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THE J & P SUPERETTE*

Corporate Organization
In I960, Ed Jackson and Thomas Patrick formed a corpor

ation for the purpose of buying and operating a supermarket. 
The corporation was called the J & P Superette, Incorporated 
and had four stockholders. The stockholders were Ed Jackson 
and his wife and Thomas Patrick and his wife. Both Ed 
Jackson and Thomas Patrick had owned and operated super
markets for more than twenty years. Each owned a store in 
his home community and at various times had owned and oper
ated other supermarkets in nearby communities. Both men had 
owned and operated other types of retail establishments.

Mr. Jackson and Mr. Patrick had been personal friends 
many years and each had a high regard for the entrepre
neurial ability of the other.

In I960 the J & P Superette Corporation purchased a 
store in Williamsburg, Ohio. This store had been in 
operation for a number of years and was a successful oper
ation. The store began to show a profit after a few months 
of operation and remained a good income producer.

The rationale behind the formation of the J & P Superett

♦This case was prepared by (Mrs.) Kathleen C. Brannen, 
under the supervision of Dr. Wm. H.'Brannen, Creighton 
University, as a basis for class discussion.
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Corporation was to take advantage of an opportunity to 
purchase a going concern for a total personal capital in
vestment of $10,000. The credit standing of the indivi
duals enabled the balance of the operation to be financed. 
In addition to pooling their personal credit and entrepre
neurial ability, there was another significant contribution 
that each made to the joint venture— time. Mr. Jackson 
would be responsible for personal visits to the store one 
month and Mr. Patrick would take over the following month. 
Under this arrangement each had sufficient time to manage 
his own supermarket operations. A store manager and an 
assistant store manager were hired to direct store oper
ations. Mr. Jackson and Mr. Patrick directed the store at 
the policy level.

By 1963 the store in Williamsburg had generated enough 
excess cash to purchase another store in Mason City, Ohio. 
This store was not the immediate success which the store in 
Williamsburg had proved to be. After three years of un
profitable operation, the store in Mason City was sold for 
the original book value of the fixtures and current book 
value of the inventory.

The foregoing has been given as background material 
for the analysis of a chain of events in a third venture 
which began in 1963*

Mapleville, Indiana: Initial Investigation
Mapleville was first considered as a possible location
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for a third corporate store in April of 1963. Mapleville 
was a community of 8,000 people and the radius of the trad
ing area was estimated to be twelve to fifteen mailes. The 
nearest large city was fifty miles away. At that time there 
were four supermarkets in Mapleville which consisted of a 
national chain store, a regional chain store, and two inde
pendents. One of the independents, called Thrifty Food 
Store, had the unique feature of service meats.

The competitive environment looked favorable from the 
viewpoint of J & P because the two chain stores were locked 
in with high prices and trading stamps. The two indepen
dents were considered weak operations. J <4 P offered to 
buy one of the independents, but the offer was declined.
The second independent had a live chicken, cream, and 
fertilizer operation in conjunction with the supermarket.
J & P were not interested in acquiring this type of oper
ation. The competitive strategy anticipated by the J & P 
Superette Corporation was to go into Mapleville with some
thing different to appeal to the consumer; namely, low 
prices. The low price operation would be possible because 
J & P would be an operation with low overhead, low-cost 
fixtures, and low depreciation. J & P expected to capture 
enough of the market through a policy of low prices to 
ensure a profitable operation.

Preopening Details
In January of 196*+ a lease was signed on a building



being vacated by the national chain store. The lease called 
for monthly payments of $625.00 and was for five years. The 
national chain store moved out of the building on February 
15, 196*+ and plans were made to open the J & P Superette on 
March 15, 196*+.

A loan was negotiated with Thomas Credit Corporation of 
Cincinnati for $50,000. The interest rate on the note was 
7% and payment was to be made in monthly installments of 
$500.00. In thirty six months the, balance was due and pay
able unless renewed by the holder. Thomas Credit Corpor
ation was the financing subsidiary of a food supplier. It 
was understood that the Mapleville store would in turn give 
special promotional consideration to the products supplied 
by this company. J & P signed corporately and personally on 
the note. Actually, the loan was granted on the basis of 
the credit of other stores owned by Mr. Patrick and Mr. 
Jackson. The stated collateral was store fixtures using a 
cost replacement figure for valuation. The actual price 
paid for the store fixtures was $15,000. Note funds were 
used to purchase an inventory of $32,000. Prepaid insurance 
was $1,000. The store thus began operation with the balance 
sheet shown in Exhibit I.

