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SEARCHING FOR

VENTURE OPPORTUNITIES

1

THE SEARCHING PROCESS

The main purpose of the searching subsequence is to create an idea pool. In our experience,
many costly venture creation errors could have been avoided if only the prospective entrepre-
neur were somehow able to refrain from chasing after the first venture that appeared on the
horizon. This error can be described as, “Too little searching leading to inadequate screening.”

What this means in real terms is that a great deal of entrepreneurial energy and effort
ends up being misapplied on an undeserving venture idea. The way to avoid this error is
for the prospective entrepreneur to set, as a minimum goal for the searching phase of the
venture creation process, the generation of at least 25 venture ideas—and of sufficiently
investigating them so that at least five potentially viable options are identified.

We use the words viable options deliberately. Recent advances in entrepreneurship
scholarship suggest that those more effective entrepreneurs continually manage a portfo-
lio of “real options,” which can be thought of as small steps or actions that, when taken,
have a maximum upside and a minimum downside (McGrath, 1999). The first step in the
venture creation process, then, is to begin by searching for real options. Again, this means
generating at least 25 venture ideas and sufficiently investigating them so that at least five
real options are identified.

How can this be accomplished?
As we noted in the Introduction, there is an old saying in business that nothing happens until

somebody sells something, but we also noted our opinion that this is only partially true: that
nothing in business happens until somebody creates some work and then sells it to someone
else. In essence: A transaction occurs when an individual creates a work and it is purchased by
another person (Csikszentmihalyi, 1988; Gardner, 1993), as illustrated in Figure 1.1.

Thus, when in the searching stage of the venture creation process, venture creators are
looking for both halves of a single real option: (a) a work (a product or a service) that can,
in fact, be delivered and (b) a willing second party to purchase it (a market). The elements
of the searching subsequence may therefore be divided into these two halves: the activities

01-Morse-4695.qxd  5/3/2005  2:46 PM  Page 1



that lead to the capability to produce a valuable work and the activities that lead to the
identification of an unmet need.

Depending on a person’s preferences, a variety of methods can be used to generate the
information needed in the searching process. Although more and more individuals create
their idea pool by using a deliberate searching strategy (e.g., brainstorming, creativity
retreats, etc.), most people’s venture ideas come from first gaining experience in a partic-
ular industry so that they become so well trained in and so attuned to the methods and
processes of producing a given product or service that they can recognize a new niche or
a better way to do something (Vesper, 1996, pp. 56, 57, 60).

As illustrated in the student representation of the searching process that follows (see
Figure 1.2), there comes a point during searching when a person’s awareness of his or her
productive capabilities combines with awareness of the product or service needs/wants of
other persons to produce a new venture idea: a “work” to meet unmet needs/wants in the
marketplace (Level 3 in Figure 1.2).

As a stepping-stone toward your developing your own searching subsequence, we
invite you to more closely examine the searching process as seen through the eyes of one
of our former entrepreneurship students.

The searching process, as viewed through the eyes of an entrepreneurship student,
includes the following narrative that accompanies Figure 1.2. This narrative explains the
figure and can be used to visualize many of the key elements necessary in the searching
process. This student says the following:

My searching process operates in three consecutive levels:

Level 1

In Level 1, the origination level, my ideas stem from three sources:

a. Dissemination of information gathered (ideas collected through research required for
scholastic activities, employment, personal interests, etc.)

2 • CASES IN ENTREPRENEURSHIP

Other Persons
(Other parties)

The Work
(Creation)

The Individual
(Creating entity)

Figure 1.1 The Basic Transaction

Source: Based on Csikszentmihalyi (1988); Gardner (1993).

A STUDENT’S VIEW OF THE SEARCHING PROCESS
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b. Association with others (ideas collected through casual or formal conversation with peers,
employers, friends, etc.)

c. Discovery (ideas discovered through cues from the external environment)

Level 2

In Level 2, the ideas that were formulated in Level 1 are now recognized through one of three
idea “searches.” These searches are as follows:

a. Internal search: a discovery of personal needs/wants that are not being satisfied in the
marketplace

b. Experience search: involves uncovering problems and opportunities associated with a famil-
iar domain (i.e., through employment in an industry, involvement in sports or a particular
social setting)

c. Deliberate search: involves two stages:

i. divergence: involves abstract, creative thinking designed to mitigate the impact of
bounded rationality

ii. direction: involves channeling the creative thoughts into more concrete ideas

The observations from these searches are coupled with unrecognized ideas from Level 1 and
together form an awareness of the market’s inability to create a successful transaction (with
respect to the newly formulated idea).

Level 3

In effect, the searches uncover “cues” or “discoveries” that draw upon awareness of one’s pro-
ductive capability and of unmet needs and wants, to create a recognition of potential opportuni-
ties: venture ideas.

After these potential opportunities have been uncovered, however, a critical impasse at this
stage is the mental blockade that needs to be overcome if the opportunity is to be uncovered.
Such mental blockades are as follows:

i. Difficulty viewing it from different perspectives
ii. Fear of failure/risk

iii. Lack of (correct) information
iv. Discouragement by others
v. Too little time to devote to developing ideas

To overcome such obstacles, positive encouragement from others and from self is needed.
Now that the work needed to satisfy the unmet market needs and wants is uncovered by over-

coming mental blockades, focus turns to a preliminary screen or assessment of the work.
Questions should be asked such as the following:

• Do I want to do this (i.e., does it fit my needs, passions, and morals)?
• Will the work satisfy the needs of the market?
• Is it a viable business opportunity (i.e., is it a “buy-a-job,” struggling proprietary, etc.)?
• Can I afford to devote my time and effort to developing this idea?
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• Why aren’t others already capitalizing upon this opportunity?
• Can this venture work?
• Are there other ways to formulate the work?
• Are there other associative unfulfilled market needs/wants?

If the responses to these and other questions are favorable, then the ideas theoretically go to
an “incubator” until they are ready to be screened (due to time constraints, other information that
is still required, etc.).

If the responses to these questions are not favorable or if complications/problems arise during
the preliminary screen, the ideas go to a holding tank for future consideration (until they are
“awakened” by some cue). These ideas can be written down and stored in a file or simply left in
my mind.

CASES

The following cases have been selected to help learners to develop and become more
aware of their own searching processes.

Searching for Venture Opportunities • 5

INTRODUCTION

David Lewis was mid-way through the second
year of his MBA at a prestigious East Coast
business school. It was early January 2004, and
Lewis had a great idea for a new business, or so
he believed:

With all the perceived time pressures on our busy
schedules, I believe that there exists a niche market
segment—let’s call it the “time-starved” segment—
that is willing to pay my future firm to provide prod-
uct pick-up and delivery services and, in the case of
businesses, conserve staff resources. The concept
itself is pretty simple: My warehouse is Wal-Mart,

my storefront is eBay, my delivery service is the
U.S. Postal Service, and customers can contact me
directly through my pager, cell phone or by e-mail.

A newspaper clipping from The Wall Street
Journal had provided the spark for Lewis’s new
idea. While on a break during a recent shopping
trip, Lewis read that:

. . . many toy retailers say they can’t afford to match
Wal-Mart prices, particularly those (toys which are
priced) below their cost. They note for example that
Wal-Mart sells Barbie Swan Lake for $15.841—
below the wholesale price of $17 (for smaller retail-
ers), according to a list of manufacturer prices

LEVERAGING WAL-MART, EBAY AND USPS

Ken Mark

Eric Morse
Copyright © 2004, Ivey Management Services Version: (A) 2004–04–27
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viewed by The Wall Street Journal. Wal-Mart sells
Hot Wheels T-Wrecks Play Set for $29.74, below
its wholesale price of $42, and Sesame Street
Hokey Pokey Elmo at $19.46, below its $24 whole-
sale price.2

The idea that Wal-Mart sold goods below
wholesale prices stuck with Lewis: “If I combined
Wal-Mart’s low prices with the United States Postal
Service’s delivery options, I can send an unlimited
variety of goods across several time zones on short
notice.” He did some research on Wal-Mart, eBay
and the United States Postal Service:

WAL-MART AS WAREHOUSE

For its fiscal year 2003, Wal-Mart earned $8
billion on revenues of $247 billion. There were
1,568 Wal-Mart Discount Stores in the United
States in January 2003, and most of them were
open 24 hours a day. With an average store size
of 95,000 square feet, Discount Stores carried
80,000 stock-keeping units (SKUs) in 40 depart-
ments of merchandise. Table 1 provides a list of
the merchandise categories and their contributions
to Wal-Mart store sales:

6 • CASES IN ENTREPRENEURSHIP

Category % of WMT Sales

Grocery, candy and tobacco—Canned goods, snacks, generic chocolates and 24
candy items

Hardgoods—Hardware items such as screws, nails, fasteners, lightbulbs, automotive 20
parts, plumbing supplies, utensils, small kitchen appliances

Softgoods/domestics—Home and bathroom supplies, towels, clothing, 18
outerwear, underwear

Pharmaceutical—Vitamins, over-the-counter medication such as pain relievers and 9
cold/flu syrup, contact lens supplies, footcare products 

Electronics—Batteries, CDs, DVDs, video games, cameras, film, music supplies 9

Health and beauty aids—Shampoo, soap, dental supplies, mass-market beauty supplies, 7
personal care products

Sporting goods and toys—Toys for all ages, footballs, fishing equipment, 6
hockey equipment

Stationery—Pens, paper, files, folders, safes, calendars, school bags 3

One-hour photo—Photo-processing onsite 2

Jewelery—Basic jewelery pieces (low-end gold and silver), watches 1

Shoes 1

Table 1

Source: SEC Filings, accessed 27 January 2004.
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EBAY AS A STOREFRONT

Lewis planned to build his own Web site. He esti-
mated that it would cost him between $200 and
$10,000 to outsource Web site construction. To
build it himself would cost him two weeks, or 80
hours, of work. Web hosting would cost between

$30 and $80 a month depending on the level of
service Lewis required.

If Lewis chose to sell packaged combinations
of products to online consumers (for example, a
“back-to-school stationery set” or an “emergency
set of clothing”), Lewis was aware of these fees
charged by eBay, shown in Table 2:

Searching for Venture Opportunities • 7

Value of Package $10.00 to $24.99 $25 to $49.99 $50 to $199.99 $200 and up

Insertion Fees $0.55 $1.10 $2.20 $3.30

Picture Services 1st Pic. Free, each same same same
additional pic. $0.15

Final Value Fees 5.25% of closing value 5.25% of closing value same same
of initial $25 plus 2.75%
of remaining value

Table 2

Mail Service Est. Delivery Time Rate

Express Mail Overnight to most areas $27.30

Priority Mail 2 Days $27.80

Parcel Post 7 Days $22.64

Table 3

U.S. POSTAL SERVICE AS SHIPPER

Lewis downloaded shipping costs from the U.S.
Postal Service’s Web site, and he organized the
information in the format shown in Table 3:

The rates were for a package sized 30”×
30”× 30” and weighing up to five pounds,
shipped from Boston, Massachusetts to San
Francisco, California. Lewis believed that the
express mail shipping specification represented
the heaviest product, in the largest manageable
package size, shipped the greatest distance, in the

shortest possible period of time. Anything lighter,
smaller, shipped closer and delivered later would
cost a fraction of $27.30. Lewis had not decided
yet if he would offer free shipping.

Other Costs

Lewis knew that he would need, at minimum,
a cellular phone ($40 per month) and a pager
(same cost). Office expenses, including business
stationery, business registration and business
cards, would come to approximately $800.
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DECISION TIME

Lewis knew there were many different paths he
could pursue with this opportunity. Three of his
many options were:

• A concierge service for business service organi-
zations. Lewis knew many people working at
the Big Four accounting firms and the informa-
tion technology consulting firms. These consul-
tant professionals often spent weeks on the road,
visiting a client’s many work sites. After a long
day, Lewis was certain the last thing the pro-
fessional wanted to do was to shop for per-
sonal or business supplies. So, there existed an
opportunity to ship fresh clothing/personal care/
stationery sets to consultant professionals stay-
ing at hotels nationwide, with the much-needed
supplies arriving just in time.

