st Q)Y B RS0 R ¥

CANNONDALE'’

USA"
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odayv, financial analvsts divide the bike

industry into “Cannondale™ and “every-

body else.” The company has prospered

even when the rest of the industry was in
a downturn. Though Cannondale’s annual yield is hardly
on par with such highly lucrative industries as computers
and biotechnology, the company stands alone in its ability
to maintain profitability while other bike companies
endure slumping sales. In a notoriously low-margin indus-
try, Canmondale is able to satisly Wall Street’s expectations.
while it continues to expand into new markets. § But one
look at Cannondale’s balance sheet in. say. 1987. would have
left investors wondering whether the firm could stay out of
bankruptey court, much less survive to become the best-cap-
italized manufacturer in the bike industry. In the late 1980s,
Cannondale had a great product and 40-percent annual sales

growth, yet its financial picture looked decidedly bleak.

LIKE MANY ENTREFRENEURLAL COMPAMIES
that sprang wp in the ‘Bis, Cannondale
wasn't prepared for the challenges of

success, Rapid expansion jeopandized
the company's cash flow; quality
slipped; dealers were frustrated; and
financial controls were superficial w
best [i's like the old adage: Be careful
wihat you wish for; you just might get it

What saved Cannondale from the fae
of onetime high-flyers like Atari, Chuck
E. Cheese and Commodore was the
relentleas enengy of i people. They
showed up every moming, turned on
the: lights, and got on the phomne o cred-
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itors and customers o perform a delicate
halancing act. They kept the company's
friendly face and peerless customer ser-
wioe intact, at the same time as they
addressed Cannondale’s profound stnec-
tural problems. They wene motivited by
the vision of being part of a company
whers kleas rose on their own merits,
and whene undue caution would never
hinder progress,

CANNOMDALE'S FIRST BRUSHWITH DISASTER
came in 1975, The high-quality bike
market tanked, dropping roughly by
half. o did Cannondale's sales—from

52 million a year to §1 million,

“We hacl $250.000 in bhad receivables and
ma equity in the business,” says company
founder and president Joe Montgomerny.
“The hanks wanted 1o throw me out.”

Montgomery micda the banks an offer
they couldn't refiese; Either liquidate the
cofripany and take Ave cents on the dollar
or contimuae supporting Cannondale and
eventually get pald back in full. The
banks opted or the latter.

With the creditors’ relhectant hlessing,
Monigomery plowed the profits of his
pannier company hack into the business,

wiith the goal of ssablishing a full-fledged

le company. There was never much
cash around, but by 1982, there were lots
of new milling machines, stashes of wb-

ing and components, and other industri
al supplies and equipment.

The company, however, wiad less
mature than its employess belicwed
“Cannondale was wildly entreprenewrial,
in every definition of the word,® says Dan
Alloway, a 17-year veteran of the compa-
ny who's now vice president of salea, “We
were not ready for what our vision's sucs
cess woild bring ns. What it brought was
compaunded 30- o 40-percent annual

growth through the mid-90s.*

All that growth blinded Cannon-
dale to its Anancial and managerial
sime. David Camphell, now the direc-
tor of technical sarvices, resdily
admits he was ill-suited w his job as
e COMIPATY S MFsl pHn hasing rman-
ager: "We could not adequately sup-
ply the shops in terms of quantity or
cpuality, T !

ing tha

155, For all

such a low=margin hasir

our innovation and unlbque product,
we didn't have significantly higher
manging. We wene not mature and
good at buying so we were crushed
by inweniory costs™

Cannondale was pummeled by a
problem that faces most sporting-
gonds companies. Bikes were man-
factured year-round, but sold well
only warm-weather
manths. This meant that expensive
componants, tubing and supplies sat
in the wareshouse for months, paid
for bat not bringing in revenue. Just-
in-time inventory had yet i establish

during the

a hiem foothold at Cannondale, or in
many other U5, firms

InefAciencies plagwed the fetory.
Production bottlenecks, tooling that
was hard w use, shorages of key
COMEPORAETLE, and pooT inlormation
2 probs
lems, The staff in the Connecticur
corporate offices routinely worked

