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                 1  Ve rsion: 3.27.2014   Bright Lig hts a nd Ser vic es Co. (BL SC)   BLSC is a hold ing com pany and r uns div erse bus inesses, su ch as banking operations, electric  utility, insur ance and shipping op erations in Brigh tland. On Sept ember 22, 20 12, Al ec Smith  was drivin g to h is o ffice along the p ictur esque road skirting the o cea n, but his mind w as on the  up com ing meeting with his strategic p lanning gr oup. Al ec Smith had ca lled a me eting with h is  str ategic pl anni ng/bus iness dev elop ment group to e xamine the current s ituation and look for  alternatives to grow the business/inc rea se inco me str ea m. Smith w as hir ed in 2005 and w as  task ed with gro wing the compa ny revenu es, and t he resul ts to d ate have been m ixed. In the last  five yea rs of Smith’s tenu re, the fi rm had p ursu ed thr ee new area s and on ly one was su cce ssful.  The Board of Directors of BSLC has ask ed Smith to pr ovide an out line of the str ateg y for the  next five years. S mith w anted his s trategic planni ng group to develop an exec utive summa ry to  out line: 1. Cur rent s itua tion  2. SW OT An alysis  3. Identifica tion of busin esses to pursue  4. An ac tion plan for b usin ess growth  Bright Lig hts a nd Ser vic es Co. (A)   Bright Lights and Servi ces Co. (B LSC) cond ucts bu siness in Brightland about 2,500 miles  south ea st of Boston. Brightland is a two -island ( BigBright and S mallBright) chain sep arated by  20 m iles of ocea n betw een them, and is adm inis tered by the United S tates as a territo ry.  Brightland r esidents a re U.S. cit izens but are not r epresented in the Congress. Brightland’s  loc ation and p ristine s and y beac hes h ave ma de it a major tourist destination f or Ne w England ers  wanting to e sca pe harsh winte rs. The island economy with a popul ation of 300,000 is d epend ent  upon tourism and agri cultur e. Most of the supplies in clud ing foo d, consu mer goods,  com modi ties, fu el, and appl iance s are all import ed f rom the U.S. mainland. 2  Figure 1:  Brightland Population (Age Groups represented in thousands ). 42 30  66 69  93   under 18  18- 35  36-50  50-65  Over 65 Brightland ’s econo my provid es emp loyment for a big portion of t he island population. Other  major emp loyers are the Gov ernm ent, BSLC, lo cal banks, sup erm arkets, d epartm ent s tores,  Brightland Univ ersi ty, and a military base. The median s alary in the islands is about $60 K and  many wo rk in pr ofession al jobs in the tourism -relat ed industri es, loc al banks, and busin esses.  The island population of about 300,000 w as distribu ted among 93,000 housing uni ts with an  average person p er h ousehold of 3.2, r eflecting the t endency of you ng, un married sons and  daughters who st ay with their p arents due  to a housing short age and high housi ng pri ce s.  A li ttle ov er h alf the island population is betw ee n  the ages of 18 and 50 years, about 30% were ov er 50 years and the rest und er 18 yea rs.  About  11% of the ho useholds a re vaca tion homes and b elong to indiv idu als fr om N ew England who  spent their winte rs in Brightland. To addr ess the housi ng sho rtage and h igh housing price s, the  loca l gov ernm ent is encouraging bui lders to bui ld affo rdable housing and w as designating large  areas of the island f or new residential constru ction.   Figure 2: Income Levels  21.2% 2.8%  24.8%   23.9%   27.3%   Under 25 K  25-50K  50-75K   75-150   over 150 K   The governm ent o fficials and busin esses are aware of island ’s d epend ency on tourism from the  U.S. and Eu rope and is look ing at ways to dive rsify the ec ono my to r edu ce this depend ence . The 3  Brightland Ch amber of Com merce is spearhe ading the efforts to posi tion the islands as a premier  tourist destination. In addition to the t raditional United Stat es and Eu rop ea n ma rkets, the newly  eme rging ma rkets and ri ch M iddle Easte rn coun tries are seen as pot ential target ma rk ets,  parti cula rly duri ng the off s ea son months of April, M ay, and Jun e. In addi tion, the Ch amber of  Com merce is spea rhea ding the efforts to attrac t business es to loca te in the islands. Lately,  Brightland h as b een attra cting soft ware develop ers who like the isl and l ifestyle and are opening  small ope rations on BigBri ght.   