The planned advertising policy was to spend 2% of sales 
on advertising. This money was to be spent on newspaper 
advertising except for 15% of the advertising budget to be 
spent on radio advertising the first few months of operation. 
When store profits had been established, it was planned to
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lower the advertising budget to 1%% of sales.

Exhibit I.— Balance Sheet, Beginning of Operations

J & P Superette, Incorporated of
Mapleville, Indiana

Assets
Cash in Bank 
Prepaid Insurance 
Inventory 
Fixtures

$ 2 , 000.00 
1,000.00 

32,000.00 15.000.00
$50,000.00

Liabilities
Thompson Credit Corporation Note $50,000.00

$50,000.00

Owner's Equity - 0 -

The decision was made not to charge administrative 
expense until the store was profitable. In other words,
Mr. Jackson and Mr. Patrick would receive no pay for their 
administrative contribution until profits were earned and 
the working capital ratio made withdrawal of capital feasi
ble. Internal revenue regulations did not permit adminis
trative expense to be charged against store operations unless 
the funds were paid out.

J & P Superette, Inc. was part of a group of indepen
dent retailers who had affiliated with and used the facil
ities of a voluntary group wholesaler. The wholesaler, in 
addition to being a supplier of merchandise, also provided 
services in the form of functional consultation and account-l
ing statement preparation. Daily sales records were
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forwarded from stores to the wholesaler and balance sheet 
and income statements were prepared for each store by the 
wholesaler each time an inventory was taken. The voluntary 
group wholesaler sold merchandise to its affiliates for the 
wholesaler's cost plus a fee which averaged 2-%%, plus 
freight. Freight charges to the Mapleville store averaged 2%. 
A cash discount of 2%?net 10 days was given. The service 
charge for conducting an inventory was $3.00 per $1,000 of 
retail inventory. The accounting fee was based on retail 
store sales volume. The average accounting fee charged the 
Mapleville store was estimated to be $80.00 per month.

Gary Schultz, the service meat manager for the Thrifty 
Food Store, was hired for the position of store manager at 
a salary of $160.00 per week and a bonus of 25% of the net 
profit.

Gary's brother, Terry Schultz, also a former employee 
at Tnrifty, was hired to be the assistant store manager at 
a salary of $120 per week and a bonus of k% of the net 
profit.

A meat manager, who previously had been an assistant 
meat manager for a chain store, was hired for $135.00 per 
week and 8% of the net profit of the meat department.

To train Gary Schultz for the job of store manager, 
he spent six weeks working under the direction of Mr. Jackson 
in one of the supermarkets personally owned and operated by 
Mr. Jackson. During this time he was shown the various store 
procedures involved in ordering merchandise, determining
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gross profit, banking, assuming credit, extending credit, 
etc. Mr. Schultz was made aware of all existing policies 
which he was expected to adopt in the Mapleville store.
Mr. Jackson also tried to instill the importance of the 
management function of getting work done through others.

It was agreed that Mr. Patrick would visit Mason City 
more frequently than Mapleville, and Mr. Jackson would visit 
Mapleville more frequently than Mason City. This allocation 
was based on the proximity of the towns to the homes of Mr. 
Jackson or Mr. Patrick. Mr. Jackson visited the store in 
Mapleville twice weekly.

Between the time the lease for the building was signed 
and the store opened, a change in the competitive picture 
forced a change in general strategy. The national chain 
store dropped Gold trading stamps. The regional chain store 
dropped Red trading stamps and introduced the plan of Total 
Lower Cost. This move on the part of the chain stores was 
not the result of the entrance of the J & P Superette into 
Mapleville, but was the result of competitive pressure which 
existed in Cincinnati. The strategy change made in Cincin
nati affected the entire area served by the metropolitan 
communications media. Consequently, J & P Superette acquired 
Gold trading stamps and opened with conventional prices.
This strategy was believed necessary because the chain stores 
had better facilities.
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Store Opening
The J & P Superette in Mapleville opened on March 15, 

196*+ with a grand opening splash which included a lot of 
give-aways including a color television set and merchandise 
loss leaders. Mr. Jackson and Mr. Patrick were apprehensive 
about the change in the makeup of the local competition and 
tried to compete in all areas where price comparisons would 
stand out the most. These areas were national brands and 
fast-moving merchandise such as coffee.