EYSREETLS W

' just som

saven-day, ®khour weeks, but the
company had grown oo big. two fast,
for any objective assecsment of the
inherent problems, and what o do
about them
“The company's excessive growth
orvershadowed a mubliihade of sins, and
odir lack of foundation of fundamental
business practices,” Alloway says “We
didn't know if we were making
maney of not on every bike we
shipped, The quesbion never came ugp
hecause we were involved in the daily
frefights of runaway growth.®
To  customers, de
Investors, Cannondale: in the mid-80s
appeared impulsive, without clear
CORTIRUED oM PAGE 14
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*“* For all our
innovation
and unique
product,
we didn't have
significantly
higher
margins.
We were not
mature and
good at
buying,

SO we were
crushed by
inventory
costs.”

- DAVID CAMPBELL

TIMUED FROM PAGE 13

direction. Cannondale frames had legiti-
mite claims of technical superiority, but
the company was diluting the frames’
high-tech identity by competing on price
with their low-tech rivals. Cannondale
bikes were priced only slightly higher
than cookbe-cutter steel bikes from Japan
with similar components, and far less
than the revered [talian brands. To make
matters worse Cannondale held winter
frame sales for several years o raise
badly needed cash.

Montgormery was fully awane that desp
disoounting was a cardinal sin in manag-
ing & high-end bramd, bt these wene des-
perate times. They called for desperate
measures like two-forone sales on
frarnes. “That's & predty Serious inventory
problem, if vou can't even sell the second
bike for $100," recalls Mark Charpentier,
wha is now national sales coorndinator.

&till, Cannomdale management failed o
realize the hole they were digging for
themselves with their quixetic approach
o managing the business. “We thought of
oursalves as the best street fighters”
Alloweay savs. “We falsaly prided ourselves
on that ability. We were fast to change,
solve problems, and react o anything.
And every day we felt validated.

“There was a misleading feeling of pro-
ductivity by putting out Brush fres, by
building an empire without a foundation.
But we were missing maturity in the
business dense: in controls, Systems, pro-
cedures and discipline. Joe was a wily
entrepreneur who had not yer made the
transition bo becorming a corporate CEO."

IH THE MID-"805, PRACTICALLY ALL BUT
thiz biggest hike brands were sold 10 dealen

through independent distributors. These
middlemen reduced the need for each
manuficturer 1o maintain a sales force,
bt ar the cost of a hefiy commission.
Cannondale again bucked the system,
this time by selling iis bikes direct o deal-
(18

It wis an idealistic plan that would, in
theory, save Cannondale from giving
away a 20- o 3-percent commdssion o
a distributor. There was no budget,
though, for a corps of traveling sales
reps to sarvice Cannondale dealers. “We
did it all via the phone,” says company
director Scott Mongomery. “IF you
called and asked for abike, we'd sell it o
you, We didn't gualify whether you
were the biggest shop in twwn, or
whether you were really committed o
selling Cannandale.”

Without road reps, there was no ona
to check dealer inventories, give sales
clinics or handle warranty issues in the
fiald. And without exclusive territories
for dealers, there was little incentive for
individual shops 1o make a long-term
commitment 0 Cannondale. “Rather
than having one dealer in a city selling
100 bikes a year” Montgomery contin-
vk, "wi'd have three dealers selling 20
bikes each.”

By 1987, the growth was no longer
disguisxing the company's systemic
problems, and the bike industry knew
that Cannondale was in  trouble.
Inevitahly, customers and suppliers
wene drawn into the whislpool.

“while the product drove the soul of
the company, our stmategy cincled
around cash flew,” Alloway sayvs. Thus
the winter frarme sales continued, along

with other seemingly reckless moves.
“we would frequently aggressively dis-
count product just because we nesded
cash so badly, We'd do that during the
prime season, spring, when everyone
alie was charging full price. 1f we didn't,
there'd be a bank note or payroll that
wouldn't be met.”

