being present; an immersive video
communications experience that allows you to meet with remote participants as if you're sitting in the same room,
Telepresence allows people to use technology to meet across distances with the same realisin and interaction as an
in-person meeting. Users feel as if they are literally across the table from onc another and people appear life-size
with excellent picture quality and detail. It requires that the senses of the user, or users, are provided with such
stimuli as to provide the feeling of being in another, distant location. The user(s) may be given the ability to affect
the remole Jocation. The user's position, movements, actions, voice, elc. may be sensed, transmitted, and duplicated
in the remote location to bring about this effect. Therefore information may be travelling in both directions between
the user and the remote location.

The Ontario Telepresence Project, started in 1990, was headquartered at the University of Toronfo and
was a 3 year, $4.8 million, pre-competitive research project. The project's objective was to design and test advanced
media space systems in a variety of workplaces, This was done in an effort to gain insights into key sociological
and engineering issues. The Ontario Telepresence Project ended in December 1994 and was part of the International
Telepresence Project, linking Ontario researchers to counterparts in 4 European nations. The Project’s major
sponsor was the Province of Ontario, through the Information Technology Research Centre (ITRC), and the
Telecommunications Research Instituie of Ontario (TRIO).

Teleport, later renamed TeleSuite, was the first commercially successful telepresence company. TeleSuite
was founded in 1993 by David Allen and Harold Williams. The original intent was to develop a system that could
allow families to interact across great distances without the hassle or costliness of flying. The first systems
(TelcSuites) looked more like something out of an upper class home rather fthan conference rooms in an office suite,
which are what most systems are used for today. Hilton Hotels was suppose to be the first main company using
telepresence in its hotels, but because usage was low Hilton backed out. Shareholders eventually acquired
controlling shares of stock and were able to take over the company. David Allen purchased all of the assets of
TeleSuite and started a new company, Destiny Conferencing. The idea of telepresence did not take off until mega-
corporations like HP and Cisco released similar systems around the mid 2000'

Telepresence Features
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1. Vision - Ideally, the entire field of view of the user is filled with a view of the remote location, and the
viewpoint corresponds to the movement and orientation of the user's head. In this way, it differs from
television or cinema, where the viewpoint is out of the control of the viewer.

2. Sound - Sound is generally the easiest sensation to implement with high fidelity, with the telephone dating
back more than 100 years, and very high-fidelity sound equipment readily available as consumer gear.
Stercophonic sound is more convincing than monaural sound, and surround sound is better still.

3, Manipulation - The ability to manipulate a remote object or environment is an important aspect of real
telepresence systems, and can be implemented in large numbet of ways depending on the needs of the user.

Telepresence Teleconferencing

Using a multiway video phone it is now possible to teleconference and have a face-face meeting rather
than traveling great distances. A good telepresence strategy puts the human factors first, focusing on visual
collaboration solutions that closely replicate the brain's innate preferences for interpersonal communications,

separating from the unnatural "talking heads" experience of traditional videoconferencing. This is already a well-
established technology, used by many businesses today.

Teleconferencing involves:

e Life-size participants, fluid motion, accurate flesh tones and the appearance of true eye contact.

« Each member of the meeting, or each party, can sc¢ eveTy other member on a screen Or SCICeEns,
and can talk to them as if they were in the same room.

«  Enormous time and cost benefits, as well as a reduced impact on the environment by lesscning the
need for trave! - a damaging source of carbon cmissions.

Telepresence Users

The chief executive officer of Cisco Systeins, John Chbambers, compared telepresence to teleporting from
Star Trek in June 2006 at the Networkers Conference. He saw the technology as a potential billion dollar market for
Cisco.

Michael Venditte, Vice President of Engineering of Teleris defines Telepresence as a human experience of
being fully present at a live ¢eal world location remote from one’s own physical location. Someone experiencing
video Telepresence would therefore be able to behave, and receive stimuli, as though part of a meeting at the remote
site. The fore mentioned would result in interactive participation of group activities that will bring benefits to a wide
range of users, Application examples could be siied within emergency management and security services, B&L,
entertainment and education industries.

Telepresence Benefits

o Reduced travel cost

s Education advantages

o Reduced carbon fooiprint

e Tncrcased satisfaction with employee workload
e Increased productivity

« TReduced time wasted on travel and lodging
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ELECTRONIC WHITEBOARDS

An electronic whiteboard is a large interactive display that connects to a computer and projector. The

projector projects the computer's desktop onto the board's surface, which allows the user to control the computer by
using a pen, finger, or other devices. Typically, the board is mounted to a wall or on a floor stand. Electronic
whiteboards are most commonly found in classrooms, corporate board rooms and work rooms, training rooms and
broadcasting studios.

Accessories Used with Electronic Whiteboards include

»  Projectors

e  Wircless Unit

s Slate/Tablet

e« Remote Control

e Pcrsonal Response System
= Printer

Electronic Whiteboard Technologies

1.

Optical and Infrared — when pressed to the whiteboard surface, the finger or marker sees the infrared
light. The software then manipulates the information to triangulate the location of the marker or stylus. This
technology allows the whiteboards to be made of any material; with this system no dry-crasc marker or
stylus is needed.

Laser — an infrared laser is located in each upper corner of the whiteboard. The laser beam sweeps 4cross
the whiteboard surface by using a rotating mirror. Reflectors on the stylus or marker reflect the laser beam
back to the source and the (X, Y) position can be triangulated. This technology may be combined with a
hard surface, which has long fife and erases cleanty, Markers and styli are passive, but must have reflective
tape to work.

Digital Pens — the embedded IR-cameras of the pen can track a tiny dot-pattern which can be printed on 4
large piece of paper {or on a special rear-projection foil). This technology allows a highly accurate tracking
with approximaicly 600 dpi. The tracking results are independent from the shape and from the size.

Advantages of Electronic Whiteboards

s Easyfouse
» Interactive, accommodates with all ages
e  Students tend to be more engaged in class

Disadvantages of the Electronic Whiteboards

« Too many wires to connect o computer
e PC friendly, not MAC friendly

e Long sctup time

e Some problems with recalibration
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STATE OBESITY RATES:
AN ECONOMIC EXPLANATION

Kathryn McKeon, Siena College

ABSTRACT

Obesity is an issue of increasing importance within the United States, as it has serious health, social, and
economic implications. This empirical paper attempts to explain the variations per state in obesity rates, with a
focus on economic indicators. Not only does it look at different health isswes assoctated with obesily but also
attempls to determine the relationship between obesity and economic factors.. Using the method of Grdinary Least
Squares, the relationship between state obesity rates and five quantitative variables is tested. These variables are:
exercise, smoking, nuirition, incomne, and annual per person spend on fast Jood. The model also contains qualitative
variables to explain state location. Duniny variables were set up for the 8 different regions in the United Stales:
New England, Mid-East, Greaf Lake, Plains, South East, South West, Rocky Mountain, Far West. Analysis
concluded that the variables exercise; spend per person on fast food, Great Lakes, Plains, South West, Rocky
Mountain, and Far West. Smoking, nutrition, income, Mid-East, and South East were found lo be significant in
explaining state obesily rales. The overall model explains 71.9% of the variation in obesity amongsi states.

INTRODUCTION

Obesity is an issue of increasing importance within the United States, as it has serious health, social, and
economic implications. As stated in a report by the United States Department of Agriculture (2004), since the mid-
1070s obesity has been a rapidly growing trend and today, nearly two out of three adults are either overweight or
obesc. While it is widely understood that the cause of obesity is a result of one’s own choices, the puspose of this
paper is to determine if economic factors impact a person’s decision making process, leading them towards a life of
obesity. As stated in the at the Economies of Obesity Workshop, « _economics, as a discipline that stdies how
individuals use limited resources to attain alternative ends, can provide unigue insight into the actions and forces
that cause individuals to gain excessive weight” (U.S. Department of Agriculture, 2004).

One of the leading forces in increased weight gain has been technology. Not only have there been
innovations in the growth and production of food, technology has also created an increasingly sedentary lifestyle.
People no longer have to exert the effort they once did to complete simple tasks. Eric Finkelstein, author of The
Fattening of America in an interview with the New York Times (2008), gave an example from her own life, “I
recently had an inexpensive printer installed in my office. So now I don’t cven have to walk the 100 steps to the
comsnunity printer down the hall a fow times a day.” This loss of exercise coupled with cheap high caloric prepared
foods are at the heart of the United States obesity problem. The model of this paper will test the significance
between exercise and obesity, believing the relationship between the two to be inversely related. To test the theory
of technological advances on the production of high fat, cheap, and quick food, the model will aiso look at the
relationship linking cbesity to per capita spend in fast food restaurants per state, It is the hypothesis of this paper
that the relationship will be positively correlated, meaning: the higher the per capita fast food spend, the more obese
peoptle living in the state.

Smoking has often been considered an appetite suppressant, and is assumed to have an inverse effect on
obesity, as smoking can be a substitute for eating. Nicotine, as tested in 2004 by Jessen, Bueman, Toubro,
Skovpaard, and Astrup, is found to be negatively associated with hunger and potential food consumption and
positively associated with fullness (p. 327). In a study by Cho, Cirossman, and Saffer in 2004, it was discovered that
as the real price of cigarettes goes up (therefore causing their quantity demanded go down) obesity increases
significantly (p. 565). With increased taxes and new laws prohibiting the smoking of cigarettes indoors it is likely
that because people are smoking less they are eating more. This model will also test for the relationship between a
states number of smokers and obesity, believing the more smokers the less obesity.
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Purthermore, the model will take into account how nutritious a person’s diet is. This will be measure by
the fruit and vegetable consumption per state. It is the hypothesis of this paper that obesity will be negatively related
to the amount of healthy food a person is consuming. Also, since produce is more expensive than highly processed,
fattening, foods, the model will look at state median per capita income. Someone who has limited funds is more
likely to purchase cheaper foods that arc more filling. Unfortunately, these cheaper mass-produced substitutes lack
the vitamins and minerals contained in fruits and vegetables. In a study conducted by Gelbach, Klick, and
Stratmann (2007) the effect of changes in relative food prices on individual behavior are analyzed, The results show
that the change in price of healthy foods and unhealthy foods is directly related to the rise in obesity in the United
States (p. 1). Itis hypothesized that the relationship between income and obesity will be a negative one. People
with higher incomes have the means 10 purchase food that is high in nutrients. It is under this assumption that
because people have the incomes to buy healthy food they will be less obese,

Lastly, the regression model will look at the different U.S. regions. Using dummy variables, the United
States will be divided into 8 areas to compare obesity rates by area, The reference region for this study will be New
England. The reason for choosing New England is due to its Tecent success in a CalorieLab study, entitled
Mississippi is the Fatiest State (2008), showing it o be the healthiest place in which to live in the U.S.

REGRESSION MODEL AND HYPOTHESIS

Obesity Rate=p; + ﬁlExcercise+B3FnstFood + fsSmoker + PsNutrition + BgIncome + D;MidEast +
D,GreatLakes + D;Plains + D,SouthEast + DsSouthWest + D RockyMountains + D;FarWest +

Variable Definition Hypothesized Source
Slope
Obesity Rate % of adults per state with a Body | - Center for Disease Control
Mass Index of 3n0kg/m2 or higher and Prevention, Behavioral
2007 Risk Factor Surveillance
Systetn Survey Data
Exercise % of Adults per state participating Negalive Center for Disease Control
in moderate physical activity five and Prevenlion, Behavioval
or more days pet week, or Risk Factor Surveillance
vigorous physical activity for 20+ System Survey Data
minutes three or more days per
week 2007
Fast Food Per capita adult spend on fast | Positive Economic Census
food per state. 2002 data adjust population data and limited-
for 2007 prices. service ecating place data
found in Geographic Area
Series
Smoker v of adults per state that smoke Negative Center for Discasc Control
cigarettes everyday 2007 and Prevention, Behavioral

Risk Factor Surveillance
System Survey Data

Nutritien % adults per state cating fruits Negative Center for Disease Control
and vegetables 5 or more times a and Prevention, Behavioral
day 2007, Risk Factor Surveillance

System Survey Data

Income Per capita median income per Negative 3.S. Census Bureau- People

state. 2 year average 2006-2007 and Households Income
Status by State
Mid-East Dummy Variable for U.8. region. Unsure -

Delaware, Maryland, New Jersey,
New York, Pennsylvania

Great Lakes Dummy Variable for U.S. region. | Unsure -
- Illinois, Indiana, Michigan, Olio,
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Wisconsin T

Plains Dummy Variable for U.S. region. Unsure -
lowa, Kansas, Minnesota,
Missouri, Nebraska, North
Dakota, South Dakota

South East Dummy Variable for U.S. region. Unsure -
Alabama, Arkansas, Florida,
Georgia, Kentucky, Louisiana,
Mississippi, North  Carolina,
South Carolina, Tennessee,
Virginia, West Virginia

South West Dummy Variable for U.S. region. | Unsure -
Arizona, New Mexico,
Oklahoma, Texas

Rocky Mountain Dummy Variable for U.S. region. | Unsure -
Colorado, 1daho, Montana, Utah,
Wyoming

Far West Dummy Variable for U.S. region. Unsure -
Alaska, Califomia, Nevada,
Oregon, Washington

Regression
A.) This model observes all the assumptions and rules of the OLS Method.

B.) Obesity Rate per State is the dependent variable in the model and was regressed on the independent
variables.

MODEL SUMMARY AND OVERALL FIT

Table 1: Descriptive Statistics

Obesity Exercise Fast Food Smokers Nutrition Income
Mean 26.31 49.884 494,954 14,982 23.714 37172.56
Standard Error 0.406 0.691 21.111 0.421 0.497 780.161
Median 26.3 49.2 532,864 14.55 24.3 35566.5
Mode 28.2 48.9 #N/A 15.1 28.5 HN/A
Standard Deviation 2.868 4,887 149,279 2,977 3.517 5516573
Sample Variance 8.223 23.882 22284.339 §.860 12.369 30432577.11
Kurtosis -0,274 0.154 4.330 0.867 -1.048 0.884
Skewness -0.235 -0,206 -1.882 0.516 0.139 0.974
Range 13.3 22.2 804.670 15.2 13.7 25272
Minimum 19.3 38.6 0 8.3 16.3 28845
Maximum 32.6 60.8 804.670 23.5 30 54117
Count 50 50 50 50 50 50
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Model | Multiple R | R Squared Adjusted R Squared Standard Frror of the | Significance F
Estimales
1 0.887704 0.788019 0.719269 1.5194 4.24583E-09
The overall goodness of fit for this model is 71.9%.
Table 2: Results
Coefficients Standard Error t Stat P-value

intercept 33.67 6.05 5.56 2.48E-06
Exercise -0.05 0.08 -0.71 0.48

FastFood 2.90-05 0.0017 0.017 0,99

Smokers 0.23 0.10 2.30 0.027

Nutrition -0.18 0.1% -1.70 0.098

Income -0.00013 6.06E-05 -2.22 0.033

Mid-East 3.05 1.019 2.99 0.0049
GreatLakes 1.40 1.09 1.29 0.21

Plains 1.46 1.13 1.29 0.20

SouthEast 2.26 i.2] 1.89 0.068
SouthWest [.52 1.19 1.29 0.21

RockyMnts -1.62 1.12 -1.45 0.16

FarWest 1.41 0.92 1.52 0.14

The regression results show ihat the variables Smok
based on their P-value and a 90% confidence interva

an impact on the obesity rate.
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Partial Regression Graphs
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Nutrition Regressed on Obesity
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This graph shows the relationship between nutrition and obesity rates, The more people per state that consume the
appropriatc amount of fruits and vegetables a day, the lower the state obesity rate.

ANALYSIS

Overall, the model explains 71.8% of the variation in the obesity rate per state, which is significant, The
variables: Smokers, Nutrition, Income, Mid-East, and SouthEast are significant in explaining the obesity variation
by state, since they all have p-values smaller than 0.1, But in most cases the effect these variables have on the
obesity rate is very small. The values predicted to have significance that proved insignificant after further analysis
were: Exercise, Fast Food, Great Lakes, Plains, South West, Rocky Mountain, Far West, T feel their lack of
significance can be explained by lack of available data,

It is no surprise that consuming fruits and vegetables has a significant effect on obesity rates. Someone
who is making the conscious choice to eat heaithy is most likely not going to bc obese. Nutrition has a coefficient of
_181. This means for every one more person in a state cating 5 of ore fruits and vegetables a day, the obesity rate in
that state will decrease by -.181. As hypothesized the relationship was negative, Along with this, median income
per capita was also significant. As hypothesized it has a negative relationship with obesity rates per state, (s
cocfficient was -0.0001346.

Smoking on the other hand, while significant, did not affect obesity rates in the way originally
hypothesized. The coefficient for smoking was .236. This shows a positive relationship between those who smoke
and those who are obese. This may have something to do with a state’s overall mindset, perhaps, people in a state
that like to consume fattier foods are also not concerned about the risks associated with smoking.
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Jt was surprising that the fast food variable proved to be insignificant. With a p-value of 0.987, the null is
not rejected at a 90% confidence interval. The data for this estimator was not as accurate as hoped.'

The dummy variables were also inferesting. The Mid-East and the South East seem to be much less healthy
regions to live in than New England. Living in the Mid-East increases obesity rates 3.048 and in the South East by
2.26.

TESTS FOR VIOLATION OF ASSUMPTIONS

A.) Ramsey and BP test performed in STATA
B.) Residuals were graphed in Excel

Ramsey Resct Test
Nuli: model has no omisted variables
Prob > F = 0.7359

Since the null hypothesis is not rejected at a 90% confidence level, the model passes the Ramsey Test. This means
no variables have been teft out of the model, it is unbiased.

Breusch-Pagan / Cook-Weisberg Test for Heteroskedasticity
Nuil: Constant variance
Prob > chi2 = 0.6438

The null hypothesis is not rejected. This means the estimators are BLUE. The test proves homoscedasticity and that
the estimators are cfficient.

! 2007 Economic Census data will not be available until 2009. This forced the use of 2002 numbers.
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Autocorrelation

Residual Plots
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There is no pattern to the plotted residuals proving there is no autocorrelation in the model. This was to be expected
as the model was cross-sectional not tiine series,

CONCLUSION

In conclusion, of the variables that proved to be significant, not all had the relationship with the dependent
variable originally hypothesized. The model explained 71.9% of the obesity rate per state but the impacts of these
effects were not large. The significant variables in this model are: Smokers, Nutrition, Income, Dumimy Mid-East,
and Dummy South East. The insignificant variables arc: Exereise, Fast Food, Dummy Great Lakes, Dummy Plains,
Dummy South West, Dumumy Rocky Mountains, Dummy Far West.

If given the opportunily to run the regression again the same variables would be used but different data
explaining them, Exercise should have an impact on obesity rates. Given the small amount of information available
on this variable the numbers used to estimate state exercise rates may not be the most accurate or best valuation of
how many and how nuch people are exercising. Also, there are variables that are hard to quantify that would most
likely have a large impact on obesity.  Family member weights could indicate & lack concern on a person’s part
towards health and obesity. These behavioral estimators can be hard to measure but would probably show to be
important in explaining obesity rates. As this was a cross-sectional model, it would be interesting to run another test
using time series data.

Lastly, the United States’ increasing obesity rates is not a problem to be ignored, With causes like low
incommes and effects like increased health costs to the population, obesity and its spread is decreasing the overall well
being of the country.
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ENTREPRENEURIAL INTENTIONS

Kyle Cunningham, Siena College

ABSTRACT

The idea of owning your own small-business is very appealing to some people, however the measure of
feasibility and practicality often differs among these individuals. Some believe that although it may be feasible, it
would not be a practical decision based on other influences. Entrepreneurship is an interesting idea in that it is often
associated strictly with the risk-taking abilities of an individual. Various studies in the past have looked into other
explanations, such as trait-theory based hypothesis, motivation-theory based hypothesis, and more recently
intention-based theeries.

Intention-based testing has been conducted within the last decade in hopes of explaining entrepreneurial
activity among individuals. Tt is argued that “intentions have proven to be the best predictor of planned behavior,
particularly when that behavior is rare, hard to observe, or involves unpredictable time lags" (Carsrud et al. 2000).
The creation of a new business takes both time and detailed planning, resulting in a behavior which intention-models
often explain. Studies have tested their hypothesis among several intention-based theories, such as Ajzen’s Theory
of Planned Behavior and Shapero’s Model of Entreprencurial Event (Carsrud et al. 2000).

Our study will be an extension of previous work which examined 97 senior busincss students in an attempt
1o discover intentions and processes prior to the activity. We will examine a cross-section of undergradvate students
from Siena College to compare our hypothesis and their relation to a more diverse population. It can be argued that
students from the School of Business belicve entrepreneurship is more feasible perhaps because of their business
education or other influences. Along with our other hypothesis, our study will provide information regarding these
relationships. Using the same intention-based theories, our work will be an extension using a different population
and examining the relevance between this new population and the previous study.
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WOMEN AT THE GROUND LEVEL: A CASE STUDY IN
RETAIL CULTURE

Lisa Bogdanski, Siena College
Melinda Costello, Siena College

INTRODUCTION

Regular observation at a children’s retail clothing store served as the basis for a disguised case, applicable
to college-level courses in retail, organizational behavior, and introductory-level management, Many of the
observations made from the case include gossip in the workplace, gender stereotypes in organizations, and corporate
culture in remote locations. Much of the research done for this case study showed that current publications focus on
more technical aspects of the retailing indusiry, and there is currently very little published material relating to the
management of retail stores.

CASE

Treehouse is an international children’s clothing retailer with store locations in malls and shopping centers.
During the current economic recession, the company has been struggling to produce the same profits it did in past
years; however, unlike some of its retail competitors, the company is at least trending with ihe industry average, and
is currently doing better than some, and are hoping to continue this trend.

At a mail location of Treehouse in the Northeast, two young managers were discussing their futures at the
company- which at the moment, were in direct competition and threatened not only their relationship, but the
stability of the store.

Since the store manager suffered a back injury two months ago, in early December, the store has been
under the watchful eye of Associate Managers Jess, 21, and Kristin, 26. With only the help of a part-time Assistant
Manager, Linda, and an all-female sales staff of fewer than 10 employees, they survived the busy Christimas season
successfully. Without a Manager, tasks such as handling employee issues, maintaining store records and financial
data, and scheduling shifts, have been shared by Jess and Kristin, They have also become responsible for all cash
that goes in and out of the store, including merchandise thefl, However, with the best inierests of the store in mind,
corporate managers have decided to replace the manager, who is expected to be out indefinitely due to back injury.
This news has left Jess and Kristin in competition of each other for the Manager position, which comes with a
generous traise that both women want,

Still a full-time college student, in addition to a full-time manager, Jess has been at the siore since it's
opening over a year ago. She has over five years experience in retail, having worked in the industry since the age of
16. For the past two months, Jess has assumed more of the of manager’s responsibilities. She has been completing
all paperwork, scheduling, and creating the floor displays since the departure of the manager.

Kristin has less experience in the retailing environment - slightly more than a year- and was promoted to
her current position only a few months before the manager’s departure. However, becausc Kristin has a child at
home, she relates better (0 customers, and goes out of her way to greet and assist them. Unlike much of the sales
staff, Kristin actively sells the products, and has been learning quickly since her promotion. She stifl defers to Jess
for most questions, even going as far as calling Jess when she is alone in the store and has a question.

