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Kathryn & Bravado! Designs

Kathryn From felt like a doe in headlights. The banker’s voice seemed to play in slow motion, “Are
you Bravado! Designs’ new owner? We’re pulling your line of credit.” Kathryn had left her high-powered job
for this? Bravado! Designs was a niche lingerie company located in Canada that Kathryn had worked with as
a consultant. She described her actions after the company’s owner asked Kathryn to invest:

I sold all my possessions and borrowed money. I'm not sure the company had ever hit
breakeven, but I saw potential. Everyone thought I was crazy for buying into it, but it had
such a great name and reputation. With a manufacturing business, you need to hit a certain

point before you breakeven, and they were on the cusp.

With the phone receiver in one hand and a bottle of aspirin in the other, Kathryn wondered about
her decision to become CEO of the company. She began reviewing the company’s supply chain to see

whether she could make improvements:

Kathryn’s notes on the Bravado! supply chain:

® Design — Create own product with in-house designers.

®  Materials requisition and payment — Find sources of materials and pay for them; suppliers will require a

cash outlay six months before delivery.

® Materials — Receive materials, store them in our offices. (Fabric on big bolts is stored offsite). Some raw
materials have to be checked for quality before sending them to the factories.

¢ Distribution — Ship material to between 3 and 5 local factories.

®  Garment assembly — Factory handles this part of the process.

®  Quality control — Verify quality of final garments before
shipping them.

Bravado! was in control of most parts of its supply chain.
In addition, if Bravado! called its local manufacturers about a new
order, the factory could sew up garments in a day or two.
Furthermore, bankers liked Kathryn because of her MBA,
consulting background, and general knowledge of business. She
thought like they thought, which made bankers comfortable. When
she got the call about the line of credit, Kathryn believed that in all
likelihood she would be able to develop a relationship with a new

Case in case: Judy Leissner, CEO of
China-based Grace Vineyard, recounts
her experience in building relationships
abroad, “I grew up in China and got my
college degree in the States. My
background is very different from those
I work with in China, especially in
working with government officials.
Bridging this gap and building a close
working relationship with them has
been a good challenge.”

bank. What really hit Bravado! was the decline of the US dollar. Kathryn explains:

The US dollar lost about 45 percent against the Canadian dollar very quickly. Boy, it really
affects a Canadian company that is shipping the bulk of its sales into the US. Before, for
one US dollar, we’d get $1.63 Canadian; we now get $1.04. Our product, which sells for $32
US dollars, would translate into $52 Canadian dollars. Now, with the currency decline, it
translates into $33 Canadian dollars. The apparel industry is not a high margin industry like
the liquor or perfume industries. A 10% profit margin is a solid return. You take 45% off

your top line, and you can imagine what a hole you’re in.

Katherine Korman Frey and Susan G. Duffy prepared this as the basis for discussion rather than to illustrate either effective or

ineffective handling of an administrative or personal situation.
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Kathryn’s list of “might do” changes in the Bravado!
supply chain quickly moved to the “must do” list. Without them,
the company would be out of business in six months. First, the
company had to move its manufacturing base from Canada. This
was extremely difficult because the company was founded on the
idea of keeping jobs in Canada. The company had developed
partnerships with two factories in Mexico. One factory worked
with well-known lingerie company Victoria’s Secret, and the other
worked with La Perla. Under the new arrangement, the factory in
Mexico negotiated and purchased fabric. Bravado! then bought
garments for $6 each instead of buying all the raw materials.
Bravado! paid the factories on 30-day terms when the garments
were completed. To ensure quality, Bravado! staff checked a
percentage of the garments by lots. The changes made a big difference, as Kathryn detailed:

Case in case: Grace Vineyards
encountered unique growth challenges
as a result of operating in China. Judy
describes: “The government wants us to
expand as fast as possible so that they
can earn more tax income,” reports
owner Judy Leissner. “On a regular
basis, we deal with roughly 30
government departments. Then,
multiply that number by village, county,
city, province and national levels.”

Two to three months after we had sent our production to Mexico, we started making profits
again. We lowered our cost of goods sold by 25 to 30 percent overnight. We are now a
design, marketing, and branding firm that happens to source lingerie. We don’t have much
clout, but we are a solid number two or number three manufacturing partner. In the future,
I’d like to be able to get better economies of scale.

Some of the changes necessitated new operating procedures at the company. Previously, Bravado!
wrote checks over a period of time: first for materials, then for the factory work, and so on. After the supply
chain adjustments Kathryn made, Bravado! received very few invoices for several months; then she received a
$250,000 invoice from a manufacturer. Kathryn explained the new skill set this required:

You have to be better at managing the highs and lows, and you have to be pretty good at
forecasting. We do purchase orders three or four months in advance. These are skills we’re
all learning as we go. We’re better now than we were even six months ago.

The need to forecast sales and cash flow turned Kathryn toward the Bravado! customer base.
Bravado typically sold to specialty boutiques and through online stores. In an attempt to make sales more
stable, Kathryn decided to establish minimum order sizes for stores. Looking toward future growth, the
company was beginning to make its way into department stores. Specialty business focused on pregnant and
nursing mothers, but department store placement was always a challenge. Kathryn explains:

Take Nordstrom, for instance. They agree that [lingerie for pregnant women]| is a hot
category....Young celebrity moms get a lot of press, and about one percent of the
population is pregnant at any given time...But it’s still too small a category to dedicate a lot
of space to it in a store. If you go to Nordstrom and ask for one of our products, they might
go in the back and get it for you. But online is a really huge thing for them. The inventory is
centralized, and they don’t need to dedicate the footprint in every single store.

Kathryn was looking to take the next big step. She laughed as she recounted the words of
her CEO coaching group: “Stop making bras and start making deals!” Now that the business was
finally getting somewhere, she might just take their advice.

1. Make 3 columns: “Before,” “After,” and “Impact.” Track the changes in the Bravado! supply chain in the first two
columns. Use the third column to analyze the overall impact of the changes.

2. Is a financial or banking relationship still necessary for Bravado!? Explain. If so, do you recommend debt or equity
financing?

3. What does Kathryn mean when she refers to manufacturing “clout’ and “economies of scale?”

4. What does Kathryn mean when she says Nordstom’s inventory is “centralized?”

5. Are you surprised at the impact of fluctuations in the value of the U.S. dollar on Bravado!? What steps can
entrepreneurs take to minimize the negative impact of currency fluctuations on their businesses?

6. What steps do you advise Kathryn to take next? What kinds of “deals” should she make?

Source: Frey, Katherine Korman; Duffy, Susan G., “Kathryn”, the Vision Forward Hot Mommas Project case database,
2007.Go to www.VisionForward.com for printable cases, more on Kathryn, plus additional exercises and resources.