As Canmondale fell behind in its pay-
meents o vendors, speculation about the
companys futire was rampant. “Mast of
my conversations with vendors wen:
About rumoss of cor bankmuptcy,” Camp-
bell sanps *T constantly told them, 'Pleass
ship us the parts 50 we can continue w
talk about the parts orders we'll place
with wou laver this yvear If they had
decided not to ship, we couldn't have
continued *

Scott Montgomery flew o Japan “to
beg for supplier mercy,” he says. °I
asked for 160-day terms, ‘or else you
won't get the million dollars we owe
o™ e recalls elling one supplier. But
Cannondale's cash-flow problems only
aceelerated the downward spiral.
*Because we were S0 Lite paying ven-
dors, wa'd have o spend more on air
fraight just to ensure that parts would
arrive on time,* Scott sas

Joe Monigomerny took acticn to siart
the Tealing process, but not without Grst
ripping open Cannondale's wounds even
wider. On a Sunday afterncon in 1987,
he asked his top managers 1o rank all
Connecticuthased employess in onder of
imporance w the company. That
evening, they gave Montgormery the list.

*Read off the bottom 30 people’
Montgomery twold them. “Tomorrow
morning, you nead to lay those people



off. We nead to downsize or we will not
survive. Even with these changes, we
milght not survive.”

CANNONDALE'S CASH CRUMCH WAS 50 EXTREME
that, by any normal standard, the com-
pany should have folded its tent. “We
had 518 to 520 of debt for every dollar of
equity,” says Charpentier. Business
schools teach that a 1:1 debt-to-equity
ratio is a sign of a healthy company,
while 51 is very aggressive. Cannon-
diale's 20:1 ratio effectively put the com-
pany on life suppart.

“Wig wene an asset-hased barrower” says
John Moriarty, the company’s treasurer
“From a financial standpoing, you can't get
any farther out on the limb, and seil] stay
in business. At that peint, the hanks are
loaning you cash based on your asset
value You're reporting o the finamce
company on prety much a weekly hasis.
If your assct hase—mainly your recekv-
ables—ian't high enaugh, they're just not
going o give you any cash.*

Some Cannondale employees could
no longer tike the constant stress of
wondering whether the doors sould
say open another day. “A lot of people
saicl, “I'm not interested in putting that
muach heartache in my life! and quit,”
Charpentier recalls. *The fortitude you
needed to stay here during the crash-
and‘burn era was immense.”

The ones who stayed paid with their
flesh and blood. Alloway developed an
ulcer at the age of 15 Charpentier
talked openly of gquitting his manage-
ment jobr and becoming the company's
groundskeeper.

They continued o siruggle with the

company's lack of controls. *“We spent
hours in mestings trying o figare out
what we had in stock,” Charpentier says.
“If something was hot, we wouldn't have
it for five months. If it was slow-moving,
wiz'd have pwice as many as we could sell.
Sometimes, we'd not order parts becauss
we thought we had them, and find owt oo
late that we didn't have them.”

It wasn't much fun talking o disgrun-
tled customers under those conditions,
baxt strong custemer service kepd dealers
in Cannondale's comer Charpentier siys
e took an average of 100 phone calls per
day from dealers. *If you worked the
phones, you were sales service—and
spin control.®

THE DEALERS MAD PLENTY TO COMPLAIN
about, things like “potaso-chipped wheels,
paint flying off, bowed tubes, corrosion,”
Charpentier recalls. “When we had war-
ranty problems, we often couldn ship
the warranty frame fior two months.”
Randy Clark of Bicycle Garage Indy, a
longtime Cannondale retaller in Indi-
anapolis, remembers the worst of it
“They were incapable of simple blocking
and wckling—of gerting the basics right,”
he says. “The basics were that I'd place an
order, and they'd inpat it correctly inmo
their systerm and have the product to ship
it.* Clark says that Cannondale was
unable to conststently execute even thess
elemental functions. *And they had their
fair share of technical issues,” he adds.
Frank Coombs of Bike Masters in
Chandlar, Arizona, confirms that the
technical {ssues were many. “Cualicy on
hikes, initially, was average® he says.
“They were touting ‘made in America;

bt the welds were sloppy.®

Coombs notes that the bikes wok more
time and amention than competing
brands. “Maost companies’ bikes regquired
a Me-minue asembly. A Cannondale
required one or two hours. You basically
had to build them from scraich. For
cxample, the chain came in the original
box from Shimano. You had o cut the
chain and pait it on You had to cut every
cable and put them on, If parts wens
installed, you had wo double-chack and
rake sure they were tight. Maybe 10 or
20 percent of the time, you had o hone
ot the seat twbe o make a seatposs alide
up and down easily.*

That assumed, of course, that the shop
had' recelved the seatpost and all the
other components with the frame. While
most new bikes are shipped to dealers
partially assembled in a single carton,
Cannondale dealers were vexed by the
company's klosyncratic two'box ship-
pinkg. The frame would come in one box,
while the components arrived separately.
But often & frame would arrive without
the correct parts kit. Other times, one of
the boxes wouldn't arrive on the same
day—or at all.