• An online (basic) gift basket service. Since almost
no organization could match Wal-Mart’s buying
power (and Wal-Mart itself was not in the gift bas-
ket service), Lewis’s gift baskets (15 to 30 items,
a value of $20 to $50 per gift basket) would not be
easily undercut by lower prices elsewhere. Lewis
knew there were some online gift basket ser-
vices already in operation, but he concluded that
these gift baskets were targeted at higher-end
consumers—the products were often of very high
quality and baskets cost upwards of $100.

• An over-the-counter medication delivery service.
Lewis could pick and ship any combination of
over-the-counter medication and other personal
supplies to individual vacationers, travel tour

groups or business people. Lewis was sure that
while visiting local attractions, one of the last
things these domestic tourists wanted to do was
to seek out the local Wal-Mart and spend
time waiting in line. Why not pick up supplies
shipped to the hotel?

Lewis remarked:

I envision my company fulfilling needs of this “last-
minute” consumer or business segment in the U.S.
market and growing very rapidly. The best part of this
idea is that my start up capital costs are minimal com-
pared to almost any other high-potential businesses.

Lewis believed that he had a high potential
business idea and was eager to get going. “After
all,” he remarked, “Michael Dell did start his
now-$40 billion business in his university dorm
room. . . .” Eager to jumpstart his company,
Lewis wanted to generate as many great oppor-
tunities as possible. In addition, he wanted to
identify any barriers he might encounter.

NOTES

1. All amounts in U.S. dollars.
2. Ann Zimmerman, Joseph Pereira and Queena

Sook Kim, “Wal-Mart Fires The First Shot In Holiday-
Toy Pricing War,” The Wall Street Journal, 19 November
2003.
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BARRIE CHARITY BINGO

Joe Bubel

Eric Morse
Copyright © 2004, Ivey Management Services Version: (A) 2004–08–10

It was June 2002, and Kevin Bubel was con-
cerned about the financial drain placed on his
company by his latest strategic move. Three

months earlier, Bubel had purchased Mayfair
Bingo, his only competitor in Barrie, Ontario,
due to the threat of an impending smoking bylaw
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that would have placed both businesses in
jeopardy. After purchasing Mayfair, Bubel was
left with a 20,000-square-foot building, for which
he had little use. Financing the building, utilities
and property taxes was now costing him almost
$500 a day.

KEVIN BUBEL AND

BARRIE CHARITY BINGO

In 1996, at the age of 26, Kevin Bubel assumed
managerial control of Barrie Charity Bingo
(BCB). The business had been in operation for
a total of four years and was making only a small
profit. Over the course of the next several years,
Bubel bought out all other BCB owners and, by
2001, he held 100 per cent of the business. There
were two bingo halls in the Barrie area in 1996:
BCB and Mayfair Bingo. Due to its convenient
location, high prize giveaways and aggressive
marketing, Mayfair Bingo owned 70 per cent of
the market, while BCB held the remaining 30 per
cent. During Bubel’s first year as manager, BCB
earned just over $60,000. By 2001, however,
BCB was netting over $400,000, and by June
2002, BCB had eaten into Mayfair’s market
share, with each firm now holding about 50 per
cent of the market. With profits increasing each
year, Barrie Charity Bingo had become a great
investment.

In 1999, BCB moved from its original loca-
tion to a prime building in downtown Barrie.
The building comprised 17,000 square feet,
including one restaurant that was integrated into
the bingo hall plus a separate restaurant that
provided additional rental revenue for BCB.
The city of Barrie was experiencing tremendous
growth, which had contributed to BCB’s suc-
cess; the population of Barrie was well over
100,000 and the city was forecasted to be one of
the fastest growing cities in Canada over the
next 10 years.

Under the Ontario Gaming Control Act, char-
ities were responsible for running each program
(i.e. bingo session) for which they receive 60

per cent of the gaming revenues. The bingo hall
owner (in this case, BCB) received the remaining
40 per cent of the revenue but is responsible for
the running of the actual bingo hall, including all
related costs such as rent, utilities, labor and debt
servicing. Bubel established good relationships
with all the charities he worked with, and the
charities were especially grateful for the substan-
tially increased revenues during Bubel’s years as
BCB manager.

The Barrie Smoking
Bylaw and Response

In August 2001, Bubel was informed that
the City of Barrie was considering the intro-
duction of a bylaw that would prohibit smoking
in all public places. As approximately 75 per
cent of all bingo players are smokers, Bubel
was very concerned that these players would
be spending considerably less time and money
at BCB if this bylaw were to be implemented.
Bubel estimated that the new bylaw would
reduce revenues to both of Barrie’s bingo halls
by 50 per cent.

Bubel concluded that, if this bylaw were to
pass, it would be very difficult for both bingo
halls to survive. Taking a proactive stance,
Bubel immediately called the owner of Mayfair
Bingo, and within two days he had signed a
purchase agreement for $1.5 million. Bubel
believed that the business was worth roughly
$400,000, meaning he paid $1.1 million for a
20,000-square-foot building on two acres of
prime land in Barrie. One condition of this pur-
chase was that Mayfair would close its doors
immediately, leaving BCB a monopoly in the
Barrie bingo market.

It seemed very likely that the bylaw would be
passed; however, the one remaining requirement
was a majority vote from the city’s aldermen
(area representatives). Taking the argument that
this bylaw would result in a $1.5 million loss of
revenue for the city’s charities, Bubel protested
at weekly city council meetings, gave numer-
ous interviews, wrote editorials for the city’s

Searching for Venture Opportunities • 9
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newspapers and appeared on the local news.
Bubel’s argument was well received and, as a
result, he was able to convince two aldermen to
change their vote, resulting in a final tally of 6–4,
giving BCB the only exemption from the bylaw.

BCB would therefore be the only building in
the city of Barrie where smoking was not pro-
hibited, and this unique status was guaranteed
until at least 2007. Bubel had successfully kept
his business alive. Now he had to decide what to
do with the empty Mayfair building on Bellfarm
Road.

Opportunities

The building on Bellfarm Road was costing
Bubel almost $500 a day. He had hoped for a
quick sale, but this had not materialized, and
approximately $40,000 had already been spent
on costs such as debt servicing, property taxes
and utilities for the building. Although Bubel
was not happy with this financial drain, he felt
that the bingo monopoly would net him a further
$250,000 per year.

The building itself was in excellent shape
and in a good location with ready access to traf-
fic (roughly 6,000 cars passed by daily) and
close proximity to Highway 400. Any signage
or addition added to the back of the building
could be seen from the highway. It was car-
peted, heated and fully furnished, with numer-
ous tables and chairs, and it contained an office
and a kitchen.

The building sat on two acres of prime land
that could be conservatively valued at $400,000
per acre. The building would cost approxi-
mately $50 per square foot to build new, and
leasehold improvements to fixture the interior
in a like manner would cost another $15 per
square foot.

Bubel considered his options: the first option
would be to sell the building, relieving him of fur-
ther losses. The second option would be to rent
the space, which would cover the cost of holding
the building. The third option was to keep it and
use it himself. Bubel had done some research on

self-storage, and he thought the building might be
a good fit for this purpose.

Opportunity No. 1: Sell

When Bubel purchased Mayfair Bingo, his
goal was to sell the building and continue run-
ning his own bingo hall. A few potential buyers
had viewed the building during the past few
months, but only one showed even mild interest
in its purchase. The asking price was $1.35 mil-
lion, although Bubel felt that any price over $1.1
million would be acceptable. Clearly the build-
ing was not going to be easy to sell. It was diffi-
cult to convince retail users that they needed
20,000 square feet, and industrial users were not
willing to pay the asking price. Bubel would
either have to drop the price or wait for the right
buyer.

A slight deviation on the sell option sur-
faced when the owners of the building next door
showed interest in purchasing the back parking
lot to expand their own business. They were will-
ing to pay $500,000 for the one acre lot. This was
attractive in that it would relieve some of Bubel’s
exposure, but it would work only if any new ten-
ant would not need the back parking lot. Another
disadvantage of selling the back lot was that the
back part of the property could be seen from the
highway. Moreover, Bubel was not sure how this
deviation would affect the value of the remaining
property.

Opportunity No. 2: Rent

Renting the building was another viable
option. One possible prospect considered using
the building as a large pool hall and bar. This
potential tenant was a viable option. However,
the tenant was demanding certain provisions,
which included leasing only 10,000 square feet
at a cost of $14 per square foot, as well as asking
for $350,000 in leasehold improvements. Further-
more, they were asking for one year of free rent
on a five-year lease.

10 • CASES IN ENTREPRENEURSHIP
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This option was advantageous as the rental
income would cover the cost of holding the
property. It was possible that, with a good ten-
ant, the property value might actually increase
in the future, and Bubel could perhaps sell it for
a higher figure than the $1.35 million he was
currently asking. On the other hand, if the new
tenant was unsuccessful, the property may carry
the stigma of housing failed businesses, and
the building may ultimately be worth less than
its current market value. There would certainly
be upfront costs incurred in order to transform
the building to the desired look required by
any new tenant. These costs were estimated to
be roughly $25 per square foot in leasehold
improvements.

Another potential tenant considered using the
building as a banquet hall. Bubel had approached
all banquet facilities in the Barrie area and
attempted to sell them on the benefits of leasing
the building. The fit for a banquet hall was per-
fect. The building was carpeted and had numer-
ous tables, chairs, a large kitchen and plenty of
parking. It could seat approximately 600 people
and could be divided into two or even three sep-
arate large rooms. Although a few banquet halls
had showed serious interest, none had made an
offer. Typically, a retailer in the Barrie area
would pay around $12 per square foot per year
for a large space. However, given the amount of
total space involved, Bubel felt that a discount
would be necessary, putting the price at around
$9 a square foot.

Opportunity No. 3: Self-Storage

A third and totally different alternative
involved Bubel opening a self-storage facility
in the vacant building. Self-storage is the term
used for a facility offering storage units on a
month-to-month basis where the tenant can lock
up their possessions for a monthly rental fee. A
typical storage facility might be on two to five
acres of land and would be anywhere in the
range of 10,000 to 100,000 square feet. Many
facilities offered large roll-up doors and direct

drive-up access to conventional (outside) units.
Facilities offering climate controlled premises
usually offered interior hallways for access to
the units.

Barrie had five main storage facilities, ranging
in size from 10,000 square feet to 40,000 square
feet. Presently, all facilities were at least 85 per
cent occupied and were grossing on average $14
per square foot per year. The main niche that
Bubel felt he could target would be indoor,
heated/cooled mini storage. Only one competitor
offered indoor facilities, and they were charging
close to $18 per square foot per year in an inferior
location. The advantages of an indoor facility
included a better atmosphere for an individual’s
possessions, the ability to target commercial cus-
tomers due to the sprinkler system and better
security.

The building on Bellfarm seemed ideal for
self-storage, but there were some reservations.
The major concern was that, in order to take
advantage of economies of scale, the building
should be 40,000 square feet. Of the 40,000
square feet, only about 75 per cent of it would be
leaseable due to hallways, an office and other
necessary requirements. An expansion to 40,000
square feet would cost $1.1 million for the
new construction and another $300,000 for lease-
hold improvements on the original structure.
This financing would be difficult to obtain due
to most bank’s reluctance to finance self-storage
facilities. The other main obstacle was the fact
that a new self-storage facility would have diffi-
culty obtaining initial customers. The main
advertising source of self storage was the Yellow
Pages, which did not print again until August of
2003.

Now that Bubel had examined these options,
he was wondering whether there were other alter-
natives that he had not yet considered. Would he
be able to use the vacant building in another way?
Many of his friends and advisors had suggested
a banquet hall, while others remained skeptical
about retail use for 20,000 square feet. The finan-
cial burden continued, and he hoped to come up
with something sooner rather than later.