The store had several $15,000 weeks and then settled 
into a pattern of sales which ranged from $9,000 to $10,000 
per week. Mr. Jackson and Mr. Patrick considered the $9,000 
to $10,000 volume sufficient for a self-sustaining operation 
with proper supervision and management.

Eight weeks after opening the store, the first inventory 
was taken and statements were prepared. The income state
ment revealed that the store had purchased more meat than it 
had sold; i.e., the meat gross was negative. The meat man
ager departed. The situation was discussed with the store 
manager and Mr. Schultz said that he could eliminate the 
meat problem. Gary Schultz became the meat manager in 
addition to being store manager. Two men worked under Gary 
as meat cutters, but Mr. Schultz did all the ordering and 
pricing of meat. However, a subsequent income statement 
revealed a meat gross of 10%, still 11% below cost of oper
ation. The produce department, however, did better than 
expected. I

I '|
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Mr. Jackson observed that the store manager, Gary 
Schultz, was delighted with his new role as store manager 
and seemed reluctant to participate in the affairs of the 
meat department. Mr. Schultz spent too much time having 
coffee with salesmen and attending Rotary meetings.

The assistant store manager, Terry Schultz, was the 
worker on the management team. The physical appearance of 
the store was always excellent and Terry Schultz would come 
in each Sunday and scrub and wax the floors and clean the 
refrigerated cases.

Store Sale
By the fall of 196U- the J & P Superette in Mapleville 

had sustained a cumulative loss of $25,000. The operating 
loss appeared on the balance sheet as an increase in 
accounts payable. Mr. Jackson and Mr. Patrick offered to 
sell the store to the two key employees— Gary and Terry 
Schultz. Gary and Terry accepted the offer and contracts 
changed hands. The accounts representing the $25,000 
operating loss were transferred to the books of the J & P 
Superette in Williamsburg. Gary and Terry put up $12,000 
of their own money and contractually agreed to make the

vstipulated monthly payments on the Thompson Credit Corpora
tion note. They took over the bank account, the accounts 
receivable, and the remaining accounts payable. The name of 
the store was changed to Gary and Terry’s Superette.

Not long after the store was taken over by Gary and
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Terry Schultz, the regional chain store was destroyed by 
fire. For a couple of months Gary and Terry's Superette 
showed a profit. However, the regional chain rebuilt a 
larger store, installed new fixtures, and increased the size 
of their parking lot. When the regional chain store reopen
ed, they quickly took the business back.

Competition became tougher and tougher as stores 
advertised more loss leaders at increasingly lower prices.
The advertising policy of the two chain stores was determin
ed in Cincinnati for the area served by metropolitan news
papers and television stations. Although advertising space 
in large city newspapers was greater than ads carried in 
small local newspapers, the number of items to be advertised 
and the prices were the same. Any exceptions to this general 
policy would be on a very few items.

The Corporate Split-Up
In June of 1965» Mr. Jackson and Mr. Patrick decided to 

split-up the corporate partnership because the stores in 
Mason City and Mapleville were losing more than the store in 
Williamsburg was making. They agreed to use April 23, 1965 
as the assessment date. The latest income statement was 
based on an inventory taken on April 23, 1965» The decision 
was made to put the Mason City store in one package and the 
Mapleville and Williamsburg stores in another package with an 
exchange of cash to equalize the transaction. Even though 
the J & P Corporation was not currently operating the
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Mapleville store, the corporation did have considerable 
assets and liabilities involved in that store in conjunction 
with their agreements with the Schultz brothers. Mr. Jackson 
and Mr. Patrick further agreed to draw straws with the 
understanding that if the loser did not like the choice 
available to him, the deal was off and an acceptable alter
native deal would be sought. Thomas Patrick drew the win
ning straw and chose Mason City. Ed Jackson was pleased 
with the decision as he did not wish to give up the store in 
Williamsburg. Thomas Patrick received the store in Mason 
City and $10,000 in cash. Ed Jackson retained the corpor
ation which then included the store in Williamsburg and all 
corporate interests and obligations of the store in Maple- 
ville.