Despite these problems, and the avail-
ability of no-fuss bikes from cther comipa-
nies, most dealers remained loyal to
Cannondale, Ome reason was that the
company not only lHstened wo s reailers
complaints, but acted upon them *1 don't
think there's a company maore interested
in learning how o be better ™ says Clark.
“t's reeal hard to give up on somehody whee
kmows things aren’t right and continues w
ask how they can be better®

Building a network of conscientious

sales reps was essential to Cannondale’s
success at the dealer level, says Charp-
antier. *We asked the deslers, “What are
the characteristics of the best reps you
deal with® 'We went out and found peo-
ple like that in other industries. We
wamnted peaple who were cycling enthu-
siasts who had business acumen. We
were able to recrubt a lot of people who
were better thin the pay we offered
them. [ recruited one guy away from
selling chemicals for abour 515,000 leas
thar he would've sarned at his old job.*

EVEM THOUGH CANNONDALE HAD PRACTICALLY
invented the market for aluminum
bikes, the company found it increasingly
difficult to establish a strong identity for
itsalf in the minds of consumers. In the
years since the first Cannondale frame
appeared in 1583, most of the frm's
competitors had come along with their
own interpretation of the welded, fat-
tube aluminuem frarne, nesarly all of
which were knocked off by anonymous
factories in the Far East.

As a steadfastly product-driven onga-
nization, Cannondale had, compared o
itz major rivals, historbcally devoted only
a small fraction af its budget o image-
building. “If we had a dollar to spend, we
pat it into reasarch and development,®
recalls Joe Montgamery. *If there were
some pennies lying around that we for-
got abaut, we put them inte marketing

Dan Alloway spells out the mealiny:
“Through the B, at a tme when our com-
petitors were spending millions of dollars &
vear on bicycke advertising. Cannondale
may have besn spending 51000000 or

CONTINUED ON PAGE 16
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Fast growth, slow profits

Sales grew steadily far 15 years

before the company saw a significant return
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$150,000." Yer the company’s sales were
increasing 30 0 40 percent & yeas.

Despite the remarkable growth, Can-
nomdale remained, in the wonds of Scott
Montgomery, “a thindtier supplier®
dwarfed by industry leaders Trek, Spe-
cialized and che pm-bankrupu:_-,'
Schwinm, and hovering just below sece
ond-tier brands such as Diamomdback
and Ustivaga. Cannondale was held
back by an idiosyneratic, almost avane
garde image that Thomas Dooley, pres.
ident of Cannondale's ad agency, keen-
Iy summarizes as “the dentlsts
bike”—appealing w well-to-do profies-
skonals who were more impressed by
technological nuances than flashy
advertising,

Ironically for this most American of
bike manufacturers, the company™s sal
vation may have eriginated not on s
harme soil, but on forekgn shoves. In the
latm 19808, the growth of mountain bik-
ing could only be termed explosive, as
the spont caught on around the globe,
Intermationally, the sport was perocived
as.an Amencn phenomenon, symbolic of
Americins” love of freedom and innovas
tion. While many of Europe's most ven-
erated framebuilders introduced their
own off-road lines, overseas consumers
clamoged for bikes made inthe US, oras
least those that had American-sounding
names. Though Cannendale bikes
weren't officially distributed in Europe
before 1989, plenty of them found their
waky inster eager Continental hancds,

*1 kept hearing these stories about
these airline pilots who would go back
[to Europe] from places like New York
and Miami,” Joe Montgomery relates.
“They would go inte a bike shop and
by three or four bikes at a time, ride
them around the block so they wene
‘used, then go back in the store and
have the guy break tham down and put
them back in the boax. They'd ship them
over on their airplane o Europe, put
them together and sell themn as used
bikes owver thers for an enormous pre.
minm—=because they were Cannon-
dales.” Many bike-savvy European
tourists inanced their U5 vacatlons by
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following the same schermne, which
allowed them to avoid paying import
duties om their putatively "used” bikes.
Such a glitering oppormunity was sim-
ply too tempting to pass up, and in
March 1588, Scott Montgomery and
Scott Bell left the U5, o wage Cannon-
dale's assault on the European market
“If you're going to roll the dice, you
might as well roll them where the odds
are good,” Joe postulates, adding that

“The fortitude
needed to stay
here during the
crash-and-burn
era was
immense."”