Searching for Venture Opportunities • 11
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TAKAHIKO NARAKI, THE THREE MILLION YEN ENTREPRENEUR

Jason Inch

Eric Morse
Copyright © 2004, Ivey Management Services Version: (A) 2004–09–15

INTRODUCTION

In June 2003, Takahiko Naraki, owner of a
Japanese yuugen-gaisha1 called B.I.P. Limited
(BIP), sat in his hospital bed in Nagoya after col-
lapsing from an apparent stress-related seizure.
He had spent the last two weeks working non-
stop and travelling between Nagoya and Tokyo
by Shinkansen2 for sales promotion (see Exhibit
1). With his first day off in what seemed like
months, Naraki considered the future of his ven-
ture. He was so close to success he could almost
taste it, but was it worth the toll it was taking on
his health and family? Could he find another way
to accomplish his entrepreneurial goals without
sacrificing so much?

TAKAHIKO NARAKI AND BIP

After graduating from university in 1995,
Takahiko “Taka” Naraki joined a small Nagoya-
based printing and advertising firm as an account
executive. A natural salesman, he epitomized
the hectic lifestyle of an on-the-go salaryman
by having a high customer service ethic and by
working around the clock to build relationships.
Two years after graduation, he was unsatisfied
with the company’s expectations that he would
stay in his position for the long term with little
upside potential, so he left this budding career in
advertising and sales to start the first in a series
of entrepreneurial ventures.

In Japan at that time, being an entrepreneur
was quite rare for somebody in their mid-20s,
and it was legally difficult due to government
regulations; however, Naraki formed BIP as a

yuugen-gaisha in July 1997 by raising the legally-
required ¥3 million3 of startup capital from friends
and family. After his first venture in international
trade became unprofitable due to the lingering
effects of the Asian Economic Crisis that year,
Naraki considered switching to Japan-based ser-
vice businesses that could be positioned as reces-
sion-proof investments for BIP’s equity.

One such business was education. In Japan,
education had always been the path to success,
so most parents had high ambitions for their chil-
dren to attend top schools. Naraki established his
own juku4 where he would be both owner and
head instructor. The juku was modestly success-
ful, but Naraki found that although the revenues
were steady, growth was going to be slow. There
were two reasons for this: he was using all his
free time for teaching, and he had also taken a
part-time job working for a catalogue sales com-
pany to make some extra money. In 2001, Naraki
decided to keep the part-time job but close the
juku, and then focus on a new technology-based
business model he had been considering.

Naraki had wanted to get involved in a high-
tech venture since the emergence of the Internet
in Japan around 1997. His interest was renewed
when NTT DoCoMo introduced mobile phone
services that included Web browsing, short mes-
sage service (SMS) and e-mail. The success of
DoCoMo’s i-mode service for Internet was noth-
ing short of spectacular, with subscriptions
growing from four million users in 2000 to more
than 30 million just two years later.5 The keys to
DoCoMo’s growth were popular functionality,
technological advancement and synchronization
along the entire value chain. By becoming the
nexus of content, service billing and handset
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Exhibit 1 Map of Japan
Note: Nagoya is Japan’s fourth largest city, located centrally in Japan approximately 366 kilometres from Tokyo, with a popu-
lation of about 2.17 million (2000 census data, Statistics Bureau, Japanese Ministry of Public Management, Home Affairs, Posts
and Telecommunications). By Nozomi train, the fastest type of Shinkansen service, it takes 90 minutes to travel from Tokyo to
Nagoya.
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hardware, DoCoMo provided a superior user
experience.6 Naraki believed that with the popu-
larity of DoCoMo and increased usage of dial-up
and broadband Internet services,7 he could lever-
age his experience in sales and advertising to
create a product that would deliver personalized
content over the Internet to mobile phones in a
new way.

THE REBIRTH OF BIP

Naraki began to establish BIP anew in 2001 by
attending business mixers and telling associates
about his Internet-delivered marketing concept.
He worked extensively with a network of mentors
and senior business people who helped him in a
number of ways, from introducing him to other
business people to providing environments for
pilot projects. He also continued and expanded
his relationship with the president of the cata-
logue sales company, where Naraki was asked to
take charge of the new Internet-based sales activ-
ities. Naraki spent a great deal of his time doing
personal favors for senior businesspeople—tasks
often completely unrelated to BIP—to build
relationships for his jin-myaku.8

At the same time, Naraki started to learn as
much as he could about Internet technology
itself. He became sufficiently skilled at Web
site development to build a prototype of what he
called “Next Generation X” (NGX) that was
delivered over the Internet by Web browsing
software rather than by mobile phones. NGX
was designed to deliver messages from a partic-
ular company to customers who had requested
to be on the company’s list. The customers gave
their permission for this type of “push” market-
ing by agreeing to download and install a desk-
top application from the company’s Web site. By
building it as a desktop application, Naraki tried
to differentiate NGX from similar products such
as toolbars in the Web browser or Java applets as
part of homepages. Naraki attained early expres-
sions of interest from Dentsu, the world’s largest
advertising company, and did a pilot project
involving World Cup soccer.

This form of so-called permission marketing
was based on similar concepts then in use in the
U.S. market but differed in the way that Japanese
consumers reacted to the company using their
personal information. Whereas consumers in the
United States were often upset over companies
using personal information and violating an
implicit or explicit privacy policy, according to
Naraki, Japanese consumers often regarded mes-
sages from a company they had an interest in to
be welcome and an indication of benefit to that
consumer not offered to people outside the cus-
tomer group (i.e. some exclusivity was implied,
making the Japanese consumer feel special and
unique).

Naraki called this willingness of Japanese con-
sumers to be included on company-sponsored lists
the “Natural Permission Method” because it was
natural that the consumer would think they were
benefiting from, rather than being used by, the
transaction. Of course, the company benefited
as well, and Naraki ultimately intended to gain
revenues from companies that wanted to use NGX
as a form of customer relationship management
(CRM) to drive promotional campaigns.

STRATEGIC PARTNERSHIPS

Naraki’s investment in networking paid off when
he met the president of Affiliate Company (KK)
Inc.,9 Mr. Takayanagi, at a business mixer. The
Affiliate Company (Affiliate) specialized in chan-
nel marketing to specific consumer groups such
as job seekers and students. One of Affiliate’s
biggest customer segments included companies
that wanted to reach, and eventually hire, gradu-
ating students during the shushoku-katsudou
season.10 Affiliate was interested in developing
NGX to support this business model.

NGX needed some technical upgrades and
further development since the prototype was orig-
inally developed by Naraki and was not ready for
usage on a wide scale. Through an introduction
by the owner of the office centre where Affili-
ate’s one-person Tokyo satellite branch was loca-
ted, Naraki met the president of another small
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company, Mr. Ishikawa of E.X. NetCom (KK)
Inc. Ishikawa’s company specialized in softw-
are development, and Ishikawa himself was of
a similar entrepreneurial mindset to Naraki and
Takayanagi’s, so the three presidents came to a
verbal agreement to produce the first true salable
implementations of NGX. This software would
be marketed to customers of Affiliate under the
name Browser SP (see Exhibit 2).

SALES OF NGX

The value proposition for the Affiliate version of
NGX software worked by connecting job-seeking
students to student-seeking companies. Students
looking for jobs would be motivated to download
one of the NGX installation files from a recruit-
ing Web site or pick up a CD from a company
they were interested in. The company could, in
fact, compel the job-seekers to install the soft-
ware by offering bulletins and updates only
through NGX, and many early customers would
elect to do just that, seeing NGX as a clear chan-
nel direct to the future employee. Consequently,
the main targets for sales of NGX initially would
be large Japanese companies with significant
hiring programs.

Affiliate, having dealt with this group of cor-
porate customers before by selling Web pages
and e-mail programs as the recruitment tools,
approached one of its customers, NTT. A few
months after the software redevelopment had
taken place, a trial was launched with NTT. The
trial was successful, and a year and a half later,
approximately 50 companies, including NTT,
Mitsui & Co., Tokyo Marine and other large cor-
porations, were paying to use one or more ver-
sions of the NGX product, generating revenues
for Affiliate of ¥480,000 to ¥880,000 per year per
customer11 depending on the features they pur-
chased. Despite the fact that Naraki had come up
with the concept and had personally done most
of the groundwork, BIP was to receive a share of
revenues of only about 25 per cent. The business
was expected to grow for the next two years with
the current iteration of NGX software.

SUPERX

In early 2003, Naraki started to work directly
with E.X. NetCom to develop the next genera-
tion of NGX, which Ishikawa and Naraki now
called SuperX. SuperX was based on the same
concept as the earlier NGX, except it now used
Macromedia Flash Web publishing technolo-
gies that were becoming more popular, and it
was designed to be hosted and maintained com-
pletely by E.X. NetCom and BIP in an appli-
cation service provider (ASP) format. SuperX
customers would come from segments other than
the employee-seeking companies targeted by
Affiliate. In fact, Affiliate would not be involved
with the development of this next generation
product, allowing BIP to retain more of the
revenues.

SuperX would include new features that
would finally realize Naraki’s dream of mobile
phone integration of NGX. Taking advantage
of the latest mobile and Internet technologies,
SuperX could also use video and other multi-
media features (see Exhibit 3). The ASP-hosted
configuration also included an administrative
interface so that customers could better manage
their own SuperX applications (a task often pro-
vided by Naraki as a free service when selling
NGX). SuperX was designed to appeal to a broad
range of customers and have many potential
applications involving CRM.

BUSINESS OPERATIONS

During the development and early sales phases
of NGX, Naraki continued to support his busi-
ness through his part-time job—with full-time
responsibilities—at the catalogue sales com-
pany, which paid him ¥300,000 yen per month
for continuing work on its Internet sales initia-
tive. What Naraki did not spend on supporting
his family, he spent on BIP expenses including
frequent travel on the Shinkansen to Tokyo from
Nagoya at ¥21,000 roundtrip, capsule hotel stays
at ¥9,000 per night, and large mobile phone
bills, ¥50,000 per month on average in total
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Exhibit 2 Screenshot of NGX, “Browser SP” Version
Source: Company files.
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from his four separate phones.12 In a typical
month, he might travel to Tokyo seven or eight
times, generally staying overnight. Since its
establishment, BIP had broken even on the juku
business, but from the start of 2002, no signifi-
cant revenues had come in. The first year’s rev-
enues for NGX from Affiliate would be received
around September 2003 and were projected to
be about ¥7.8 million.

Naraki had no employees helping him in BIP
but instead worked with staff from Affiliate or
from E.X. NetCom. For example, in the NGX
project, Affiliate provided some of the sales-
people (Naraki did some sales and promotion
management) and E.X. NetCom did some tech-
nical development. Naraki saw his role as a facil-
itator of business between other companies, with
BIP acting in the role of intermediary, bringing
together companies and relationships from
Naraki’s personal network.

For financial management, Naraki outsourced
his bookkeeping to a Nagoya-based accountant
because he was too busy. He had few regular
costs and, because of the nature of his business,
he used no promotional advertising beyond
business cards.

Strategically, although he had a strong vision
for the future, Naraki admitted that his day-to-day
management of the company was often neglec-
ted. He did not yet have a formal business plan.
Instead he prepared proposals on a project-by-
project basis.

OPTIONS

Aside from the most drastic choice of quitting
his business and returning to a salaryman career,
which in itself would be difficult because of age
discrimination, Naraki was being forced, by his
deteriorating health and financial situation, to at
least consider options to manage his time better
to reduce stress. Karoshi13 was a risk his family
worried about greatly.

Naraki also thought that personal or company
bankruptcy was something to be avoided at all
costs. While North American entrepreneurs often
failed at least once in their business careers and
could accept this as a learning or growth oppor-
tunity, the same could not be said in Japan, where
the statistic for business recovery from bank-
ruptcy is much lower, and failure is not easily tol-
erated or forgiven. For example, due to the low
borrowing rates banks could charge, lenders often
pursued friends and family guarantors of com-
pany debt. The legal complications and stigma
attached to failure are believed to contribute sig-
nificantly to more than 30,000 annual suicides in
Japan each year, 71 per cent by men in 2001,14 a
figure that is proportionately double that of the
United States.15

Putting these risks aside, Naraki had a drive
and energy to keep going, and he refused to think
about quitting just when the business seemed
to be on the verge of success. To keep going,
however, Naraki knew he needed to address the
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Exhibit 3 SuperX Screenshot
Source: Company files.