Afier working together for almost a year, Kristin and Jess have a close relationship, in and out of the store.
They socialize outside of work, and discuss personal prablems in between performing store tasks and selling to
customers. On this particular day, they discuss the possibility that the other might receive the promotien, and the
conversation turns tense. Jess sees herself as deserving of the promotion, and Kristin agrees; however, Kristin is
upset that Jess does not agree that she is deserving of it as well, Economic situations are discussed (Kristin’s need
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for money to support her family, Jess's need for the money in order to move out of her home and away from an
alcoholic father), with the women seemingly trying to outdo each other in terms of who would benefit more from the
financial boost. They do concur that both should receive some form of retroactive pay from the company for doing
the manager’s job throughout the busiest season. However, when Jess claims to agree, she makes a clear point she
believes she actually earned it, implying that perhaps Kristin did not. Their conversation ends with both women
anxious and frustrated, with each other and with higher management for letting the situation go on as long as it has.

Over the next few days, gossip among the sales team increases from its already high level. Associate
Managers, and Assistant Managers that might previousty have limited the level of gossip are preoccupied with this
drama themselves. As a result, gossip and sales floor chatting is going almost virtually uuchecked. Adding to the
store commotion is the demotion of an Assistant Manager and speculation of who her replacement might be,
Despite the supposed “confidentiality™ of these situations, almost the entire staff knows the details.

A few days after delivering the news, the District Manager, Robin, makes a visit to the store to check on
things and, because Kristin happened to be the scheduled manager, ends up speaking to Kristin about the position.
On this particular day, Jess is at school and is not scheduled at the store. Kuristin and Robin move the discussion to
the “back room” (the only form of ‘office’ setting the store has), and close the doors to the other Sales Associates.
Robin refers to the decisions made by “corporate” in this situation, and what “corporate” is looking 1o do with this
decision. She includes herself in this group.

Despite the fact that Jess made several statements to Kristin about becoming a part-time student in order to
take the promotion, during their conversation, Kristin allows Robin te remain under the impression this is not an
option. Kristin did, however, argue her own case for the promotion, and later recounted her “confidential”
conversation with the District Manager to Ashley, a Sales Associate. Kristin seems to feel more comfortable in her
position now, obviously under the impression that she has the edge over Jess due to her age, maturity, and as she
hersclf said, “dumb luck™, in that she happened to be the scheduled manager the day Robin came in,

When Jess arrives the next day, she is aware of the entire conversation that occurred between Kristin and
Robin. In fact, Jess spent almost an hour on the phone with Ashley last night rehashing everything that Kristin said
about her to Robin. She feels that Kristin deliberately sabotaged her chance at getting the promotion. Angry with
Kristin, Jess is unable to work civilly with her today. She states to several Sales Associates that if Kristin gets the
position, she will quit. As it stands, Jess believes she does a majority of the manager’s work and hopes her departure
would put the store in an even bigger crunch. Robin, and the other upper management, are clearly unaware of the
turmoil of their store, the distracting work conditions full of gossip or the tensions between Jess and Kristin,

Three weeks later, Robin has still not made a formal decision regarding the placement of a new manager.
Either she is unawarc of the turmoil created by the Manager opening, or is unconcerned. As a result, corporate is
either unaware or unconcemed as well, The atmosphere throughout the store remains tense, and the drama continues
with everyone taking sides.

CASE NOTES
INTRODUCTION

A 2008 U.S. Bureau of Labor Statistics Survey showed that at the lowest levels of the retailing indusiry,
women account for 52.2% of all employees; however, female first-line managers of retail sales workers (that is,
store managers, assistant managers, etc,) drops to 43.3%. Furthermore, a majority of ail employees in the retail
clothing industry are under the age of 24 (31%). By studying the environment of a retail chain store on a day-to-day
basis, we can sce how well current theories on gossip (Michelson, 2000), gender in organizations (Barlunck, 2000),
and corporate culture (Sorensen, 2002) apply to relailing as a specific business environment. Retailing texts and
journals focus on the more technical aspects of the industry (merchandising, branding, supply chain management,
etc.), rather than on store management, This case is relevant to college students, many of whom may have retail
experience.
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KEY TOPICS
Gender in organizations, organizational culture in remote locations, gossip in the workplace.
LEVEL AND PREPARATION

This case is appropriate for undergraduate-level business students. Previous readings on corporate culture
would add depth to the discussion.

APPROPRIATE CLASSES
This case is appropriate for introductory-level management, organizational behavior, and retailing classes.
OBJECTIVES

1. Analyze why stereotypical behaviors develop in an all-wormen work environment.

2. Examine why it is difficult to creale corporate culture at locations remote from the headquarters.
Develop suggestions to create a culture that will be useful and replicated in stores that are in locations
far from the corporate headquarters,

3. Develop suggestions to eliminate/lessen the level of gossip in a workplace,

CASE OVERVIEW

This is a disguised case that observes the day-to-day interactions and relationships in a retail store focated
in the Northeast. Over one week, we observed two twenty-something Associate Managers, Jess and Kristin, who are
both vying for the position of store manager. The store is a female-only staff, and a resuls the environment is
dominated by excessive gossiping. The corporate headquarters in California, as well as regional upper management,
are both unable to implement a formal culture in the store, but are either unaware or unconcerned with the level of
unprofessional behavior in their store.

DISCUSSION QUESTIONS

1. What types of stereatypical behaviors were demonstrated in this case? What do you think led to these
behaviors?

2. Why does the store not follow the same culture as upper level management (such as the district
manager)?

3. How can headquarters and management replicate the corporate culture in remote locations?

4. How did the level of gossip hurt the store? How can this problem be alleviated?

ANSWERS
1. What types of stereotypical behaviors were demonstrated in this case? What do you think led to these
behaviors?

Women in the workplace have a somewhat negative stercotype attached to them. They are often portrayed
as caity, jealous, gossiping, and more concerned with office politics and popularity contests than with their work.
Obviously, this is not true of all women; however, if this case demonstrated anything, it is that these stereotypes are
not entirely fictional, Kristin demonstrates catty, “back-stabbing” behavior when she neglects to tell Robin about
Jess's desire to attend school part-time in order to take the management position, Jess and Kristin both demonstrate a
lack of proper conduct in the face of drama, choosing instead to share all of the details of the situation with their
subordinates. The sales floor is completely consumed with the drama unfolding, and most of the women working
there are more concerned with it than with customer service and making sales.

It is possible to hypothesize that an all-female workplace led to these behaviors; however, since there was
no male presence, we cannot guess the effect a man on the staff may have had on the drama. What is fairly evident,
though, is that corporate management was completely unaware of the possible reactions to this news. Robin
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speaking to only Kristin about the position left Jess feeling unimporiant and unworthy of the position, as well as
demoralized. Hearing this news as gossip, through a subordinate and not a superior or equal, may also have made
her evaluate herself as unworthy, as many people use office gossip to make comparisons to themselves {Michelson,
341). She became unconcerned with her job, and did not care how unprofessional her behavior was. Likewise,
Kristin undertook win-at-all costs tactics, which might be called “cutthroat” of a man, but when applied to woinen,
is considered “catty” and “back-stabbing” (Brenner, 668). The behavior of the sales staff may have less to do with
the fact that they were female, and more to do with the influence and cxample set by their superiors, Jess and
Kristin,

2. Why does the store not follow the same culture as upper level management (such as the district
manager)?

Technology plays a large role in corporaie cultures in modern-day business. Implementing a specific
culture at a location remote from the company headquarters can be difficuit, but many companies utilizing
outsourcing or offshore offices achieve this through technology. Because the Trechouse corporate headquarters is in
California, and this store is in the Northeast, there is a great deat of “noise” between the two locations. Likewise, the
retail environment is still somewhat behind in utilizing technology for management purposes. They develop
technology to make the store more efficient for the customer’s experience, but they have very little in the way of
employee technology. “The wide difference in competitive and economic benefits that companics gain form
information technology rests on a management difference and not a technical difference,” (Powell, 379). The only
cotnputers in the stores are the registers, which only use the companies’ programs and intranets on the sales floor
only; the “office” in the back room does not even have one. Employees do not have company emails by which to
receive emails or information, only district managers and higher management. Retailers still rely heavily on UPS
and FedEx to send information, such as floor displays, promotional details, and target goals.

Besides these memos from corporate, which can take several days to reach the store, the only other way
they receive information is through the District Manager, who receives the informational through a regional
manager, and 50 on. By the time ithe information makes its way to the store, there has been a great deal of
interpretation along the way. Relying on one person for information is very risky; there is no guaranice that the
things corporate wants to relay actually find their way to the store. Furthermore, it gives the employees a further
sense of detachment from corporate, and more of a focus on their own “world”, which is the store. Without the
direct communication with corporate on a regular basis, the store staff and management does not see the bigger
picture.

3. How can headquarters and management replicate the corporate culture in remote locations?

It is becoming more and more evident that better technology and means of information sharing between the
corporate headquarters and store locations is important, and under emphasized, A great deal of published material
addressing the use of technology in retail emphasizes the customer aspects, such as e-cormmezce and in-store cash
register efficiencies (for example, Sampler and Powell), However, very little of it focuses on the use of technology
in-store for the staff, most likely because these instances are far and few between. As much as is written about the
cutting edge technology uiilized in the supply chain and e-commerce, store management is falting behind in
technology.

The people working in thesc stores are the ones who ultimately determine the culture of the store, and
unless they feel a sensc of connection to the culture at the corporate headquarters, it is unlikely they will feel a need
to change. Having their own corporate emails to be checked, by which they receive information and company
newsletters, would not only give thein a sense of belonging, but also keep them up-to-date with the bigger picture.
Currently, they receive reports via the intranet, but only focusing on promotions and sales goals. “Informal social
control is... more effective and cost less than formal control structures,” (Sorcnsen, 73}, Communicating with
employecs via email about company policies, even wellness programs and other HR programs, would make them
feel included and give them a greater sense of the culture the company is actively trying to promote.

It would make it easier to bring the stores together as a cohesive company, because cmployees could
communicate more often; right now, if a store manager wants to ask another store manager a question, they call. In
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most office settings, this would seem the fastest option; however, in retailing, where the store manager is needed on
the sales floor a majority of the time, it results in onc of two things: either a prolonged game of “phone tag” because
neither manager is free at the same time, or one manager neglects her duties and chats on the phone for a long period
of time. E-mail cannot only be monitored by corporate (which would help eliminate gossip), but leads to less
“chatting”, and more direct and to the point communication. Another aspect that could improve the culture in the
store would be visits from corporate. Not only does the store rely on one person for relaying messages, but so does
corporate management. More frequent visits from higher management (beyond District Managers, who only visit
once a week on average) may lead to improved replication of corporate culture,

4, How did the level of gossip hurt the store? How can this problem be alleviated?

While not always negative, gossip in this instance was detrimental to the performance and stability of the
store. According to Michelson and Mouly, 2004, gossip can be a way to spread informal information throughout the
fevels of employees, however, in this instance, the information was not something the staff needed to know, and it
exacerbated an already tense sifuation between Jess and Kuristin, There are two primary ways by which employees
receive information: through formal chammels and informal channels. In this instance, very little information was
being received by store employees through formal channels such as corporate emails and newsletters, or information
given directly through a manager. Rather, ail information was being given to them through the informal channel, the
“grapevine”, which can often be filled with “noise” (Michelson, 189), Sales decreased, customer service was not of
the same level it normally is, information was misconstrued and people were not hearing the truth, but believing it
nonetheless, emotions were high, feelings were hurt, and people became demoralized,

Gossip is not always defrimental, however. Managers can utilize it because information tends to travel
faster through the informal channel, the grapevine, than through formnal channels (Michelson 194). In this particular
instance, due to the fact that the employees spend hours together, with very little formal boundaries (such as a
cubicle), gossip is almost impossible to eradicate. However, it can be managed and hamessed, and it seems that
Treehouse needs to focus on doing so. The key, in this case, is to separate rumor from gossip, irrelevant gossip [rom
work-related gossip, and to make these boundaries clear and violations punishable.
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DRAWN TO THE GROUP—
THE IMPACT OF PRODUCT CATEGORY ON BRAND
FOLLOWING

Paul M. Acosta, Siena College
Raj Devasagayam, Siena College

ABSTRACT

As the concept of a brand has gone far beyond a simple distinguishable name for a product, it has begun fo
unite individuals on a deeper level. From an initial understanding of the evolution of brand communities (Muniz and
O'Guinn 2001) the next step in branding strategy may be taken, brand following. We define brand following as an
individual’s perceived sense of association fo a group of persons, with an identifiable brand in common thai fosters
a strong bond to the group and in turn the brand. This research explores the concept of brand communities and
looks (0 make this transition fo a brand Jollowing. We alse explore the impact thai product category has on brand
following. Our preliminary findings indicate thal product category has an impact on a consuner 's brand following.
These findings are of interest to practitioners as well as academicians that study branding strafegies.

INTRODUCTION

The concept of a brand has gone beyond a simple distinguishable name for a product as consumers look to
gain more than fulfiliment of needs or wants, A brand has become a mentality or way of life for its consumer
foliowing. Tt has become an extension of an individual, a reflection of them as a person. A brand has come to unite
people who may share nothing in common besides their use of the same brand. From this evolution of a brand, arose
Muniz and O"Guinn’s (2001) notion of a brand community.

A great deal of past research has been based off Muniz and O*Guinn’s (2001) brand community (such as
McAlexander e al 2002) bui today brand communilies may be taken a step further. Well-established brand
communitics may go as far as cxhibiting a cult-like behavior as these brand communities foster a strong bond
between individuals associated with the same brand. Just as a brand serves as the focal point for its brand
community followers (Muniz, Jr. and O’Guinn 2001}, an idea or belief serves as the focal point for its cult followers.
Individuals may form a strong bond between one another based on the ideas or beliefs of a cult. Individuals may
revolve their lives and shape who they are around a single cult, becoming loyal followers bound to the group, just as
some consumers may do so in a brand community. This cult-like mentality, created by a strong brand, may be
adapted to the way consumers behave within this next step in brand community—abrand following.

There has been a notion of cult brands (Munro 2006, p. 22) before but nothing empirically significant,
Munro (2006, p. 22) argues that cult brands are something that require a little searching, do not have a marketing
plan and are almost like a fad. This does not make sense from a sound marketing perspective. Bergami and Bagozzi
(2000, p. 562) examine identity as a prestige issue “the percepiion a member of the organization has that other
people, whese opinions are valued, believe that the organization is well-regarded (e.g. respected, admired,
prestigious, well-known).” Along this reasoning towards a group, identity with a brand should be something that is
well known and well admired. Therefore, the term cult brands should be disregarded for the purpose of this research
and not confused with brand following.

The purpose of this research is to explore how a brand community transitions info a brand following to
determine empirically if the notion of branding strategies leading to a cult-like following holds any validity. First,
based on previous research, we describe the transition into brand following from brand communities and the
relationship within their consumer following. From here, we delve deeper into the group relationships formed by
individuals around a brand and the perceived sense of identity associated with this group, stepping away from this
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notion of brand community and transitioning info the notion of brand following. Finally, we examine the impact of
product category on brand following. The results of our finding are of interest to practitioners as well as
academicians that study branding strategies.

BRAND FOLLOWING

A brand community, such as Jeep Jamborees, is defined by Muniz and O'Guinn (2001, p. 412) as "a
specialized, non-geographically bound community, based on a structured set of social relationships anmong admirers
of a brand,” With this concept of a brand community, Muniz and O’Guinn bring a brand into the context of social
interaction. As people begin to come together around a particular brand, they look to gain some meaning or
fulfillment beyond just the brand itself. From this interaction between individuals, initiated by a brand, lies the
foundation for the possibility of a group whose bond strengthens beyond that of a community. This is where a brand
community may aftempt to turn into something clse.

Muniz and O’ Guinn (2001) identify three markers of a community exhibited by a brand community:
shared consciousness, tituals and traditions, and a sense of moral responsibility. All three of these markers make
sense when forming a strong bond within a group centered on a brand. Shared consciousness or consciousness of
kind most effectively looks at how brand cominunities” social interaction among users moves a step further, Shared
consciousness is, “the intrinsic connection that members feel toward one another” (Muniz and O’Guinn 2001, p.
413). This connection goes beyond just a simple interaction. It may not even be on a regular basis between users but
a deeper underlying connection and sense of identity within the group. There is this sense where members feel a
conneetion at some level even if they have never met (Muniz and O’Guinn 2001, p. 417). With this comes a strong
bond that gocs beyond a simple communal sentiment and moves towards something new,

The existence of a brand community, along with its meaningfulness, inheres in the experience of the
customer rather than simply the brand (McAlexander et al 2002, p. 39). It is with this move hat a transition is made
away from the idea that brand communities occur by coincidental interaction between conumon uscrs, but instcad are
rooted in this connection and affinity that the customer gains. This experience comes from the group and group
identity. From the relationships formed between members of a group centered on a brand, there may be an increase
in the personal investment ol a customer’s consumption of the product and brand (McAlexander et al 2002, p. 53). A
strong affinity for the group becomes the driving force behind an individual’s behavior in all circumstances and
cnvironments.

Based on the preceding discussion and a composite of past research we define brand foliowing as an
individual s perceived sense of identity or association to a group of persons, with an identifiable brand in common

that fosters a strong bond to the group and in turn the brand,

The following figure displays the relationship created by a brand following as a brand is the unifying foree
between brand users.

Brand

Brand

Brand user Brand user
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Marketers need to understand the characteristics of a brand following to establish a strong consuimer
following based on conformitly to the group. We now proceed to describe the empirical examination of our brand
following construct and its refationship with product category.

METHODOLOGY

We collected data from a convenience based random sample of collcge students for this pilot study. Based
on experience, one of the authors is personally able to attest to the great influence certain brands have on the chosen
subjects, college students. Additionally, the college student population represents a substantially large consumer
market that firms try to appeal to with their products on a daily basis. Finally, college students tend to exhibit some
of the key characteristics of brand following and consumer conformity discussed above, providing a naturally rich
sample frame. Using a web-based survey allowed for easier access to a large college student population to represent
the real-world college student population.

Before administration of the survey, we ran a pretest to evaluate how the survey flowed, Based on pretest
data, the survey promised respondents that it took no longer than 7 minutes to complete. Each page of the online
survey was limited to only a few questions, in an attempt to alleviate the risk of losing respondents’ patience and
participation in the survey. We used the Likert-type response scale with anchors of “strongly disagree — strongly
agree.”

Once the survey went live, we recruited subjects from college social networks, such as those supported by
Facebook.com in an attempt to achieve a convenience-based sample. Respondents were contacted through email
accounts, both student and personal, Using a web link collector, a uniform email request with a link to the survey
was sent to each potential respondent through one of the authors own persenal email client. Requests for responses
went out in five waves, two of which were to fellow research colleagues who forwarded a link to the survey to any
prospective respondents that they identified. Of approximately 3,500 invited subjects 518 responded to the survey
rendering a response rate of 14.8%, which compares favorably with past studics using an on-line data collection
methodology. The effective sample size used for this study is 410,

Based on previous work, this study employed the familiar Churchill (1979) paradigm for developing a
measure of brand following {Carlson 2007, p. 288). A modified version of the Bergami and Bagozzi {2000) two-
item measure of cognitive identification measured identification with both the brands and the brand followers in
order to understand identification with the brand. We developed six items to form the brand following scale. These
items reflect product branding, corporate branding, community affiliation, brand loyalty, and brand satisfaction, all
elements that go into developing a strong brand following.

A table of brands separated into categories, apparel, electronics, food/beverage, web, automobiles, and
television provided at the beginning of the survey asked respondents to keep one brand in consideration when
completing the survey. The use of categories and limiting cach respondent to one brand collected data for multiple
brands from multiple categories so that this research did not apply to just one brand. This category of brands
appeared once at the beginning of the survey and then again, in the middle of the survey in order to remind
respondents of what brand they were thinking about to ensure respondents kept one brand in mind the entire time
they completed the survey. One item required that respondents indicate the category of the brand they considered
while undergeing the survey.

RESULTS AND DISCUSSION

We checked the reliability and validity of the brand following scale using the inter-item reliability tests.
The brand following scale was a first time scale we developed for this study. The overall brand following scale was
a six-item scale that performed very well and exhibited goed psychometric properties (Cronbach’s Alpha 0.881).

‘We looked to examine whether a consumer brand following changes depending on the product category. In
running a one-way ANOVA at the .05 significance level, we were able to test this hypothesis. Results indicate that
product category does have an impact on a consumer’s brand following (F=3.204 p: 0.008). Our results show that
both electronics and television product categories demonstrate a strong and significant brand following.
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The strong impact on brand following of clectronics and television product categories may be reflective of
our college student sample. College students may relate most to these product categories. Marketers dcaling in these
product categories should look to foster a strong brand following to target college students.

CONCLUDING REMARKS

This study contributes to marketing literature by examining theoretical constructs in an empirical setting.
The scales developed for this study exhibited good psychiometric properties for a pilot study and could certainly be
refined and used in future studies. Additionally, the initial results from this study provide encouraging results
regarding the theoretical construct of brand following,

The strong ties of a customer with the brand are further strengthened by providing a brand following with a
group identity. Fostering a brand following will build stronger existing brands. Strengthening an aiready established
brand, through an understanding of brand following, is less expensive, less of a risk, and far more sirategically
rewarding than trying to build new brands.

As with any research that relies on a limited student sample, the findings shouid be viewed with prudence.
However, this research was actually enriched by a sample that showed distinct brand following and consummer
conformity with the product categories that were researched. Future studies should focus on extending the
preliminary findings of this research. Questions such as measuring the following among different product categories
with specific brands would be of interest to brand managers. This research focuses on complex brands such as
Harley or Saab, but it would be interesting to look at brand followings for convenience products, Additionally, one
could seek to extend this study to enhance its generalizability on non-student samples, in international markets, and
across cultural typologies,
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CREDIT CARD STATUS AMONG COLLEGE
STUDENTS: A NATIONAL PERSPECTIVE OF MISUSE

Philip Sidoti, Siena College

ABSTRACT

With our nation’s financial future at stake, the topic of credit card misuse among college students has
become a significant concern. This study explores students’ current credit card status and explores misuse
characteristics based on demographics. Proven and reliable scales assessing credit eard misuse behavior are used
io swvey a random sample of 240 college students across 15 states. Results indicate a variety of significant
relationships relating to demographic characteristics and the propensity of credit card misuse, This result makes
theoretical contributions in refining, improving, and using theoretical scales in empirical context. In practical
terms, the findings of this study have sevious implications not Just for students in college but for those engaged af the
crosscurrents of marketing, social responsibility, and public palicy.

INTRODUCTION

Our research strives fo identify causes to the rising credit card debt among college students and can provide
colleges, universities and public policy makers with ideas on what needs to be monitored more closely. The paper is
organized as follows.

First we discuss secondary data relating to credit card usage by college students, We then introduce a brief
literature review on the current status of credit cards among college students throughout the United States, followed
by our theory development and methodology. Subsequently, we discuss the methods for data collection and provide
a sample profile. Along with the sample profile, we introduce the key findings on credit card usage alongside credit
card misuse based on demographics. In the succeeding section we cxplain present further discussion and conclusions
on key findings. Finally, we explain limitations and possible futurc research and provide some concluding remarks.

Credit Card Usage in College Populations

Undergraduate college students are carrying credit cards in record numbers. In 2001, 83% of
undergraduates had at least one credit card (Nellie Mae 2001). Some experts approximate the average credit card
debt of a college student to be in close proximity to $3,000, with 23% of students carrying balances between $3,000
and $7,000 (Weiss 2003). As a result, some students even open up new cards to pay off existing debt. The
increasing number of outstanding balances among college students appears to have a number of causcs.

Research indicates that students have a propensity to carry an inordinate amount of credit card debt as
they progress through college. One study conducted by Qvisory, a nonprofit online advocacy and service
organization that supports the financial well-being of young adults, found that students are growing more concerned
about their financial standing. Results from their 2008 study showed that financial concerns top the list of problems
facing students in their lives today. Out of their sample, 55% of respondents claimed this to be their number one
concern, a 10-point increase from 2007 (Greenberg 2008).