= MARK CHARPENTIER

the new venture was still a considerable
gamble for a company that was allready
in perilous Anancial straits, When he
called his son inte his office late one
night and asked him if he was willing to
take on the task, he added a word of cau-
tion. “Pack light, [f we're not making
money in a few months, vou're e:umin;g
home.”

Initially Cannondale Europe was a
shoeatring operation. With linls money

|

tor hire 2 sales staff, the two Soots resort-
ed o CONtracting with i.nl;]q.]'.-cnﬂl:nf
agents who worked on commission—a
plan Scort Montgomery now calls “one of
the biggest mistakes I made. If they did-
n't sell very much, you didn't pay them
very much. But as the company grew
higger and bigger in Europe, their 6-or 8-
percent commission got presty fat. All of
a sudden, you've got a guy in Germany
making a §120,000 annual commission
on 52 million in sales.”

With strong demand for American
mountain bikes, it was almost a faregone
conclusion that the European market
would embrace Cannondale. By 15962,
Cannondale Europe, based in Oldenzaal,
the Metherlands, accounted for nearly a
third of the company's salex Success
forced some difficult decisions regarding
the independent sales reps. “To termi-
mate these relationships,” Scott explains,
“wez had 1o pay them a percentage of the
revenue they would have earned over
the next three years. We had some big
settlements there.”

Buying out the independent reps not
only reduced costs in the long run, it
eliminated middlemen who could not be
as passionate about the product as would
a dedicated, internal sales force. It also
szt Camnondale apart among foreign
bike companics doing business in
Europe, “When in Rome, we don't do as
the Romans do,” Alloway says, quoting
one of Joe Montgomerny's favorite apho-
rigms, “In Europe, it's common sense to
distribute bikes with a local office in
every country, because business and cul-
mre and subtleties are different in
France than they are in Germany, than
they are in Sweden, than they are in the
LLK. That's how everyone does it But
not Cannoncdale,

“We have one affice in Ewrope,” he
continues, “and we sell direct 1o every
country from that one office. We hawve
foreign natiomals who staff the tele-
phones, and toll-free lines from every
country, so that when a French dealer
calls, a French person  answers the
phone, and the dealer feels like be's malk-
ing to the distributor just up the road.”

Until 1997, Cannondale was also the
only foreign bike manufacturer to
assernble complete bikes in Europe.
Import duties are much lovwear for bike
frames than those imposed on complete
bikes, so the frames are shipped from
the Bedford factory to Oldenzaal, where
they meet up with components shipped
divectly from suppliers in the Orient and
Eurape.

Wwith its centralized distribution and
local assembly, Cannondale ks perfectly
positioned to capitalize on the newly
unified European market. The wisdom
of this strategy was confirmed in 1968
when, for the first time, international
sales acoounted for more than half of all
Cannondale bikes sold worldwide.

CANNCMDALE FACED A COMPLETELY DIFFERENT
set of problems in entering the Japanese
market. Prior t© 199, Cannondale
frames trickled in through a convoluted
system, under which Mitsubishi Trading
Company impored frames and sold
them to distribucors, who then found
dealers. Some of the frames were assem-
bled by the distributors using various
components, but most were sold as
fmmnsf.m -:’:-|‘||._',-'.

Withoue direct involvement by the
manufacturer, this system handicapped
Cannondale's Japanese presence in sev-
cral ways. The multiple levels of distrib-
ution and lack of direct invelvement by
the manufacturer, says Alloway, meant
that Cannondale had little support at the
dealer level. "Mobody thought of it as
their own, because it had so many fin-
perprints on it by the time it got to the
dealer,” he says. “You cannot market a
high-end, enthuskast produce withaout pas.
siom, and there was none.”