Note: This screenshot of a prototype SuperX application shows
full-motion video, scrolling stock quotes, as well as buttons on
the left-hand side that could be customized. SuperX, unlike the
Affiliate-version of NGX, was meant to have broad customer
appeal.
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issues of personal time management, business
growth and financing.

A key limiting factor for Naraki’s business
growth was that he was constantly short of time
to focus on BIP because of his frequent travel
and part-time job at the catalogue-sales com-
pany. Additionally, he was in the main sales role,
which forced him to go to the customers, who
were nearly all in Tokyo. He considered estab-
lishing a presence in Tokyo, with either a small
office or by moving. Affiliate, a Nagoya-based
company, made the decision to open a small
office in Tokyo, and it had greatly helped its
business to grow, but the cost of establishing an
office in Tokyo could also be prohibitive for a
business without revenues or capital. A complete
move for Naraki and his family would be very
difficult and expensive, and he would sever ties
with a lot of his Nagoya-based network, while
a partial move (such as two weeks in Tokyo, two
weeks in Nagoya) might still alienate Tokyo
customers, who often demanded near-instant
response.

Naraki’s agreements with Affiliate and E.X.
NetCom were, at this point, quite informal,
despite the increasingly large commitment in
terms of work and financial support. Naraki, in
keeping with his character, thought that contracts
and formal agreements were an imposition on
his customers and partners, but, even so, he was
a little worried. On the one hand, a stronger
alliance with Affiliate seemed to promise rev-
enue growth, while a bigger partnership with
E.X. NetCom would ensure continued technical
development. Both strategic partners were in bet-
ter financial health than BIP, giving them some
leverage in terms of what options they might
consider financially. On the other hand, Naraki’s
marketing expertise and vision of the future of
the SuperX project was largely his own, so he
could either hire developers and attempt to grow
internally or try to build a stronger alliance with
E.X. NetCom.

With growth of NGX looking promising, the
timing might be right to raise some money, but
Naraki felt fiercely independent and didn’t want

to have additional shareholders in the business.
He had already invested ¥3 million of friends and
family capital and thought that more than this
would shoulder him with too much responsibility
for other people’s money. Japan’s regulated busi-
ness environment, including rules against pre-
ferred shares and employee stock options before
1998, made venture capital or angel investors a
rare commodity in the country. While Japan had
seen increasing levels of investment in technol-
ogy companies in the past three years by foreign
investors16 it still lagged far behind levels of
investment in North America, Europe, and other
parts of Asia (see Exhibit 4). However, Naraki
didn’t want his business judgment to be compro-
mised by outside investors who might try to
manage him or change his vision. Finally, he
could consider bank financing. The perennially
low interest rates in Japan, hovering around zero
per cent for many years, meant that business
loans could be extended at rates as low as two
per cent as long as there was a personal guaran-
tor other than Naraki. He had never tried to apply
for a bank loan for his business.

THE DILEMMA

There was extreme pressure on Naraki because
of all his conflicting responsibilities in both
Nagoya and Tokyo. He was trying to please
everybody, partners and customers alike, with
extremely good service. In June 2003, after he
returned to Nagoya from an especially challeng-
ing two weeks, Naraki was driving his car when
he suddenly suffered a seizure. It appeared to be
some kind of panic attack, which he had never
experienced before. Taken to the hospital by
ambulance, Naraki soon recovered, but his doc-
tor ordered bed rest. With nothing to do, Naraki’s
mind wandered to introspection: Should he con-
tinue to run BIP when it clearly was having a
negative effect on his health? And if he did con-
tinue, how should he expand and finance his
vision for the company?
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NOTES

1. Yuugen-gaisha–a Japanese limited liability
company. Historically, a barrier to entrepreneurship in
Japan has been the legal requirement to have at least ¥3
million of paid-in capital to register as an LLC. In an
effort to encourage entrepreneurial activity, the mini-
mum capital requirement law was changed in February
2003 to allow companies to register with as little as ¥1
of capital.

2. Shinkansen–The bullet train.
3. US$1 = approximately ¥120 in 2001.
4. Juku–preparatory school for exams and

advanced learning, also known as a cram school.
5. NTT DoCoMo website, http://www.nttdocomo

.com, accessed February 20, 2004.
6. Vandenbosch, M. and N. Dawar (2002),

“Beyond Better Products: Finding, Building and
Capturing Value in Customer Interactions,” Sloan
Management Review (Summer).

7. Internet usage had increased to 57.2 million
users by December 2002, 5.6 million of them using

DSL, for a 44.7 per cent penetration rate. (Sources: ITU
Dec 2002 statistic, and Ministry of Home Management,
Public Affairs, Posts and Telecommunications DSL
adoption historical data: http://www.soumu.go.jp/joho_
tsusin/eng/Statistics/number_users031128_1.html
accessed February 24, 2004).

8. Jin-myaku–human network or personal
connections.

9. “Inc.” is used herein to indicate a Japanese
kabushiki-kaisha (KK), an incorporated company with
stricter regulatory rules and a larger ¥10 million capital
requirement, compared to the smaller yuugen-gaisha
designation.

10. Shushoku-katsudou is a Japanese custom of
having all new employees apply and later enter as a
group at the same time every year to increase cohesive-
ness and provide an environment for company training.

11. Source: Affiliate promotional specification
sheets.

12. Calling people from the same provider network
was cheaper or even free, compared with cross-network
calls.
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Exhibit 4 Venture Capital Investing in Selected Countries (2002)
Source: Bygrave Reynolds, et al., “Global Entrepreneurship Monitor: 2002 Summary Report,” November 30, 2002.

Note: Venture capital comprises investments in seed, early, startup and expansion stage companies.
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13. Karoshi - death by overwork. Most common
in the Bubble Economy years of the late 80’s, karoshi
is still a persistent problem in Japan causing an esti-
mated 317 deaths in 2002 as officially reported by
the Japanese Ministry of Health, Labour and Welfare
(Source: http://www.fpcj.jp/e/shiryo/jb/0334.html
accessed February 24, 2004).

14. Japanese National Police Agency statistic for
2001.

15. Based on published World Health Organization
statistics, 2001.

16. Yoost, Kerley, Tanaka, “On the Horizon:
Private Equity Rising in Japan,” The Asian Wall Street
Journal, August 7, 2001.
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CASCADIA WATER CORPORATION

Eric Morse
Copyright © 2004, Ivey Management Services Version: (A) 2004–10–01

On August 10, 1999, Leo Commandeur founded
Cascadia Water Corporation in Victoria, British
Columbia, with the intent of owning and oper-
ating water reclamation facilities. Commandeur
planned to issue a Private Placement Offering
Memorandum on September 1, 1999, but first he
needed to develop a creative business model that
would attract investors.

THE WATER RECLAMATION INDUSTRY

Global population growth, economic expansion,
heightened public concern about water quality,
growing regulatory and legislative requirements,
and an overall decreasing supply of potable
(drinkable) water had led to a demand for better
methods of wastewater treatment and the neces-
sity to conserve water through water reclamation.
Due to the aforementioned factors, but also due to
governmental fiscal restraint, much of North
America’s water and wastewater works needed
major upgrading or replacement. Water and waste-
water works were deteriorating, maintenance was
being deferred, service delivery was less efficient
and ecosystems were being stressed in various
ways. By doing only critical maintenance in the
last 15 to 20 years, many operators of water facil-
ities, primarily municipal governments, had

compounded the problem as urban growth had
risen exponentially over the same time period.
Estimates of the costs to upgrade and regain the
existing water and wastewater infrastructure in
Canada ranged from $3.8 billion to $4.9 billion.

Public awareness and governmental concern
regarding the increasing scarcity of water (see
Exhibit 1), the quality of drinking water and the
potential health hazards associated with waste
products discharged into the environment had
resulted in legislation, regulation and enforcement
requiring strict standards for potable water and
restrictions on the discharge of pollutants in
municipal wastewater. Commandeur believed that
these measures were likely to result in increased
pressure on local governments to upgrade existing
water quality.

In many areas of Canada and the United States,
aging municipal water and wastewater treatment
infrastructure was operating at or near capacity,
was in need of substantial capital expenditures
and was not well equipped to satisfy increasing
regulatory and legislative requirements. As a
result, many communities were seeking innova-
tive solutions to their wastewater treatment needs,
such as improved technologies and equipment,
and various outsourcing and service options,
including contract operations and privatization.
Outside Canada and the United States, aging
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Exhibit 1
Source: United States Filter Corporation, 1998.

WORLDWIDE FRESH WATER AVAILABILITY TODAY 

COMPOUNDED BY POPULATION GROWTH
AND INFRASTRUCTURE NEEDS (through 2020)
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infrastructure and, in many cases, underdeveloped
infrastructure also required significant capital and
advanced technological approaches to address the
population’s potable water and sewage treatment
needs.

Industrial and commercial businesses were
mandated to treat their wastewater. Government
regulations regarding the disposal of wastewater,
combined with public concern regarding indus-
trial pollution, had led to increased awareness on
the part of businesses and public utilities as to the
benefits of wastewater treatment in waste mini-
mization. In response to increasing water prices
and wastewater discharge fees, industrial and
commercial businesses had also become aware
of the cost effectiveness of recycling their waste-
water and often required complex systems and
equipment to treat and recycle process water and
wastewater.

More and more municipalities were beginning
to use Public/Private Partnerships (P3s) to design,
build and operate municipal wastewater treatment
facilities. The P3 industry was more developed
in Western Europe than in North America due
to Western European governments’ willingness
to employ the P3s for their municipal wastewater
treatment facilities.

The U.S. and Canadian P3 industry was less
developed due to government’s historical control
of facility operations and maintenance; however, a
private industry was beginning to emerge as more
and more municipalities realized the benefits of
using P3s for water/wastewater facilities. There
were an estimated 3,100 private water/wastewater
companies based in the United States.

Canadian municipalities had recently begun
to investigate P3s for water and wastewater facil-
ity operations. The Canadian Council for Public-
Private Partnership, located in Toronto, Ontario,
had identified 36 such projects under develop-
ment or under serious consideration in Canada.
The opportunity for P3s with local governments
in Canada had never been so pronounced. Local
governments were seeking greater value for
money spent on wastewater space works, reduced
risk and more innovation. In order to realize these

benefits, local governments were becoming
increasingly interested in partnerships with the
private sector.

COMPETITION

The wastewater facilities market was extremely
fragmented. Wastewater reclamation facilities
(WRFs) were sold to institutional, industrial,
municipal/government, and military markets
worldwide through a direct sales force, original
equipment manufacturers and an international
network of agents, representatives and distri-
butors. The global market was dominated by a
number of very large corporations, including
Vivendi from France and its recently acquired
subsidiary, U.S. Filter. However, these large inter-
national companies tended to focus on larger
markets which would allow smaller Canadian or
U.S. companies to pursue small municipal works
opportunities without significant international
competition.

An estimated 40 companies across Canada
manufactured water treatment equipment for
the domestic market, and more than 100 compa-
nies were involved in industrial water treatment
systems. In 1999, there were approximately 10
wastewater treatment companies operating in
Western Canada. Commandeur felt that as the
wastewater treatment industry and P3s became
better understood and accepted, the number of
wastewater treatment companies in Canada
would likely increase dramatically.

CASCADIA

Cascadia was founded on the concept that small
to mid-sized North American communities had
a need for an integrated set of capabilities and
technologies to solve wastewater problems. In
August of 1999, management of Cascadia was
in the planning stage of the business of owning
and operating WRFs. These facilities would take

22 • CASES IN ENTREPRENEURSHIP

01-Morse-4695.qxd  5/3/2005  2:46 PM  Page 22



wastewater as the raw material and transform it
into cleaned water (reclaimed water) that could
then be sold to customers who had a demand
for non-potable water. Cascadia would own and
operate the infrastructure for recycling waste-
water into reclaimed water, deriving revenues
primarily from ownership and operations con-
tracts. Monthly user fees would provide the
Corporation with an ongoing, low-risk annuity.