Mapleville Reacquired From The Schultz Brothers 
By June of 1965 it appeared that Gary and Terry were 

going to lose the inventory, so Ed Jackson took the store 
off their hands. Although the store name was changed back 
to J & P Superette, Mr. Jackson's intention was to liquidate 
the operation as quickly as possible. Gary and Terry 
Schultz had sustained operating losses far in excess of 
their original investment of $12,000. Mr. and Mrs. Jackson 
who now owned 100$ of J & P Superette, Incorporated were not 
aware of the total extent of these losses. The Schultz 
brothers were released of any financial obligations beyond 
their original investment. Ed Jackson was liable for the
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balance of the note held by Thompson Credit Corporation. 
When the store was reacquired it was determined that the 
inventory had suffered a shrinkage of $8,000 during the 
period since Gary and Terry Schultz had acquired the store. 
This $8,000 inventory shrinkage was a loss to the J & P 
Superette Corporation.

When Ed Jackson reacquired the store, he also found 
$^,000 of uncollectable accounts receivable. These uncol
lectable accounts were in the form of bad checks and forty 
customer credit accounts. In addition, the store had taken 
on unprofitable restaurant business.

Between July and October, Mr. Jackson looked for a 
buyer for the Mapleville store. Only one good prospect 
appeared. A regional wholesaler agreed to back a buyer if 
Mr. Jackson would provide $20,000 of the financing. The 
offer was declined by Mr. Jackson.

To avoid operating the store through the winter, Mr. 
Jackson looked for someone to lease the building. On 
November 1, 1965 the building was leased to a national 
franchised discount store for $325.00 per month. Three 
months later the parking lot was leased to the Christian 
Church for $150*00 per month.

i
Final Finances

The store fixtures were sold for $5»300. Some of the
Inonrecoverable expenses included oppning expense, operating 

supplies, small tools, signs, attorney and license fees.-
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The uncollected accounts and bad checks were turned over 
to a collection agency and $1,100 was recovered. The inven
tory was transferred to other stores owned by Ed Jackson.
The accounts payable representing the inventory on hand were 
transferred with the inventory. An outstanding bank note 
owed by the J & P Superette in Williamsburg was increased by 
$*+0,000 in order to retire the Thompson Credit Corporation 
note. Taxes and remaining accounts payable were paid with 
the existing cash. The store in Williamsburg, the only re
maining supermarket of J & P Corporation, absorbed the $8,000 
balance due on the note payable from the Mapleville store to 
the Williamsburg store and the lease obligation totaling 
$6,000. The statement in Exhibit II shows the balance sheet 
at the end of operations and after liquidation of assets.
The total loss incurred in the Mapleville operation was 
$5*+,000. The details of this loss are shown in Exhibit III.

In spite of the Mapleville losses, both men continued 
to show considerable profits in stores which they owned 
separately outside the J & P Corporation. Also, the J & P 
Corporation had sufficient profits from the time the corpor
ation was formed to absorb administrative expense in the 
form of a bonus paid to the owner (or owners) in the amount 
of $16,000 per year. By January 1, 1969 when the lease in 
Mapleville expired, the entire $5*+,000 loss of the J & P 
Superette in Mapleville had been used as a tax write-offi
against the profits of the store in, Williamsburg.

i i

\



Exhibit II.— Balance Sheet, End of Operations and After 
Liquidation of Assets

J & P Superette, Incorporatedof
Mapleville, Indiana

End of Af terOperations LiquidationAssets
Cash in Bank $ 2,000 $ 8,*+00Inventory 23,000Accounts Receivable *+,000Leasehold Improvements 3,000Fixtures 12,000

W + 7ÖÜÖ $ 8 ,¥00

Liabilities
Taxes, Payroll $ 1,200 $ 1,200Taxes, Personal Property 1,200 1,200Accounts Payable 2*+,700 2,000Thompson Credit Note *+1,000 *+1,000Williamsburg Store Note 11,000

$79,100
11,000

W > ^ ö o

Owner's Equity ($35,100) ($*+8,000)

Ed Jackson's Hindsight
In reviewing the unprofitable operation of the J & P 

Superette in Mapleville, Ed Jackson offered the following 
evaluation:

Our attempt to make a store manager out of a 
meat manager was a judgmental mistake. It has been 
done, but probably has failed more frequently than 
it has succeeded.