W hile BigBright has an inte rnation al ai rport and several ho tel chains c atering to tourists,  Small Bright has on ly two major hotels and shops. The two hotels emp loy about 1,000 wo rkers,  the majo rity of whom commute d aily from BigBri ght. Small Bright is d eliberately left in pristine  condi tion and d epends comp letely on touris m. It does not h ave an airpo rt or publ ic  transport ation. Tou rists fly to BigBright and t ake the ferry to Small Bright. All the suppli es and  hotel emp loyees who live on BigBright use fer ries to r eac h Small Bright. Small Bright ho tels have  posit ion ed thems elves as exclus ive resorts and ca ter to the very rich who are wil ling to p ay the  premium pri ce s. O rdinary touris ts who st ay on BigBright take the ferry to see the historic sights  on Small Bright.   Histo ry of the B right land s   The Brightland chain w as sett led in during 1600s by pir ates who are rumo red to have buri ed t heir  trea sur es here. In 1901, the U.S. ac quis ition ed the isl ands and h as b een adminis tering them as a  Uni ted Stat es territo ry. Soon after the ac quis ition, s everal Christ ian m ission aries f rom Boston  travelled to spre ad the religion and con vert the island ers who b elieved in A shitoa, a God  wo rshipp ed by the pi rates. The island ers are a very clos e-knit com muni ty with a chief believed to  be a descend ent of t he pir ate, C aptain Mo rgan. Boston missiona ries we re able to conv ert the  island ers and system atically took over the l and and bu siness by trading, coercion, and often by  ma rrying the chief’s relatives. Thus, most of the agricultural land and bus inesses are own ed by  the families of missiona ries. W hen the Uni ted Stat es ac qui red the isl ands, th ey abol ish ed the  chie f’s position and p rovided the chief (and his desce nd ants) a yearly pension as an  ac knowl edgement of the ir histori ca l claim to the is lands.   Th ere are several fo rts a nd remnants of s ettlem ents f rom e arli er d ays on b oth islands. Ho we ver,  BigBright is more mod ern with some li ght manufa cturing and com merce that provides  emp loyment, even tho ugh most of the emp loyme nt is r elat ed to the tourism indust ry. The local  Brightland Univ ersi ty offers und ergradu ate degrees and is pl anning to of fer gradu ate degrees in  several d isciplines. Brightland Univ ersi ty’s un dergradu ate degree in marine scien ce is well-  regarded and is b eginn ing to at tract s tud ents f rom the Ne w England area.   In recent years, m any baby boome rs have been buying pro perti es on BigBright. A l arge portion of  these homes are vacation homes and investm ent prop erti es. Vaca tion home own ers are “snow  birds ” from the New England area sp endi ng their winter mon ths on the w arm islands. The major  adv ances in commun ica tion technolo gy in the last de ca de has made it very conducive to 4  condu cting busin ess from the island , and h ence increased in terest in acqui ring homes on the   island. R eflec ting this i n-migration, p roperty values are risi ng and th ere is a boom in the  constru ction busin ess. New hom es and h igher p opulation ha ve inc rea sed b usiness opportuni ties  for busin esses on BigBright, including BSLC and i ts subsid iaries.   W hile BigBright has m odern b uildin gs and h ighways, Small Bright is k ept in prist ine condi tion  with no vehi cular traffic. Ho rses and b uggies are used to take touris ts arou nd the isl and. The two  hotels own ed by the chief’s f amily were designed to give the impr ession of an old c astle but a re  equipped with all the amenities of a 5-star ho tel. The rooms mat ch Ri tz Carlton in their déc or,  and all amenit ies such as air condi tion ing, pool, s auna, b ars, and restau rants a re available. Most  of the S mallBright residents are emp loyed as tour guides, hot el s taff, and coo ks, while most of  the man agerial s taff come from BigBright a nd from Boston. The hotel restau rants serve on ly  island food from p iracy days, but there is one M cDo nald’s and one Burger King on Small Bright.  