Only a fraction of the daily residential uses
of water was for drinking and bathing. Re-
claimed water had many industrial and residen-
tial uses, such as irrigation, flushing toilets and
urinals, washing cars and other specific indus-
trial purposes.

Although Canadians took clean abundant water
for granted, many parts of North America were
struggling to meet the current and projected future
demand for potable water. Water was already a
valuable commodity, and Cascadia believed that it
was in a unique position to provide solutions for
the demand for potable water by allowing commu-
nities and industries to leverage their wastewater
into a reusable resource, thus lowering the demand
for potable water.

Cascadia intended to develop two WRFs with
the proceeds from its upcoming Offering. These
facilities would be used to validate and further
develop the Corporation’s business model and
market strategy. Theoretically, Cascadia would be
able to generate three streams of revenue from the
ownership and operations of the WRFs. Cascadia
would first receive a one-time connection fee for
every connection to the WRF (this is true only
for new construction). Second, Cascadia would
receive a monthly processing fee for processing
wastewater. Third, a revenue stream would be gen-
erated from the resale of the water to customers
such as car washes, golf courses, cement plants
and other non-potable water users (see Exhibit 2).

Although Cascadia’s initial market focus
was on providing solutions to small to mid-sized,
water-short communities and developments,
Cascadia management anticipated growth in the
non-potable water industry that would expand the
market for WRFs in all water-short communities.

STRATEGIC ALLIANCE WITH HM&A

Contingent upon the issuance of the Offering
Memorandum on September 1, 1999, Cascadia
would enter into a strategic alliance agreement
with Hill Murray & Associates Inc. (HM&A).
HM&A was an engineering, construction, opera-
tions and utility management company with
expertise in the design and build of wastewater
projects and services. A unique advantage of
HM&A was that they could design and build
facilities that were scalable through the simple
addition of incremental processing equipment.
This allowed HM&A to build infrastructure in a
just-in-time format. This approach was radically
different from the existing industry practice that
designs and constructs a facility on day one that
can meet or exceed the forecasted daily flow rate
for the projected ultimate daily wastewater flow
of the project.

Trevor Hill, an officer and director of Cascadia,
was also an officer, director and controlling share-
holder of HM&A. Since its inception in 1993,
HM&A had constructed and commissioned 14
WRFs (see Exhibit 3). Under the terms of this
alliance, HM&A would design and construct the
WRF, and Cascadia would own and operate it.
HM&A would be given the opportunity to bid on
every WRF design and construction contract that
Cascadia was involved with and would have to
submit a competitive bid to provide services to
Cascadia. Where there was no formal bidding
process, the margin that HM&A may make on the
project would be as per the amounts outlined in
the HM&A Agreement, which were at industry
standards. The HM&A Agreement contemplated
that Cascadia and HM&A would endeavor to
work with each other on every WRF, but both
companies agreed that there was no exclusivity in
their relationship.

The operations of the WRFs were highly
automated, and Cascadia intended to license
optimization software created by HM&A, called
EnviroSMART. This software would allow
Cascadia to maximize operational efficiencies
and provide supervisory management of facilities

Searching for Venture Opportunities • 23

01-Morse-4695.qxd  5/3/2005  2:46 PM  Page 23



24 • CASES IN ENTREPRENEURSHIP

Capital Requirement

$518,515

$1,462,148

$1,504,719

$

$

$1,682,186

$

$

$

USGPD(3)

30,000

180,000

330,000

480,000

630,000

780,000

930,000

960,000

960,000

Accumulated

100

600

1,100

1,600

2,100

2,600

3,100

3,200

3,200

Annual(2)

100

500

500

500

500

500

500

100

—

Development
Population(1)

250

1,500

2,750

4,000

5,250

6,500

7,750

8,000

8,000

Year

1999

2000

2001

2002

2003

2004

2005

2006

2007

Total Dwelling Units Total Sewage flows Current Year

Revenue Net Operating Revenue Sales of 
Year Hook-ups(4) Revenue(5) Reclaimed Water(6) Total Revenue

1999 $350,000 $2,611 $1,200 $353,811

2000 $1,750,000 $124,656 $21,600 $1,896,256

2001 $1,750,000 $275,304 $66,000 $2,091,304

2002 $1,750,000 $433,276 $134,400 $2,317,676

2003 $1,750,000 $597,315 $201,600 $2,548,915

2004 $1,750,000 $766,808 $249,600 $2,766,408

2005 $1,750,000 $941,382 $297,600 $2,988,982

2006 $350,000 $946,812 $307,200 $1,604,012

2007 $— $946,812 $307,200 $1,254,012

Exhibit 2 Hypothetical Financial Model—Utilizing Identified Revenue Streams (A particular business
model may or may not include any or all revenue streams)

Source: Cascadia Water Corporation, 1999.

1. New development (8,000 people maximum build out).
2. 2.5 people per dwelling unit.
3. Flow is calculated at 100 Imperial Gallons per day per person and converted to USG.
4. $3,500 per Dwelling Unit.
5. $35 per Dwelling Unit per month less operational expenses.
6. $2 per 1,000 USG estimated 200 irrigation days a year.  Ten per cent Initial sales increasing 20 per cent per year up to

80 per cent.
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Exhibit 3 Inside and Outside Views of a Large WRF Installation
Source: Cascadia Internal documents.
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Filter
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modules
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holding tank

Filtrate
pumps

Digester
tank

Digester
tank

Filter
membrane
modules

Equlization
tank

Filtration
holding tank

Existing
pump house

Fine screen trash removal and
rotary drumscreen arrangement

Treated Water Quality

Treated Water

Influent Normal conditions Wet weather events

BOD 300mg/L < 5 mg/L < 25 mg/L
TSS 300mg/L < 5mg/L < 25 mg/L
FC 10-10 CFU/100mL < 2.2 CFU/100mL N/A
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from a central operations theatre. Cascadia also
intended to develop an Internet billing system,
which would allow easy distribution and payment
of invoices for services provided by the Corpora-
tion. Cascadia had engaged several consultants
to develop an Internet portal. An Internet portal
is a central information source on the Web, with
links to industry information about water recla-
mation and reuse. This site would also be used for
community education on the uses for reclaimed
water and water conservation. In concert with
the Corporation’s Web site, this informational site
would evolve over time to allow customers to
review their reclaimed water accounts and make
payment over the Internet.

Cascadia had acquired a sophisticated tool,
called Reuse Investment Opportunity Analyser
“RIO,” to evaluate potential investment opportu-
nities. RIO was acquired from Trevor Hill, the
chairman and director of the Corporation, and
Graham Symmonds pursuant to the Software
Purchase and Sale Agreement, effective August
10, 1999. Pursuant to the terms of a Software
Purchase and Sale Agreement, Cascadia acquired
RIO in exchange for common shares in the capi-
tal of the Corporation. RIO would eventually be
deployed over the Internet so that a sales repre-
sentative could access it from anywhere in the

world. Cascadia would then be able to quickly
update RIO to take into account the local rates
for power, labor and other consumables as well
as capital costs and other relevant parameters
of the opportunity. This tool set would enable
Cascadia to quickly determine the economies of
any opportunity.

CONCLUSION

Commandeur believed that Cascadia would be
able to take a leadership role in the P3 market
segment because of its access to the complete
spectrum of services provided by HM&A and
its clear focus on small to medium-sized muni-
cipalities and developments. He was also con-
fident that Cascadia could compete with the
existing and new entrants into the wastewater
treatment industry. However, Cascadia needed
to raise $1 million to acquire its first two WRFs
and provide working capital for the continuation
of the company.

In order to issue an offering memorandum,
Commandeur still needed to figure out a business
model that would be financially viable and inter-
esting to potential investors, and he had only
until September 1st to get it done.
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RUSSKI ADVENTURES
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On July 15, 1991, Guy Crevasse and Andrei
Kakov, the two major partners in Russki Adven-
tures (Russki), contemplated their next move.
They had spent the last year and a half explor-
ing the possibility of starting a helicopter skiing
operation in the U.S.S.R. Their plan was to bring
clients from Europe, North America, and Japan,
to a remote location in the U.S.S.R. to ski the

vast areas of secluded mountain terrain made
accessible by the use of helicopters and the recent
business opportunities offered by “glasnost.”

During the exploration process, Crevasse and
Kakov had visited a number of potential loca-
tions in the U.S.S.R., including the Caucasus
Mountains near the Black Sea, and the Tien Shen
and Pamir ranges north of Pakistan in the
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republics of Kazakistan and Tadzhikistan,
respectively. After close inspection of the three
areas, and consideration of many issues, the
partners had decided upon the Caucasus region.

After almost two years of planning and
research, the thought of making a solid commit-
ment weighed heavily on their minds. Their first
option was to accept the partnership offer with
Extreme Dreams, a French company that had
started a small ski operation in the Caucasus
Mountains during the 1991 season. Their sec-
ond option was to enter a partnership with the
U.S.S.R.’s Trade Union DFSO and a Russian
mountaineer, and establish their own venture in a
Caucasus Mountains area made available to them
by a Soviet government agency. Their final option
was to wait, save their money and not proceed
with the venture at this time.

THE PARTNERS

Andrei Kakov, 27, was born in Russia. His fam-
ily emigrated to Italy, and then to Canada when
he was 17 years old. After completing
an undergraduate degree in economics at the
University of Toronto, he worked with Sebaco
for two years before enrolling in 1989 in the
Masters of Business Administration (MBA) pro-
gram at the University of Western Ontario
(Western). Sebaco was a Canadian-Soviet joint
venture that, since 1980, had been facilitating
business ventures in the Soviet Union by acting
as a liaison between the foreign firms and the dif-
ferent levels of Soviet government and industry.
This job gave Kakov extensive contacts in the
Soviet Union and in many of the firms, such
as McDonald’s and Pepsico, which were doing
business in the Soviet Union. Kakov was fluent
in Russian, Italian, English, and Japanese.

Guy Crevasse, 28, had an extensive ski racing
career which began at a young age and culmi-
nated in the World Cup with the Canadian
National Ski Team. His skiing career took him
to many countries in Europe, North America, and
South America. During his travels he learned to
speak French, Italian, and some German. After

retiring from competitive ski racing in 1984,
Crevasse remained active in the ski industry as a
member of the Canadian Ski Coaches Federation.
He led the University of Western Ontario Varsity
Ski Team to four consecutive Can-Am titles as
a racer/coach while pursuing an undergraduate
degree at Western. Before returning to Western
to complete an MBA, Crevasse worked for
Motorola Inc. in its sales and marketing depart-
ments, where he worked on key accounts, set
up product distribution channels, and developed
product programs with original equipment manu-
facturers in the automobile industry. Crevasse had
also worked with a ski resort planning and devel-
opment firm on a number of different projects.

OVERVIEW OF THE SKIING AND

HELICOPTER SKIING INDUSTRIES

Development of the Ski Resort Industry

In 1990, the world wide ski market was esti-
mated at 40 million skiers. The great boom period
was in the 1960s and 1970s when growth ran
between 10 to 20 per cent annually. However, the
growth stagnation which began during the 1980s
was expected to continue during the 1990s. Some
of this decline was attributable to increased com-
petition for vacationers’ time, the rapidly rising
real costs of skiing, and baby boom effects. The
only growth segment was female skiers, who rep-
resented 65 per cent of all new skiers. The total
revenue generated by ski resorts in the United
States for 1990 was estimated at $1.5 billion. This
figure did not include any hotel or accommoda-
tion figures.

Prior to World War II, most skiing took place
in Europe. Since there were no ski lifts, most ski-
ing was essentially unmarked wilderness skiing,
requiring participants who enjoyed the thrill of a
downhill run to spend most of their time climbing.
There were no slope grooming machines and few
slopes cut especially for skiing.

The development of ski lifts revolutionized
the sport, increased the accessibility to many
previously inaccessible areas, and led to the
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development of ski resorts. After the skiing
market matured, competition for skiers intensi-
fied and resort operators shifted their efforts
away from the risk sport focus towards vacation
and entertainment. In order to service this new
market and to recover their large capital invest-
ments, the large resorts had developed mass mar-
ket strategies, and modified the runs and the
facilities to make them safer and easier to ski in
order to serve a greater number of customers.