Qvisory’s study showed that young people feel a significant amount of stress and worry towards their
financial status, with 48% of respondents saying they frequently worry about having enough money to pay their bills
(Greenberg 2008). With the increase in debt and financial anxiety, students with higher consumer debt usually work
more, resulting in poorer grades. As a result, these students often suffer from depression and sometimes even have to
withdrawal from school (Manning 2000; Miller 2000; Roberts and Jones 2001).
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In relation to Nellie Mae’s study, Qvisory’s study showed that two thirds of its participants surveyed
reported having a credit card, and over half of the participants surveyed said that they have credit card debt. The
study also showed that 41% of young adults with credit cards are more likely to have accumulated debt in the last
year than the 29% of young adults who do not have a credit card (Greenberg 2008).

College students represent a key customer base for many different types of organizations as well as serve as
an intricate part of the future of our nation. The key issue, however, is how “America’s future” is being shaped into
a debt collecting society. From an economic perspective, students accumulating such high debt and irying to pay it
off essentially cuts off revenue streams in other markets {Pirog & Roberts 2007). Roberts & Jones (2001) Credit
Card Misuse Scale, which we infroduce more thoroughly later, becomes my instrument in evaluating misuse in
relation to student’s current credit card status.

INTEGRATED THEORETICAL FRAMEWORK
Theory Development

In the review of past literature, we discussed specific findings compiled by a variety of researchers who
focused on the overall status of credit cards with college students. Our main goal is to evaluate misuse
characteristics in conjunction with a student’s actual behavioral tendencies with their credit cards. To do so, we turn
io Roberts & Jones (2001), who took previous findings into consideration and devcloped a scale to assess one’s
credit card misuse.

Methodology

A prefest survey was conducted on the campus of a small, private, liberal arts school in the Northeast to
identify and correct potential errors. Each respondent was notified that the survey was completely confidential and
to be used for academic purposes only. Upon reviewing the results, necessary adjustments were made for the
national sample,

The new version, which was now segmented into more specific sections, was designed to determine the
current status of credit cards among college students as well as any relationships in terms of misuse behavior. The
first section (Credit Card Debt Status) was designed to accomplish the tasks of identifying current behaviors. This
section was inspired by questions from Nellie Mae’s survey of students conducted in 2004. The sccond section
presented Roberts & Jones (2001) Credit Card Misuse Scale, which served as the method of identify tendencies
towards credit card misuse. We asked participants to rank their responses using a modified Lichert scale with 1
being “strongly disagree” and 5 being “strongly agree” with the proposcd statement.

Data Collection

After thorough testing, the suwrvey was administered online (surveymonkey.com) from July to October
2008, Each respondent was made aware that the rescarch was for academic purposcs and that their responses were
confidential, To generate responses, advertisements were positioned on popular student websites such as Facebook
and distributed through e-mail on specific college networks. Facebook allowed us fo target 18-24 year olds in the
United States at a cost of 26 cenis per 1,000 impressions with 35 being the maximum balance per day.

We conducted a Google search to obiain e-mail addresses of colleges across the United States and sent an
e-mail to their admissions department requesting them to forward our request to the appropriate parties. The
response rate was particularly low and we decided to go to the root of the source. We then Google scarched
“marketing faculty” and it provided e-mail addresses at random of marketing professors across the United States.
We sent an e-mail requesting they forwarded the email to the students and that they participate in the study. Many
universities responded to proclaiming that they don’t allow mass e-mails to be sent to their students. Although this
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was disheartening for our study, it was understandable that these colleges were just protecting their students. Our
elfarts yielded an elfective sample size of 240 students.

RESULTS AND DISCUSSION
Sample Description

The sample includes students from 15 states: California, Connecticut, Florida, Georgia, Maryland,
Massachusetts, Montana, Missouri, New Hampshire, New Jersey, New York, Chio, Rhode Island, Texas and
Vermont, The majority of students were from the Northcast, which is not surprising given the location of the
researching institution, Of the 240 students surveyed, approximately 40% (97) were in the age range of 18-20 with
the 1nost frequent age being 21 comprising around 20% (47) of the sample. The remaining one fourth was made up
of students 22 years and older (62). In relation to this, there was a fair representation of each class ievel with seniors,
juniors and graduate students being the most frequent participants, representing approximately half of the sample.
The remaining half was comprised of freshmen and sophomore students.

The sample was split about 64 to 23% in favor of fernales. Some respondents did not specify their
gender while responding, Approximatety 7% of respondents worked 21-30 hours, 7% worked 31-40 hours and 10%
worked 40 or more hours per week. In relation to this, we found that about 35% of the sample made between $1-
$500 per month and about 16% actually did not have an income. Taking into consideration that only approximately
17% of respondents are graduates we weren’t surprised that around 9% reported making over $2,000 per month with
about 5% reporting between $1,001-%1,500 and about 3% claiming between $1,501 and $2,000.

Credit Card Debt Status Analysis

Resulis based on 240 participants show a range of one to five (or more) credit card ownerships while the
majority reporied between 7 and 4 cards. Out of the students who reported not owning a card, approximately 40%
reported their reason as being afraid of coflecting debt. Considering credit card companies’ willingness to give
students credit in hopes of acquiring a lifetime customer, we were surprised to see that 40% reported their reason
being not able to get approved, For those who did own credit cards, the majority (approximately 78%) either
acquired them before entering college or as college freshmen with approximately 40% getting help from their
parents in making the decision, However, one fourth of participants reported making their decision based on a direct
mailer sent from the vendor themselves.

More importantly, there was a split in terms of credit balances the students were carrying, both showing
positive and negative outlooks. One fourth of students reported having a current balance between $0-$200 which is
respectable. However, 15% of students have a current balance of over $1,000 dollars with almost a third of
respondents having carried a maximum balance of over $1,000 at one point in time. Perhaps our main concern
should regard their payment behavior.

Almost 40% of the sample reported paying off their credit card balances in full cach month which is
most likely pertaining to those with jower balances. A little over 15% said that they make more than the minimum
payment but always cairy a balance. This 15% is more likely made up of those who owe over $1,000 and if this is
case, they are most likely collecting sizeable amounts of interest, which supports the data Nellie Mac found back in
2001.

When we saw these vast amounts of balances occurring we shifted the focus to what the students were
actually buying, Over 50% of students reported spending hetween $0-$1,000 on educational related expenses in the
past year with textbooks and school supplies being the primary purchases. The amount of money students were
spending on non-education related items was noticeably higher. Over half of the sample reported pasoline and
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clothes as their main items with approximately 40% charging travel expenses, music/movies, and food. Slightly
over haif reported spending between £0-$1,500 with 14% charging over $3,000 in the past year.

Credit Card Misuse and Student Characteristics

First, an ANOVA was perfomed using demographic information collected alongside the credit card misuse
scale. We decided to focus only on outputs at the 0.10 or lower lcvel of significance. For all of the calculated means,
the highest possible could be 5. After viewing the results it was discovered that there is a relationship at the 0,029
level in regards to a student’s age and how often they fail to make their payments on their credit cards, In relation to
this, we found this to also be true based on the student’s year in school (0.014 significance). The means for both age
and year in schoo! showed an increasing trend, with students at the age of 18 having a mean of 3.67 and the highest
age category of 23+ having a mean of 4.66. As for the student’s year in school we had calculated means of 3.15 for
freshmen and a combined average of 4,18 for seniors and graduate siudents, This could suggest that students become
moie financially responsibie in lerms of paying their debt as they get older both fiom an age and educational
standpoint,

Afer viewing the number of hours per week that the students worked, we felt it was appropriate to assess
their level of income per month, The data showed an increasing trend in means with students reporting having no
income at all with a mean of 2.56 and students having an income between our highest value of $1,500 and $2,000
having a mean of 4.00. This trend suggests that as students make more money, they charge more on their credit
cards. Although this logically makes sense, the problem results from how much they are charging. Many times the
increase in income and credit card spending are not propottional, which causes students to find themselves in
growing debit.

LIMITATIONS & FUTURE RESEARCH

Although the study expands our knowledge of the current status and misuse characteristics, there are
certainly limitations. First, the sample size is relatively small at 240 and because of this, may not accuraicly portray
all students across the country although we do have 15 states represented in the sample. Also, the findings are in
tune with the Nellie Mae Studies (2001}, which lend credibility to the robustness of our samphing.

This smaller sample may have resulted because we scnt out surveys toward the end of August. We felt
sending them out then would be ideal considering students would be arriving back at school. What we failed to take
into account was that students would have a decreased amount of free time because of school work and interactions
with friends they have been apart from since May.

The reader is cautioned that although the sample was relatively diverse with a variety of students from
different states participating, one should still be cautious in generalizing our findings to all students at the national
level. When we say diverse, we are speaking of the particular characteristics and backgrounds of each student. We
cannot ¢claim total diversity considering two-thirds of our sample was made up of females. One should also be aware
of participants having the tendency (o boast about themselves and provide us with inaccurate data. For example,
almost 80% the sample reported having a GPA between 3.1 and 4.0. Although it is entirely possible that this is the
case, it could weil be an inflated response. This also relates to a participant’s honestly in their credit card behavior
and tendency to downplay a problem.

Utilizing Roberts and Jones (2001} Credit Card Misuse Scale allowed us to identify misuse characteristics
but didn’t allow us 1o test what was actually driving the misuse. It would be interesting to explore topics that could
potentially drive credit card misuse. For example, it would be interesting to see if an individual’s level of
materialism influences their credit card misusc. It would also be interesting to see if the problem arises from a
student’s inability to cffectively process the visks of using their credit cards.

CONCLUDING REMARKS
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Our study can have a significant impact on college students as well as on credit card companies (o
reevaluate their standards. Furthermore, this research can assist policy makers and school officials on assisting
college students with this issue. It's imperative that students realize the severity of poor credit card management
now so they can avoid hardships in the future, With the current financial crisis and instability of the economy, it's
important that our nation’s youth exhibit responsible behavior with their credit cards.
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AN IN-DEPTH ANALYSIS OF BEST BUY
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COMPANY OVERVIEW
Best Buy Company Inc. (BBY)
PRICE; SIENA Target Price: S&P500: DJIA: S&P Industry”™:
$33.20 $39.97 815.94 1,776.18 591.7

Location: South Richfield, Minnesota

Indusiry: Computer & Electronic Retail

Descripiion: Best Buy was incorporated in the state of Minnesota in 1966 as Sound of Music, Inc. The company
began as an audio components retailer and, with the introduction of the videocassette recorder in the early 1980s,
expanded into video products. In 1983, the company changed its name to Best Buy Co., Inc. and began using mass-
merchandising techniques, which included offering a wider variety of products and operating stores under a
“*superstore’” concept. In 1989, Best Buy dramatically changed its method of retailing by introducing a self-service,
noncommissioned, discount-style store concept designed to give the customer more control over the purchasing
process. Today, Best Buy is the world’s 9th largest retailer, and by far the largest retailer in the computers and
electronics segment,

Company Website; www.bestbuy.com

Market Data
Market Cap $13,353,760,000 1 Yr Price App. -25.35%
Price to book $2.93 Counfry UJSA, Canada, China, Europe
RBeta 1.43 Industry Computer & Electronic Retail
Dividend yield 1.73% Industry Price $15.33
Shares O/S 413,430,000 Industry Beta 1.33
Current price $33.20 Country Risk Premium 9.06%
B2 week range $31.61 Risk Free Rate 2.63%
Valuation Current 2009E
EPS $2.94 $2.46
P/E 11.31 13.51
CFPS $4.68 $4.28
P/CFPS 7.15 7.82
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COMPANY DESCRIPTION
1. Products and Segments
Best Buy, Inc. operates refail stores and Web sites under the brand names Best Buy, Five Star, Future Shop,
Geek Squad, Magnolia Audio Video, Pacific Sales Kitchen and Bath Centers, and Speakeasy. Through its different
brands, Best Buy has offerings in 6 different revenue cafegories: consumer clectronics, home office, entertainment

software, appliances, services, and other.

During fiscal 2008, the company reported two segments: Domestic and International.

1 Entertainment
Soffware

& Appliances

d Cansumer

Electronics
@ Services
&« Horne Office
Domestle Segn}en\ Internationat Segment
Reve nue Mix Revenue Mix

The Domestic segment is comprised of ail states, districts and territories of the United States and includes
store, call center and online operations. It includes Best Buy U.S., Best Buy Mobile 1J.8., Geek Squad U.S,,
Magnolia Audio Video, Pacific Sales, and Speakeasy.

BestBuy

U.S. Best Buy stores offer a wide variety of consumer clectronics, home office products, entertainment
software, appliances and related services, Best Buy is able to increasc the range of produgts and services available
in its stores by including additional in-store sections, know as store-within-a-store. Store-within-a-store offers
include a section for Apple products, a Best Buy Mobile section, and Dell computers. Additionally, Best Buy's
Geek Squad subsidiary provides residential and commercial computer repair, support and instaltation services.

BestBuy.coin
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In fiscal 2000, Best Buy established its first online shopping site, BestBuy.com. Following a *‘clicks-and-
mortar’® strategy, BestBuy.com is designed to empower consumers (o research and purchase products scamiessly,
cither online or in our retail stores, The Best Buy online shopping sites offer expanded assortments in all of the
company’s principal revenue categories.

Best Buy Mobile

In order to enter the mobile business, Best Buy entered into a joint venture with UK mobile retailer
Carphone Warehouse in 2006, which led to the creation of Best Buy Mobile. Best Buy Mobile provides a
comprehensive assortment of mobile phones, accessories and related services. Since 2007, the company has been
incorporating mobile scctions in its existing stores, applying the “store-within-a-store” concept. Best Buy refers to
in-store mobile stores as the Best Buy Mobile Experience, to distinguish them from the stand-alone stores. By
entering the mobile market, Best Buy intends to use its retailing and customer service expertise to satisfy the needs
of customers better than the competition. As of December 31, 2008, 181 of Best Buy's 923 stores inciuded a Best
Buy Mobile store. Within the next 18 months, Best Buy plans to have a Best Buy Mobile section in the majority of
its existing and future U.S. Best Buy stores, and to continue adding stand-alone Best Buy Mobile stores inn shopping
malls.

Geek Squad

Tn fiscal 2003, Best Buy acquired Geek Squad Inc., a provider of support and installation services, The
reason behind the Geek Squad acquisition was provide a high quality of technology support services to customers.
Geek Squad’s scrvices are available in all Best Buy stores, as well as in seven stand-alone stores in the U.S.

Magnolia

In 2001, Best Buy acquired Magnolia Hi-Fi, Inc,, a high-end retailer of audio and video products and
services. The Magnolia acquisition gave Best Buy access to an upscale customer segment. In 20035, Best Buy
opened its first Magnolia Home Theater store-within-a-store experience in a U.S. Best Buy store. Magnolia Home
Theater stores provide Best Buy stores with high-end brands, home-like displays and specially trained employees.
At the end of 2008, the Magnolia Home Theater store-within-a-store experience was present in 346 U.S. Best Buy
stores,

Facific Sales

In 2007, Best Buy acquired Pacific Sales, a California-based comnpany that specializes in the sale of high-
end kitchen appliances, plumbing fixtures, home entertainment products and home furnishings, with a focus on
builders and remodelers, The acquisition was motivated by Best Buy’s desire to grow into a more affluent customer
base. Pacific Sales offers premium brands using a proven and successful showroom format, Utilizing the existing
store format, Best Buy expects to increase the number of stores in order to capitalize on the high-end segment of the
U.S. appliance market.

Speakeasy

In 2008, Best Buy acquired Speakeasy, a provider of broadband, voice, data and information technology
services. Best Buy believes that the acquisition will generate synergies by providing new technology solutions for
its existing and future customers.

The International scgment includes operations in Canada, China and the United Kingdom. Canadian
operations include 131 Future Shop stores, 51 Best Buy stores, and a Best Buy website (BestBuy.ca). Chinese
operations are comprised of 160 Five Star stores, and 1 Best Buy store. After acquiring 50% of The Carphone
Warchouse's retail business in Burope on June 30, 2008, Best Buy has expended its Geek Squad subsidiary to the
UK. Having successfully test-marketed stand-alone Best Buy stores in the U.S., Best Buy has decided to open
thousands more Best Buy Mobile storcs in Europe. As illustrated by the Carphonc Warehouse deal, Best Buy is
now implementing a major,expansion strategy into the European market.
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Future Shop

Best Buy’s International segment was first established in connection with the acquisition of Canada-based
Future Shop Lid. in 2002, Future Shop was already the leading consumer electronics retailer in Canada before the
acquisition, but the deal provided Best Buy with an opportunity to leverage its operational expertise in consumer
electronics retailing and customer service.

Best Buy Canada

During fiscal 2003, Best Buy launched a dual-branding strategy in Canada by introducing the Best Buy
brand. By maintaining two separate brand names, the dual-branding strategy allows Best Buy to retain Future
Shop’s brand equity and attract more customers by offering a choice of store experiences. As the company expands
the presence of Best Buy stores in Canada, it expects to gain continued operating efficiencies by leveraging capital
investments, supply chain management, advertising, merchandising and administrative functions.

Five Star Appliances

In 2007, Best Buy acquircd a 75% interest in Five Star, one of China’s largest applance and consumer
electronics retailers. The investment in Five Star illustrates Best Buy’s international growth sirategy, and allowed
the company to increase its knowledge of Chinese customers, preparing the path to future further expansion into the
Chinese market. Best Buy also has a contractual commitment to acquire the remaining 25% interest in Five Star
within the next scveral years, although the transaction will be subject to the Chinese government’s approval.

Best Buy China

In fiscal 2007, Best Buy opened its first China Best Buy store in Shanghai, and the company plans to open
five to eight additional Best Buy stores in China during fiscal 2009.

Best Buy Europe

In September 2006 The Carphone Warehouse and Best Buy had reached an agreement on the terms of {wo
new commercial initiatives: a standalone mobile retail business in the US market operating under the Best Buy
Mobile brand, and a home computing customer service business in the UK under the Geek Squad brand. The
Carphone Warehouse is Europe's largest independent retailer of mobile phones and related services, with over 2,400
stores across nine countries. Having successfully test marketed several stand-alone Best Buy Mobile stores in the
U.S., Best Buy offered to acquire 50% of The Carphone Warehouse’s European business for $2.1 billion. The deal
was concluded on June 30, 2008, making Best Buy the owner of a 50% stake in the European firm's entire retail
operations, including the insurance operations, and the airtime reselling business. While both companies deelined to
say how many Best Buy stores will open in Europe, they did say the stores will come in a range of sizes and will
start opening in 2009, Best Buy’s investor relation literature indicates that the first European Best Buy store is
expected to be opened in the UK. in the summer of 2009. In October 2006, Carphone Warehouse provided details
of its European expansion plans, and talked about 100 Best Buy stores built within the next five years.

2. Mission

According to the company’s annual reports, Best Buy’s vision is to make life fun and easy for consumers.
The company’s stated mission is fo treat customers as unique individuals, mecting their necds with end-to-end
solutions, and engaging and energizing its employees to serve them, while maximizing overall profitability.
3. Sirategy

The company’s business strategy is to maximize long-term revenue growth, and is based on two main

aspects: consumer cenricity, and international expansion. The company’s business strategy is to maximize long-
term revenue growth, and is based on two main aspects: consumer centricity, and internationai expansion.
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Consumer Centricity

Best Buy has been talking about customer centricity for the last five years, According to the company
CEO, Best Buy is being re-engineered from a product-centered company to one with the capability to provide a
trusted perspective in this exciting but chatlenging digital era. Best Buy intends to become a “irusted advisor
capable of helping customers use technology the way they dreamed”. By learning how to see the differences in the
desires of its consumers, Best Buy believes it will be better able to meet them. Stores operating under the customer
ceniricity model offer variations in product assorfments, staffing, promotions and store design, and are focused on
key customer segments. The segmented stores tailor their store merchandising, staffing, marketing and presentation
to address specific customer groups.

By the end of fiscal 2007, Best Buy had completed the transition of all of its U.S. Best Buy stores to the
customer centricity operating model. Also in fiscal 2007, Best Buy improved its customer centricity segmentation
to address the nceds of customer lifestyle groups, rather than specific customer groups. For example, Best Buy
stores now focus on lifestyles such as affluent suburban families, trend-setting urban dwellers, and the closely knit
families of Middle America,

Growth

Best Buy has the track-record of a high growth company. In order fo continue increasing revenue prowth,
Best Buy extended new and improved offerings to the consumer with the launch of Best Buy Mobile, the Apple
storc-within-a-store roll-out and the addition of Dell computers. The second component of Best Buy’s growth
strategy is to increasc its international presence, as itlustrated by its significant investments in Canada and China,
and the creation of Best Buy Europe, The company also intends to explore several new revenue categorics,
customer segments and businesses that arc adjacent to or complementary to what they have today. For example,
Best Buy plan to extend its offerings of select musical instruments to more U.S. Best Buy stores, to continug to
expand offerings to female and Hispanic customers, and to begin selling private-label products to other retailers

internationally.
4, Customers

Looking forward, Best Buy’s investment plans for 2009 include the opening of approximately 140 new
stores, adding more Apple storc-within-a-store locations, launching Best Buy stores and Web sites in Mexico and in
Turkey (carly 2010), and continue its expansion into the European market,

Best Buy customers are mostly individual consumers, which Best Buy categorizes in three main segments:
affluent suburban familics, trend-setting urban dwellers, and the closely knit familics of Middle America. While the
majority of Best Buy’s customers are American COnsumers, the international proportion of customers has is growing
at a fast pace, with revenue from the international segment now representing 17% of Best Buy’s total revenue.

5. Suppliers

Best Buy’s success partly depends on its ability to offer customers a broad selection of name-brand
products and, therefore upon satisfactory and stable supplier relationships. In fiscal 2008, Best Buy’s 20 largest
suppliers accounted for just over 60% of the merchandise purchased, with five suppliers — Sony, Hewlett- Packard,
Samsung, Apple, and Toeshiba — representing just over one-third of total merchandise purchased. The loss of or
disruption in supply from any one of these major suppliers could have a material adverse effect on the company’s
revenue and earnings, and while Best Buy generally does not have long-term written contracts with its major
suppliers, there is no indication that any of these suppliers plans to discontinue selling them merchandise. Best Buy
has not experienced any significant difficulty in maintaining satisfactory sources of supply, and expects that
adequate sources of supply will continue to exist for the types of merchandise that it sells.

As of March 1, 2008, the percentage of shares beneficially held by directors and executive officers (28
people) was 19 percent. Founder and Chairman Richard M. Schulze held almost 70 million shares beneficially
(approximately 17 percent of shares outstanding).
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6. Marlet and Insiders

As of Dec. 31, 2007, the top institutional shareholders were:

Capital World Investors 54.1 million shares

Capital Research Global Investors 29.3 million shares
The Goldman Sachs Group, Inc. 25.6 million shares
State Street Global Advisors 12.2 million shares
Vanguard Group 10.9 million shares
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7. Geographical Segmentation
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8. Latest Developments
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Global Markets Direct Financial Deals Tracker reported that Best Buy Co., Inc. acquired 25% stake in
Jiangsu Five Star Appliance Co., Ltd., consumer clectronics retailer, for a purchase consideration of $185 million
paid in cash. After the acquisition the Company owns 100% stake in Jiangsu Five star.

03/26/09

Best Buy Co., Inc. announced that for fiscal 2010, it expects revenue of $46.5 billion to $48.5 billion
(which assumes $700 million of pressure due to fluctuations in foreign currency exchange rates), an average
increase of 6%, a comparable store sales change of flat to down 5% and earnings per diluted share of $2.50 to $2.90,
which represents an average decrease of 6% versus fiscal 2009's adjusted diluted EPS. According o Reuters
Estimates, analysts were expecting the Company to report revenue of $47.866 billion and EPS of $2.45 for fiscal
2010.