The first mission, then, for Cannon-
citle Japan was to revampp its distribution
sWstem. Arrangeéments were macde with
Mitsubishi Trading to buy back frames
already imported. *We trbed not to burn
any bridges, because it's such a dght-knit,
small market,” says Michael Jackson, an
expatriate Americin who, with Scor
Montgomery, established Cannondale’s
Japanese office. Jackson was already




Frmiliar with the Japanese cvcling indus-
try through his previous work with a
domestic bike manufacturer there,

If the Cannondale model for distribue
tion had been unconventional in
Europe, it was nothing short of revolus
tionary in Japan, “We export direct to the
subsidiary,” says Alloway. “That sub-
gidiary then sells direct 1o the dealer,
breaking all che rules®

Streamlining distribution alse made it
poasible w bring Cannondale prices with-
in the reach of more Japanese cyclisis,
According to Jackson, before Cannon-
dale Japan openecd, the frames were sell-
Img for anywhere from $5000 o $7000,
“for a standand frame, with no suspen-
sion—just a Pepperont aluminem fork,

"Gray marketing was obviously a
problerm we had to deal with. [ts so easy
for [fapanese] shops to get products in
from the U5 We had a lot of retailers
calling up shaps in California and having
them send over one or two pieces so
that they could say that they carry Can-
nonglale,

“Wie were proposing to come in with full
bikes at betwesn S2000 and S3000. The
goal was o get within a couple hundred
dollars of LS. restail. By doing that, we'd be
dble to elirminate the gray marked”

With such a radical departure from
aceepted business practices, retailers
needed to be convinced that Cannon-

dale Japan could fellow through on its
promizes. The typical Japanese bike
shop cocupies no more than 100 square
feet, Jackson savs, but “in that space,
they probably carry mere variety of
preclucts than most American shops do
With that in mind, we had 10 create an
identity as a warehouse, We needad o
give the shops the security that they
could call up and we could have a bike
to them within two 1o three days.”

Surprisingly, Japanese deabers wel-
comed the new way of doing business
“In Japan, American labels and Ameri-
can brands are very populac® Alloway
asserts. “The more unique the Cannon-
dale brand became—whether it be dis-
tribution, product or marketing—che
higher profile we enjoyed. It became
something the dealess expected, rather
than fought.” In five years, Cannondale's
Japanese dealer network grew from
about 10 shops to approximansly 300,
and unit sales increased from just 500
frames per vear to more than 7500 com-
plete bikes annually,

Desplie the fact that Japanese con-
sumers pay a premium fior a Cannandale
versus 4 similarly squipped Japanese-
produced bike, Cannondale enjoys top
rnarket share among all bikes at jts price
poines in the Japanese market. And 1958
sales were up 11 percent over the previ-
QAL VEAE ak a time when Asia was under-

“We didn't know
if we were
making money
or not.

The question
never came up
because we were
involved in the
daily firefights
of runaway
growth.”

= DAMN ALLOWAY

Eoing a serious econcmic erisks,

By 1991, SAYS JoE MONTGOMERY, THE DMLY
things holding Cannondale back were
“people and money.” The Anancial pic-
ture was strengthened that year by an
infusion of $10 million by investment
bankers Morgan Stanley, which amount-
ed b an B-percent stake in the company.
“That helped remendously,” Joe con-
feases. “We were able to go out and hire
the people that we always needed but
coubdn't afford, [t was a combination of
our people coming ugp o speed, and our
being able to go cutsite o hire the miss-
ing links®
By all accounts, the most crecial of
those missing links was chief financial
officer Bill Luca, who began consulting
for Cannondale in August 1993, and
joined the executive team in January
18994, “Previous Anance managers tried
to indtiate controls so that we could
know the score, and those controls put
Joe Monigomery in a box,® Alloway
says, “Those contrels infringed on Can-
nondale’s entreprencurial culture. The
CEO would say, ‘Don't change so s We
need to think, we need to measure, we
need 0 run soenarios! Monlgomery
would say, “This is a better bike, Make it
rosday. Ship it wormormow, Don't slow me
down with your financial bullshiz.®
CONTINUED O PAGE 18



CONTINUED FROM PAGE 17

What masds Luca the ideal captain for Cannondale's
financial ship was his understanding of where fiscal
concarms fit into the company’s navigational charts Tt
sounds almest dumb when you say it,” Joe admits,
“but you'd be amazed how many people don't under-
stand this principle: All the offling support functions
of a company are there w supporn the research and
development, the production and sales of a product.
5o many of these guys get mesmerized with the fact
that they're CFOs, and they get very control-oriented,
They just create tremendous hurdles for everyons
els2 in the company. ['ve worked with a bunch of "em
whao don't understand that issue.

