Time Bombs in the Secret Garden Case/Simulation
Are there time bombs in typical Secret Garden deals? Several:

7 Weeks before Carter Approves- What if Carter delays and/or  refuses  to  finally  approve the deal? Miriam and Dori will be up the creek if Carter does not approve in 5 weeks.

 Optional,  Conditional  Second  Round  Financing  and  Right  of  First  Refusal- What if the firm needs more money later?  the   Option  gives  Carter  a  strong  incentive  to  wait, especially  if  the venture gets off to a shaky start, which is  typical.   What  will  Miriam  do  then?  She could seek financing  elsewhere,  but  the  Right  will scare off other   investors,   who  will  say,   "why  should  we  spend  time preparing  an  offer  only to have Carter exercise its right  of first refusal and ace us out of a deal?"

 High  Expenses  and  Insufficient Capital- What if sales are  weak?  Will  the  firm  be  able  to continue? Saving even a few  thousand  dollars  in  printing  and  warehousing costs  may  be  crucial.  In  fact,  they  were crucial in the real life  case  Secret  Garden  is  based on. Accepting Carter's  basic  terms  (which  are  high  compared to Schoal's offer)  may  have  handicapped  the  venture.   Similarly,  starting  with  only  $210,000  ($150,000  + 60,000 of founders' money and  credit)  would  put  the  venture  in  a  cash-strapped  position  that  might  cripple  it down the road, especially  if  sales  are  low  (which is quite possible) and Carter is reluctant to provide second round financing.

 Buyout-  What  if  Carter  wants to dump Miriam and Dori? In all  likelihood it will be able to within three years because it  has much more money and so can name a price the founders  will have a hard time paying.  Further, Carter's controlling interest  may  allow  it  to  vote Miriam out early any way,  especially if she  didn't insist on an employment contract.

Vision and Goals- Carter plans to fold the venture into it eventually, with or without Miriam.  The corporation sees the venture as a way to gain entre into a new market and to sell more product. Miriam, who's vision centers on her hopes of growing and running her own business, may face a serious conflict down the road as the firm presses her for more control. The problem of working with corporate partners is so common that it is known as a bear hug.

A  better  strategy  than  a full deal with Carter probably would have  been  to  make  Carter  a  supplier on favorable terms and, perhaps,  a  minority  investor,  and  seek most of the venture's financing  from  credit  cards,   Dana  and  Terry.  (The  actual entrepreneur  did it this way.) In other words, a better strategy would  have  relied  on  Miriam  and  Dori's  BATNAs,  which were superior  over  all  to  an  agreement  with  Carter as the major investor. Another very good strategy (and another possible BATNA) might  have  been  to  bootstrap. For a more detailed analysis of different deals, ask for the Teacher's Notes to Secret Garden.  How  did  the  venture  turn  out in real life?  You can find out yourself,  if  you  go  visit a Gardener's Eden store or call for their  catalog  (1-800-822-9600).   Founded  in 1981, the venture remains  a major success as of this writing in 1997.  The founder sold out for a 'very good price' to Williams-Sonoma in 1984.

A  time  bomb  is anything about an agreement that will obviously cause big problems later on.  

There are three basic types of time bombs. 

Overlooked  Likely  Events.  Often  a  deal  contains a time bomb because  the  negotiators  didn't  think  about  what will happen if  some  predictable  event  occurs  down the road.  The deal is designed  on  the  assumption  that  events will go well; serious risks  are  overlooked.  For example, what if we run out of money sooner  than  we  expect? What if the business doesn't go as well as  we  expect?  What if we can't get a key approval we're hoping for?  What  if  one of us wants out?   What if one of the parties does not keep its word?  

Mrs. L's Time Bomb. The other basic type of time bomb lies in  a deal that fails to meet the tests of principled negotiation concepts.   In  our first class on negotiation, I told you the story of how a Mrs. L -  a  newly  widowed  woman   on a limited income- bought a grossly  overpriced  Datsun  because  her  gut  told her it was a good  price.  We  can  only  imagine  the financial problems that approach  created  for  her  down  the road. If the deal fails to satisfy  your  key  interests  better  than your best alternative to  a  negotiated  agreement,   the  deal  is a bad idea for you. Similarly,   if the deal is clearly weak when you use independent criteria  to  judge  it,  it's  a  bad  idea.  Such bad deals are probably also bad  for the other person, because the relationship may sour and your dealings may be conflict-ridden.