INDUSTRY ANALYSIS
1. Industry Overview

Best Buy Co., Inc. is a member of the consumer electronics store industry, This industry includes 24,000
stores with combined annual revenues of over $50 billion, This is a highly concentrated industry with the 50 largest
firms capturing 80% of total sales. Consumer clectronics retailers include national and regional chains and
independent retailers. Major chains as well as some regional chains may offer a “superstore” format, which can
exceed 30,000 square feet store, Superstores are most often located in large malls in high traffic areas, Other chains
miay have smaller retail stores located in indoor shopping or strip malis, Chains may also offer a limited selection of
products through kiosks, also typically located in malls.
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Technological innovation and the need to replace or upgrade products drives demand in this industry.
Profitability for individual companies depends on their ability to generate store traffic and repeat business. Large
companies, like Best Buy, can offer a wider selection of products, at various prices. Smaller firms however, compete
effcctively by offering specialized products, technological expertise, or superior customer service,

2. Critical Tssues Within the Industry
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The retail industry is generally impacted by the change in household disposable income. Accordingly, a
key success factor will be to be able to quickly adjust the inventory level to the demand, in order to reduce costs
related to inventory. We have compared on the graph above the CPI growth and the change in inventory level for the
sub industry and for Best Buy. From 2002 to 2003, the consumer spending index has increased, before recognizing 4
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downturn. Through the years, we can note that each time there was a decrease in consumer spending index; the sub
industry and especially Best Buy was not really successful in adjusting its inventory level. In 2009, Best Buy and the
industry plan to decrease their inventory tevel when the CPI is expected to be -0.7%. The question is if this
adjustment in inventory level will avoid an oversupplied market in 2009

The market is highly saturated and dominated by large retailers making the barriers to entry high. Large
retailers such as Best Buy and Wal-Mart have very strong relationships with their suppliers and well cstablished
strategies. Additionally, Best Buy and Wal-Mart have higher levels of bargaining power with customers and
suppliers because of the size of their distribution channels. While a small specialty retailer may enter the market, the
power of larger competitors would most likely drive them out by price-cutling or sirength of reputation alone. This
price war is partially responsible for Circuit City’s collapse. Since Circuit City declared bankruptcy in November of
2008 and is now being liguidated, Best Buy and Radio Shack have seen an increase in their market share {from
former Circuit City consumers.

3. Barriers to Entry

Effective inventory management is critical in order for competitors fo meet the demand for cerfain products
while also limiting costs associated with the holding period of inventory. The cost of stocking excess inventory
averages 20% to 25% of the value of the goods, according to Lehigh University professor Lawrence Suyder. With
rapid advances in technology, and substifute products being released on the market, demand for older products
piummets, GXS, a business-to-business supply chain consultant, estimates that the indusiry loses $2.5 hillion
annuaily on obsolete inventory In order to deal with these changes; it is imperative that companies within this
industry engage in accurate sales forecasting. Using integrated computer systems allows companies to keep track of
inventory levels so that supply constantly meets demand.

4. Drivers of Profitability

The ability to keep prices low strongly affects profitability in this industry. Although Best Buy commands a
large portion of the market share, they lose business to those companies that offer lower prices to their customers. In
order to keep prices low, electronic retailers must keep strong relationships with suppliers. Large retailers are
usually able to buy their products directly from large manufactures while independent retailers are forced to
purchase metrchandise through buying groups which makes cost of goods sold significantly higher. Best Buy
purchases most of its products directly from large manufactures and relies on five suppliers for about 30% to 50% of
its products. This allows them to maintain competitive pricing.

Keeping up with advances in technelogy also drives profitability within this industry. With new products
constantly being introduced, companies must make sure they are able to put these products on their shelves. 1T
competitors are able to supply customers with a specific product through a licensing or contract agreement, Best
Buy will lose out on sales. Electronic rctailers must make sure they arc able to meet the demand for “hot" itemns such
as video games, consoles and MP3 players. In order to meet expected demand, retailers place purchase orders to
suppliers in advance, In most cases, there are no returns to manufacturers, Once a store has taken delivery of an
item, it owns it,

The cross analysis graphs are attempts to describe how the members of the electronics stores sub-industry
progress in term of growth on the current and estimated figures.
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Long term growth

We can note that most of the sub-industry players are in the same range of long term growth and operating
margin. Best Buy and its direct competitors are above the sub-industry averages of 8.4% and 3.4% for the long term
growth and the five years operating margin respectively.
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The dispersion in revenue growth and operating margin is more important for the next year. According to
{he estimates the industry is going to generate fewer sales with only 1.9% of revenue growth in average coinpared to
8.4% the past five years. This is explained by the decrease in household disposable income and home sales Grisis,
However, we are pleased to note that the industry will successfully adjust their operating expenses and generate a
better operating margin of 7.7% compared to 3.4% in average for the past five years,

5. Competitors

BBY is currently the largest specially retailer of consumer electronics in North America. This industry is
very competitive and is often associated with low profitability. Companies in this industry differentiate on pricing,
products offered, or the customer experience in order to capture the market. When largest direct competitor Circuit
City filed Chapter 11 bankruptcy in November 2008, Best Buy gained significant market share. Now Best Buy’s
matn competitors consist of Amazon.com, RadioShack Cormporation, and Wal-Mart. The chart below gives a

company comparison based on key fundamentals.
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Wal-Mart currently is Best Buy's greatest threat because of their ability to offer lower prices. As the
economy continues to suffer, Wal-Mart will continue to do well because consumers will seck out stores where they
know they can find the lowest prices. Target and Costco also tend to beat Best Buy in terms of pricing and have
taken away from Best Buy’s sales. In addition, Best Buy has lost market share to companics such as Amazon.com
that sell clectronics via the internet, Consumers enjoy the convenience of online shopping and find that it makes
comparison of products easier allowing them to shop around for the deal.

Best Buy differentiates itself from its competitors with its customer service and their “unmatchable”
selection of merchandise. As a result, boutique stores such as RadioShack have a tougher time competing with Best
Buy. RadioShack is Best Buy’s most direct competitor since the falt of Circuit City despite its significantly smaller
market cap and product offerings. However, most of RadioShack's products are focused around wireless
communications, Best Buy not only offers more consumer elcetronics but also offers Best Buy Mobile in-store Best
Buys and Best Buy Mobile stand alone stores., This sirategy has successfully taken over a large portion of
RadioShack’s market share.

Smaller players in the industry include Conn’s Inc., HHGregg Incorporated and Rex Stores Corporation,
These companies have market share of less than 500. Certain companies such as Gamestop and Sears tend to
dominate sales of certain items such as videogames and washing machines, respectively. By focusing on the
shopping experience and s wide assortment of products, Best Buy is in a beiter position to act on new growth
opportunities. Once the economy turns, it is likely that Best Buy will stand out against competitors and become the
dominant specialty retailer within the consumer electronics indusiry.

COMPANY ANALYSIS
1. Ratios (company vs. competitors vs. industry)

The DuPont Analysis will be used here to determine where the company is underperforming, or outpetforming
the industry. We explore this by breaking down into 3 pieces the Return on Equity ratio as the multiptication of:

e  Profit margin, measuring operating efficiency,

» Total Asset Turnover, measuring asset use efficiency.

s  Equity multiplier, measuring financial leverage
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Return on Equity

45,00%
40,00%
35,00% -
30,00%

25,00% -
20,00% - .
15,00% - el Sub-Industry
10,00% -
5,00%

0,00% +— — - . : -

2006 2007 2008 2009 2010

el Bost Buy

Best Buy is underperforming the industry as indicated by Return on Fquity, with a spread going from
+6.75% in 2006 to an estimated -19.95% in 2010, While Best Buy follows a negative trend over the last four years,
the industry is likely to see a recovery in 2008. Net income is going to decrease because SG&A expenses will
represent a larger proportion of costs in conjucture with the fact that revenue growth is decreasing.

If you look at the three graphs below, you will find that the most cencern about Best Buy in the DuPont
analysis is the profit margin ratio. In fact, according to expectations, the spread between both Profit Margins (BBY
vs. sub-industry) will reach a peak of 0.86% in 2010. On the Profit Margin graph, this is represented by a positive
trend for the industry, while BBY experiences a negative trend over time.
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Total Asset Turmover, Best Buy was outperforming its industry, but should underperform by 0.86 points its
competitors in 2010, which is not a good news for the company. Revenue growth is expected to decline in future
years due to the state of the economy, lengthening the total asset turnover ratio, Best Buy will not be able to turn
over their assets as quickly as they had in previous years,
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Looking at the graph below, it appears that Best Buy will become more leveraged than the average of its
closest competitors in the two coming years, with a spread of 1.27 points in 2010.
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If we take a look at the historical and forecasted Cash Conversion Cycle between Best Buy and its
competitors, we notice on the barcharts below that BBY has a better management at collecting its receivables (-3
days, in red). Besides, an average negative spread of 21 days of Inventory between BBY and its industry tends to
prove that BBY is able to turn its inventory into sales quicker than its competitors, The third component knowed as
the number of days payable is in average ten days higher for BBY, which is good because it allows the company to
payback its payable later in time. As an overall the CCC for BBY is steady with a difference of -5 days in average,
and demonstrates the strenght of BBY at inventory, receivables, and payables management.
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2, Risk Analysis

The tablc below depicts some general features from the balance sheet and the income statement that are
important to look at in assessing the risk of the company.

2005 2006 2007 2008 2009 Est. CAGR
Revenues 27,433 30,848 35,934 40,023 45,015 10.41%
AR 375 449 548 549 1,868 37.87%
Inventories 2,851 3,338 4,028 4,708 4,753 10.76%
EBITDA 1,443 1,721 2,130 2,228 1,700 3.33%
Short term Debt 4,959 6,056 6,301 6,769 8,435 11.21%
Long Term Debt 836 551 1,068 1,505 2,748 25.41%

In order for the business to perform well next quarter and avoid any liquidity issues, revenue growth has to
be higher than that of receivables and inventories. If a firm is having difficulty collecting money from its customers,
its receivables will grow from quarter to quarter and may be higher than the growth in revenues. This would be a
bad scenario for the company because it would have to finance these receivables using money from its cash flow, as
revenues would not grow at the same rate. This also holds true in regards to inventories, as financing inventory in
the future will come from its cash flow; i.e. the casb flow has to be sufficient enough to cover these costs in addition
to short term abilities.

In BBY’s case, both account receivable and inventory are growing at a higher rate (37.87% and 10.76%
vespectively) than the revenue (10.41%). The surge in account receivable from 2008 to 2009 may be explained by
the increase in market share after the cxit of Cireuit City, in conjuncture with increased sales and market share
abroad. As mentioned earlier revenues in Canada have been increasing, and it is fair to assume that some of these
revenues will be in the form of account receivables ptaced on Best Buy Rewards Cards. However, this is not entirely
good news for the firm. It is uncertain whether management will be able to efficicntly handle the increase in
accounts receivable at almost triple the rate of that of 2008,

Inventories are increasing at a slightly higher rate than the revenues’ growth, The reason why it is
increasing is because Best Buy’s customer demand for clectronic goods is increasing due to the fail of Circuit City.
As stated by management in the Q4 conference call, it will take a while for Best buy to adjust their inventory levels
to the current demand.
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Days of inventory as depicted in the graph above shows that Best Buy is performing better than the industry. In 2006
Best Buy’s measure was only 49 days compared to the industry, which had almost double that at 81 days. Best
Buy’s trend of outperforming the industry is forecasted to continue, however, Best Buy’s days in inventory arc
increasing in 2010 while the rest of the industry has a downward trend.
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As depicted above Best Buy's days in receivable measures increases dramatically from fiscal year 2008-
2009, This jump in the ratio is due to increased consumer demand and spending on credit, This can be attributed to
the cxit of major competitor Circuit City as well as the increase in foreign market share, However, they are taking a
longer time to collect on receivables as well. This could be because of changes in company credit policy. The
industry is growing as well. It is possible that in order to spur consumer spending, firms are relaxing credit policies,
or it could point to financial difficultics of consumers to pay on time. Best Buy's Days of receivables went from 6
days in 2006, to more than double that at a forecasted 15 days in 2010. In contrast, the industry ratio is rising as
well, but at a much slower rate, only a 22% increase in 2010 as compared to fiscal year 2006.

Days of payables

150,00 — —

100,00 - @ - 55 o
50,00~ o— o o= ¥

0,00 — - ; ‘ \
2006 2007 2008 2009 2010

ety Pest Buy == Computer & Electronic Retail

Days of payable decreases for the industry 7% from fiscal year 2006 to 2010. Best Buy’s days of payable
rises over this time period at an increase in 2010 as compared to 2006 of 12%. Best Buy may be strecthing out their
payment to suppliers. This increase is expected in fiscal years 2009-2010,

The debt to EBITDA ratio below helps us to determine the number of years the company is going to pay
off all its debt it has, The ratio has been decreasing from 2005 to 2008 but increascd in 2008. The main reason why
is because the company bomrowed $2,500,000,000 in September 2007, The ratio is declining since 2605 because
revenues increased almost 15% and EBITDA by almost 16%. The company has been able to gencrate high
revenues’ growth as compared lo its debt’s growth (11%). This is why is will take only 3.43 years currently to pay
off its liabilities.
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As mentioned, the company has three main debts (o pay off but two of them mature in 2009: $200,000,000
matures in December and $2,500,000,000 matures in September. Best Buy will have to find the money o fund them
using its cash flow. The issue is that the net change in cash has been decreasing from 2007 to 2008 by 49% mainly
because it has been issuing stocks last year (33,315 Million). The free Cash flow is expected to be $1Billion in 2009,
Best Buy will have to find the fund missing necessary to fund these debts. This can be harmful for the company as it
will have to contract another debt mcaning interests to pay.

The return on invested capital {18.68% is higher than the WACC (11.35%). This shows that the company
is more profitable than the industry which has an ROIC of 15.08%. Morcover, the Altman Z-score is 3.40 meaning
the company is not expected to bankrupt,

To sum up, Best Buy is doing well in terms of generating enough revenues to cover its receivables as well
as inventories and it is able to pay its supplier later allowing the company to get a small cash cycle. Tt only will take
3.43 years to pay off all its debl as the ratio is going down. It is generating economic value as the ROIC is higher
than the WACC by 3% as measured by the EVA spread. However, some debt Best Buy contracted in 2004 and 2007
needs to be paid off this year. Knowing their expected free cash flow, the company will have to find the resource to
pay them off, which could be an issuc at the end of this year.

3, Cash Flow Analysis

Part of Best Buy's strategy has been to aggressively expand into foricgn markets, namely Europe and
China. As stated in their Annual Report and fourth quarter conference call, they expect to continuc to fund this
expansion internally using frec cash flow and through reductions in inventory expenscs. The graph below depicis
how much cash flow the firm has generated per annum as compared to their capital expenditure costs. We can see
that they were managing their cash well historically, because their Free Cash Flow has always exceeded their capital
expenditures. For example, in 2008 Free Cash Flow was three times as much as their capital expenditures. CFO
James Muehlbauer stated, “We are going to make improvements in our working capital, and some of that is going to
come from...the utilization of our inventory turns. The combination of the level of expense reductions that we’ve
taken coupled with basically taking our core Capital Expenditures down 50% year over year is going to provide a lot
more flexibility from a cash flow standpoint for the year.”
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Free cash Flow

Capital Expenditures

The cash flow from operating activities minus their net income is a positive indicator because it shows that
the cash generated by the firm js not solely net income. The Cash flow from Operating Activities minus capital
expenditures shows that the firm is not spending all of their capital on these expansion projects, and still has enough
cash to add value to the firm in other ways. Cash Flow from Operating activities minus Operating Cash Flow shows
that it is really cash on hand and not funds tied up in accounts such as accrued accounts receivable. Free Cash Flow
measures how much cash the firm has available, and this amount has been increasing year after year, proving that
the company has managed its funds well.

Cash Flow Analysis 2004 2005 2006 2007 2008
CFFO-Net Income $ 630  $ 997 § 600 % 385 $ 618
CFFO- CAPEX $ 1,880 § 2483 $ 2,388 $ 2,495 $ 2,822
CFFO-OCF ° $ 68 $ . s92..% 168 8 65) $ 99
Free Cash Flow: $ 1,763 $ 1,836 $ 1,850 § 2,162 $ 2,551

4, Valuation

Best Buy has a market cap of $15.73 billion when the median industry market cap is only $2.4 billion. The
company could be considercd the leader of the industry if not for Wal-Mart which is 10 times larger than Best Buy.
According to the company analysis, Best Buy seems to be a promising company but the figures below may show us
another point of view as compared to the industry.

Current Next quarter Estimate Next year Estimate

Firm EPS $2.94 $1.40 $2.46
Firm PE 11.31 13.51
Firm CFPS $4.68 NA $4.28
Firm PCF 7.15 7.82
Firm SPS £105.72 $109.12 $115,78
Firm PS 0.31 0.29
Firm BS 30.06 NA NA
Firm PB 0.32 NA
Firm DY 1.59% 1.62% . 1.65%
Industry EPS $i.e2 $1.53 $2.17

4™ Annual Siena College Student Conference in Business
April 17, 2009




Industry PE 16.57 - 12.4
Industry CFPS $1.56 $1.08 $4.51
Industry PCF 17.23 5.95
Industry SPS $32.09 $38.25 $44.56
Industry PS 0.84 0.6
Industry BS $0.22 $0.16 NA
Industry PB 0.84 NA
Industry DY NA 0.61% 2.05%
Industry LT Growth ' 13.77% NA 16.73%

The company’s curTent price to camings ratio, price to cash flow and the price to book are lower than the
industry median, but the next year pro forma are less pleasant. The company will return 16% less, negatively
impacting the P/E ratio. Best Buy’s P/E ratio will increase by 2.20 points, while the industry will decrease by 4.17
points. Although the company is overvalued compared to its peers, it will have a higher required rate of return
because of its higher P/E ratio, The P/CF upward trend also confirms our previous analysis on the P/E ratio. The
industry will be more successful in reducing its operating expenses gencrating higher cash flows than Best Buy. This
could also be attributed to Best Buy’s expansion plans. Their strategic initiative to expand into foreign market may
reduce their cash flow as they fund this growth, The company stated in their 2008 Annual Report that they will not
finance any expansion plans through debt, they feel that their investments cash and cash equivalents will suffice for
the next fiscal year.

The sale per share ratio shows us that BBY is able to have more sales than its peers. BBY Salcs per share is
$115.78 when the industry median is only $44.56. However, the industry SPS ratio will grow by 39% while Best
Buy's grows by only 10%. This can be explained by the fact that their competitors are actively working to steal Best
Buy customers. Another characteristic of an undervalued stock is the dividend yield. Best Buy use to have a higher
dividend yicld. But in the future the company is going to decrease its dividend yield. The company plans to expand
into unfamiliar markets such as China and Europe. The company may have to reduce its payout ratio to finance its
expansion plan,

5. SWOT Analysis
Strengths

Best Buy recently announced strong earnings for Q4. They have increased their net revenue by 10% as
compared to Q4 2008, Best Buy has amplified their domestic market share by 1.2%, most likely because of their
major competitor Circuit City filing Bankruptcy. Best Buy has built 213 stores within the last year and plans on
building 65 more in 2010. They have also launched successful in-house initiatives which have enhanced their brand
name brand name, such as Geek Squad and the Apple store within 357 of their US stores. The firm has been
proactive in withstanding a tough macroeconomic enviromnent. Best Buy has cut the amount of inventory held at
their stores along with cutting SGA expenses. They are still growing in time of recession, by building more stores in
Europe and China. Best Buy remains a dominant player in the elecironics industry despite major changes within the
sector over the course of the year.

Weaknesses

Best Buy is a firm that sells products which can be considered luxury goods. Because of the decrease in
consumer sentiment along with macroeconomic patterns, they can rarely forecast short tertn sales. Consumer
electronics firms remain sensitive fo changes in housing markets and interest rates. Customer loyaity is uncoinmon
within this industry; price is the main determinant of where the consumers will spend, which can be detrimental with
competitors such as Wal-Mart.

Opportunities
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Best Buy has found expansion opportunities in Europe and China, Next vear hey plan an buildiag 20 new
stores overseas. They plan to open S to 8 new stores in China this year alone in 2009, The (irm has also made it
apparent that they would like integrate newer business models and concepts within their stores. This would include
the introduction of more Best Buy Mobile Kiosks, which have been proven successtul in New York and North
Carolina stores. They also continue to acquire more technological businesses as they have year over year since 2001
which boost their product diversity in their stores. An example of this would include Pacific Sales, which specialize
in kitchen products and home theater systems,

Threats

Best Buy must constantly be stocking their shelves with the fatcst technotogical advances. The firm must
also be sensitive to changing pricing strategies from competitors because of weak consumer loyalty within the
industry, Best Buy must keep a watchful eye on online retailers and warehouse discounters that aim to steal
customers from them. Emerging market share from Wal-Mart because of the fall of Circuit City must also be
assessed and combated with a competitive strategy.

6. Target Prices

_ _'-Targ_et Priges .
Rewers' 83990
Bloombeiz © | s
Yahoo L 1.. : B ; $4026
ThdﬁlsonOne. o . $41.00
Siena Target Firm price $ 3997

68 percentile Target Price | $  37.88

95 percentile Target Price | §  35.78

99 percentile Target Price | §  33.68
Target F_ilm Price.Vola.ti lity ' 91
T_a‘rgct-FinﬁiRetu’rn . - 2205%
Sienalndus'try T.arget Price  $' 2031

We are issuing a BUY for Best Buy. We are basing our decision on many fundamental indicators, Best
Buy has very high potential for growth. As the corporation begins to increase the amount of international stores in
Europe and China, and acquire more technological businesses which increase product diversity. They are slowly yet
steadily increasing their domestic market share and while enhaneing their brand name worldwide,

Despite the fact that the company has had high operating expenses and has debt on their balance sheet, they
are beginning to make a strong effort in lowering their capital expenditure and reducing their debt. Best Buy has
seen a 12,4% salcs growth over the past 5 years. They are also holding strong during this tough macroeconomic
environment by holding fewer inventories in the stores and pricing their products competitively. With the recent fall
of Circuit City, Best Buy is better positioned to gain market share domestically, Qur Siena target price is 539.97
which is much higher than the current stock price.

APPENDIX

Siena Stock line Best Buy Company Incorpovated
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FUTURE WATER SHORTAGE COSTS IN THE
COLORADO RIVER BASIN

Thomas Scudder, Siena College
James F, Booker, Siena College

INTRODUCTION

In performing an analysis of climate change using the Colorado River Open Source Simulator (CROSS),
analyzing the results using different price elasticities of demand aHows the researcher to exarmine different consumer
and producer responses to future long run shortages in the Colorado River Basin. The CROSS medei allows users
to manually control several factors pertaining to future streamflows in the Colorado River Basin, including the
average streamflow, climate change variables, percent reduction in usage due to conservation, and evaporation rate
increase. The simulator then models future streamflow scenarios based on historical flow data combined with
manual inputs to give researchers a better understanding of the effects of water shortages for Colorado River users.

Fach CROSS run was performed using a different future climate change scenario and a different set of
percenl changes representing a reduction in flow due to climate change. Eleven different General Circulation
Models (GCMs) were broken down to determine their percentage adjustment for climate change in three future time
periods representing the next 111 years of climate change in the Colorado River Basin. The gleven GCM scenarios
are climate prediction models from several countries and research organizations arcund the world.