Passeng er bo ats start at 5 :30 a.m. and run every hour until 9 a.m. , and then run in tw o-hour  intervals from 10 a.m. to 3 p.m. a nd one -hour intervals fr om 4-9 p.m. to take touris ts f rom  BigBright hotels to Small Bright on d ay tours. BOATS is one of the two compani es that pr ovide  the shipping and transport servi ce . T hey own one large supp ly ship and thr ee passe nger ferry  bo ats. Its competi tor o wns two supp ly ships and five ferry boats to pr ovide p asseng er s ervi ce .  Both c ompani es charge $20 p er round trip f or econ omy class and $100 for t he luxurious upp er  deck. The island r esidents are allowed to b uy a mo nthly pass for $100.   Tou rists come in d rov es from Ne w England as w ell as from Eu rop e, attracted by the blue waters,  hik ing trails, horse ridi ng, ca stle ruins , and i ts pristin e condi tion. A visit to t he ancient Ashitoa  Temp le is a must for all the tou rists who hike the t rail to the t emp le and are trea ted with a  sumptuous lunch with goat mea t and rum. T he peak tourist sea son runs yea r rou nd – from  Nov ember to M arch – for visi tors from Ne w England and the U.S. E ast Coast, and April to  Septemb er for Europ ean touris ts.   Bright Lig hts a nd Ser vic es Co . (BL SC)   BLSC was fo rmed as a dive rsified compa ny and evolved out of BIEGO, establish ed in 1915 to  provide electricity to Brightland residents. BIEGO is a regula ted monopo ly with rights to supp ly  the electri city needs of both islands. El ec tri city is generated on BigBri ght and is tr ansm itted by  und ersea ca ble to Small Bright. BIEGO generators use import ed low sulfur fuel o il for pow er  generation. T he fu el o il com es from Venezuela, the on ly so urce of low sulfur fuel o il  in the weste rn h emisph ere. The on ly other sou rce for this low su lfur oil is Iran, whi ch is  expensive b eca use of shipping cost s. In addi tion, the trade emba rgo in p lac e for the last few  yea rs p rohib its Iranian imports.   Like m any other po wer generators, B IEGO is e xploring the poss ibility of switchi ng from fuel o il  to gas as a fuel. Gas is a cleaner fuel to bu rn and has low er pollution comp ared to f uel o il. 5  Brightland pol iticians and population have bee n con ce rned about the damage ca us ed by the  emissions f rom pow er p lants to the prist ine envir onment of the isl ands. The loc al ne wsp aper h as  bee n publ ishing arti cles urging B IEGO to be sensitive to the future of the islands and i ts  respons ibility as a corpo rate citizen. B IEGO b elieved swit ching to gas wo uld be we lcom ed by  the isl and ers. In addi tion, abund ant availability of sh ale g as in the Un ited Stat es thro ugh f rac king  has low ered the cost of gas for p ower generation. A report by M cKins ey Con sultants show ed the  cost of p rodu cing po wer using gas was about 20% less compa red to f uel oil. This is after  factori ng in the higher cost of shipping liqu efied natur al gas (LNG) from ports on the Ea st Coast  to Brightland. To conv ert the pl ant f rom fu el o il to gas feed requi res a capital inv estment of $65  million for ins talling new adv anced te chnol ogy gas turbines. B IEGO h as s ecured the nece ssary  appro va l (as a regulat ed utility, rate changes n eed appro va l f rom local governm ent  adm inis trators) to increase the electri city rate by 5% to recover c apital expens es.   Brightland custo mers pay one of the highest r ates in the United S tates , and p rice inc rea ses are not  going to be rece ived w ell. B IEGO is wo rried abo ut custom er resentment influen cing the loc al  adm inis trators who are up for reelection in two years. Since 1990, the re has bee n inc rea sed  pressure by the adm inis trators for BIEGO to encoura ge con servation p rograms to r edu ce  electri city bills by redu cing consumpt ion. Providing rebates to consum ers for install ing new  energy-efficient appl iances h as b ee n found to be a su cce ssful con servation prog ram els ewh ere in  the count ry. Bowing to the pressu re, BIEGO st arted i mplem enting an energy con servation  prog ram in 2004 and st arted p rovid ing rebates to consum ers who b uy high-effici ent appl iances.  