Introduction of Helicopter Skiing

This change in focus left the more adventurous
skiing segments unsatisfied. For many, the search
for new slopes and virgin snow was always a
goal. The rapid rise in the popularity of skiing
after World War II increased demand on existing
ski facilities and thus competition for the best
snow and hills became more intense. Those who
wanted to experience the joys of powder skiing in
virgin areas were forced to either get up earlier to
ski the good snow before the masses got to it, or
hike for hours from the top of ski areas to find
new areas close to existing cut ski runs. Hiking
to unmarked areas was tiring, time consuming,
and more dangerous because of the exposure to
crevasses and avalanches.

This desire to ski in unlimited powder snow
and new terrain away from the crowds eventually
led to the development of the helicopter skiing
industry. The commonly held conception was that
powder skiing was the champagne of all skiing,
and helicopter skiing was the Dom Perignon. The
first helicopter operations began in Canada. From
the beginning of the industry in 1961, Canadian
operations have been typically regarded as the
premium product in the helicopter skiing industry
for many reasons, including the wild, untamed
mountains in the western regions. For many
skiers worldwide, a trip to a Western Canadian
heli-ski operation is their “mecca.”

Operators used helicopters as a means of
accessing vast tracts of wilderness areas which
were used solely by one operator through a
lease arrangement with the governments, forest
services, or regional authorities. The average area

leased for skiing was 2,000 to 3,000 square thou-
sand kilometres in size, with 100 to 150 runs. Due
to the high costs in buying, operating, maintain-
ing, and insuring a helicopter, the vast majority of
operators leased their machines on an as-needed
basis with rates based on hours of flight time.

In the 1970s and early 1980s, the helicopter
skiing industry was concentrated among a few
players. During 1990 and 1991, the number of
adventure/wilderness skiing operators increased
from 41 to over 77. The industry could be divided
between those operations that provided day trips
from existing alpine resorts (day-trippers) and
those operations that offered week long trips
(destination-location).

By 1991, the entire global market for both
day-trippers and destination-location was esti-
mated to be just over 23,000 skiers per year, with
the latter group representing roughly 12,000 to
15,000 skiers. Wilderness skiing represented the
largest area of growth within the ski industry in
the 1970s and 1980s. Market growth in the 1980s
was 15 per cent per year. Only capacity limita-
tions had restrained growth. The addictive nature
of helicopter skiing was illustrated by the fact that
repeat customers accounted for over 75 per cent
of clients annually. The conservative estimate of
total margin available to the destination-location
skiing industry (before selling and administra-
tion costs) was US$12.4 million in 1990. Table 1
gives typical industry margin figures per skier for
heli-skiing.

From a cost standpoint, efficient management
of the helicopter operations was essential. Table
2 provides a larger list of industry key success
factors.

Combination of
Resort and Helicopter Skiing

The number of resorts operating day faci-
lities doubled in 1990. Competition in the
industry increased for a number of reasons.
Many new competitors entered because of the
low cost of entry (about $250,000), low exit
barriers, the significant market growth, and the
rewarding margin in the industry. The major
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$3,500 100%

Price Costs:

Helicopter* 1,260 36%
Food & Lodging 900 26%
Guides 100 3%

Total Operating Costs 2,260 65%
Total Margin 1,240 35%

growth world-wide came mainly from the day
operations at existing areas, as they attempted
to meet the needs for adventure and skiing from
their clientele. The major concentration of heli-
copter operators was in Canada; however, com-
petition was increasing internationally. Industry
representatives thought that such growth was
good because it would help increase the popu-
larity of helicopter skiing and introduce more
people to the sport.

In Canada, where helicopter skiing originated,
the situation was somewhat different. Out of the 20
wilderness skiing operations in Canada in 1991,
only two were tied to resorts. However, for the rest
of the world, roughly 80 per cent of all the opera-
tions were located and tied closely to existing ski
operations. Both Crevasse and Kakov realized that
there were opportunities to create partnerships or
agreements with existing resorts to serve as an
outlet for their helicopter skiing demand.
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Table 1 Helicopter Skiing Margin Per Skier Week (North America)

Factors within Management Control:

• establishing a safe operation and reliable reputation
• developing great skiing operations
• attracting and keeping customers with minimal marketing costs
• obtaining repeat business through operation’s excellence 
• providing professional and sociable guides
• obtaining operating permits from government 
• managing relationships with environmentalists

Location Factors:

• accessible destinations by air travel
• available emergency and medical support
• favourable weather conditions, i.e. annual snowfall, humidity, altitude
• appropriate daily temperature, sunshine, daylight time
• suitable terrain
• quality food and lodging

Table 2 Helicopter Skiing Industry Key Success Factors

*Note: Helicopter costs were semi-variable, but were based largely on a variable basis (in-flight hours). The fixed nature of
helicopter costs arose through minimum flying hours requirements and the rate negotiations (better rates were charged to
customers with higher usage). On average, a helicopter skier used seven hours of helicopter time during a one week trip. A
typical all-in rate for a 12 person helicopter was $1,800 per flying hour. Hence the above figure of $1,260 was calculated
assuming full capacity of the helicopter using the following: $1,800 per hour for seven hours for 10 skiers + pilot + guide.
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RUSSKI’S RESEARCH OF

THE HELI-SKI INDUSTRY

Profile of the Skier

The research that the Russki group had
completed revealed some important facts. Most
helicopter skiers were wealthy, independent, pro-
fessional males of North American or European
origin. Increasingly, the Japanese skiers were join-
ing the ranks. The vast majority of the skiers were
in their late 30s to mid 60s in age. For them, heli-
copter skiing provided an escape from the high
pace of their professional lives. These people, who
were financially secure with lots of disposable
income, were well educated and had done a great
many things. Helicopter skiing was a good fit
with their calculated risk taker image. Exhibit 1
describes a typical customer. It was not unusual
for the skiing “addict” to exceed 100,000 vertical
feet of skiing in a week. A premium was then
charged to the skier.

Buyers tended to buy in groups rather than
as individuals. They typically had some form of
close association, such as membership in a com-
mon profession or club. In most cases, trips were
planned a year in advance.

Geographically, helicopter skiers could be
grouped into three segments: Japan, North
America (United States and Canada), and
Europe. In 1991, they represented 10 per cent,
40 per cent (30 per cent and 10 per cent), and 50
per cent of the market respectively. There were
unique features associated with each segment
and Crevasse and Kakov knew that all marketing
plans would need to be tailored specifically
to each segment. In general, they felt that the
European and North American customers placed
more emphasis on the adventure, were less risk
adverse, and had a propensity to try new things.

Analysis of the Competition

Crevasse and Kakov had thought that more
detailed information on their competitors would
help answer some of their questions. During
the winter of 1991, they conducted a complete

physical inspection of skiing and business facilities
of many helicopter skiing operations. As a result
of the research, Russki determined that the follow-
ing companies were very significant: Rocky
Mountain Helisports (RMH), Cariboo Snowtours,
and Heliski India. RMH and Cariboo Snowtours
were industry leaders and Heliski India was
another new entrant trying to establish itself in the
market. A close analysis had provided Crevasse
and Kakov with some encouraging information.

Rocky Mountain Helisports, the first operation
to offer helicopter skiing, was started in 1965 in
Canada by Gunther Pistler, a German immigrant
and the “inventor” of helicopter skiing. In 1991
his operation, servicing 6,000 skiers, represented
roughly 40 to 50 per cent of the world-wide des-
tination-location market. He followed a strategy
which cloned small operating units at seven dif-
ferent sites in the interior of British Columbia.
RMH’s strategy was designed to offer a product
that catered to a variety of different skier abilities
and skiing experiences. The company serviced all
segments that could afford the $4,000 price of
admission, including introducing less able skiers
to the experience of helicopter skiing. Compared
with the revenue of traditional Canadian ski
resorts, such as Whistler Resorts in British
Columbia, RMH’s gross revenue for the 1990
season was larger than any resort in Canada at
over $21 million. RMH, which had developed a
loyal following of customers in North America
and Europe, enjoyed significant competitive
advantage because of proprietary client lists, a
loyal consumer base, and economies of scale due
to its large size.

Cariboo Snowtours, the second largest opera-
tion in the world, was established by another
German immigrant, Fritz Mogler, at Blue River,
British Columbia. In 1991, Cariboo Snowtours
served over 2,000 skiers, a number which repre-
sented roughly 18 per cent of the market. Mogler
developed a strategy of one mega-operation and
enjoyed economies of scale in the operations
area. Similar to RMH, Cariboo Snowtours had a
loyal following from North America and Europe,
and catered to a variety of skiing abilities and
price levels.
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Exhibit 1 Description of a Typical Helicopter Skiing Addict
Source: Powder, The Skier’s Magazine, November 1990.
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Heliski India was a new entrant to the
helicopter skiing business. In 1990, the first year
of operation, the company serviced 30 skiers in
a three week period, increasing to 120 skiers
during the 1991 season. Heliski India followed
a more exclusive and adventurous strategy aimed
at the experienced helicopter skiing enthusiast.
To cover the high costs and low volume, the oper-
ation charged $5,500.

Russki estimated margins and profit dynamics
for these three operations. Exhibit 2 contains the
projection for RMH. These projected statements
were best guess estimates based on discussions
with a wide range of industry experts, managers,
and investors. Cariboo Snowtours’ total profit
was estimated as slightly over $2 million, while
Heliski India was projected to turn a small profit.
Crevasse and Kakov found these figures very
encouraging.

LAND USAGE AND ENVIRONMENTAL

CONCERNS IN THE INDUSTRY

The helicopter skiing industry was facing some
land use issues which were tough on many oper-
ators, but which also created new opportunities
on which Russki wanted to capitalize. Of par-
ticular concern to many helicopter skiing opera-
tions, especially European, were pressures from
environmentalists who were concerned that noise
from helicopters could adversely affect wildlife
habitat, and start avalanches.

As a result, severe downsizing or complete
shutdown of existing European operations had
recently occurred, leaving only eight helicopter
skiing operations in continental Europe in 1991.
The one Swiss and one Austrian operation were
under pressure to close, and a 1992 season for the
latter was already doubtful. The six small opera-
tions in Italy, which worked in conjunction with
existing ski areas, were basically the only heli-
copter skiing available in Western Europe. Flying
for skiing in France was illegal due to environ-
mentalists’ concerns about a negative impact on
the limited areas in the Alps. In Sweden, a few
companies operated with a shorter season due to

the high latitude, and provided less expensive
daily services for visitors who skied within the
existing lift systems, but week-long packages
were not part of their program.

The North American industry had not been
exposed to the same environmental and limited
area constraints as the European, mainly because
of the vast size of the mountain ranges and good
relationships with all interested parties. The
American operators, who were associated mostly
with the large ski areas, had good working rela-
tionships with the forest services, which con-
trolled the areas and issued the working permits.

Canadian operators received their permits
from the Ministry of Lands and Forests and the
provincial governments. Helicopter skiing had
been encouraged because of its ability to bring
money into the regions. Due to the vast size of
the Canadian mountain ranges and the limited
competition for the land use, pressure on the
operators in any form had been minimal or
nonexistent.

Crevasse and Kakov realized that the environ-
mental and capacity constraints in Europe pro-
vided helicopter skiing operators worldwide with
significant opportunities. Thus far, it had been
mainly the North American operators who had
capitalized on this situation, and Russki wanted
to find a way to capture unsatisfied demand.

RUSSIAN ENVIRONMENT

The Political Environment

Crevasse and Kakov knew that starting a ven-
ture in the Soviet Union at this time would be
complex. The political situation was very unsta-
ble in July 1991, and most expert predictions
were not encouraging, including the possibility
that the Soviet Union might not exist in the near
future. There was a major power struggle going
on: the hardliners, most of whom were from the
old guard of the Communist Party, were trying to
hang on to power; and others, such as Russian
President Boris Yeltsin, wanted sweeping
democratic changes. The new buzz word on the
streets was not “glasnost” or “perestroika” but
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“razgosudarstvo,” which refers to the breakup of
the Soviet state. Secession pressures from many
of the republics, such as the Baltics, tested the
mettle of the political leaders, perestroika, and
the strength of the union itself.