Another fallacy is the idea that people will 
work harder for themselves than for someone else.
They won't. Tom and I offered the store in Mapleville 
to Gary and Terry Schultz in the: hope that a personal 
investment on their part with the chance to become 
owners of a supermarket would provide the motivation 
necessary to make the operation ¡profitable. As a 
matter of fact, the policy changes which they made 
resulted in greater losses.

However, the situation in the meat department was
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the greatest single cause of failure. I should have 
followed up a weekly meat inventory. Poor buying 
practice was followed whiclq largely was a matter of 
buying too much. Buying too much was partially the 
result of poor inventory control. The inventory is 
perishable. Pork, chicken, lunch meat, and ham spoil 
easily. To have a profitable meat operation it is 
essential to practice FIFO (first in-first out). A 
marking and storage system in the cooler must be in 
effect to ensure adherence to FIFO inventory movement.

The grocery department failed to produce a profit 
because of a lack of merchandising. Although the store 
was clean and orderly in appearance, these factors are 
only a part of merchandising. Strong competitive 
pressure dictated an advertising strategy of loss 
leaders which was not offset by increased turnover of 
other grocery items. Money can be lost a lot faster 
than it can be made. When a second grocery order comes 
in before payment on the first is due, cash flow can 
get out of hand very quickly.

Tom and I were taking care of our outside bus
inesses. Nobody did any pushing and things just 
drifted which is a lousy way to run a business.
When asked if there was always agreement on policy

changes between Thomas Patrick and himself, Mr. Jackson
replied:

There was too much agreement. One of the problems 
was that there were no disagreements. We were prone 
to give in on a point because of the high regard we 
have had for each other during our twenty-five years 
of personal friendship.
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Exhibit III. —  Total Loss Incurred by the J & P 
in Mapleville, Indiana Superette

J & P Superette, Incorporated ofMapleville, Indiana

Net loss during the time Mr. Jackson 
and Mr. Patrick were corporate partners $ 2 5 ,0 0 0

Inventory shrinkage during the 
period when ownership was in the 
name of Gary and Terry Schultz 8 ,0 0 0

Operating loss last months 5 ,0 0 0

Loss on sale of fixtures (including 
leasehold improvements) 1 0 ,0 0 0

Lease shrinkage 6 ,0 0 0  
$5*+, ooo

Areas For Student Discussion
1. At various points in time, critical decisions were made

by Mr. Jackson and Mr. Patrick which affected the strategy 
employed to obtain a profitable operation. Identify the 
critical decisions. State your agreement or disagreement 
with these decisions and the reasons for your choice. If 
you disagree with a decision, suggest feasible alter
natives .

2. How important is a profitable meat department to overall 
store profits?

3. If a supermarket has sales of $10,000 per week, what is 
the amount of additional sales which must be generated 
to cover the 2% cost to the store for stamps? Is stamp 
cost the only expense which will be generated by in
creased sales?

*+. What does the relationship between mark-up and turnover 
have to do with merchandising?



THE J & P SUPERETTE (TEACHING NOTE)*

The formation of the J & P Corporation combined talents 
capital, credit, and opportunity which resulted in a success 
ful venture in the Williamsburg store operation. Details 
are not provided in the case to analyze the Mason City store 
except to point out that the same rationale was used to 
purchase a going concern.

The following critical decisions, operational and 
strategic, should be identified as affecting the outcome 
of the Mapleville operation:

1. Locating a store in Mapleville
2. Assuming a lease obligation
3. Offering conventional pricing along with trading stamps
*+. Advertising via loss leaders
5. Selecting and training store management
6. The timing of the first inventory and statement 

preparation
7. "Selling" the store to the Schultz brothers
8. Dividing the corporation
9. Reacquiring the store

10. Liquidating the Mapleville store.
The Mapleville site required the assumption of greater 

risk because the proposed store would be a new operation.
It appears that the availability of credit was a more 
compelling reason to enter Mapleville than any great need

♦This teaching note is for The J & P Superette case 
which was prepared by (Mrs.) Kathleen C. Brannen, under the 
supervision of Dr. Win. H. Brannen, Creighton University, as 
a basis for class discussion.