“You don't have to spend two minutes with [Luca|

on why something is important to do in marketing,
or R&D, or sales of manufacturing, because he
understands that the financial and computer depart-
ments don’t have a life of their own,®

Also joining the executive team was Len Konecny,
a longtime associate of Luca's, who was appointed
vice president of purchasing. Upon his arrival, he
says, Cannondale’s purchasing department was in tur-
motl. *Schedules were not being met and the ficory
was working much teo hard to make our monthly
shipments. Materials were not arriving on time and
purchaging was under fire.”

Among the most significant decisbons Eonecny
mmade was to switch aluminum vendors, “Alooa was

brought in to reduce Iead times, improve quality, save
money and to have a technalogical panmer o meoaes
forward with,” he says. Within six months of the
changeover, lead times had dropped from between 16
1o 18 weeks to a range of six w sight weeks. Ouality
improved from a reject rate of 4.5 percent o less than
1 pereemnt. “We also have a technical center less than
two hours from Bedford to explore technelogical
issues,” Konecny adds, “This transition to Alcoa satis-
fed the single biggest issue in the Gbrication part of
the factory.”

Though the company now had a highly capable
team of senior managers on board, Cannomdale was
still under a dark financial cloud. “We had been 5050
partners with the hanks since | started the company,*
Joe Montgomery says. “The company had a 15w 1
debt-to-equity ratio for most of its life—it was always
way under water The banks were the ones that made:
all the money. We worked our asses off seven days a
week, often inchading Christmas Day, because we did-
't have a choice, We didn't have any money to go ot
and hire somebody.*

There was only onc solutbon, says Scott Mont-
gomery, “We had invested o0 much money in building
a factory and Cannondale Europe and Cannondale
Japan, the only way we were going to get the deb off
the books was to either sell the company to someons
whe could Ainance the debt, or go public and use the
procesds from the initial public offering e pay down
the debt. Wi all dreamed of going public, because we
woald maineain control of the company.”

But that existing infrastructure was exactly what
would make Cannondale attractive to Wall Street as a
candidate for a successful IPO. *Becauss of the way we
had structured the company, we had the camings
stream bo allow us to go public,” says the elder Mont-
gomery, “Mamely, we wene product-driven, we had our
own research and development department, we had
these forekgn subsidiaries that Scott had set up, we had
our own manufacturing and therefors our profic mar-
gins wene way above anybody else’s in the indusiry.®

Cannondale shares began trading on the Masag
market Novernber 15, 1994, and it marked a signifi-
cant turning polnt in the company's financial hissory.
*Omce we went public,” Scott Montgomery says, “our
inmterest pate and the amount of money we were bor-
rowing immediately went down, Onée you put 330
million or $40 million of equity into a company quick-
1y, you can go back and renegotlate your loans at a
lowwer rate.”

The wransition o0 a publicly held corporation made
subtle changes in the Cannondale culture as well. In
the 22 years of corporate life prior to the public offer
ing, acconding to Dan Alloway, Cannondale had never
met a single quarters budget projections. “I'll be the
first to admit that 1 didn’t make very many sales fore-
casts before the 1P0," he confides. “Since going pulblic,
we have met or exceeded analysis' expectations 13 out
of 15 quarters.

“The accountability of being public did something
excallent for this company. 'We were never shy on
enirepreneiiritl spirit or enthustasm or passion. But
as a public company, it was plain and simple. We had
o mature o a higher level, or we would be high-pro-
file, embarrassing washouts.” L
‘Cannpndale: Hondmade in the D8A" is published by
VidaPress Copies will be avatlable in Sepiember and can
be preiered by calling 800/ 234-8356
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