Rebates are necessa ry beca use energy-efficient a ppliance s are pri ced hi gher th an re gular  appl iance s. W hen ful ly imp lement ed, th is pro gram is expec ted to redu ce energy consumpt ion by  about by 20% ov er a 10-yea r period.   Al ec Smith w as appoin ted as CEO in 2005 and w as r ec ruit ed from N STAR, in the state of  M assa chus etts, one of t he leading pro viders of gas and electri city in N ew England where he was  an E xec utive Vi ce Presiden t. He was aware that BIEGO revenue is dep endent on tourism  busin ess that d rives the ec onom ic ac tivity on the islands. Be tw ee n 2005 and 2010, electric  revenues inc rea sed by about 4% beca use of the rate (price ) inc rea se, but net income stayed flat in  sp ite of pri ce inc rea ses. A ste ep drop in tourism in the years following the 2007 –2008 fin ancial  crisis h as i mpac ted the econo my and hence the consum ption of electri city. In add ition, the energy  cons ervation p rogram s tarted in 2004 and n ew efficient appl iance s have also be en r educing the  consumpt ion, and h ence , electri city sales.   W hile the electri city sales and r evenue were declinin g, op erating costs were inc reasing due to  fuel costs as we ll as emp loyee cost s. BIEGO is a union shop and emp loyees are able to n egotiate  a good s alary and b enefit p ac kage. As a result, B IEGO emp loyees are amo ng the best-paid  empl oyees with good b enefits su ch as all-paid medic al insur ance, dis counted electri city, etc. The  on ly way to increa se revenue and n et income is to inc rea se the price for electricity and /or by  inc rea sing elec tri city sales. Smith w as hoping that the population increase (partly by in bound  migration), higher econ omic ac tivity, and new bu siness es m ay inc rease electri city sales, thus 6  offsetting r evenue loss by con servation p rograms. But he is aware that whi le BEIGO p rovided  the bulk of in come, opp ortun ities to increase net income just by elec tri city sales were minimal.   Smith wanted to dive rsify the compa ny port folio and t hus div ersi fy risk by investing in industri es  that p rovided a regular income str ea m and provid ed avenues for inc ome growth. He  realized that the div ersif ica tion efforts should focus on bus inesses th at a re essential p arts of the  island ec ono my with gr owth p rosp ec ts.  A holdi ng com pany BLSC w as form ed in 2005 wi th  BIEGO as a maj or subsidi ary. Betw ee n 2 007 and 2010, B LSC ac quir ed three new busines ses.  First w as BOATS Inc., one of the two shipping compani es that ca rry prod ucts fr om the United  Stat es’ E ast Coast. In addition, BOATS tr anspor ts food, supplies, and p rodu cts fr om BigBright  to Small Bright. BOATS also op erates a ferry that tak es r esidents and touris ts b etw ee n  BigBri ght and Small Bright. Boston Ships, a well-establi shed ma ritime compa ny loc ated in  Boston , is the on ly competi tion to BOATS Inc. Boston Ships has the l ion’s sh are of the  shipp ing busi ness b etw ee n mainland U.S. and Brightland as well as busin ess betw ee n the two  islands.   BLSC also add ed a proper ty insur ance compa ny (PICO) that o ffers prop erty insur ance . PICO has  very tough comp etition from n ation al insur ance provid ers but man ages to hol d on to a small sh are  of the insur ance ma rket us ing its loc al roots as an adv antage. PICO’s business is l imited to home  insur ance s and h as to ke ep insur ance premiums low to be able com pete with n ation al firms.  Unlike PICO, n ation al f irms a re able to div ersi fy their risk by of fering insur ance to a number of  dif ferent ma rket s egmen ts as w ell as dif ferent markets in the United Stat es. Th ey also r einsu re  their ris ky produ ct portf olios with Lloyds of London to minimize exposur e. The low ma rgin and  smaller busin ess vo lume of PICO insu rance busi ness make it dif ficult for PICO to b uy  reinsur ance without hurting profit ability. In view of this, PICO thou ght it could w ait unt il  busin ess vo lume justifi ed the reinsur ance premium, thus t aking on the risk itself. PICO is ho ping  that th ey could e xpand in to l ife and busin ess insur ance and grow the busin ess vo lume.   