-1-
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for an additional supermarket in Mapleville. Nevertheless, 
it should be pointed out that both chain operations were 
willing to increase their capital investment in Mapleville 
during this period of time. The J & P Corporation was not 
alone in viewing Mapleville as a good location for a super
market. However, J & P could have substantially reduced the 
risk of an operation in Mapleville by signing a lease for 
one year with renewal options even if this required a 
greater monthly expense.

The original strategy anticipated for Mapleville by 
the J & P Corporation was a good one and should not have 
been altered. In view of the position of the retailing 
cycle at that time, it should have been anticipated that 
the dropping of trading stamps by the chain stores was a 
good possibility. The affiliation which J & P had with a 
voluntary group wholesaler enabled them to purchase food 
at prices which compared favorably with prices paid by the 
chain stores. The overhead prices of J & P were lower than 
the chain competition. J & P was in a position to compete 
actually and in low price image with their chain competition. 
The inclusion of stamps in the price package offered to the 
consumer was a contradiction to the image which should have 
been projected and made actual price competition most 
difficult.

The decision to hire Gary Schultz for the position of 
store manager was a good one for two reasons. In the first 
place, he was a member of the Mapleville community.



Secondly, to renove him from his job with the Thrifty Food 
Store would be detrimental to that operation. Gary Schultz 
was expected to do two things for the J & P operation in 
Mapleville in addition to providing general management com
petency. One, he was expected to draw satisfied meat cus
tomers from his previous employer. Two, he was expected to 
give knowledgeable guidance to the meat department.

The plan failed for two reasons. Gary Schultz had a 
perception of the role of a store manager which was not an 
accurate picture of reality. When he was a meat manager, 
he perceived the store manager to be a person who spent his 
day having coffee and participating in community affairs. 
When he became a store manager he played the role as he 
perceived it.

In addition, Gary Schultz felt that even though he had 
been an excellent meat manager, the status of a meat manager 
was lower than the status of a store manager. He had not 
been made to feel that he played a decisive role in deter
mining store success. Consequently, when he became a store 
manager using his expertise at meat management became 
beneath his dignity.

The management training program demonstrated the 
results that Gary was expected to achieve, but did not 
sufficiently point out how he must behave in order to 
achieve the desired results.

Once the store was in operation the corporation was 
faced with the same problems of internal control that are

-3-



common to all operations that have a small number of units. 
Sophisticated internal control systems are not economically 
practical. In spite of these inherent problems, sufficient 
control was lacking. Although opening expenses are not 
typical, an earlier first inventory would have uncovered 
operating inefficiencies sooner.

When early operating losses had been sustained, the 
store could have been closed at that time. However, in 
view of the lease and note obligations and considering the 
heavy costs of liquidation, it was not unduly risky to sell 
the Mapleville store to Gary and Terry Schultz. It is true 
that they continued to make the same mistakes and added some 
new ones. But the store was potentially profitable. When 
losses continued to occur, Ed Jackson selected the feasible 
alternative of reacquiring the store with the intention of 
selling or liquidating it.

A profitable meat department is a very significant 
determinant of overall store profits. The reasons are both 
internal and external. If the meat department is not 
profitable, profit margins are too slim in other departments 
to offset the losses. If the consumer is not satisfied with 
the quality and price of meat in a store, she will shop 
elsewhere.

If a supermarket has sales of $10,000 per week, then 
the cost of stamps to the store is $200.00 per week. If 
gross profit is between 18 and 20 per cent and additional 
operating expenses are incurred with additional sales, then



sales must increase by at least $1,000 to cover the increas
ed expense of stamps.

Markup and turnover are directly related to merchan
dising. An optimum balance between the two extreme strat
egies of high markup— low turnover and low markup— high 
turnover should be sought. The sliding scale method of 
pricing traditionally used in supermarkets reflects this 
optimum balance in order to maximize return on invested 
capital. In addition, special displays of reduced markup 
items should be combined with companion products that have 
a high markup. At the same time, ordering should be 
adjusted downward on competing nonsale items which will be 
affected with a lo\̂ er than normal turnover in order to 
preserve working capital.
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