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South American Imports, Inc.*

HISTORY
South American Imports, Inc. was originally organized 

as a sole proprietorship by Mr. John Carter in April, 1972, 
and was located in the central part of a large midwestern 
city. In August, 1972, Mr. Joseph Morgan joined the company 
as a partner. Although he possessed no prior business experi
ence, Morgan had a strong interest in Spanish and Mediterranean 
art objects since his high school days and was eager to become 
involved in this type of business.

In September, 1972, the two partners felt it was necessary 
to relocate to a suburban area. They selected as their new 
home, a small shopping center which had recently been constructed 
A sales representative for the developer had shown the partners 
plans for the entire complex. These plans included a branch of 
a large well-known local department store on the east end of the 
complex and a large well-known supermarket on the west end. The 
area between these two stores was to have provided space for 
sixty-four retail outlets. Visualizing this would place their 
own business in an ideal location with a steady flow of walk- 
by traffic, together with ample off-street parking, Carter and 
Morgan decided to relocate to Futurity Plaza and subsequently 
signed a three-year lease.

In December, a tragic plane crash took the life of John 
Carter. In accord with the partnership buy-sell agreement,
Morgan purchased his partner's share of the business from 
Mrs. Carter. Morgan operated the business as a sole proprietor
ship until he incorporated in June, 1973.
PRODUCTS

South American Imports operates a retail outlet specializing 
in hand-made home and office furnishings with Spanish and Mediter 
ranean decor and accents. These furnishings include couches, 
tables, chairs, lamps, picture frames, candle holders, ash trays 
and numerous other decorative items. Approximately ninety-five

*This case was prepared by Joseph A. Distefano, under the 
direction of Dr. Jean L. Carrica, as a basis for class discussion 
and not to illustrate either effective or ineffective handling of 
an administrative situation.



percent of all merchandise in inventory is imported from 
Mexico. Morgan makes about five buying trips to Mexico 
each year. While there, he personally selects merchandise 
for resale, and strives to insure that items selected are 
authentic^handmade and of the highest quality. He feels 
strongly, that by making personal buying trips he can 
effectively neutralize his limited competition, eliminate 
the middleman, and thereby offer the highest quality mer
chandise at a reasonable price.

As the merchandise is received, it is either placed in 
storage for future sales or placed on display in the store's 
spacious showroom. No formal inventory records by product 
line are maintained.
MARKET

South American Import's market encompasses the entire 
metropolitan area which has a population in excess of 500,000 
people. The majority of customers reside within six miles 
of the store's location. Customers range in age from 22 to 
50, represent a broad cross-section of the population and 
possess unpredictable buying habits and patterns.

In addition to1 its retail activities, the business has 
recently become involved in limited wholesale activities. 
Currently, the wholesale activities have accounted for approx
imately three percent of sales. The company has plans to 
expand these activities at some future date.
FINANCIAL

The business was financed by an $8,000 loan guaranteed 
by the Small Business Administration and $7,500 of Joseph 
Morgan's personal capital. The fiscal year runs from June 1 
to May 31. As of April 30, 1974, South American Imports earned 
a profit of $2,459 on sales of $26,415. During the period 
June 1, 1973 to December 31, 1973, a profit of $821 was earned 
on sales of $19,023.

As can be seen from an analysis of the comparative income 
statements (Appendix B), no expenses are shown for services 
rendered by the owner.
DILEMMA

Although his company's profit picture was encouraging, 
Joe Morgan was troubled. While having lunch one day with a
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life-long friend, Bill Green, who had earned an MBA degree 
from a local university, Morgan outlined his dilemma.

The grandiose plans for Futurity Plaza had not material
ized. The shopping center was currently occupied by a cocktail 
lounge, a dentist's office, a real estate firm, a ladies' 
apparel shop and a party goods supply shop. Morgan went on 
to state, "With high interest rates and the general depressed 
state of the economy, it doesn't look like Futurity Plaza's 
plans will materialize in the next five years. I'm not doing 
the business I should and I can't wait five years. I have to 
do something, but I don't know what course of action to take." 
Morgan pointed out that there were a number of businesses in 
the metropolitan area who specialized in imported items, but 
only one which parallelled his own operation of imported goods 
from Mexico. He did not believe this competition was hurting 
him.

Bill Green listened to Morgan's dilemma with interest.
Morgan further stated he had spent a substantial sum of money 
for advertising and promotion and was not satisfied with the 
results obtained. He had advertised in the local daily news
paper, in the weekly neighborhood newspapers, weekly shoppers 
guides and even had a local radio station do a remote broadcast 
from his store (see Appendix C). Morgan stated, "Admittedly, 
my advertising program has been a hit and miss proposition."

With these explanations, Joe Morgan asked his close friend, 
Bill Green, to analyze his business situation and make some 
recommendations as to the course of action South American Imports 
should take.
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APPENDIX A
South American Imports, Inc. 