On a regional basis, the future status of some
of the regions and republics where the physical

conditions met the requirements for helicopter
skiing, such as Georgia and Kazakhistan, was
unknown. However, Crevasse and Kakov were
encouraged by the fact that experts predicted
that, no matter what the state of the whole union,
Russia would remain intact and continue to func-
tion as a unit. This was one of the many reasons
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Revenues

Ski season duration  – peak 20 wks
– regular 0 wks

Total Season duration: 20 wks
Revenue per skier – peak $3,500
Weekly group size: (10 skiers + 1 guide × 4) 44 people
Total Season Regular Revenue (3,500 × 40 skiers × 20 wks) $2,800,000

Revenue from Skiers Exceeding 100,000 virtual feet (10%) 280,000

Total Revenue $3,080,000

Expenses

Variable: 9 nights lodging/person/night $80 $720
9 days meals/person/day 50 450

Total variable cost/person/week $1,170
Total Annual Variable Costs (20 wks × 44 × $1,170) $1,029,600

Contribution Margin $2,050,400

Fixed:

Helicopter cost/weekly basis (20 week season) $50,000 $1,000,000
Guides— 1 guide per 10 skiers @

$50,000 per guide/year 4 guides $200,000
Support Staff—5 employees @ $20,000 per employee $100,000
Promotional $250,000

Total Direct Fixed Costs $1,550,000

Total Margin (Revenue–Dir. Variable Costs–Dir. Fixed Costs) $500,400

Annual Overhead – communication $20,000
– staff travel 50,000
– office branch 20,000
– office North America 100,000
– insurance @ $5/day/person 50,000

Total Overhead $240,000

Operating Profit $249,600
Number of operations: 7
Total Operating Profit $1,747,200

Exhibit 2 Russki’s1991 Projections: Profit Dynamics of Typical RMH Operation*

*These projected statements were best guess estimates based on discussions with a wide range of industry experts, managers
and investors.
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why the Russian Republic was selected for the
potential initial location.

The Economic Environment

The economy of the Soviet Union was in dire
straits. Confusion, lack of focus, and compro-
mise, were crippling the process of change from
a government controlled economy to a market
based one. Real Gross Domestic Product was
projected to drop anywhere from three to 11 per
cent or more in 1991. Soviet President Mikhail
Gorbachev had been given authority to overhaul
the economy. However, what changes he would
initiate, and whether he still had the support and
power to see the process through to completion,
were questionable.

Therefore, developing a helicopter skiing
operation in the Soviet Union presented Russki
with a difficult business environment. Marshall
Goldman, Director of Harvard’s Russian Research
Centre, summed up part of the dilemma facing
any new venture in the Soviet Union at this time:

For those entrepreneurs who think chaos is an ideal
environment, this is a perfect time, but for others it
is a scary time. The society is collapsing. The econ-
omy—both the marketing portion and the planning
and administrative sector—is a shambles.

Russki’s research indicated that only 20 per
cent of the 1,300 joint ventures signed since 1987
were operational because of currency exchange
problems, bureaucratic delays, and lack of legal
framework to make agreements. Also, it had been
very hard for the few operational ventures to real-
ize a return on their investment. In 1991, any
business in the Soviet Union had to be viewed
with a long term bias in mind. The big question
for many businesses was getting hard currency
out of Soviet ventures because there was no inter-
national market for the Soviet currency, the ruble.
Those who were operating business ventures in
the Soviet Union suggested to Russki that it was
not an area for the faint hearted to tread.
PlanEcon’s Keith Crane advised that, “even after
the agreement has been signed it can be very
difficult to get down to specifics and venture into

working entities. It took McDonald’s 14 years to
do it.” Due to the political and economic realities
of the Soviet environment, firms were making
deals with republics, with city agencies, directly
with Soviet firms or factories, and sometimes
with all of them. More and more frequently, firms
had to go to the enterprise level to find the right
people and partners. Additionally, foreign firms
found the business environment difficult because
the concept of business that Westerners had was
very different from the one that the Soviets had
after 70 years of a controlled Marxist economy.
The addition of cultural differences made for a
demanding business climate. Russki thought long
and hard about the fact that doing business in the
Soviet Union had never been easy. In 1991, as
the nation wrestled with the gargantuan task of
restructuring the country, most firms were finding
it more confusing than ever. No road map or blue-
print for business development existed.

In addition, without the significant financial
resources of a highly capitalized firm that could
overlook short term profits for long term gains,
Crevasse and Kakov realized they would be in
a more exposed position if they decided to go
ahead with the venture. Political unrest or civil
war in the Soviet Union, especially in Russia,
could destroy their business and investment.
Without a steady supply of repeat and new cus-
tomers, the venture would be finished as an
on-going concern. They knew that credibility
from an existing operation or established name
would make the task of attracting customers to
an uncertain environment easier but, in a time of
crisis, would guarantee nothing.

The Opportunities

Despite all the negatives, Crevasse and Kakov
thought that helicopter skiing in the Soviet Union
would be developed on a large scale in the next
few years for a number of reasons. The sport was
experiencing tremendous growth, environmental
pressures were great in Europe, and capacity at
all of the good locations was already stretched.

Therefore, a current opportunity existed in the
industry. The partners speculated about how fast
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they could proceed with their business plan and
whether they were exposing themselves to too
much risk for the return. Would the opportunity
still exist in a couple of years? Could a business
of this nature function with the future of the
Soviet Union being so unstable? The complete
answer to these questions was unknown. Crevasse
and Kakov felt as if they were doing a case back
at business school where someone had left out
half the case facts. Regardless, this was a real life
situation, and a decision had to be made on the
knowledge available.

After looking closely at their competition and
the general environment, they concluded that,
despite the instability in the Soviet environ-
ment, there were a number of strong points that
suggested that they might be able to make a ven-
ture of this nature work. On a positive note, the
Canadian Prime Minister, Brian Mulroney, had
recently signed the Foreign Investment Protection
agreement to ensure stability of Canadian ven-
tures in the U.S.S.R. Also encouraging to entre-
preneurs wanting to enter the Soviet Union was
the new law that allowed for full ownership of
Soviet subsidiaries by foreign firms. Experts sug-
gested that these agreements would be honoured
by whatever form of government was in place.

The critical factor in the minds of the Russki
partners was the fact that they would be taking in
all revenue in hard currency. Thus, the absence of
profit repatriation risk decreased this business
exposure dramatically. Russki would operate all
of the sales and administrative tasks outside of the
Soviet Union and, as a result, all of its revenues
would be collected in the West in hard currency,
thereby eliminating the currency risk completely.
This was a position that would be envied by any
firm attempting to do business in the Soviet
Union. Also, Russki was attractive to all levels of
government because the venture would bring des-
perately needed hard currency into the country.

Mt. Elbrus, the highest peak in Europe and the
Caucasus mountain region, was where Russki
had options to locate. It was well known through-
out Europe and its high altitudes and warm
climate offered ideal skiing conditions. Because
a strong allegiance already existed between the
European customers and the Canadian operators,

Russki’s Canadian background would sit well
with customers. In addition, Russki would deliver
comparative cost advantage for the Europeans in
a Soviet operation, as shown in Exhibit 3, even if
Russki charged similar costs for a week of skiing.

The uniqueness of the region and mystique
of Russia offered an interesting alternative for
tourism. Russia had a 2,000 year history and a rich
culture, which was reflected in the traditions of the
local people and the architecture. Furthermore, the
Black Sea area which was close to the Caucasus
Mountains had been used as a resort area for
centuries. The dramatic changes during the early
1990s in the Soviet Union and Eastern Europe had
resulted in tremendous interest in these areas.

Since Russki already had the money required
for startup, the company could move quickly
without having to take time to raise the capital.
The low cost of leasing Soviet helicopters,
pilot salaries, service, and fuel as compared with
North America was a distinct advantage, and one
of the original attractions of Russia. Negotiations
with the Russians had shown that this cost
advantage was obtainable. The high costs of heli-
copter operations represented the largest part of
the operating costs in helicopter skiing. Lower
helicopter costs in Russia would result in cost
savings in the range of 50 per cent or more in this
expense relative to North American competitors.

The Russki management team was strong.
Both men were business school trained individu-
als with international work experience, language
skills, and ski industry background. Additional
hard-to-copy assets, including access to the
“Crazy Canucks” (a World Cup ski team) and
European ski stars as Guest Guides, and Soviet
knowledge, would be tough for anyone to match
in the short term.

POSITIONING AND MARKETING

OF RUSSKI ADVENTURES

Positioning and Pricing

The Russki team had considered two position-
ing strategies, a high and low pricing strategy.
A premium pricing and service strategy like that
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of Heliski India at around US$6,000 would
require superior service in every aspect of the
operation. The lower priced strategy at $3,500
to $4,000 was $500 below the US$4,000 to
US$4,500 pricing of Canadian operators like
RMH for the initial season. The second position-
ing strategy would be designed to target a larger
market and concentrate on building market share
during the first few years, allowing more time and
flexibility to move down the learning curve.

Even with parallel pricing of US$4,000, the
“all in” (as shown in Exhibit 3) would give a
cost advantage to the European and Japanese cus-
tomers. Crevasse and Kakov knew that this situa-
tion would help challenge customers’ traditional
allegiance to the Canadian operators.

Based on a “best guess scenario,” profit models
for the two pricing strategies using conservative
sales levels are shown in Exhibits 4 and 5. Though
the higher priced strategy was more lucrative,
Crevasse and Kakov felt that they had a higher
capacity to execute the lower price strategy during
the first few years of operations regardless of
which partner they chose. They were not sure that

they could meet the sales volume for the premium
strategy as shown in Exhibit 5, regardless of
the realization of savings from use of Russian
helicopters. (In the unlikely event that the pro-
jected helicopter saving could not be realized,
the discounted cash flow in Exhibit 4 dropped
from $526,613 to $293,000, and in Exhibit 5 from
$597,926 to $194,484.)

These estimates were extremely conservative.
One helicopter could service 44 people per week
(four groups of 10 skiers and one guide). All pro-
jections for the profit dynamics were made with
the number of skiers per week below capacity. In
addition, the first two years were estimated using
10 and 15 skiers respectively. In subsequent
years, the number of skiers was increased, but
never to full capacity, in order to keep estimates
conservative. Russki realized that operating at
or close to capacity on a weekly basis would
increase its efficiency and returns dramatically.

Russki also built in an additional $250 in the
variable costs per skier per week for contingent
expenses such as the cost of importing all food
stuffs.
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North America:

Costs for customer to go Heliskiing in North America from different geographic locations:

Origin of Skier Trip Transportation Total

Japan $4,000 $2,500 $6,500
Europe $4,000 $2,000 $6,000
North America $4,000 $750 $4,750

Russia:

Costs for customer to go Heliskiing in Russia from different geographic locations:

Origin of Skier Trip Transportation Total

Japan $4,000 $2,000 $6,000
Europe $4,000 $1,000 $5,000
North America $4,000 $2,500 $6,500

Conclusion: This comparative analysis of all-in costs to the consumer shows that the Russian operation offers
a 20 per cent cost advantage to the European customers.