Foreseeable Bad Fit. If the Transaction does not fit well with the People, the Opportunity or the Environment, trouble is virtually guaranteed.  For this reason, it's important to use the POET mnemonic to test out a transaction before you sign off on it. 

Why  do  time  bombs  happen?  One  of the most common reasons is that  negotiators  are  often  so anxious to get to yes that they miss  time  bombs  and  live  to regret it.  An example: In 1988, during  financing  talks  for  the  $20  billion leveraged buyout out  of RJR Nabisco, negotiators for the  buyer, Kholberg, Kravis, and  Roberts,  were  surprised  to hear someone mention something about  a  'balloon  payment'  provision.  In the rush to conclude the  deal,  they  included the provision without discussion.  Two years  later,  during  a  recession, that provision- a time bomb- came  very  close  to  bankrupting RJR Nabisco.  Only a Herculean effort   and   a   miracle  of  sorts  saved  the  firm  from  an unprecedented financial disaster.

How  do  you  guard  against  time bombs without becoming so wary that  you  kill  good deals?  A good question, which you probably have  good  answers for.  In the coming classes, I will challenge you  to  think  about  that  question  and your answers to it, as you  find  yourself  dealing  with  the  pressure of negotiations and  the  prospect of reaching a deal.  (In fact, I may very well want  to  know  if  you  can ask that question and use it to spot time  bombs  in  the  final exam.) My goal is to get you into the habit of asking that question early and often.  

Appendix- Time Bombs Generally 

A  time  bomb  is anything about an agreement that will obviously cause big problems later on.  

There are three basic types of time bombs. 

Overlooked  Likely  Events.  Often  a  deal  contains a time bomb because  the  negotiators  didn't  think  about  what will happen if  some  predictable  event  occurs  down the road.  The deal is designed  on  the  assumption  that  events will go well; serious risks  are  overlooked.  For example, what if we run out of money sooner  than  we  expect? What if the business doesn't go as well as  we  expect?  What if we can't get a key approval we're hoping for?  What  if  one of us wants out?   What if one of the parties does not keep its word?  

Mrs. L's Time Bomb. The other basic type of time bomb lies in  a deal that fails to meet the tests of principled negotiation concepts.   In  our first class on negotiation, I told you the story of how a Mrs. L -  a  newly  widowed  woman   on a limited income- bought a grossly  overpriced  Datsun  because  her  gut  told her it was a good  price.  We  can  only  imagine  the financial problems that approach  created  for  her  down  the road. If the deal fails to satisfy  your  key  interests  better  than your best alternative to  a  negotiated  agreement,   the  deal  is a bad idea for you. Similarly,   if the deal is clearly weak when you use independent criteria  to  judge  it,  it's  a  bad  idea.  Such bad deals are probably also bad  for the other person, because the relationship may sour and your dealings may be conflict-ridden.

Foreseeable Bad Fit. If the Transaction does not fit well with the People, the Opportunity or the Environment, trouble is virtually guaranteed.  For this reason, it's important to use the POET mnemonic to test out a transaction before you sign off on it. 

Why  do  time  bombs  happen?  One  of the most common reasons is that  negotiators  are  often  so anxious to get to yes that they miss  time  bombs  and  live  to regret it.  An example: In 1988, during  financing  talks  for  the  $20  billion leveraged buyout out  of RJR Nabisco, negotiators for the  buyer, Kholberg, Kravis, and  Roberts,  were  surprised  to hear someone mention something about  a  'balloon  payment'  provision.  In the rush to conclude the  deal,  they  included the provision without discussion.  Two years  later,  during  a  recession, that provision- a time bomb- came  very  close  to  bankrupting RJR Nabisco.  Only a Herculean effort   and   a   miracle  of  sorts  saved  the  firm  from  an unprecedented financial disaster.

How  do  you  guard  against  time bombs without becoming so wary that  you  kill  good deals?  A good question, which you probably have  good  answers for.  In the coming classes, I will challenge you  to  think  about  that  question  and your answers to it, as you  find  yourself  dealing  with  the  pressure of negotiations and  the  prospect of reaching a deal.  (In fact, I may very well want  to  know  if  you  can ask that question and use it to spot time  bombs  in  the  final exam.) My goal is to get you into the habit of asking that question early and often.  
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