GCM STREAMFLOW REDUCTIONS

These eleven models represent the most consistent and objective in terms of the future simulation period
and emission scenarios used as well as providing the basis for the most thorough climate study of the Colorado
River Basin to date {(sce Christensen, 2007). The GCM scenario statistics provided a percentage reduction in
streamflow due to climate change for three thirty year periods (see Table 1), which were run through CROSS to
determine the change in future streamflow. This was done twice for each GCM to teflect two different future
scenarios: A2, which represents large damages stemming from uncontrolled global warming, and B1 which
represents a climate where actions have been taken to mitigate climate change, These percent reductions were
calculated against a long run historical sireamflow average of 14.6 maf {million acre-feet) per year.

Table 1: Future streamflow reductions for each GCM. The negative figures in the chart correspond fo future streamflow increases relative to the
historicai streamflow average of 14.6 maf.

% As CNRM CSIRO GFDL GISS HADCM3 INMCM  IPSL  MIROC  MPi MRI PCM
A2

2010-2039 0.0536 0.119 0.133 -0.028 0.143 -0.057 0032 0.154 0.203 -0.007 0107
2040-2069 0429 0.074 0.192 -0.092 -0.021 -0.155 -0.011 0348 0179 0.068 0,018
2070-2099 0.351 0.t14 0.184 0.165 0.077 0.104 0,097 0385 0.019 0.086  -0.070
B1

2010-203% 0.026 -0.014 (.106 0.057 -0.036 0.024 -1.001 0242 0116  -0.047 0.002
2040-2062 0.170 0.118 0.189 0.173 0.057 0,109  -0.012 0.275 0180  -0.008 -0.131
2070-2099 .356 0.071 0.034 0213 0.102 017 0.151 0253 0124 0.051 -0.057

Using CROSS, a long-run estimate of shortages and economic damages was performed using a
combination of six different price elasticities of demand, representing a range of values encompassing high, low, and
average clasticities for water usage in municipal and agricultural settings. The experiment itself was conducted with
data derived from Christensen and Lettenmaier (2007) for the A2 and Bl clitnate scenarios. These eleven different
scenarios, along with the base scenario, totaled 23 runs in all and averaged likely streamflow changes over the next
111 years. The increase or decrease in sireamflow was then translated into shortage costs (CROSS having estimated
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future demand), transiated into total welfare changes, which was then used to determine a present value for all future
shortage costs.

The CROSS results were used to formulate data on the total present vatue of climate change, expressed as a
change in welfare. The fonmula used to calculate the total welfare change is

AW = Py Ax (1 + (1/2n)(Aq/q)

where 5 = elasticity of demand, g = quantity, and P = price. In this climate change scenario, the change in welfare
does not represent a change in total benefits; rather, it represents the area under the demand curve between the
original quantity demanded and the new quantity demanded after CROSS incorporates future demand estimates.
The shift in welfare reflects how water consumers in the Colorado River Basin arc worse off due to shortages, the
total economic value of which is measured by this equation. Subscquently, the total for each year of each respective
GCM was discounted at 4% (Nordhaus, 2008) to the present and the figures combined to determine the total future
change in welfare for cach cliinate change scenario representing the total shortage cost,

PRICE ELASTICITY OF DEMAND IN CROSS

Nermally, when there is a shortage of a particular resource (in this case, water), price will increase to
reflect a decrease in supply. To account for differing consumer and producer responses to this price increase, three
estimates of elasticity were used for each to show the entire spectrum of prices under differing elasticity conditions,
Because we are looking at water shortages in the long run, a higher price elasticity of demand was used as an
example, which is inherently higher than a short run estimate. The following figures were input inio the base
scenario in CROSS:

Agricultural Elasticity Estimates:
s -0,97 (Howitt, et al. {1980])
s -0.22 (Hooker and Alexander [1998})
o -0.04 (Hedges [1977])

Municipal Elasticity Estimates:
e .0.0101 (Martinez-Lspifiera [2004])
» -0.33 (Dlmstead [2007})
»  -0.491 (Martinez-Espiiicra [2004])

These elasticities represent a broad spectrum of adjustments to demand for water under shortage conditions,
ranging from nearly perfect inclasticity to relatively elastic demand for both agricultural (producer) and municipal
(consumer) usage. In general, demand for water is nearly inelastic because of its low cost at the margin and its
necessity in everyday life. In future shortage situations, these values were chosen as a represenfative range of
possibilities due to increased water prices due to increased demand and decreased supply. To form a clearer picture
of all future demand possibilities under all 23 scenarios, a wide range of clasticity estimates covering the high, low,
and average estimates was chosen,

Ultimately, six elaslicity values were chosen to give an adequate representation of a possible range of real-
world values. Agricultural estimates are higher due to ihe flexibility of growers and ¢rops chosen (e.g. choosing a
less irrigation-intensive crop in response to higher prices for water); while municipal elasticities are generally lower
due to typical consumptive behavior. Water is a staple in residential life, used in dozens of mannets in a typical
home, so municipal demand is unlikely to decrease dramatically. According to Scheierling (2006), the mean price
elasticity of demand for water is -0.48, so calculated values were chosen high, low, and at the mean.

The base runs were conducted using a Py = $100 and reflect the present value of the next 111 years of
strcamflow shortages in the Colorado River Basin, discounted to the present at 4%, the accepled value for
discounting due to climate change (see Nordhaus, 2008). The streamflow percentage reduction factors to account
for climate change were kept at 0% for all three thirty year periods, A climate change-free future allows us fo view
the future costs of shortages created by continuously increasing demand. The impact of climate change is measured
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in the GCM models, which will ultimately be compared to these base values for each elasticity to account for the
damages caused by climate change.

Tabte 2: Base shortage costs under chosen clasticitics. Total cost is listed in mitlions of doliars. Each total cosl represents the next E11 years
{without climate change} ol shortage costs discounted to the present at 4%. The first three figures (-0.97, -0.22, -0.04} represent agricultural
clasticities. The last thrce figures (-0.491, -0.33, -0.0101} represent municipal elasticitics.

Elnsticity -0.97 -0.22 -0.04 -0.491 -0.33 -0.e101
Totai Cost 396474 $1024 41 $1371.7 $981.81 $998.68 $2628.27

The total cost of the water shortage in both basins increases as demand becones less elastic. These base values are
the vatues to which the results of the GCM modeling runs will be compared against to measure the damages caused
by future climate change.

Figure 1: Graphical analysis of chosen elasticities against total shortage costs, Emphasis is placed on the increuse of the total shortage cost as the
elasticity approaches zero. See preceding paragraphs for un explanation of the x and y axis values.

—‘ — 1
Agricultural Elasticities Municipal Elasticities

Total Shortage Cost
Total Shortage Cost

1.2 -1 0.8 -0.6 DA 0.2 ¢ 0.6 £.5 4 0.3 0.2 01 0
Elasllclty Elasticity

Both the Table 2 and Figure 1 illustrate that as the elasticities move closer to perfect inelasticity (at 0), the total cost
of the shortages increases exponentially because of unchanged habits combined with limited supply.

At this point, the different elasticitics chosen for producers (agricultural) and consumers {municipal) come
into play again. As shown in Figure 1, producers have a lower sensitivity to higher water prices. This could
possibly be attributed to several factors, most notably a profit motive, in continuing their water purchases despite a
price increase. Crops will always need water, and although some producer may switch in times of high prices,
staple economic crops of the Southwest will continue to be grown in spite of high water prices. Irrigation of
agricultural crops accounts for 80% of ail water usage in the Western United States, while municipal activities
requite 20% (Scheierling, 2004). It is easier, therefore, for consumers fo alter their water usage patterns than
agricultural users, presumably due fo consumption habits, imposed rationing, or a combination of the two,

ELASTICITY AND TOTAL COST

Subsequently, these six elasticities were run through the CROSS model for each climate change scenario.

Table 3: GCM 1otal cost {expressed in millions of doitars) corresponding to ench chosen elasticity. 11 A2 and B1 scenarios are given in terms of
present cost of 111 years of shortage costs, climate change percentages included in calenlation. See Table 1 for a description of those values.
The first threc figures (-0.97, -0.22, -0.04) represent agricullural elasticities. The last three figures {-0.491, -0.33, -0.01071) represent municipal
elasticities.

A2 Scennrio TC-0,97 TC -0.22 TC -0.04 TC -0.4%91 TC-0.33 TC -0.0101

CNRM 7442.29 10868.53 30809.30 8422.76 539144 102960.19
CSIRO 289589 336198 6074,59 3029.27 3161.04 15889.52
GFDL 4710.59 5919.50 12955.37 5056.54 5398.33 38413.00
G18S 71071 841.87 1256.06 791.07 811.19 2754.71
HADCM3 2360.33 2689.47 4605.04 2454,52 2547.58 11536.00
INMCM 447.11 473.05 624.03 454,53 461.87 FI70.31
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li’SL 873.36 933.60 1284.19 890.60 907.63 2552.13

MIROC 8§93.58 11697.34 32089.22 9196.23 10186,83 105872.39
MPIL 5541.59 7165.60 16617.37 6006.32 646547 50816,32
MRI 1388.99 1523.24 2304.61 1427.40 146536 513179
PCM 517.92 541,17 67649 524.57 53115 1166.11
B1 Scenario TC-0.97 TC-0.22 TC-0.04 TC -0.491 TC-0.33 TC -0.0101

CNRM 3186.66 4041.48 9016.52 3431.28 367295 27017.53
CSIRO 167429 1881.57 3087.94 1733.61 1792.21 7452.87
GIDL 3946,32 4842.16 10055.96 4202.68 445595 28920.86
GISS 3313.64 4019.0%9 §128.88 3515.68 371530 2299103
HADCM3 115240 125932 1881.57 1183.00 1213.23 4133.06
INMCM 1664.15 1843.08 2884.45 171536 1765.94 665238
IPSL 1118.10 1222.30 1828.75 1147.91 1177.37 4023.05
MIROC 8546.72 12008.¢1 32153.38 953725 10515.87 105044.23
MPI 4092.14 5037.86 10541.97 4362.77 4630.15 30457.26
MR1 75324 795.05 1038.38 765.20 777.02 1918.84
PFCM 627.89 651.27 787.33 634.58 641,19 1279.65

As the data shows, the trend of larger costs incurred as a result of shortages with an elasticity closer to zero
continues. For example, the total cost in the CNRM scenario nearly triples as the elasticity increases from —0.97 to -
0.04.

Figure 2: Total shortage cost of each GCM measured against the base for an agricubtural elasticity of -0.22, Figurcs listed are the total of -0.22
elasticity for each CNRM measured against the corresponding, vaiue for the base shortage costs fisted in Table 2. The base is Hsted first for
comparison's sake. The values in this chart arc derived from Table 3 and measured in millions of dotlars.
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Clearly, the average total shortage cost is much greater for the A2 scenario ($5.8 billion) than the Bl
scenario ($4.4 biflion), reflecting its original purpose of a future marred by unconirolled climate change. These
graphs also illustrate the inherent differences in the A2 and B1 scenarios regarding the intensity of climate change.
The costs associated with A2 are significantly higher overal! than BL. To further examine this data in relation to the
base climate change values for the next 111 years, we can now graph the lotal cost of a given GCM scenario minus
the cost of the base value (listed in Table 2) for each elasticity, then examing the damages for each scenario, which
is done in the following table:

Table 4: GCM additional cost relative to the basc vafues (sce Table 2} for each chosen clasticity. Values are expressed in millions of dollars. The
totat cost figures represcnt the base cost in Table 2 subtracted from the corresponding GCM value in Table 3. The first three figures (-0.97, -0.22,
-0.04) represent agricultural elasticities, The fast three figures (-0.491, -0.33, -0.0101) represent munieipal elasticities.

A2 Scenario TC-0.97 TC -0,22 TC -0.04 TC -0.491 TC -0.33 TC -0.0101
CNRM 6477.55 9844.12 29437.60 7440.54 8392.75 100331.92
CSIRO 193115 2337.56 470289 204745 2t062.35 13261.24
GFDL 3745.85 4895.09 11583.67 407472 4399.64 35784.72
GISS -194.03 -182.54 ~115.64 -190.75 -187.49 126.44
HADCM3 1395.59 1665.06 3233.34 147270 1548.89 8907.79
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INMCM -517.63 -551.36 -147.67 -527.28 -536.82 -1457.96

IPSL -91.38 -90.82 -87.51 -91.22 -91.06 -75.54
MIROC 7228.84 10672.93 30717.52 8214.41% 9188.14 10324412
Py Total Shortage Costs
MPL 4576.85 6141.19 15245.67 5024.50 5466,78 48188.05
MRI 424.25 498 .83 932.91 445.59 466.67 2503.51
PCM -446.82 -483.24 -695.2% -457.25 -467.54 -1462.16
B1 Scenarvie TC 0,97 TC 0,22 TC -0.04 TC -0.491 TC-0.33 TC -0.0101
CNRIM 2222.44 3077.26 805230 2467.06 2708.73 26053.31
CSIRO 710.07 B17.35 2123.72 769.39 827,99 6488.65
GFDL 293210 3877.94 9091.,74 323846 34091.73 27956.64
GISS 2349.42 3055.47 T164.60 255146 275108 22032.81
HADCM3 188,18 295.10 91735 218.78 249.01 3168.84
INMCM 499.93 878.86 1920.23 751,14 801.72 5688.16
IPSL 153.88 258.08 864.53 183.69 213.15 3058.83
MIROC 7582.50 11043.89 31189.16 8573.03 9551.65 104080.01
MPI 3127.92 4073.64 957715 3398.55 3665.93 29493.04
MRL -210.98 -169.17 4.6 -199.02 -187,20 954.62
PCM -336.33 -312.95 -1760.89 -329.64 -323.03 31543

Ulsimately, regardless of the scenario, an increase in costs due to shortages is inevitable in any future climate change
scenario, as evidenced by the figures in Table 4. That price increases as the elasticity moves closer to zero, and is
shown in both agricultural and municipal values.

MARGINAL BENEFIT OF WATER (Py)

"The other constant in the model (besides the interest rate of 4%, which remained unchanged} is the price
per acre foot, Py, which was also changed in the experiment, The following values for Py were run through the
model (J. Booker, personal communication):

Table 5: Water prices. Prices shewn arc accurate.

Pn (agrleulrural) = $50 b “]0 $200

Py uanicipan = $500 $1,000 $2,000
A higher price corresponds with damages resulting from the loss of the ability to use the water. Producers are more
flexible with their growing techniques or can switch to a less irrigation-intensive crop, while municipal consumers
expect water in their homes and businesses daily for drinking, cooking, toilets, and the like. As expected, this

representative range of prices scaled linearly with a Py of $100, as shown in this graph for the base value when
tested under the representative prices:

Figure 3: Agricuitural Price vs. shortage cost. Price values are Table 6: Agricultural Price vs. shorlage cost, Price values accurale,
shortage cost in millions of doilars, elasticity of -0.22 are aceurate, tolal shorlage cost in millions of $, elasticity of
.22
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Any values chosen for the value of Py for agricultural or municipal price and elasticity combinations would
scale linearly with the values shown here. The relationship between base price and shortage cost can be expressed
algebraically as:

y = 10.244x

The 12 value of this graph is 1.
PROPORTIONALITY OF USAGE

In normal conditions, usage can be represented as either agricultural or municipal. Trrigation of agriculturat
crops accounts for 80% of all water usage in the Western United States, while municipal activities require 20%
(Scheierling, 2004), For the base shortage costs with an elasticity of -0.97 and a Py of $100, the total cost was
$964.74 million. Therefore, one can reasonably assume that under the base scenario, agricultural shortages will cost
roughly $771.79 million, while municipal shortages will cost roughly $192.95 million. As with the representative
range of prices and clasticities, this proportion and total cost will scale as well. A proportion of 80/20 gives a rough
approximation of the distributed costs of ¢climate change in the Colorado River Basin.

CLIMATE CHANGE IMPLICATIONS

Tt is clear that climate change will have an adverse effect on the water availability and price over the next
century in the Colorado River Basin, A range of possible consequences of climate change, shown in the twenty-two
GCM:s for the A2 and Bl scenarios, have illustrated that increasing shortages in the Colorado River Basin will be
costly to the population of the Basin, ranging from 3447 million (INMCM, 1 = -0.97) to $32 billion (MIROC, n = -
0.04) for agricultural costs and $454 million (INMCM, n = -0.491) to $106 billion (MIROC, n = -0.0101) for
municipal costs for the A2 scenario and $627 million (PCM, n = -0.97) to $32 billion (MIROC, n = -0.04) for
agricultural costs and $634 million (PCM, n = -0.491) to $105 billion (MIROC, n = -0.0101) for municipal valucs in
the B1 scenario in present value for costs over the next 111 years, It is virtually certain thai climate change will
exacerbate a river system already pushed to its limits by current demand.

The future of the Colorado River Basin is sure to reflect the increased shortages. Rationing will most likely
become the norm, as demand will far outstrip supply as the population in the region continues to grow and
femperatures continue to rise. Agriculture will most likely receive the largest impact from rationing, resulting in
decreased output or a switch to less irrigation and water-intensive crops. Municipal users will no longer have the
luxury of unlimited water, and rationing will adversely affect the standard of living to a certain degree. The artificial
greencry of the Southwest, which requires so much water in an wnnatural environmens, will most likely begin to
disappear as important water resources are diverted away from lawn watering to move impertant consumptive
activities. The region will continue to see change in the Colorado River Basin water situation for decades and
centuries to come,
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AMERICAN EAGLE OUTFITTERS (AEO)

Yury Umansky, Siena College

COMPANY OVERVIEW

DJIA:
$8,017.59

PRICE:
512.60

SIENA Target Price:
$10.93

S&PS00:
$842.50

S&P Industry:
$24.76

Locgtion; Pittsburgh, PA
Industry: Retail - Apparel
Company Website. wwyw.ag.cont

Description: American Eagle Outfitters is a leading retailer and is engaged in the design, marketing, and sale of
clothing throughout all fifty states, but also in the District of Columbia, Puerto Rico and Canada. While AEO
opened its first store in 1977, it entered the Canadian market in 2001, and now has a total of 1,098 stores of which
122 were opened during that Tast fiscal year (2008). This malt-based retailer offers casual apparel and accessories
such as shirts, sweaters, jeans, shorts, bells, footwear, and bags and targets bath men and women, mainty between 15

to 25 ycars old. Although the company does not have a global presence, its merchandise is shipped to 62 countries,

Market Data

Market Cap $2,588,580,800 1 Yr Price App. -33.55%
Price to book 1.93 Country USA + Canada
Beta 1.15 Industry Retail — Apparel
Dividend yield 4.44% Industry Price $11.81
Shares O/S 205,280,000 Industry Beta 1.27
Current price $12.60 Country Risk Premium R.41%

52 week range $6,98 - $19.42 Risk Free Rate 2.15%

Valuation Current 2009E
EPS 5.87 $0.70
P/E 14.48 18.00
CFPS $1.47 $1.33
P/CFPS 8.57 9.47

Recommendation: Underperforming the Industry — SELL
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COMPANY DESCRIPTION
Products

The company operates under several brands including, American Eagle Outfitters, aerie, 77kids, and
MARTIN + OSA, each aimed at a different age segment of the market. Indeed, in 2006 AEO launched its new aerie
brand, designed to be subtly sexy, comfortable and cozy that can be found in both aerie stores as well as in all
American Eagle stores. In the same year, the company also launched MARTIN + OSA which targets 28 fo 40 years
old customers. These clothes and accessories were designed to look valuable, authentic, and adventurous. In 2008,
M+0 started to offer its merchandise online through www.martinandosa.com. At the end of 2008, AEQ introduced
a new brand designed for children known as 77kids. This brand offers durable products for young customers aged
between 2 to 10 years old. 77kids started to sell online and AEO has planned to open stores in the US. Below isa
chart showing the stores in which the firm operated as of January 31, 2009,

f T . —

American Eagle aerie MARTIN + OSA
Qutfitters

Growth Strategy

American Eagle strategy is mainly its brand name. The company works hard to promote itself in many
different ways to attract its main market or young adults. American eagle uses many different advertising methods
to successfully market the brand name such as commercials on MTV and in popular magazines among the main age
target, They are also attempting to continue theit growth and open more stores o attract more people all over their
countries of business, mainly the United States and Canada.

Real estate is one of AEO’s key areas the company is focusing on in terms of growth strategy. Indeed, the
company keeps putting efforts to expand themsetves in the US. The charts below present American Eagle Outfitters
historical store growth in the United States and Canada. As an overall, the firm increased its total stores by
approximately 11%. The gross square footage increased by almost the same amount, 11%, due to new store
openings {§9%) and store remodels (11%).

Consolidated stores at beginning of
the period

911
869
B46 )

2005 2006 2007 2008
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& Consolidated stores
closed during the
period

2005 2006 2007 2008

In 2009, the company plans to open an additional 17 aerie stores and 11 AE stores. Also, it is AE stores
will be remodeled to enhance customer’s shopping experience. As a result, square footage is expected to grow by
3%.

To maintain a reasonable growth strategy, the company also identified as one of the key areas of
improvement as the importance of having strong customer relations management. Therefore, AEOQ focuses on
reinforcing those connections and recognizing the new faghion trends the American Eagle customers look for. AEO
wants to boost and benefit from a potential increase in the market share of this established brand, designed for young
adults from 15 to 25 years old and known for its quality and reasonable prices. With relevant fashion styles and
attractive prices, the firm looks fo enhance brand loyalty. This objective will be supported by their AE All-Access
Pass loyalty program.

Introduced in 2006, the acrie brand has been created to boost sales, attracl new customers by responding to
their preferences and increase store productivity. The brand is present in 116 stand-alone stores, but also in most of
American Eagle stores and finally, on-line. As the AE brand, aerie offers attractive loyalty programs, including a
free gift on Thursdays, once a month!

Furthermore, American Eagle Outfitters sells its products on line in order to adapt to their customers’ life
styles. In 2008, AEO expanded e¢-commerce operations as for instance the launch of martinandosa.com and
77kids.com. In addition to that, AEO the same year added 21 new countries to its ship list, which results in a total of
over 62 countries currently being serviced, Finalty, by focusing on remodeling stores, customers can have a better
shopping experience and enjoy themselves while browsing the stores, Another development made in 2008 to adapt
to customers’ life styles, is the acceptance of PayPal payments, which is expected to greatly increase the amount of
online sales, and make people more comfortable with giving payment information online, since PayPal is one of the
most popular and most trusted online payment methods,

Recently, the company has introduced the Store-to-Door program that enables stores fo execute in store
orders for customers who want itemns only available on-tine. This program is successful as it allows customers (o
place orders without calling, and allow themn to order items right away when the sizes or colors desired have already
been sold out, or not available at the store location. The desired item is then shipped directly to the customer’s
home, free of charge. This is an extremely convenient service, and helps to solve the problem of not having certain
items in inventory.

Suppliers

AEQ currently has a small number of foreign suppliers that contribute a significant portion of their
materials, although helding no cxclusive commitments with any of them. Dug to the minimal number of suppliers,
AFEO is highly subject to vulnerability in both the manufacturer and their country of origin.
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As can be seen from the charts above American Eagle Outfitters is not very diversified with the type of
products it sells. Though recently it has begun to spread its target market to include adults, as well as lingerie
products for girls and women, By creating its secondary brands of aerie, 77Kids, and M+O it is beginning to
diversify itself better in the market and capture more demand.

Latest Developments

According to Reuters Knowledge “American Eagle Outfitters, Inc. announced that for first quarter 2009, it
expects earnings to be in a range of $0.04 to $0.07 per share, compared to carnings of $0.21 per share last year. This
guidance excludes the possibility of additional losses related to investment securities, According to Reuters
Estimates, analysts on an average are expecting the Company to report garhings per share (EPS) of $0,06 for the
same period.” Also before the 10K came out for 2008 it was estimated that the fourth quarter 2008 expected
carnings were $0.19 per diluted share, which excludes a non-cash charge of $0.03 per diluted share related to the
impairment of certain underperforming stores and investment securities.