Exhibit 3 Cost Comparison by Geographic Location

01-Morse-4695.qxd  5/3/2005  2:46 PM  Page 36



Searching for Venture Opportunities • 37

Year 5

20 weeks
$4,000

25
$2,000,000

$500,000

$1,500,000

$200,000

$125,000

$15,000

$100,000

$440,000 

$1,060,000

$115,000

$945,000

Year 5

$945,000

$945,000

$661,500

Year 4

20 weeks
$4,000

25
$2,000,000

$500,000

$1,500,000

$200,000

$125,000

$15,000

$100,000

$440,000 

$1,060,000

$115,000

$945,000

Year 4

$945,000

$945,000

$661,500

Year 3

15 weeks
$4,000

20
$1,200,000

$300,000

$900,000

$150,000

$100,000

$15,000

$100,000

$365,000 

$535,000

$115,000 

$420,000

Year 3

$420,000

$420,000

$294,000

Year 2

15 weeks
$4,000

15
$900,000

$225,000

$675,000

$150,000

$75,000

$15,000

$100,000

$340,000

$335,000

$115,000

$220,000

Year 2

$220,000

$220,000

$154,000

Year 1

10 weeks
$4,000

10
$400,000

$100,000

$300,000

$100,000

$50,000

$15,000

$100,000

$265,000

$35,000

$35,000

0

Year 1

0

0

0

$526,613

Revenues

Total season duration:
Revenue per skier—peak
Weekly group size:
Total Season Revenue

Expenses

Total Variable Cost:
(variable cost/skier @ $1,000)
Contribution margin

Fixed

Helicopter cost:
(Assumes Soviet Costs
of $10,000/week)

Guides—1 guide per
10 skiers @ $50,000 per
guide/year

Soviet staff—3 employees
@ $5,000 per employee

Promotional

Total direct fixed costs

Total margin

(Revenues–Direct Variable
Costs–Direct Fixed Costs

Total overhead

Operating profit

Year 0

Investment $-230,000

Operating Profit

N.A. Partner’s
Share: 100%
Taxes @ 30%
Profit $-230,000

DCF Year 1-5
PV @ 20.00%

IRR 71.86%

Exhibit 4 Profit Dynamics Low Price Strategy with Low Helicopter Costs
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Year 5

20 weeks
$6,000

20
$2,400,000

$400,000

$2,000,000

$200,000

$100,000

$15,000

$100,000

$415,000

$1,585,000

$115,000

$1,470,000

Year 5

$1,470,000

$1,470,000

$1,029,000

Year 4

20 weeks
$6,000

15
$1,800,000

$300,000

$1,500,000

$200,000

$75,000

$15,000

$100,000

$390,000

$1,110,000

$115,000

$995,000

Year 4

$995,000

$995,000

$696,500

Year 3

15 weeks
$6,000

15
$900,000

$150,000

$750,000

$100,000

$75,000

$15,000

$100,000

$290,000

$460,000

$115,000

$345,000

Year 3

$345,000

$345,000

$241,500

Year 2

10 weeks
$6,000

10
$600,000

$100,000

$500,000

$100,000

$50,000

$15,000

$100,000

$265,000

$235,000

$115,000

$120,000

Year 2

$120,000

$120,000

$84,000

Year 1

5 weeks
$6,000

10
$300,000

$50,000

$250,000

$50,000

$50,000

$15,000

$100,000

$215,000

$35,000

$35,000

0

Year 1

0

0

0

$597,926

Revenues

Total season duration:
Revenue per skier—peak
Weekly group size:
Total Season Revenue

Expenses

Total Variable Cost:
(variable cost/skier @ $1,000)

Contribution margin

Fixed

Helicopter cost: (Assumes
Soviet Costs of
$10,000/week)

Guides—1 guide per
10 skiers @ $50,000 per
guide/year

Soviet staff—3 employees
@ $5,000 per employee

Promotional

Total direct fixed costs

Total margin

(Revenues–Direct Variable
Costs–Direct Fixed Costs

Total overhead

Operating profit

Year 0

Investment $-230,000

Operating Profit

N.A. Partner’s
Share: 100%
Taxes @ 30%
Profit $-230,000

DCF Year 1-5
PV @ 20.00%

IRR 70.78%

Exhibit 5 Profit Dynamics Premium Price Strategy with Low Helicopter Costs
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If Russki proceeded with the lower priced
approach, it would position its product just
below the industry standard at $4,000 initially.
The intent would be to attack the market as
the Japanese automobile manufactures had done
when entering into the North American luxury
car market.

Crevasse and Kakov were encouraged by the
numbers because the conservative sales esti-
mates using the low price positioning strategy
would allow them to generate a profit in the sec-
ond year of operations if they could realize the
projected savings with Russian helicopters.
However, if they didn’t, the strategy would still
show a profit in the third year. They thought that
the return on their investment would be sufficient
as far as the internal rate of return was con-
cerned, but they wondered whether the risk of
the Soviet environment should increase their
demands even more.

Product

Crevasse and Kakov planned to model the
Russki product after the RMH operation, which
was the best in the industry, by evaluating what
RMH had built and improving on its processes.
Although Russki wanted very much to differen-
tiate itself from the rest of the industry, the part-
ners were not sure how far they could go within
the constraints of the Soviet environment.

Geographical Distribution

Although Russki would focus on the European
and North American markets, the former segment
was most important. Both Crevasse and Kakov
realized that they would need a strong European
operation in marketing and sales if they were
going to capitalize on the opportunity available.
Developing these functions quickly, especially
in Europe which was not their home turf, was
a major concern. They had to decide on the best
sales and marketing channels immediately and
set them up as soon as possible if they decided to
go ahead with the venture.

Promotion

Due to the small size of the target market and
promotion budgets, the new company would
have to make sure that the promotional dollars
spent were directed effectively. Russki would do
this by direct mail, personal selling by the own-
ers, travel agents, and free tour incentives to trip
organizers and guides. Long term word of mouth
would be the best promotional tool, but it had to
be supplemented especially in the start-up phase
of the business.

Additionally, Crevasse and Kakov planned to
increase the value to customers by inviting busi-
ness and political speakers to participate in the
skiing activities with the groups in return for
their speaking services. Celebrity skiers such as
Canadian Olympic bronze medallist and World
Cup champion, Steve Podborski, would be used as
customer attractions. As outlined in Table 3, they
budgeted $100,000 for promotional expenses.

Labour

Where possible, Russki planned to employ
Russians and make sure that they received excel-
lent training and compensation, thereby adding
authenticity to the customers’ experience. Pro-
viding local employment would also ensure the
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Information nights with cocktails $  20,000

@ $1000 /night @ 20 cities

Travel Expenses 10,000

Trip Discounts (one free trip in 25,000
10 to groups)

Direct Mail 5,000

Brochures 5,000

Commissions 15,000

Celebrity 20,000

$100,000

Table 3 Marketing Promotion Budget—
Year 1
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Canadian company’s existence and create positive
relations with the authorities.

Currency

Through Kakov’s contacts, Russki had worked
out a deal to purchase excess rubles from a cou-
ple of foreign firms which were already operating
in the Soviet Union but which were experiencing
profit repatriation problems. Russki would pay
for as many things as possible with soft currency.

THE PARTNERSHIP DILEMMA

During the exploration period, Crevasse and
Kakov had well over a dozen offers from groups
and individuals to either form partnerships, or
provide services and access to facilities and nat-
ural resources. They even had offers from people
who wanted them to invest millions to build full
scale Alpine Resorts. Many of the offers were
easy to dismiss because these groups did not
have the ability to deliver what they promised or
their skill sets did not meet the needs of Russki.
Crevasse and Kakov’s inspection and site evalu-
ation helped them to determine further the best
opportunities and to evaluate first hand whether
the site and potential partner were realistic. This
research gave Russki a couple of excellent but
very distinct partnership possibilities. They knew
that both options had trade-offs.

Extreme Dreams

A partnership with the Extreme Dream group
had some definite strengths. This French com-
pany, located in Chamonix, an alpine town in the
French Alps, had been running the premier guid-
ing service in and around Mont Blanc, the high-
est peak in the Alps, for 11 years. Chamonix was
the “avant garde” for alpinists in Europe and one
of the top alpine centres in the world. Extreme
Dreams had a 5,000 person client list, mostly
European but with some North American names.

What Extreme Dreams had was the opera-
tional expertise Russki needed to acquire in order

to run the helicopter skiing and guiding side of
the business. However, they lacked experience in
the key functional areas of business. During the
1991 winter season, it had run a three-week oper-
ation servicing 50 skiers in the Elbrus region
in the Caucasus Mountains. The Soviet partner
facilitated an arrangement with a small resort
villa in the area. The facilities, which had just
been upgraded during the summer, now met
Western standards.

The French company had invested roughly
US$100,000, and although it did not have a cap-
ital shortage, the partnership agreement that was
outlined would require Russki to inject the same
amount of capital into the business. The firm
would be incorporated in the United States and
the share split would be equal amounts of 45 per
cent of the stock with 10 per cent left over for
future employee purchase. The Soviet partner, a
government organization that helped facilitate
the land use agreements and permits, would be
paid a set fee for yearly exclusive use of the land.

However, Extreme Dreams lacked experience
in the key functional areas of business. Possibly,
this situation could be rectified by the partner-
ship agreement whereby the management team
would consist of three members. Marc Testut,
president of Extreme Dreams, would be in
charge of all operations. Guy Crevasse would act
as president for the first two years and his areas
of expertise would be sales and marketing.
Andrei Kakov would be Chief Financial Officer
and responsible for Soviet relations.

Extreme Dreams had overcome the lack of
some food stuffs by importing, on a weekly basis,
products not securely attainable in Russia. These
additional costs were built into the variable cost
in projected financial statements. Russki would
do the same if it did not choose Extreme Dreams
as a partner.

Trade Union DFSO

The other potential partnership had its
strengths as well. The partnership would be with
the All-Union Council Of Trade Union DFSO,
and with a mountaineer named Yuri Golodov,
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one of the U.S.S.R.’s best known mountaineers,
who had agreed to be part of the management
team. Golodov, who had been bringing moun-
taineers from all over the world to parts of the
Soviet Union for many years, possessed valuable
expertise and knowledge of the Caucasus area.
One of his tasks would be coordination of travel
logistics for Soviet clientele. Sergei Oganezovich,
chief of the mountaineering department, had
made available to Russki the exclusive rights to
over 4,000 square kilometres in the Caucasus
Mountain Range about 50 kilometres from the
area awarded to Extreme Dreams. A small user
fee per skier would be paid to the trade organiza-
tion in return for exclusive helicopter access to
the area.

A profit sharing agreement with Golodov,
which would allow him to purchase shares in
Russki and share in the profits, was agreed to in
principle by Russki, the Trade Union DFSO, and
Golodov. Under this agreement, Crevasse and
Kakov would remain in control of the major por-
tion of the shares. Capital requirements for this
option would be in the $230,000 range over the
first two years. The two Canadians would per-
form essentially the same roles as those proposed
in the Extreme Dreams agreement. If Crevasse
and Kakov selected this option, they would need
to bring in a head guide, preferably European, to
run the skiing operations. On a positive note,
a small resort centre that met the standards
required by Western travellers had been selected
for accommodations in the area.

As far as medical care in case of accidents,
both locations were within an hour of a major city
and hospital. Less than an hour was well under the
industry norm. In addition, all staff were required
to take a comprehensive first aid course.

After discussions with many business ventures
in the Soviet Union and with Extreme Dreams,
Russki concluded that having the ability to pay
for goods and services with hard currency would
be a real asset if the situation were critical. Russki
would use hard currency, where necessary, to

ensure that the level of service was up to the
standard required by an operation of this nature.

Crevasse and Kakov knew that selecting a
compatible and productive partner would be a
great benefit in this tough environment. Yet, they
had to remember that a partnership would not
guarantee customer support for this venture
in the Soviet environment or that the U.S.S.R.
would remain stable enough to function as an on-
going concern.

THE DECISION

Crevasse and Kakov knew that it would take
some time for the business to grow to the level of
full capacity. They were willing to do whatever it
took to make ends meet during the early years of
the business. Because helicopter skiing was a sea-
sonal business, they realized that they would need
to find a supplementary source of income during
the off-season, especially in the start-up phase.

However, they also were confident that, if they
could find a way to make their plan work, they
could be the ones to capitalize on the growing
market. The Soviet Union had the right physical
conditions for helicopter skiing, but the business
environment would present difficulties. Moreover,
the two partners were aware that starting a venture
of this nature at any time was not an easy task.
Starting it in the present state of the Soviet Union
during a recession would only complicate their
task further. Yet the timing was right for a new
venture in the industry and, in general, they were
encouraged by the potential of the business.

Crevasse and Kakov had to let all parties
involved know of their decision by the end of
the week. If they decided to go ahead with the
venture, they had to move quickly if they wanted
to be operational in the 1992 season. That night
they had to decide if they would proceed, who
they would select as partners if they went ahead,
and how they would go. It was going to be a late
night.
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