The last ac quis ition w as a bank, Mon eyM aker (M M) Inc., whi ch has b ee n op erating on the  islands for the l ast 50 yea rs. It is the smallest of t he thr ee local banks in terms of revenu es and  offer s t raditional s avin gs/chec king and mor tgage business. It h as branches all ov er BigBr ight  and two b ranches on Small Bright. MM has a 54% m arket sh are of the home mort gage ma rket,  whi ch accoun ts for a bu lk of MM ’s n et income. MM p lace s a lot of import ance on qu alifying  mort gage loans and ca refully targeted m iddle -income families and p rofession als. M M’s b ad  loan to total loan ratio is one of the low est on the islan ds and was one of the ma jor fac tors for  its su cce ssful op eration.  M M rea lizes the n ee d to strengthen i ts no n-mortg age part of the  busin ess to grow. It wants to target you ng pro fession als wi th soft loans, credit cards , and CDs.   Lately, ma ny nation al banks su ch as Ba nk of Ame rica and W ells Fa rgo are entering the  market and are planning to of fer full servic es including mor tgages and investm ent produ cts.  Th ese banks r ealized that the proper ty ma rket in BigBright is h ea ting up and s ee a large  ma rket opportuni ty. 7  Fe aring the tou gh comp etition , loca l banks in clud ing MM are lob bying the gov ernm ent to  prevent/delay entry of t hese nation al banks.  Nation al Ba nks in turn are working with the  Ch amber of Com merce to ou tline the b enefits to the lo ca l econo my in terms of inc rea sed  emp loyment, com petitive mort gage ma rket, and t heir ability to d raw inves tment busin ess from  Eu rop ea n custo mers b ased on their internation al r eputation. Indust ry reports ind ica te th at these  nation al banks are likely to s tart op erations within the next two yea rs and aggressively pursue  ma rket sha re. 8   In 2008, wh en all of the ac quis itions w ere in p lace, the B LSC port folio of compani es look ed as  follows:   Company Revenu e Oper ating  Income  M arket  Growth  Competition  M arket share  of Big I sland  Custo mer s  BIEGO 71%  72%  Flat or  dec lining  Regulat ed monopo ly 100%  MM  20%  18%  Growi ng Inten se 54 %*  BOATS  5%  6%  Growi ng Two compani es 25%  PICO  4%  4%  Growi ng Inten se 5%  BLSC 100%  100%  * R epresents share of the home mo rtgage ma rket.  9   Income Stateme nt 2011  2010  2009  2008  Revenu e   BIEGO 220  210  188  175  Mon eyM aker 63  55  52  45  BOATS  16  16  15  14  PICO  - - 9 7   299  281  264  241  Ex penses   BIEGO 190  169  160  149  Mon eyM aker 42  43  41  35  BOATS  16  12  12  11  PICO 7 5   248  224  220  200  Oper ating I ncome   BIEGO 30  41  28  26  Mon eyM aker 21  12  11  10  BOATS  0 4 3 3  PICO 2 2   51  57  44  41   Interest expens es (15)  (12)  (11)  (11)  Income B4 tax  36  45  33  30  Income tax (10)  (13)  (10)  (9)  Income after t ax 26  32  23  22  Loss from discontinu ed  operations (3) (18) 0   0 Net Inc ome 23  14  23  22  Cap ital Ex penditu re s   BEIGO 53  47  36  33  Mon eyM aker 1 1 1 1  Boats 1 1 3 1  PICO  - 10   Bala nce Sh ee t  ( mil lion $)  2011  2010  2009  2008  Ass ets   Cash  29  39  39  22  Acc ounts receivable  44  39  32  37  Inventori es 14  13  11  15  M arketable sec urities  366  233  283  28 8  Oth er inv estments  26  26  26  17  Land  11  11  13  13  Oth er inv estment 491  378  298  345  Plant and equipm ent 880  780  658  650  Acc umu lated depre ciat ion  -62  -52  -42  40  Ass ets fr om d iscont inu ed operations  0 35  0 0 Total Asse ts 1799  1502  1318  1427  Lia biliti es   Acc ounts payable  32  29  29  60  Deposit liabil ities 710  697  610  623  Short -term borrowin gs 112  13  8 5  Sec urit ies so ld 41  1 0 0  Adv ance s from Federal Home Loan  Bank 205 156 110 145  Long-term d ebt, net  239  232  202  204  Defer red inco me taxes 67  57  57  45  Un amorti zed tax credits 65  55  35  36  Total L iabilities 1471  1240  1051  1118  Sh are holder Equ ity   Preferred Stock from Brightland  3 2 2 2  Shareholder equi ty 302  249  249  282  Retain ed earnin gs 23  11  16  25  Total S hare holder Equity 328  262  267  309  Total L iabilities a nd Share holder  Equ ity   1799 1502 1318 1427   
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