4Q Earnings Call

Financials:
e 4Q EPS declined 71%, with a 16% comp store decline
o  4Q EPS = $0.19 compared to $0.66 last year
s  SG&A per square foot declined 11%
o Cost Initiatives saved about $50 million
e Inventory decrcased by 8% per square foot

Plans For Improvement:
»  Aligning inventory more closely with sales trends
¢ Improving sales through stronger service
e Driving opportunities in sourcing of production to achieve IMU improvements

INDUSTRY OVERVIEW

Overview
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Consumer confidence is halding steady at the very bottom with buying plans eroding further. The
Conference Board's consumer confidence index edged slightly higher to a still deeply depressed 26.0 for March.
Readings, outside of buying plans, show very little change though there is a slight easing in pessimism over the
future assessment of the job market. Pessimism on the current assessment is still very deep with only 4.6% saying
jobs are plentiful against 48.7% who say they are hard to get, with the rest falling in between the two.
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Critical Issues

Buying plans show continuing crosion in news that won't case concern among retatlers and the auto
makers. Those planning to buy a house fell to 2.0% from 2.3% while those planning to buy a major appliance fell
1% to 24%. The markets showed 1o significant reaction to the report which doesn't change the economic outlock
and won't change expectations for another month of sevete contraction in Friday's jobs report.
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Employment in March continued to plunge, as expected. Nonfarm payroll employment in March dropped
663,000, following a plhunge of 651,000 in February and a decline of 741,000 in January. The March number wag
only a littic worse than the market forccast for a 650,000 drop. February was unrevised while January was bumped

down by 86,000, For the latest month, losses were widespread in both goods-producing and services-providing
indusftries.
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From the household survey, the civilian unemployment rate jumped to 8.5% from 8.1% in February.
March's rate matched the consensus projection. The unemployment rate is the highest since November 1983,
Turning back to the payroll survey, job losses in March were widespread. The service-providing sector cut 375,000
jobs. In this sector, the largest job losses seen in professional & business services, down 133,000, and in trade &
transportation, down 112,000,

The goods-producing sector gave pink slips io 305,000-worse than February's losses of 285,000. In the
latest month, manufacturing and construction fell by 161,000 and 126,000, respectively. Natural resources & mining
dropped 18,000, On a year-on-year basis, nonfarm payroll employment growth slipped to down 3.5% in March from
down 3.1% the previous month.

Wage inflation held steady in March as average hourly earnings came in at (.2% in March, The consensus
also had projected a 0.2% gain. The average workweek slipped to 33.2 hours from 33.3 houts in February,

In the news, cquity futures rose somewhat as some had built in even worsce numbers since Wednesday's
ADP report. Nonetheless, job losses are remaining quite large, staying well over 600,000 in each of tbe last four
months. Today's numbers clearly show the first quarter ending on a sour note. Looking ahead, there is not much for
the consumer to be hopeful about to boost incomne and spending. Until the job culs are less negative, a real
turnaround in the econemy is still months down the road

Barriers To Entry

The retail industry has fairly low barriers to entry, though entrants may be deterred by the high level of
competition and ample supply of substitutes in the industry. One of the major batriers to entry for this industry is
the fact that there is a lot of brand loyalty, since people tend to stick to their favorite brand and clothing companies.
Furthermore something that makes it slightly easier to enter the industry is the fact that it is difficult to put an
inteliectual property protection on clothing, like it can be done on an invention or a picee of literature, with a patent
or copyright. This makes it easier to copy competitor’s designs and make similar ones for your own company. Also
there is a low cost to entry, because there no machinery or major equipment needed in this industry, atl it takes to
open a store is some real estate space, and start up money to purchase initial inventory.

Competitors

4™ Annual Siena College Student Conference in Business
April 17, 2009




(-]
&
D
-
H
%
o
o
=
o
=
o
2
=

4" Annual Siena College Student Conference in Business
April 17, 2009




By breaking down the return on cquify ratio in three multipliers of performance, we are trying to find the
reason why the company gives back less value to sharcholders compared to the industry, as shown by the graph

below.,
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COMPANY ANALYSIS

Return on Equity

2007 2008
= Ariorican Eagle Qutfitters -

The company used to outperform the industry’s return on equity by about 500 basis points. In 2008, the
return on equity of American Eagle has plunged to 13.02%. A recovery is not possible before 2010 with a possible
increase in consumer spending index.

Profit Margin

16.00%
14.00%
12.00% -
10.00% -
8.00%

£6.00%
4.00%
2.00%
0.00%

As the graph shows 2008 has been a really difficult year for the company. The profit margin of the
company has plunged from 13.09% to 5.99%. AEQO has failed this year because it was not aggressive enough to
reduce its costs and to adjusi to the slowdown in the economy. In 2008 the company cost of goods sold jumped from
53% to 61% of its revenues, the operating expenses increased from 27% to 30% of its revenues, when the revenues
were decreasing by 2%. According to the cconomic forecasts, we assume the company will need more time to
generate a net income more significant than the previous year.
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Total Asset turnover

Looking at the total asset turnover, AEQ will maintain its current trend in line with the industry. In this
case it can be seen that AEO’s total asset turnover has been below the industry average for some time now.

The equity multiplier graph depicts that the industry has more leverage than the company does, mainly due
to the fact that there are a few companies who dramatically skew the industry average. The indusiry relies more on
debt to finance its asset, which can be a risk in the future. We are pieased to note, that Ammerican Eagle is not in this
case, and that the company successfully maintain a steady financial leverage around 1.4. The fact of not relying too
much on debt can be a force for AEQ in such time frame of credit crisis.

2007 2008

wses Aymy@rican Eagle Qutfitters -

This graph one more time depicts the lack of efficiency from the company to reduce its cost and create
value to shareholders. However, we believe that the company may recover in the next two years.
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Cash Cycle
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The industry in 2010 will need about 15 days more than AEO to convert its cash. In overall, we can notice
an upward trend in AEO cash conversion eycle. AEO uses the cash from its suppliers to finance its higher level of
receivables. In other words, the industry is more successful in eollecting its receivables; however the gap is only 3
days in average. There is no significant change in the way the company wants to manage its cash through the years.
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Cyeclicality of the Industry and Change in Consumer Preferences

There are a number of risks which are associated with not only American Eagle, but the industry as a
whole, The retailing industry for the most part requires the ability to predict and respond to changing consumer
preferences and fashion trends. For the targeted consumer group, it is especially difficult since merchandise is
ordered well in advance. Also the industry follows a cyclical path with the peak sclling season occurring in the
holiday to Christmas time frame. The company usually has a much higher inventory during this time period so any
change in consumer demand, pricing and selection of merchandise could prove detrimental for the organization.

Economic Pressures

The global economy is continuing to negatively impact retail organizations. The tightness in the credit
markels and a lack of consumer confidence has and will most likely reduce business activity. Economic condition
which affect disposable income such as employment, consumer debt, interest rates, increases in energy costs and
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consumer confidence all contribute to how the organization performs. While most of these factors are stacked
negatively against the company now, it can be predicted that as the situation improves, so will the company’s
performance.

Expansion

AEO can grow through store openings, existing store expansions and expanding brand offerings. The
ability to open more stores depends on the ability to find suitable locations and the ability to pay for the costs which
are associated to opening a new store. As of their 10-K report, AEO plans on opening an addition 11 new American
Eagle stores in the US and Canada and 17 aerie stand alone stores, There is only a limited growth potential when it
comes to expanding the American Eagle stores with over 850 locations already in the US.

American Eagle has done well in attempting to expand its brand by introducing aerie stand alone stores and
the Martin + OSA brand, and 77kids. Martin + OSA pose significant risks to the overall organization, EPS was
dragged down $0.2} because of this brand and although the company was positive for the year, it was due to severe
discounting thus profit margins were damaged, This division of AEO includes 28 stores and the management of the
company is not expecting to expand this brand further in fiscal 2009, Some analyst predicts that the brand will be
climinated if profitability doesn’t improve. If this is the case AEO will be subject to inventory impairment and lease
termination charges.

International Sourcing Strategy

ATEO like the majority of the retail industry is susceptible to risk posed by foreign suppliers. A significant
majority of the company’s merchandise comes from a small number of foreign sources. Any disruption of the
company’s supply chain could prove detrimental for the organization, “This includes any imposition of additional
trade law provisions or import restrictions: increased duties, tariffs, anti dumping provisions, increased Custom’s
enforcement actions and any political or economic disnuptions.”

Other Risks

The company does not have any long term debt; therefore its capital structure is composed of 96% equity.
Although it seems that during these tough economic times that this is beneficial, the company has elected to draw
from its credit facility a value of over $50 million dollars, This was a short term liquidity boost with the amount
having to be paid in full within the next year, The company is also exposed to certain risks involving its exposure to
auction rate securities.

Yaluation

According to most of the analysis it is quite obvious that in most arcas American Eagle is being
outperformed by most of the other similar companies in the industry, which is not a geod sign. Firstly though AE
has a current EPS of $0.87 and the industry has a lower EPS of only $0.56, next quarter estimates show that AE will
have an EPS of only $0.05 while the industry EPS is expected to be three times that at $0.15. Another negative
indicator of the company is the fact that cash flow per share is expeeted to decrease from $1.47 to $1.33. In addition
sales per share are aiso expected to decrease for AEQ from a current value of $14.48 to a value of $13.75 in one
year.

Another good measurement of how well a company s doing is the dividend yield that it pays out. According to
one year estimate the dividend yield is expected to go down from 4.44% currently Lo about 3.25%. In addition the
PE ration is at the moment lower than that of the industry, but there will be a tumaround and according to the one
year estimate the AEQ PE will be higher than that of the industry, Though it can be seen from the crystal ball
estimate that the expected one year refurn for AEO is at almost 50% we feel that this is invalid at this point because
it is derived from historical values, and though AEOQ had hecn doing better in the past it has been slowly geiting
diminishing and has begun doing worsc than most of the companies in the industry.
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» In 2007, COGS represent 53.4% of sales - in 2008 COGS represent 60.7% —> -7.3% difference

o [n 2007, SG&A represent 23.4% of sales - in 2008 SG&A represent 24.8% --> -1.4% difference

« In 2007, other operating expenses represent 3.6% of sales - in 2008 other operating expenses represent 5.2% --> -
1.6% differcnce

o Tn 2007, Total Operating Expenses represent 80.4% of sales - in 2008 Total Operating Expenses represent 90.7% -
> -10.3% difference

» --> DOL increased from 2.37 to 4.20, mostly due to a 12.2% increase in COGS

» In 2007, Total Non-Operating Expenses represent 6.5% of sales - in 2008 Total Non-Operating Expenses represent
3.4% --> +3.1% difference

e --> In 2007, Net Income represents 13.1% of sales - in 2008, Net Income represents 6.0% of sales -=> -7.1%
difference = -10.3% (operating) -+ 3.1% (non-operating)

» From 2007 to 2008, sales decreased 2.2%

e From 2007 to 2008, profitability decreased by 54.2% (from 13.1% of sales to 6.0% of sales)

e --> Net Income decreased by 55.24%, mostly due to a 12.2% increase in COGS, which was aggravated by a
3.57% increase in SG&A, a 41,13% increase in other operating expense (depreciation + an unusual expense of
23M), and partly offset by a 49.6% decrease in non-operating expenses

e Cash from operation decreased 31,4%, from $589M to B404M

e Capital Expenditures increased 15.41%, from $627M to §723M

e Cash from Investing Activities decreased 19.3%, from §712M to $575M

e Free Cash Flow decreased by 750.4%, from $-37M to $-318M

» Cash from Financing Activities increased from $-1,134M to $87M (stopped stock buy-back program, issued debt)
e > Cash & Equivalents decreased by 23%, from $619M to $483M

« Total Liabilities decreased by 1.7%, from $527M to $555M

« Total Equity decreased by 0.3%, from $1,340M to $1,409M

& EPS decreased 54.16%, from $1.90 to $0.87
e CFPS decreased 29.70%, from $2.80 10 $1.97

SWOT ANALYSIS

Strengths - American Eagle has maintained a cash position of $470 million in cash and Treasury sccurities which
management believes is an extraordinary accomplishment in a difficult market. Stand alone “Aeric” stores comped
slightly positive for the fiscal year. The collection offers Dorm wear and Intimates for AE girl, and has been
generally well received among women. AEQ management is well knowledgeable that they must focus on AE
women’s busingss in order to further grow the company. AEO management has been able to reach targeted
inventory levels as a result of heavy discounting which should help them going forward. Direct businesses improved
tremendously over the year with sales reaching $307 million which was a 26% increase.

Weaknesses — The fourth quarter was a dismal conclusion for AEO. EPS declined 71% as a result of heavy
discounting and weak traffic through malls. Margins were sacrificed as a result to move inventory thus hindering
profitability and potentially causing a negative effect on the AFO brand name, AEQ’s operations of Martin + OSA
have been unsuccessful. Although the division seemed to be doing well this revenue growth was driven by
promotions, Martin + OSA targets customers in the 28 — 40 year old range which is an cxtremely ditticult target to
reach with proposed product lines, Numerous analysts expect the division to be scrapped if profitability does not
improve this year. Overall AEO saw customers increase the level of purchases but overall profit was down duc to
discounting the majority of items at buy one get one 50% off. The overall increase in stores did not cover the decline
in revenues,

Opportunities - The cconomy is expected to come out of the recession in the second half of 2009 and begin
recovery next year. This means that the overall sector should begin to perform well thus giving AEO and its
competitors a reason to rally, AEO has also done a good job of hiring Roger Markfield in order to “reinvigorate” the
AEO brand. Management has shifted focus to truly important areas such as increase in intimate apparei to resonate
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better with the AE girl. This includes increasing the availability of sizes, fits, colors, and patters. A potential
opportunity also exists from the fact that inventories are now at proper levels. This shouid give American Eagle
better position going forward as inventory per square foot declines causing an increase in profit margins. AEO also
plans to shift sourcing and production to Cambodia and Vietnam. Management has also initiated some other cost
cutting measures such as a $50 million dollar reduction in headcount and supply chain management. Opportunities
also exist in managements plans to open 17 new aeric stand alone stores and 11 new AE locations including a
flagship location in the Times sq, area in NYC.

Threats - As the rest of the retail industry, a lasting recession can negatively affect future cash flows of AEO and its
competitors. A lasting threat also exists from the lack of predictability of teen fashions. The industry itself is highly
competitive with substitutes arising quickly. AEQ’s brand Martin + OSA dragged EPS down $ 0.21 as the brand has
not been well received with the targeted consumer. AEO also carries a carrying value of various Auction Rate
Securities of $261.56 million. (Refer to following chart). Furthermore it seems that American Eagle is opening to
many stores too quickly, and is trying to expand at a rate that is unsustainable, which will cause significant issues in

the near
$35.3 million of tamporary supaiouent and $22.9 million 1w OTTI Our shori—term and long—term investmants consist of the following: future,
No. Caryving Yalue as
of Temporary o
Isswes  Pay Value  Impairment OTTI Janumy AL, 2009

(Eu thonsands. except no. af isswes amount)

Astetion—Tate securities [CARS™):

Closed—end municipal fund ARS 0% 41750 % (263 % — 3 41,487
Municipal Bond ARS 5 28,8350 {367} — 28,483
Auction rate preferred seoncisies 3 29,400 (3.217) {10.108) 16,075
Fedemlly—insured student ioan ARS 17 166,700 (17.283) — 149,417
Private—nstwed student fonn ARS 4 34,000 (1.4.163) — 19.837
Total Auction—rate secunties 36 300,760 {33201 ¢10.108) 255299
Preferred Stock 4 0,000 — (12,781) 6,210
Totai 40 % 319700 5 (35293) % (22889) § 261.518

Auvction mite preferred securities (“ARPS™) are & type of ARS that bave an underlying nsset of perpetval prefermed stock. In the event of
deFault or liquidacicn of the collateral by the ARS jssuer o tnusiee, we e entitled to receive non—converiible preferred shares s the ARS
isstier. Lehman Brothers Holdings, Inc. {""Lehman’) (which filed for Chapter {1 bankuptey protectian during September 2008) acred as
the broker and auction agent for all of the ARPS held bry vs. The Lehman bankruptcy resulted in the dissolution of the mvestruent trusts
for most of oue ARPS. As 2 result. dusing Fiscal 2008. we received a total of 760,000 preferred shares of four companies. For Fiscal 2008.
we recorded mis OTTI charge of $12.8 nmilion based on the closing market price of these preferved shares on January 30, 2009,

Target Prices

Yahoo target price $11.10
[Reuters target price $11.00
Bloomberg target price $11.39
Thomson one target price $11.10
Siena College CGFS target price $11.04
Sicna College CGFS target price volatility 1.39%
Siena College CGFS 68 percentile target price $9.65

Siena College CGFS 95 percentile target price $8.27

Siena College CGFS 99 percentile firm target price 56.88

Siena College CGFS industry target price $11.91
1 -year forecasted Industry Return 1.97%
i-year forecasted Industry Return Volatility 26.62%
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1-year forecasted Firm Return -9.14%
1-year forecasted Firm Return Volatility 37.96%

RECOMMENDATION

We are issuing a SELL recommendation for AEO. The current stock price is at $12.60, and we believe that
it will decrease to a value of about $11.04 per share. Not only does our calculated target price show a decrease in
value but Yahoo, Reuters, Bloomberg, and Thomson One target prices all show a significant decrease in stock price
for American Eagle Outfitters in the next ycar. This is due to a combination of decreased sales, a significant
increase in cost of goods sold, and an overly optimistic expansion plan that they are not currently in the condition to
go through with as planned. Though much of the hardships that the company has been going through are due to the
current economic situation and extreme drop in consumer confidence, the financials show that the majority of the
indicators are worse than those of the industry, which shows that among most of its competitors American Eagle
Outfitters is having more trouble, is less profitable, and has much less growth potential than most of its close
competitors,
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ABERCROMBIE AND FITCH (ANF)

David Urkevich, Siena College
Picrre-Alain Dufetre, Siena College
Bryan Ashline, Siena College

COMPANY OYERVIEW
Location
New Albany, Ohio
Industry
Retail-Apparel
Siena Target S&P
Price Price S&P 500 DJIA Industry
$23.62 $26.07 $842.50 $8017.59 $24.76
DESCRIPTION

Abercrombic and Fitch is an apparel retailer specializing in trendy merchandise for young men,
women, and children. Operaiing under the 5 storefronts titted Abercrombie and Fiich, Abercrombie,
Hollister, Gilly Hicks, and RUEHL, the company targets consumers ages 10-35.

Company Website
www.Abercrombie.com

MARKET DATA

Market Cap $2,090,000,000.00 | 1 Yr Price App. 3.12%
Price to book $1.12 Counfry USA/Canada/UK
Beta 1.46 Industry Apparel Stores
Dividend yield 2.80% Industry Price 15.33
Shares O/S 87,836,000 Industry Beta 1.15
Current price $23.62 Country Risk Premium 8.71%
52 week range 13.66 - 78.35 Risk Free Rate 2.68%

Valuation Current 2009E

EPS $3.05 $2.13

P/E 13.84 10.10

CFPS $5.77 $4.68

P/CFPS 6.21 6.20

RECCOMENDATION

Buy: outperform the industry; high growth potential

SEGMENTS & CUSTOMERS
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Abercrombie and Fitch

ANF’s flagship storefront which provides casval and sportswear apparel for young men and
women at luxury prices. Abercrombie and Fitch stores flaunt an East Coast image of prosperily and
privilege. Merchandise includes; woven, knit, and graphic t-shirts, flecce, jeans, pants, swealers, outerwear,
underwear, accessories, and personal care products. ANF conducts business in 356 Abercrombic and Fitch
stores.

Abercrombie

ANF’s children’s merchandise business split into both male and female merchandise categories.
Selling similar products to the flagship storefront, Abercrombie has experienced rapid expansion to 211
stores in January 2009 from its conception of 9 stores in July 1998.

Hollister

ANF’s lower priced version of its flagship stovefront aiined at the young adult segment (14 to 17
year olds). Split into male and female merchandise segments, Hollister touts west-coast inspiration through
its unique retailing concept. Each store is staged accordingly, immersing consumers in the west-coast
styling theme. The Hollister brand concept began in July 2000 with a single store. ANF currenily operates
516 Holtister stores with an expected expansion of 10 domestic stores in 2009,

RUEHL

ANF’s 2004 entry into the post-college casual luxury market aims to attract consumers with
deeper pockets and more developed tastes, RUEHL’s brand image is inspired by the culture of New York
City’s Greenwich Village. Aimed at college graduates age 22-35, RUEHL offers “office-appropriate™
clothing, accessories, personal care products, and leather outerwear. This exclusive luxury brand is
currently available at 29 domestic stores,

Gilly Hicks

ANF's newest retail concept offers bras, underwear, accessories, personal care, sleepwear, and at-
home products to female consumers, Morningstar estimates the company to operate an expected 40 Gilly
Hicks stores in 2010, a large jump from its birth of 5 stores at the beginning of 2008,

Bargaining Power of Customers

Because of the nature of A&F business model, they cater primarily to teenagers who have
discretionary income. Their income tends not fo change, cven in macroeconomic times such as now.
Customers within the apparel industry really have no bargaining power; A&F must price their products
strictly on what they believe the consumer will pay for them.

STRATEGY

Founded in 1892, Abercrombie and Fitch has experienced rapid change in recent years under the
leadership of CEOQ Michael Jeffries. Since his rise to power in 1992, the apparel retailer has experienced
dramatic growth on the hecls of Jeffries’ somewhat visionary initiatives. ANF's premium pricing and
concept evolution approach aims to appeal to brand-conscious men, women, and children. ANF maintains
an exclusive brand image by conducting business in only the most prestigious retail environments
domestically and abroad. Avoidance of deep product discounting is a characteristic consistent with ANF’s
exclusive business model. Operating under a number of physical and web-based storefronts including
Abcrerombie, Abercrembie and Fitch, Hollister, Gilly Hicks, and RUEHL, ANF has developed a system to
capture continual sales dollars in the ever-changing youth fashion industry.
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This hierarchy of store concepts and merchandise intends to appeal to consumers as they outgrow
opinions of fashion throughout their youth. Each storefront targets a slightly different demographic by
providing merchandise tailored to its target customers. This is reflected in the breakdown of each
storefront’s characteristics above.

SUPPLIERS

Abercrombie & Fitch has approximately 210 suppliers worldwide. ANF does not buy more than
5% of its apparel or personal products from an individual factory with the exception of a single South
American vendor. They have vendors in 37 different countries, Since ANF has such a diverse variety of
vendors, the bargaining power of their suppliers is limited, This diversification also limits heir exposure to
political and financial risks that could oceur in specific regions of the world.

MARKET SEGMENTATION

r
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&
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RETAY
LATEST DEVELOPMENTS

In ANF’s February 2009 conference call CEQ Michael Jeffries outlined the company’s plan for
the New Year. Cash preservation, international expansion, and a reduced emphasis on domestic expansion
were among the most interesting topics. Q4 2009 EPS would have been $1.10 per share if not for one time
charges due to writc downs on store-related assets and cxecution of an element within Jeffries’ employment
coniract. The $1.10 EPS beats ANF’s guidance along with estimates of many analysts. This news led to
intraday gains of over 11% on February 3, 2009,

INDUSTRY ANALYSIS
OVERVIEW

The economic recession has had a negative effect on the majority of industries. The apparel retail
industry specifically has been hurt by the downturn, The apparel retail industry is dependent on spending,
and fares best when the economy is thriving. However, the recession has caused declining consumer
spending and therefore has hurt apparel companies. The apparel industry is highly scasonal with a high
percentage of income coming from back-to-school shopping and the holiday season. It is also subject to a
high level of change due to changing trends and fads. Companies in this industry must be quick to
capitalize on these trends or they will lose out to a competitor.