Comparative Balance Sheet

12-31-73 4-30-74
Assets:

Current:
Cash $ 1,608 $ 115
Accounts receivable 70 514
Inventory 11,335 15,000
Prepaid expenses  961  319
Total current assets $13,974 $15,948

Fixed and other assets: 
Equipment
Leasehold improvements 
Vehicle
Total fixed and othei assets

1,501
812
746

3,059

1,805
812
746

3,363
Total Assets
Liabilities and Owner's Equity 
Current liabilities:
Accounts payable 
Contracts payable 
Note payable-First State Bank 
Total current liabilities

$17,033 $19,311

$ 189
451 

1,500
$ 2,140

$  - 0 -

225
1,651

$ 1,876
Long term liabilities:
Notes payable
Note payable-SBA
Total long term liabilities

1,940
6,611

$ 8,551
3,500
5,884

$ 9,384
Total Liabilities 10,691 11,260
Owner's Equity 6,342
Total Liabilities and Owner's Equity $17,033

8,051
$19,311
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APPENDIX B
South American Imports, Inc. 
Comparative Income Statements

12-31-73 4-30-74
Sales
Cost of Goods Sold 
Gross Profit

$19,023 
10,012 

$ 9,011
$26,415
10,714
$15,701

Operating Expenses:
Advertising $ 562 $1,590
Automobile expenses 509 566
Casual Help 469 653
Freight 188 188
Insurance 961 1,190
Interest 1 426 714
Bad Debts -0- 37
Miscellaneous 250 645
Rent 1,776 3,326
Supplies -0- 21
Taxes 595 775
Telephone 299 462
Travel 1,680 2,314
Utilities 475 761

8,190
Net Profit Before Taxes $ 821

13,242 
$ 2,459
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APPENDIX C
South American Imports, Inc. 

Percentage of Advertising Dollar Spent
by Media Type

Media Percentage
Daily newspaper 
Weekly newspaper 
Shoppers guides 
Radio 
Other*

18%
25%
20%
31%
6%

*Other includes local area church 
club activities.

and community
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South American Imports, Inc. 
Teaching Note

1. The main problem currently facing this business is 
its present location. A business of this specialty nature 
relies heavily on a steady flow of walk-by traffic. Although 
the shopping center enjoys easy access with ample parking,
the development is not complete. The proper types of businesses 
in sufficient number necessary to generate traffic flow do not 
currently occupy the complex.

Serious consideration must be given to finding a new 
location that has a heavy concentration of shoppers and a 
resulting heavy walk-by traffic flow. Care must be given to 
obtain a new location for approximately the same cost as the 
present facility.

The lack of business at the present location is a problem 
which cannot be overcome without substantially increasing an 
already heavy advertising expenditure.

2. A second problem facing South American Imports is the 
lack of a formal advertising plan and advertising budget. 
Advertising should not be conducted on a hit and miss basis.
Media utilization and expenditures should be planned. The 
eleven-month income statement indicates approximately six per
cent of sales has been expended for advertising.

An advertising plan has a threefold purpose:
a) to increase customer traffic and sales volume.
b) increase net profit by stabilizing sales volume.
c) to build an image to the buying public that you have 

the type of store they would enjoy shopping in.
A properly prepared and carefully thought-out advertising 

plan should be coordinated with all of the store's activities 
such as buying trips to Mexico, plans for special selling events, 
inventory levels and all important phases of store operation, 
management and overall policy, with an eye toward future growth 
and expansion. Media selection should be based on how well that 
media can reach the target market. Radio, newspapers and 
shoppers guides provide a shotgun approach for the advertiser 
since they give the broadest coverage. However, in this situation, 
broad coverage is not what is needed.
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Advertising must be directed toward the market the 
advertiser is trying to reach. One method which provides 
pinpoint accuracy is direct mail. The owner can build a 
mailing list by extracting the names of customers who 
utilize checks and credit cards to pay for purchases.
Once the list is compiled, a mailing piece can be produced 
to coincide with special selling events and mailed directly 
to the customer's address. Direct mail is the least ex
pensive means of advertising for the small cost-conscious 
retailer.

Another method that deserves consideration is adver
tising in event programs. A metropolitan area generally 
has numerous dinner theaters, playhouses, art fairs, home 
shows and symphony orchestra concerts. Each of these events 
have programs which are produced by the event promoters.
People who attend events of this nature certainly appreciate 
art works and culture. They are also usually in a financial 
position to afford the products South American Imports has 
to offer. This media can be very advantageous to the owner 
of a specialty store by providing him with advertising 
coverage he may not be able to get elsewhere.

3. In order to complement the advertising plan, a formal 
advertising budget should be established. Advertising is 
expensive and in order for the plan to be effective, a certain 
amount of money must be set aside for implementation of the 
plan. Once the advertising budget is established, it should 
be followed as much as feasibility allows.

Several methods are available for determining an adver
tising budget. One of the simplest and least complicated 
methods is the percentage of sales method. Under this proce
dure, a pre-determined percentage of sales is used as the 
budgeted amount. Every effort must be made to stay within 
the budgeted amount. From the budgeted figure, funds may be 
allocated to the various media. Media which has proven un
successful should be eliminated. This allows more funds to 
be spent in successful media. It allows for experimentation 
with previously untried media. Historical records of the 
business can be helpful in determining the amounts spent in 
the past and where.

The Small Business Administration suggests that 3.3 per
cent of sales is the recommended figure for furniture stores 
to begin with.

4. An inspection of the income statement shows that the 
owner is not drawing a salary out of the business. Since a 
profit is being earned by the company, income taxes will have
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to be paid. However, if the owner drew a salary regardless 
of the amount, this would reduce the corporate tax liability, 
or eliminate it completely. It is conceivable that Mr. Morgan 
could find a job earning an income in excess of $10,000 
annually. This results in an opportunity cost to Mr. Morgan. 
While it would be unrealistic to recommend a salary of this 
level, a salary draw should be established and then increased 
as the business expands.

- 9 -
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