Companies in this industry have several different strategies to survive. Some offer a best quality
strategy where the company has high prices, but the brand is known for its high quality and premium name.
Others look to be a best value provider where they offer good quality at affordable prices. Some companies
have formed a differentiation strategy, where they offer a unique style that other companies don’t offer at
fair prices. Another successful strategy is to be a low cost provider and simply compete by offering the
lowest price in the industry.
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CRITICAL ISSUES
GDP

The Bureau of Economic Analysis released fourth quarter GDP for 2008 on March, 26, 2009.
Gross Domestic Product decreased at a reporied annual rate of 6.3 percent in quarter four. The decreasc is
due to declining exports and decreased personal consumption expenditures, GDP was at 2.00 percent in
2007 and fell to 1.10 percent in 2008. It is also estimated to be -2,50 percent in 2009 and finally recover in
2010 where it is cxpected to improve to 1,80 percent {Bloomberg)., The Federal Reserve has a more
optimistic forecast with GDP at -.9 percent in 2009 and a larger recovery of 2.90 percent in 2010, Both
forecasts agree that the economy will suffer in 2009 and this will translate to a difficult year for ANF.
Abercrombie will need to be efficient in its operations to keep costs low. It will also need to do what is
necessary to find ways to sell its products and turnover inventory despite an environment with decreased
spending, Tn 2010, the company will benefit from the recovery and likely see its sales and profitability
mcerease,

Retail Sales

Retail sales have declined year over year for the months of January and February for 2008 and
2009. The data below was taken from the U.S. Census Bureau:

Feb-09 Feh-08 Jan-0% Jan-08
Retal} & Food Services, Total {millions) 346,810 379,355 347,191 381,421
Percent Change {yoy) -8.58% -8.97%
Retail 308,148 341,729 308,461 343,739
Percent Change {yoy) -9.83% -10.26%
Clothing & Clothing Accessories Stores 18,227 18,804 17,739 18,981
Percent Change {yoy) -3.07% -6.54%

As shown, retail sales in general have fallen from 2008 to 2009. When including food services.
Clothing and Clothing Accessories stores sub-industry have fared better than the retail industry in general
over the past year, One can infer that this is due to the nature of the consumer targeted by clothing
retailers. Many of these stores target customers that are in their teens, These customers are dependent on a
guardian who provides most things to them. Thercfore, any discretionary income they have is spent on
things desirable to tcens, clothing being one. The downturn in the economy has likely had less of an effect
on teenagers than someone who provides for themselves or a family.

Unemployment

The national unemployment rate is currently around 8.1 percent; however it can vary state to state.
The estimate for 2009 is for unemployment fo increase to 8.9 percent and continue to increase to 9 percent
in 2010 (Bloomberg). As unemployment continues to rise, more and more people will be without a steady
source of income. As a result consumer spending will continue to decrease as people only spend on
necessities and look for low cost items, This will negatively affect most industries and companies.
However, companies that are low cost providers such as Wal-Mart and McDonalds may actually benefit
from this trend. Apparel companies will likely be affected as more people cannot afford higher quality
clothing and brand names and consumers will look to cheaper sources of clothing, Apparel companies will
need to compete by keeping prices as low as possible.

Consumer Confidence

According to a report on Bloomberg, consumer confidence stayed flat in March after declining in
February. This decline is based on the data obtained from the confidence index. The confidence index was
created by The Conference Board is a representative sample of 5,000 households that measures the positive
or negative attitude of the surveyors on economic outlook, The decline in consumer confidence is due to
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continued increases in the unemployment rate and economic estimates that 2009 will continue to be a
difficult year for consumers and businesses. It is likely that confidence will remain low until consumers
feel that the cconomy is about to recover or the government’s plan to revive the economy can be successful.
Until the confidence is restored, spending will be low and as a result retail sales will not be as sirong as
they were in the past.

Consumer Spending

The Burcau of Economic Research reported that consumer spending decreased in the fourth
quarter by 3.01 percentage points. This is from a decline in demand for goods as services actually
increased. Consumer spending accounts for around two-thirds of GDP and is one of the driving forces of
the economic downturn. The continued job losses and fears of a long recession have caused consumers to
stop their spending and save for emergency and necessities. Since consumer spending drives the cconomy,
it is likely that when consumer spending increases retail sales will follow.

Inflation

Currently inflation is not a factor that the economy is facing. The CPI, which is a measure of the
average price paid for a basket of goods and services, is forecasted to be at -,70 percent at the end of 2009
and increase to 1.90 in 2010. This shows that prices are low and that inflation is not currently a problem.
However, because the cconomy is in a recession, the U.S. government and the Federal Reserve have done a
number of things to keep the economy stable and attempt to revive it. Through the actions of the
government and Fed, more money has been introduced into the economy that has the potential to cause
inflation in the future. While these funds now are being used to attempt fo keep companies in business and
encourage spending, it is likely that a large problem will occur years after the inifial recovery. The increase
in the money in the cconomy will cause a declinc in purchasing power. While the next few years the
economy is not forecasted to see inflation, it will become a factor in the years to come. This will increase
the price of goods and this will affect the economy and apparel stores such as Abercrombie & Fitch, which
will have to increase prices to maintain margins.

Drivers of Profitability

Within the retail apparel industry, there are many factors that can be attributed to their success.
First and foremost, they apparel stores must be sensitive to changing consumer preferences in trends in a
well-timed manner. It is absolutely key that their shelves carry the latest products or styles before their
competitors can stock their shelves with them. They must be knowledgeable about the target demographic
they are catering to and sensitive to the styles they demand. Stores must effectively respond to changing
trends and discontinue inventory that is not setling.

Timeliness is a major factor of the apparel industry, They also must receive their products in a
timely fashion from their manufacturers. With many apparcl stores, including A&F, they have third party
manufacturers. The stores must make sure that their manufacturers are complying with time guidelines sct
forth by the apparel stores fo ensure that they are meeting customer demands and not losing market share,
If inventory is not received in a well timed manner, consumer confidence in the quality of the products
decreases and gives market share to their competitors which would bave an undesirable outcome for their
profits.

Other major key success factors include the ability for corporations in the apparel industry fo
negotiate real estate lease. Most stores rent, and they must strive for the cheapest possible monthly rents to
enhance financial stability for the firm.

Managing inventory efficiently in relationship with demands for their products is vital. The less
excess they hold, the less holding and setup costs they incur. 1t would also be advantageous to hold less
because it would require less credit borrowing. It assists in attaining exceptional operating margins for their
store.
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Lastly, successful market development of their products during times of expansion is key. This
ensures that as the company grows in domestic and international segments, they are creating sirong
customer loyalty to their stores, which further enhances their brand namc and raises the value of their
products.

COMPETITORS
Threat of Substitutes

The products that Abercrombie & Fitch carries are very exclusive, The target market that wears
their clothing lines take pride in shirts and wear that say “A&F” on it. It is very difficult to have a
substitute for clothing, yet ANF must stay on the lookout for the latest fashion trends that aim to take
market share away from them. For example, the newest ook in ripped jeans or the modern new shiris with
funny tag lines on them need to always be on their shelves before their competitors if they want to stay a
top destination for high school kids to spend their allowance dollars.

Threat of New Competitors

The threat of entry of new competitors in this market is slim. Because of current macroeconomic
conditions, the retail industry as a whole is not seeing new stores emerge. Due to the decrease in consumer
spending and frozen credit markets, the apparel industry has not seen an increased entrance of competitors.
This works in favor of ANF in which they can manage their pricing wars with competitors that they
currently have.

Competitive Rivalry

Abercrombic & Fitch is constantly striving to enhance its image against competitors and steal
more market share away, They are under the constant struggle of countering promotional actions of its
competitors while not reducing the brand or image of the ANF. ANF understands that they have no
guarantee that they will be successful in the future so they strive to continuously aim higher than its
competition in pricing, products, and services. They aim their marketing to target demographics so they
can compete as effectively as possible. Their main competitors include American Eagle, Acropostale, and
J. Crew.
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COMPANY ANALYSIS
RISK

In order to assess the company’s risk, lei us have a look on certain financial statement figures. The
table below sums up these figures:
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$Million 2004 2005 2006 2007 2008 CAGR

revenue 1,708 2,021 2,784 3,318 3,750 21.73%
Receivables 7.2 26.1 42 43 54 65.49%
COGS 990 1112 933 1109 1239 5.77%
Inventories 201 248 363 428 333 13.45%
EBITDA 335 353 549 672 759 22.69%
Debt 328 678 795 843 949 30.42%
Debt/EBITDA 0.98 1.92 1.45 1.25 1.25 6.30%

Revenues increased by 21.73% from 2004 to 2008 but COGS increased by 5.77%. The company
is thus able to generate more revenues to cover its COGS. The revenue growth has to be higher than the
COGS’s growth as it would indicate that the company will have trouble funding its COGS. According to
the graph below, the company is not facing this risk.

Revenue Vs COGS
3,000 o ; T === Revenue
2,000 - e == CCGS
1,000 (oo - e
Q 7 T 1
2004 S 2005 .. 2006 2007 ...2008

According to the table, receivables are increasing at a much higher rate than the revenues (65.49%
compared to 21.73%). This could be harmful for the company if the company has trouble collecting money
from its customers, ANF will have to find money to fund its receivables and take this money from its cash
flow eventually and if possible. However, the receivables represent on average 1.19% of total revenues.
Even if receivables keep increasing, in 2008, it represented only 1.44% of total revenues; this is not a major
concern for ANF as it represents only a very small part of revenues. The company has to keep an eye on
these receivables and make sure they do not increase to reach revenues,

Conceming its inventories, this is the samne analysis. It has been increasing by 13.45% compared
to a 21.73% increase in revenues, This is a high rate of growth but over the past 4 years inventorics
represent only 11.77% of total revenues. The Senior Management team has to make sure it does not
increase above revenues otherwise ANF will have to fund them. The graph below depicts the comparative
increase in revenues, inventories, and receivables over the past 4 years,
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The Debt to EBITDA ratio depicts the number of years it will take the company to pay off its debt.
The ratio increased by 6.30% over the past 4 years, Indeed, in 2004, it tock less than one year to pay off its
debt knowing its level of EBITDA but in 2008, it took 1.25 years fo pay off its debt knowing its EBITDA
level. Debt increased at a higher level (30.42%) as compared to EBITDA (22.69%), Currently, the
company has two loans: one of $250 million which is maturing in December this year, and one of $450
million maturing in 2013.

This is why the ratio rose to 1,92 in 2005 and later began decreasing after the company did not
borrow additional funds. Meanwhile ANF continued to pay interest and revenues were increasing year over
year,

EBITDA Vs Debt
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pital Soructure
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"7 Capital Charge

ROIC
EVA Sprread

The chart above depicts the economic value added (EVA) by the firm, It assesses the financial
performance of ANF to calculate its true economic profit. EVA spread is nepative (-0.66%) as the
economic value added equals $- 13,53 Million, It means that ANF's eamings are lower than the required
minimum rate of return as measured by the WACC (14.15%) by 0.66%. It indicates that ANI is not
generating enough cash to satisfy the creditors and shareholders, bul also does not generate enough cash to
get a surplus, thus the added value. In contrast the return on investment capital (ROIC) is lower than the
WACC (13.49%). However, the Altman Z-score is equal to 3.70 meaning that there is no potential risk of
bankruptcy for the company. The cash flow from operating activities is growing at a lower rate than the net
income, at 15.82% and 25.82% respectively, The company is not able to generate more cash [rom its
operations beyond the scope of their own net income, This could be harmful as the company doesn’t have
a high level of cash to cover its liabilities. However, in terms of fiee cash flow, it increased at a higher rate
(38.82%). The current free cash flow is $123.73 million but ANF needs to be able to pay off their $250
million loan coming to maturity in December.,

To sum up, ANF is not facing a high risk of default as its cash flow and net income allows them to
cover their liabilities. Morcover, revenues are much higher than ANF’s inventories and receivables
allowing them to cover their short-term receivables as well as inventories.

YALUATION

In ANF's February 13, 2009 conference call, CEO Michael Jeffrics described Q4 2008 as a “retail
nightmare.” Citing the competitive promotional environment of appare! retailers and plummeting consumer
discretionary spending, Jeffries described goals for 2009 including brand protection and international
growth in a disciplined and controlled manner. Jeffries restated confidence in the management’s ability fo
‘control’ the business yet CFO Jonathan Ramsden described ANF's ability to provide estimated EPS
guidance as “an exercise in false precision,” This, according to Ramsden, is a result of largely
unpredictable sales trends as a result of macroeconomic conditions,

Our calculated target price of $25.98 a share is somewhat conservative given the almost inevitable
recovery of the consumer discretionary environment. Meanwhile, ANF must minimize the decling of its
profit margins while maintaining the inspirational images of its unique brands. ANF’s ability to weather the
volatility of its overall operating environment will play a predominant role in determining share valuation
upon economic recovery. We feel ANF’s business model of utilizing five separate storefronts to customize
selling is among the company’s strongest features. This model minimizes variations in consumer spending
as a result of unavoidable changes in lifestyle brought by age. ANF’s ability to capture sales revenues
through the opening of new stores has not yet experienced the power of foreign markets to full capacity.

Though ANF trades slightly above our projected target price, this can be attributed to the
conservatism of our projection, but we do have a strong feeling that ANF is a long-term bull. The
consumer discretionary segment is onc that can rebound right alongside the economy, as increased
spending will surely increase with consumer confidence. Specialty retailers will benefit the most within the
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segment, as brand loyalty becomes a key factor. The following Reuters chart shows analyst expectations
for the retail apparel industry, and much of the weight is on the bullish side. Nearly half of the brokers did
recontmend a hold on the market, and this is an indication why our target price is very similar to ANF’s
current price.

Broker Recommendations

Buy: 154 [ Buy [19%)]
[ Dutperform {140}
148 ;
Outperform: 136 Hold {4550}
Hald: =485 Underperform {9%]

Sell [5%)
No Opinion 2%}

REUTERS

Underperform
sell; |56
o Qpinion: l 27

We do expect ANF to be profitable in upcoming quarters, though EPS is well lower than figures
from a year ago. 2010 is not going to be a blockbuster year as the economy still needs to regain
momentum, but estimates for 2011 EPS figures look strong for ANF and the apparel retail industry. The
following chart shows 3-years of EPS data for ANF.

Reuters Consensus Estimates {(Mean)
 Recommendston  Tagetprce iGowthRate
HOLD{2.96) UsD 23.53 15.00%:

. EPS (Pre Except) (USD, Major) o0
Q1 Q2 Q3 Q4 FY
0.69a 0.87a 0,723 1.10a 3.38a
0.02e 0.30e 0.42e 1.02e 1.732
0.06e 0.23e 0.44e 1.28¢ 2,12

As mentioned, some weaker quarters (Q1;2010) wilt happen due to the nature of the industry and
its timing with the movement of the economy, but FY EPS is projected to begin to climb from 2010 into
2011 by nearly 20%. This exceeds the company’s long term growth rate of 15% and shows that they are
poised to start 1o regain sales momentum and profitability which has been slashed over the past few
quarters. ANF has a strong brand name and recognition, which arc key to bringing repeat and new
customers into their stores.

SWOT
Strengths

ANF’s single greatest strength is its tried and true brand image. Largely a product of CEO Michael
Jeffries’ visionary approach to brand development, Abercrombie and Fitch now consists of 5 brands.
Realizing the rapid development within the youth fashion industry, ANF has devised a comprehensive plan
to appeal to consumers of all ages and tastes. ANF’s captures revenues from consumers aged 10 to 35 years
of age through the utilization of each brands unique storcfront imitative. Overall expansion may result in
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revenues totaling over $1 billion considering strong international demand for brands such as Hollister.
Domestically, Hollister’s strength will likely result in an expanded amount of storefront locations beyond
the current number of 516. Other operations, such as ANF’s Gilly Hick’s brand aims to capture market
share currently enjoyed by the likes of Victoria’s Secret. Consuiers who have outgrown the Abercrombie
and Fitch brand may expand their wardrobes via ANF’s REUHL brand established in 2004, The RUEHL
brand intends to appeal to post-collegiale consumers age 22-35 with more established merchandise and
higher price points.

Weaknesses

The overall nature of ANF’s teen fashion business is their most prevalent risk. A large drop in
consumer discretionary spending has resulted in a 19% year over year decline in ANF’s sales revenues.
Combined with higher expenses associated with running its stores, ANF's operating income has dropped
fram over 27% of sales in Q4 2007 to a modest 12.5% in Q4 2008. This decline is further illustrated by a -
64% 1 year refurn on ANF’s publicly traded equity.

Opportunities

Domestic expansion of brands such as Gilly Hicks and Hollister will provide ANF with
opportunities to grasp additional market share. By entering into specialty retailing at luxury prices, brands
such as Gilly Hick’s stand to grasp higher revenue from market share not yet tapped by ANF. As a growth
retailer, ANF experiences sales growth as a resuit of opening new store locations. Strong international
demand for many of ANF’s brands will provide the company with the opportunity to expand their
operations globally, This is consistent with ANF’s plans to expand into the markets of Tokyo and Milan
throughout 2009.

Threats

With relatively high priced merchandise falling into a “Luxury Casual” category, ANF faces the
risk associated with consumer confidence and subsequent discretionary spending. Controversial marketing
schemes may prevent certain customers from purchasing ANF’s branded merchandise. Ironically, these
tactics are rclied upon by ANF to maintain brand image. ANF’s exclusive brands and customer devotion
could be damaged as a result of mistakes made within constant development and growth efforts. Limited
discounting tactics could hurt sales revenues in times of decreased consumer spending and result in slower
consumer traffic upon retail environnient change. Brand loyaity, in this case, could be considered a double
edged sword. The same note, domestic growth has been maximized in recent years, forcing prospects
beyond ANF's realm of familiarity, in some cases,

RECOMMENDATION
We recommend a buy below $26.07. Strong growth potential and fested brand image makes this

stock a long-term buy. Historically strong returns on invested capital indicate ability to adapt and expand in
an inherently volatile luxury-retail environnient.
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Target prices

Targef Prices

Yahoo target price

Reuters target price

Bloomberg target price

Thomson one target price

Siena College CGFS target price

Siena College CGFS target price volatility
Siena College CGFS 68 percentile target price
Siena College CGFS 95 percentile target price
Siena College CGFS 99 percentile firm target price
Siena College CGFS industry target price
1-year forecasted Returns

1-year forecasted Industry Return

[-year forecasted Industry Return Volatility
1-year forecasted Firm Return

1-year forecasted Firm Return Volatility

$25.56
$23.53
$23.93
$22.50
$26.07
3.23
$22.84
$19.61
$16.39
$12.49

-16.39%
33.00%
13.31%
60.18%
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MARKETING PLAN FOR LOISABA COMMUNITY
CONSERVATION FOUNDATION

Lizzy Van Horn, Siena College

EXECUTIVE SUMMARY

This paper attempts to assist the Loisaba Community Conservation Foundation in the marketing and
distribution of the products that are hand-made by women within the conservation. In order to affectively
accomplish this goal, many different aspects were examined including the many facets of the products themselves,
competitor’s products, and market and distribution opportunities. Taking on this project was a combination of
finding an effective market while keeping the focus that the foundation has established. The goal is to find a
profitable marketing and distribution plan to help raise the quality of these women and their families’ lives, given
that they receive one hundred percent of the revenues.

Many different current and potential stores and websites were cvaluated in order to determinc whai
opportunities are available for these products. The result of this examination is the awareness of already established
fair trade organizations that sell similar products, such as Global Girlfriend, in which the jewelry and home décor
products could be offered. This alternative provides immediate channel access and shortens the amount of time to
grow awareness of the products, through their already established customer base, Other alternatives were found for
the dog collars and horse bands, The dog collars seem to have the greatest potential at boutique’s and pet stores
while the horse bands have potential at becoming very popular by offering them at horse shows immediately through
Lizzie Redkey at Siena College. In addition to these distribution channels, all products will hopefuily be available
through the Loisaba website at www .loisabaccf.org,

Thorough research and fime was put into recommendations to improve the Loisaba website, which will
hopefully have a designated e-commerce segment in which the products are offered. Each aspect has been assessed
and recommendations are made in order to enhance the aesthetic while also the functionality of the website. These
recommendations include color schemes, particular pictures that represent a potential theme, a tag line to be used
consistently throughout the cite, and basic functional proposals as to improve the visitor's overail experience. Each
suggestion has been examined in detail, and research is presented in order to support the recommendations.

This is a large project to undertake, but the impact that it could have on the lives of the women and their
families makes it worthwhile. The hope is that one day these products will be distributed all throughout the United

States and the woinen and families of the Loisaba Community will reap the benefits. Hopetully, this paper is a
starting point on the long road of changing these lives forever.

LOISABA COMMUNITY CONSERVATION FOUNDATION
“A partnership of man and nature, serving wildlife and the local Laikipiak, Masaai, and Sambury Tribes”
Mission:
To meld the needs of man and natare by providing a refuge for native species of animals which also allows
the local Laikipiak, Masaai, and Samburu tribes the opportunity for employment and sustainable agriculture. To
improve the quality of life for these traditionally marginalized tribes while assuring a vast wilderness for endangered

species.

Company Description:

Loisaba Community Conservation Foundation- A 100 square mile ranch in the middle of the Laikipak
Platcau in Kenya. This conservation was created to help give the tribes in this area an opportunity at having a
sustainable income and higher level of life. They have been successful in creating 166 jobs in an area where little
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prior employment existed, It has also successfully set up five nursery schools affording five women’s groups the
opportunity to work together to raise funds for their families. The women’s group is comprised of mainly widows
who otherwise would have no means to suppott their families. The LCCF has built multiple classrooms and helps to
support over 800 students education annually, and have paid for nearly 10 children to atfend Secondary School.
Water projects have been put in place to help with the sanitation and availability of clean water to the tribes. Along
with thc schools that have been created and supplied, a medical clinic has been built and is currently run by two
capable nurses, financed by the LCCF. The LCCF works with the African Wildlife Federation in the prescrvation of
many species of animals in the area. In summary, the Loisaba Comumunity Conservation Foundation works hard to
preserve, sustain, and consistently enhance the lives of the tribe members and the animals within this particuiar 100
square mile ranch {www .loisabaceforg).

Loisaba Hotel- “Loisaba’s ‘Mind, Body & Soul’ concept encompasses the enriching experience a stay in
the wild can evoke, one which affects visitors not only visually but also spiritually and emotionalty — vast tracts of
wilderness alive with wildlife of every shape and form, local tribes continuing their traditional lifestyle little
changed for centuries, and a majestic landscape sweeping down to the indomitable Mount Kenya.” The Mind
concept encompasses the wildlife research and enriching the community. The Body concept is giving visitors the
ability to hike, rock climb, take helicopter rides, mountain bike, river rafting, horseback riding, and camel riding
throughout the land. The Soul concept involves the Losaiba Lodge, which is a large part of the Loisaba trust. The
lodge includes a swimming pool, tennis courts, bocce court, croquet lawn and open-air bubble bath. The Star Beds,
Spa, and a Balloon Safari are all options and added features of that one may get when going to the lodge. The lodge
helps to employ multiple locals who would otherwise have no jobs, and offers visitors an unforgettable trip uniike
any other (www.loisaba.com).

Women’s Group- The main goal of the women’s group is to make income producing projects available for
women to be able to support themselves and their families. In addition to financial support that the women’s groups
give to the women, it also helps give the women a sense of pride and empowerment. While the women are working
on these projects there are five nursery schools that have been created, in which the children benefit as the time is
spent in early educational group activities. The Loisaba CCF helps to distribute the products currently in a few
retailers focated mainly in Upstate New York. The women are currently making beaded products such as bracelets,
necklaces, dog collars and horse bands, and have recently added placemats. These products are fair trade products.
Fair trade is an economic approach to trade which protects human dignity and rights and prieritize people over
profits. The main points of fair trade arc as follows: producers receive a fair price for their products, forced labor
and exploitative child labor are not allowed, buyers and producers trade under direct long-term relationships,
producers have access to financial and technical assistance, sustainable production techniques are encouraged,
working conditions are healthy and safe, equal employment oppottunities are provided for all, all aspects of trade
and production are open to public accountability, and the environment is conserved and protected
{www.handcraftingjustice,cedris.org).

Industry Analysis:

Ten Thousand Villages- This organization that sells only fair trade products has a store located in
Stuyvesant Plaza in Albany, NY. The products in this particular store seemed to be well-made, reasonably priced
products, They had a wide assortinent of ceramic items and seemed to focus on home decorations that heid the
native feel while also being Americanized. They did not use too many tribal colors or native bright colors but
tended to use more neutral colors such as brown, tan, or an animal print. The jewelry in particular seemed to be very
well made, and was mainly in popular modern colors and patterns. This differs from the products produced within
the Women’s group in that the women are currently using very bright and what seem to be African type patterns.
The products that are currently being produced by the Losiaba women’s group would not fit in with the theme of 10
Thousand Viltages. The products could be altered to look higher quality and use an Americanized scheme to be able
to be distributed to a store such as 10 Thousand Villages (www tenthousandvillages.com).

Global Girlfriend- This online organization is also focused on selling fair traded products of all kinds, but
focus particularly on benefiting women, They only offer the products online and seH a large assortment of products
including clothing, bath and body items, home décor, handbags, and jewelry. The products arc not completely
Americanized but still tend to represent those who produced them. The jewelry differs in that some are brightly
colored and used tribal colors while some look more Americanized. The experience of the website goes along with
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the feel of the products that are currently being produced by the Loisaba women’s group. The quality of the jewelry
is hard to determine through the pictures, but seems to be well made and is priced reasonably, although higher than
tbose products sold in 10 Thousand Villages (www.globalgirtfricnd.com).

The “0” Bracelet- “Mary Fisher became convinced: “Women who share poverty and AIDS can be
empowered only by employment.” Now when she travels the world -- as artist, author and ambassador of the United
Nations' HIV/AIDS program — Mary focuses especially on income-generation projects that help AIDS-affected
women earn a living, care for their families and sustain their health.” Mary Fisher has focused her efforts in
Rwandan and Zambian, teaching them how to make what we now know as The “O” Bracelet. The bracelets sell
anywhere from $28 - $330, with 100% of the profits can go to the women of Africa. These bracelets are featured in
The “O” Magazine and are sold exclusively at Macy’s. They have been so popular that they actually sold out at
Christmas time in 2007. These bracelets are high quality and sold at a premium, which does not fit well with the
products we are considering, (www.maryfisher.com/bracelets_main hitm).

Situational Analysis (SWOT):

Strengths
e The devotion and passion that Jim and Susan have to sell these products in order to help support the
Loisaba tribe, in particular the women

e Support from many individuals that are willing to help if told how they can help

«  Considerably broad range of products

* The purchase of the products goes back to help a good cause

e  Women have the time to create multiple products and innovation and new ideas are welcomed
Weaknesses

e Lacking organization and communication,

¢ No awareness of the products or the Losiaba tribe situation

e  No particular theme or direction of the products

Lag time in getting products

The type of products can be limited due to limited resources

Do not currently have a point of purchase displays to put in stores
Do not have packaging or branding of any sort

Limited financial resources

e Not high enough quality to ask premium prices

Opportunities
e Connect with a fair trade organization that will help promotc the products, such as World of Good,
Greater Gift, and Global Girlfriend.
e  Put brochures around churches and other organizations to build awareness of the women and their
products, and inform consumers where products can be located.
» Contact boutique type stores about consignment of products.
s  Selling products at craft fairs or women’s festivals
o 4H Evenis
o Altamont Fair
o  Schaghticoke Fair
o Other local or county fairs
s  Having a booth or putting horse products in stores around the Saratoga Race Track.
e Through Lizzie Redkey, a professor at Siena Collcge, who has offered her services of taking the horse
bands to horse shows with her.

Threats
e There are already similar products out in the market, referring to the jewelry.
e The economy is struggling which may give consumers less disposable income to spend on such
products as these.
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e Have to pay to get products in places, such as renting a booth at a festival, which takes away the
amount of money that the women will get.

¢ Have a wide variety of products, so need different type of stores o have the right target market, or
make a connection between products to be able to scll in ong store,

Market-Product Focus and Goal Setting

Market Segments

1. High to mid income women who are looking for well made products and will pay a premium (Mainly for
Jewelry).

2. Mid-income women who are more interested in a getting a good deal than the quality of the product.

3. Consumers who are actively looking for products that will benefit others, who are more focused on the type
of prodycts and less concerned with price.

4. Young children/adolescents whose parents have sufficient amount of disposable income and will buy the
products for their kids (Belts and jewelry).

5. High to medium income level consumers that do not mind spending money on their pets.

6. Jockey’s or horse owners looking to accessorize their horses. Most likely those involved in shows or races,

Marketing and Product Goals
To sell an assortment of wetl-made products at a reasonable price to consumers who arc aware they are helping
women and their families survive through their purchase.

Target Markets

1. Middle to high-income level consumers, most likely women, (hat are environmentally conscious and do not
mind spending their disposable income on jewelry, accessories, or items for their pets.

2. Jockey’s or horse owners looking to accessorize their horses. Most likely those involved in shows or races,
such as the Saratopa Race Track events.

3. Middle School, High School, and College aged girls who will be interested in the bracelets and jewelry in
particular. Can look into what patterns will be of interest to them and try to tailor the products towards
them,

Points of Difference

¢ All handmade.

¢ Unique in that no one will have two of the exact same product.

s Impact and truly benefit entire tribe with the purchase of producis.

Positioning

e These jewelry, accessorics, and animal products will be positioned in consumers’ minds as good quality
dependable accessories, which are being sold to drastically improve the lives of women in the Loisaba
tribe.

¢ The horse accessorics will be positioned as high quality unique and one of a kind product that sets you
apart from others.

Marketing Program:

Product- Offer multiple products such as bracelets, necklaces, belts, placemats, dog collars, and horse
bands.

Price- Jewelry and accessories such as beits should be priced competitively. Pet items should be priced a
little above the competitors in that they are much more detailed and better quality than most. Horse items
should be priced at a premium, but still reasonably priced, in that they are going to a higher income farget
market.
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Promotion- Brochures that tell about the women’s group and the products which also include how the
products may be purchased. Through the Loisaba website and any other fair trade organization that the
products might be sold through.

Place- Jewelry and accessories should be sold in connection with an already established fair trade
organization such as Global Girlfiiend. The pet supplies could be sold through an already established
organization or in higher end boutiques and pet stores. The horse products should originally be sold around
large horse events, either in stores or in booths.

**¥Roth pet, excluding the horse products, and the jewelry and accessories can be offered through craft fairs
and festivals,

CURRENT INDUSTRY TABLE

Existing Product Price Promotion Distribution
Lcather Belts $65-$80 Adirondack Cotlon Co.
Bolten Landing
Sutton’s
Leather Dog Collars Smalt- §20 Sloppy Kisses
Medium- $25
Large- §30
Ktra-Large- $35
Nylon Dog Collars Small- §15 Sloppy Kisses
Medivin- $20
Large- $30
Leather Beaded Bracelets $20 Adirondack Cotton Co.
Bolton Landing
Beaded Cuff Bracelets §15 Adirondack Cotton Co.
Bolton Landing
Single Twisted Bracelets 13 Adirondack Cotton Co.
Bolton Landing
Necklaces $10-$20 Adirondack Cotton Co.
Bolton Landing
Napkin Rings (Set of 4) $15
Placemats (Set of 4) $30 and up
Horse Bands Small- $20
Large- $25

RECOMMENDED INDUSTRY TABLE

Existing Product Price Promotion Distribution
Leather Belts $40-$60 e DBrochure ¢  Global Girlfriend and other
e Website already established fair trade
»  Flycrs posted in churches organizations.
 In person through distribution * Booths at women’s festivals
networks, and/or craft fairs.
= High schools and colleges
through bulletin boards or
booths
Leather Dog Collars Small- $20 = Pet catalogs e  Global Girlfriend and other
Medium- $25 *  Brochure already established fair trade
Large- $30 s Waebsite organizations.

Ktra-Large- 35

o Flyers posted in churches

Booths at women's festivals
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In person through distribution
networks.

and/or craft fairs,
Pet stores similar to those that
are already being utilized

Nylon Dog Collars Small- $15 s Pet catalogs »  (Globat Girlfriend and other
Medium- $20 e Brochure already established fair trade
Large- $30 e  Wocbsite organizations,
e TFlyers posted in churches » Booths at women’s festivals
e In person through distribution and/or craft fairs,
networks. = Pet stores similar to those that
arce already being utilized
Leather Beaded Bracelets 520 »  Brochure +  (Globa! Girlfriend and other
o Website already established fair trade
o TFlyers posted in churches organizations.
e In person through distribution ¢ Booths at women’s festivals
networks. and/or craft fairs.
s High schools and colleges
through bulletin boards or
booths
Beaded Cuff Bracelets $15 s Brochure » (Global Girlfriend and other
o Website already established fair trade
e  Flyers posted in churches organizations.
» In person through distribution « Booths at women’s festivals
networks. and/or craft fairs,
s High schools and colleges
through bulletin boards or
booths
Single Twisted Bracelets $4 for one or +« Brochure e (lobal Girlfriend and other
6 for $20 e Website already established fair trade
(Buy five get one »  Tlyers posted in churches organizations,
free) « In person through distribution » Booths at women’s festivals
networks. and/or craft fairs,
» High schools and colleges
through bulletin boards or
booths
Necklaces $10-320 * Brochure s  (Global Girlfriend and other
= Website already established fair frade
»  Flyers posted in churches organizations.
¢ In person through distribution = Booths at women’s festivals
networks. and/or craft fairs.
s High schools and colleges
through bulletin boards or
booths
Napkin Rings (Set of 4) 515 » Brochure s  Global Girifriend and other
o Website already established fair trade
e  Flyers posted in churches organizations.
s Inperson through distribution * Booths at womnen’s festivals
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networks and/or craft fairs.
Placemats (Set of 4) $30 and up Brochure Global Girlfriend and other
Website already established fair trade
Flyers posted in churches organizations,
1n person through distribution Booths at women’s festivals
networks and/or craft fairs.
Horse Bands (Brow Bands) Small- $20 Brochure Horse Catalogs such as
Large- $25 Website Dressage Extensions or Dover
Custom Colors- Flyers posted in churches Saddlery
$30-540 In person through distribution Table as a vendor at horse
networks shows
Through a current vendor at
horse shows

Recommendation Summary:

There are many different options and directions that one could take with the products, but the
recommendation that is being made is that the jewelry and home accessories be distributed through an already
established fair trade organization such as Global Gitlfriend. In contacting Global Girlfriend, they have responded
saying that they are always looking for new organizations and products to be added to their current sclection. This
would include selling the leather belts, feather beaded bracelets, beaded cuff bracelets, single twist bracelets,
necklaces, placemats, and napkin rings on their website and possibly in their catalog. The recommendation for the
dog collars is to continue distributing through the current “pet stores” and expanding on through that avenue in
places such as Pet’s Smart or any other boutique that specializes in pet accessories. There are online vendors that
could be utilized such as PETCQ.com. The horse bands should be offered at trade shows through current vendors.
Producing typical combination of color schemes for horse shows would help to attract customers, and offering
custom celors that would allow the price of the horse bands to be sold at a premium. Along with vendors, the horse
bands should be offered through catalogs such as Dressage Extensions, The recommendation in respect to prices is
that each product be priced competitively while also making sure to make a certain level of profit. Penetration
pricing can be used, in that as awareness and demand grows the prices can slowly be raised fo increase the profit
percentage. The promotion of all of the products should be through placing brochures and flycrs throughout local
areas such as churches and community centers. Also, promotion should also be done through whichever outlet is
chosen to be utilized, such as through Global Girlfriend and Dressage Extensions,

Conclusion;

The goal of this project was to delermine what markets are viable for the products that are being made by
the women and their families within the Loisaba Community. An evaluation of the Loisaba Community
Conservation Foundation website, www.loisabaccf.com, was the first step that was taken to accomplish the goals at
hand. Researching the market and being able to gain an understanding of the products, in order to be able to better
position them, took a lot of time and research. Through researching the different options and markets, the
realization is that it is not going to be easy. There are some avenues that would be easier than others, but not
guarantesing that they will be successful. Many individuals assisted in giving insight into what promotion and
distribution methods could be utilized, and those have been taken into consideration with the recommendations. A
lot of comparative analysis of websites, stores, and products has been conducted to see what the competition is
doing and what possible alternatives are available. All in all, through hard work, specific recommendations have
been made fo hopefully enable the women and families of the Loisaba tribe to have a higher quality of life.
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APPENDIX 1: WEBSITE ANALYSIS

A.  EBEvaluation of the website design elements:

1. The context of the Loisaba website is drastically lacking, “Context refers to a website’s aesthetic appeal
and functional look and feel reflected in site layout and design” (Berkowitz, Hartley, Kerin, Rudelius,
2006). The main goal that the website accomplishes at this point is providing the consumer with
information on the Loisaba tribe. The look of the websile is quite dull, with the use of tan and brown as the
predominant border colors and mainly black font color. 1t is not clcar what the website is trying to convey
to the consumer, and does not seem fo have a particular consumer that it is targeting. If anything, one
would think that this is predominately about animals because of the colors chosen and two out of the three
pictures on the home page arc animals. The pictures on the home page are very small and you cannot see
details within the pictures. The amount of information that you see when you first open the website is
overwhelming and could discourage a consumer from continuing through the website. Past the home page,
the pictures continue to be small and there continues to be a lack in color. The functionality of going to
different parts of the website is difficult. One must keep clicking and clicking to get to more information,
such as updates, news, videos, etc. It fecls as though you have clicked twenty times before onc actually
gets fo see anything with substance. This could easily turn off a website visitor to the cite and have a large
negative impact on their overall experience. This is because Americans are focused on instant gratification
and might not have the patience to keep trying to get to the information. I feel that the overall context of
this website is very poor.

2, There is some good content on the Loisaba website but the problem is that it is hard to find. “Content
includes all digital information included on a website, including the presentation form — text, video, audio,
and graphics” (Berkowitz, Hartley, Kerin, Rudelius, 2006). The actual pictures themselves are nice
pictures that really show all the different parts of the conservation, but they are too small to really get
across what the website is trying to accomplish. The pictures should be large and clear enough to give the
website visitor a clear idea of what the CCF is all about and give the user an opportunity to look at products
that can be purchased in order to support the women’s. It is difficult to view the video, and once one
figures out how to find it only the first few seconds plays and then it stops. This obviously is a negative
and could easily discourage people from continuing through the website. In addition, the video image is
small and could be hard for some people to see clearly. The content has the potential to engage the website
visitor, but at this point, does not, Here are a few pictures that would be good for cite visitors to see in
addition to the close up product pictures:
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3, Customization has not yet been added to the website. “Customization is the ability of a site to modify itself
or be modified by each individual user” (Berkowitz, Hartley, Kerin, Rudelius, 2006}, The website does not
currently have the ability to tailor its settings to particular visitors, Tt is a possibility for the future, such as
a section titled “What's New” that could be added for those who frequently visit the website and would like
to stay updated.

4. The Loisaba website has done a mediocre job allowing the website user to connect to other organizations’
websites. All a user must do is make their way to the last menu option at the top of the home page, which
is the links page of the website and then they can be connected to the other organizations, conservation
projects, and general arca information. However, these links are not embedded into the bulk of the website
and they do not have pictures, both of which might improve the usage of them.

5. The communication that is offered through the website is on the “contact us” page. It offers the mailing
address, phone number, and e-mail.

6. The Loisaba website is not currently designed to have any consumer-to-consumer communication, also
called community. This could be changed by adding a message board in which those interested in the
products or the conservation may pos! messages to each other or to the head of the conservation,

7. At this point, the Loisaba website does not have the element of commerce. “Commerce is the websites
ability to conduct sales transactions for products and services” (Berkowitz, Hartley, Kerin, Rudelius, 2006).
It has one page dedicated to the producis that are being offered, but does not currently offer customers the
ability to purchase the products through the website. This could be improved by adding a system such as
pay pal in which a consumer can go on the website, choose a product that they would like to purchase, use
credit card information to pay safely through pay pal services and in the end receive the product.

B. Analysis of where the website excels and where it struggles:

1. The Loisaba website excels in that it has a lot of good information for the visitor to really get into and
understand all about the Loisaba tribe. It also does a good job of being updated and giving the website
users ongoing information on how things are going. This is important for those people who have denated
or are looking into donating because it allows the donator to sec how their money or products have been
used to help the tribes. In addition, I feel that they have done a nice job in thanking and giving credit to
those people who have donated or helped in any way.
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2. The ways in which the Loisaba website struggles is in the presentation {physical appcal) and how
complicated it is gel through the websile to the real information and all that the website has to offer. The
colors and pictures do not help to bring life to the website as much as they could and one just feels bored
when first opening the site. They have struggled with giving the users easy access to such things as videos
and the news articles. 1 feel that one of the most important points that the websife is struggling is the
products page. The pictures are so smafl that you really cannot even tell what the products lock like. It
does not do a good job of describing the preducts, which leaves the website user clueless to what exactly is
being offered. The website does not tell the real story of the women’s group and how much buying these
products would help these women and their families. By improving just the products page, it could have a
drastic affect on the Loisaba tribe and the women’s group in pariicutar.

C. Recommendations:

1. “Never let the sun set on those in need” is under the picture on the home page of the website. T feel that
this line should become the tag line of the Loisaba website, This could be used as the title on the home
page and then continued consistently throughout the entire site. Rescarch has been conducted to find out if
this phrase has already been used or has a patent or trademark. Although there are many close variations of
the phrase, “Never let the sun set on those in need” could not be found. 'The sources that were checked
were first a Google web search, making sure to use variations of the phrase. Also quotation dictionarics
were looked through such as “Bartlett’s Quotations,” “Political Quotations,” “Chamber’s Dictionary of
Quotes,” and “Oxford Dictionary of Quotes.” The international publie library was also checked through
the website al www.ipl.org. Throughout the search quotes such as “Sun sets to rise again,” “Sunset and
Silence,” and many other variations containing sunset and sun usage were found, but as stated before the
phrase “Never let the sun set on those in need” was not found.

2. An option of changing the colors of the website to represent the tribe and bring brightness to the website,
only if it is decided to have the products be brightly colored and fribal patterned. One option is using the
color red because it is the tribal color, and is colorful and would brighten up the entire website. Another
option is fo use the colors green, yellow, and black to improve the aesthetic appeal of the website. These
calors are the national colors of Kenya. Using these brighter colars in particular on the home page and then
throughout the entire site will grab the user’s attention and hopefuily make them feel happy and bright
instead of bored and dull. However, if il is decided that the products are going to be designed, color and
pattern, then I believe thc website appeal could be enhanced by using the color blue as the main color, and
yellow as the accent color.

“It is important to note that many colors have a subconscious reference in our collective psyche and
thus can be used to effectively communicate aspects of your product” (www thunderdata.com). According
to httpy/fwww.color-wheel-pro.com/color-meaning.html, blue is the color of the sky and sea. It is often
associated with depth and stability. Tt symbolizes trust, loyalty, wisdom, confidence, intelligence, faith,
truth, and heaven. Blue is considered beneficial to the mind and body. It slows human metabolism and
produces a calming effect. Blue is strongly associated with tranquility and calmness. In heraldry, blue is
used fo symbolize piety and sincerity. Light blue is associated with health, healing, tranquility,
understanding, and softness, Dark blue represents knowledge, power, integrity, and seriousness. Using a
lighter blue would beiter portray what the website it trying to accomplish as oppose to dark blue
representing power, integrity, and so on.

Yellow is the color of sunshine. Tt's associated with joy, happiness, intetleci, and energy. Yellow
produces a warming effect, arouses cheerfulness, stimulates mental activity, and generates muscle energy.
Use yellow to evoke pleasant, cheerful feelings. You can choose yellow to promote children's products and
ilens related to leisure. Dull (dingy) yellow represents caution, decay, sickness, and jealousy. Light
yellow is associated with intellect, freshness, and joy. With that said, using a light yellow would be the
best option because we do no want {o represent caution, decay, sickuess, ot jealousy.

3. 1 feel that the website should be split into two different and separate sites in which the focus of each is
different. One website should be all about the products and the women’s group, but be a much more
transactional website and not have teo much information. Tt should include information on the products,
including how they are made and exactly what products are offered, keeping the information Hmited and
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just the basics. Information on the women in particular, but not too much information to where the user
gets bored and forgets to focus on the products that they are being offered. Very close up pictures should
be taken so that the consumer can see exactly what they can buy, A more efficient way to offer the
products would be to give consumers the ability to order the products on-line and show store locations
where they arc offered. The goal should be to make the transaction and purchase of the products as easy as
possible for the consumer.

4. Anocther website should be created that is focused on the informational side. Separating the products from
the informational website will make it easier on the user to understand all about what the Loisaba tribe.
This will allow users to get to what they are frying to and not force them to search through information to
get to the products. This websites should include large detailed pictures of the land, animals, houses,
schools, tribes, etc really giving the user the opportunity to learn as much as they would like to. This site
should be easy to navigate through and not require the user to feel like they cannot find the information
without going through multiple pages. This site would be connected with the products site but at the same
titne be separated and seen as completely different sites. To be the most effective, the two separate
websites should be set up in a way in which it is easy to go from one to the other. This could be done by
having a link at the bottom of every page that if clicked on takes the website visitor directly to the other
sites home page.

5. When it comes to all the pictures, I think that having a page in which a website visitor can scroll through all
types of pictures would enhance the informational website. The most appealing pictures could be displayed
throughout the website, but giving users the capability to look through even more pictures could help them
connect in an emotional way to the people, land, and animals. The bulk of these pictures should be
available on the informational website and only having pictures of the products on the transactional
website.

Industry Comparatives:
Global Girlfiiend

{http://www.globalgirlfriend .com/gifis/site.do?siteld=344)

Use brown and pink as their main colors, in a neutrai not bright way. The home page has one picture of
women and the rest are of products. The website is purely transactional, in which they do not provide
much information on the women but their goal is to get you to purchase the products. The website is easy
to navigate through by providing a list of different product groups that the user can navigate toward. They
have a lot of cloge up detailed pictures of the products that are being offered, which is very appealing.

10 Thousand Villages

{(http://www.tenthousandvillages. com/home.php)

Uses burnt orange as the main accent color while the surrounding colors are light grey and white. The
home page has pictures of nature and the website has been set up to be both informational and
transactional, having one heading that is labeled “shop” and the rest that are informational headings.
Within the “shop” option, one can choose to navigate towards different types of products. It is not very
hard to determine where to find what you are looking for. On every page that you navigate to, whether
products or information, they always have the telephone number that the user may place and order in the
top right comer.

Mercado Global

(http://www.mercadoglobal.org/index.php?section=1}

Use a lot of white in the surrounding color with orange as a main bordering color. The accent colors
change with the page that you are looking at. On the home page, they have a stide show of pictures of
tribal people and the products that are being offered. This website seems to be more focused on providing
information than selling products, but has the same “shop’’ option that the Ten Thousand Villages has.
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