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ONE

Partnership Prenuptials

BY ELEENA DE LISSER

September 25, 2000

Lisa O’Leary was riding high the day her store, Resurrection Furniture, opened. About 75 people crammed into the tiny storefront in Hudson, N.Y., to celebrate the new business selling her furniture designs.
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But halfway through the party, Claudia McNulty, Ms. O’Leary’s business partner, fell into a state of panic. Driving home, she was pulled over by a cop for speeding. When he asked if there was anything wrong, Ms. McNulty blurted out, “I’m miserable!”

The next morning, Ms. McNulty walked into the tiny shop and gave her partner the news: She wanted out. She also informed her stunned partner that she wanted a cash payment for the time she had spent on the business.

Their situation may sound extreme, but the circumstances behind it are typical. In the heady excitement of starting their business, the women had never devised a specific, written partnership agreement that spelled out the terms of their ownership, and how to dissolve it if things should go awry. It’s an easy chore to neglect among all the gritty detail involved in launching a business. But things happen. A partner may lose interest or cease to pull his weight. Differences in strategy or concept pop up, or someone may have a midlife crisis and move to Tahiti.

A business “prenuptial” agreement may be especially difficult to broach when the partner is a friend or family member. “If we have to write this down, and we’re business partners, doesn’t that say we don’t trust each other?” asks Jim Hutcheson, a small-business consultant, rhetorically. “But it’s just the opposite. Because we’re in agreement, we put it in writing.”

As Resurrection Furniture’s tale illustrates, it’s far better to untangle differences and commit to specifics from the outset. The two women agree now that they spent uncounted hours trying to resolve issues that should have been put to paper from the very beginning.

Ms. O’Leary, 38 years old, and Ms. McNulty, 47, didn’t think to put anything in writing because they were, after all, best friends. The two women met almost a decade ago in a birthing class. “She would wink at me across the room,” says Ms. McNulty, chuckling at the memory. “We were kind of the only two people who were of like minds in the class. We became friends right away.”

Besides their impending motherhood, the two women shared an interest in antiques and collecting items they found at flea markets and yard sales. For Ms. O’Leary, collecting and restoring old pieces went from being a hobby to becoming a potential business. Inspired by her creations, Ms. O’Leary opened a business with 10 pieces of outdoor furniture she had designed in 1997: steel and aluminum benches and chairs. “It was a new take on old, classic furniture,” she says.

While Ms. O’Leary was getting Resurrection Furniture up and running, she kept her pal Ms. McNulty in the loop. In fact, Ms. O’Leary was hoping that her confidant would want to join her in the business.

But when Ms. O’Leary proposed the idea, Ms. McNulty resisted. She was emotionally spent after spending several years running a baby-clothing business with her husband. The experience had been a bruising one, thanks to the long hours and revolving door of clothing-manufacturing contractors. After six years, Ms. McNulty and her husband, Tony, decided to close the business.

“I knew I shouldn’t do it,” Ms. McNulty says of Ms. O’Leary’s offer. “I had just been in a partnership, and my husband was dead set against” her going into another one. “But Lisa was just too much fun to be with. My business before had been misery, and it was fun to get away and go antiquing.”

On that fall day when they stumbled across a tiny storefront for rent in Hudson, Ms. McNulty got caught up in Ms. O’Leary’s enthusiasm and decided she wanted in. “I say jokingly that Lisa seduced me into it,” Ms. McNulty says.

The two women quickly went to work sprucing up the tiny 270-square-foot space. They had just one month to be open in time for an upcoming town festival. Ms. McNulty had had an idea for an aluminum Adirondack chair. The two women designed the piece together and had a model made to be sold in the new store.

Everything seemed to be going well until Oct. 4, 1997—the day Resurrection Furniture opened its doors for business. While Ms. O’Leary mingled with their well-wishers, Ms. McNulty was dissolving into panic. “It was halfway through our champagne party and I thought, ‘I can’t make a living doing this,’” Ms. McNulty says. “‘I’ve gotten myself into something even more demanding than the clothing business.’”

Less than 24 hours later, Ms. McNulty broke the news to her friend and business partner: She’d had a change of heart. She wanted no part of the business and requested $3,000 for her “sweat equity.”

Ms. O’Leary was stunned. She couldn’t grasp what Ms. McNulty was saying because it didn’t make any sense to her. “I basically told Claudia that she was out of her mind,” Ms. O’Leary says. “I wasn’t—and couldn’t pay her the $3,000.”

At a loss, the two women sought counseling from the Small Business Administration. One day after a session, the two women discussed what to do next. Ms. McNulty, still ambivalent, told Ms. O’Leary to make the decision for her. “She said, ‘Lisa, you decide. You make the decision if I should stay in or get out,’” Ms. O’Leary recalls. Ms. O’Leary thought it over, and considering the ups and downs said that it would be best to dissolve the partnership after all.

A few days later, still friends, the McNultys and Ms. O’Leary got together for dinner. Ms. McNulty’s husband announced that Ms. O’Leary was kicking his wife out of the Resurrection Furniture business. Ms. O’Leary was flabbergasted.

A nasty verbal altercation broke out, with Ms. O’Leary reminding her friend that she had left the decision up to her. “In my insane nuttiness I forgot that I had told her it was up to her,” Ms. McNulty says. But the episode left a sour taste for them both. “It was so unpleasant, surprisingly so. Up until then, it had been fun and friendship, and now all of a sudden it was different.”

Even after that painful spat, Ms. McNulty changed her tune and said she wanted to remain involved in the business, after all. She decided that the Adirondack chair had potential to make money, and that “Lisa would be the lucky charm.” The chair was “going to make her business, our business, so I didn’t want to be despondent.”

The pair finally got around to discussing the terms of their partnership. They decided that Ms. McNulty wouldn’t work in the store, but she would be responsible for paying 50% of the expenses. Ms. O’Leary would be responsible for managing the store, paying the bills, handling the orders and so forth. The new arrangement was lopsided, but Ms. O’Leary said she didn’t care because she was “so excited” to get back on track. Profits were to be split down the middle.

Even with the new specifics, their business relationship remained just a verbal understanding. “We still hadn’t written anything down” defining the partnership, says Ms. O’Leary. “We were stupid idiots.”

Meanwhile, business began to pick up. Their designs drew valuable exposure in national publications such asThe New York Times and Home & Garden magazine. The Whitney Museum heard about Resurrection Furniture and put some of its chair designs on display for sale in its gift shop. It was just as the partners had dreamed.

But Ms. McNulty’s ambivalence never dissipated. And the women frequently fought over business issues. A small argument broke out when Ms. O’Leary’s husband brought some items to the shop from Morocco. Ms. McNulty refused to pitch in her 50% payment on the expenses, about $1,000 for her part, because she didn’t like the items. Ms. O’Leary decided to sell the items, and didn’t cut in Ms. McNulty on the profits.

About a year into the business, Ms. McNulty decided she wanted out for good this time. “We weren’t making enough to support two families,” says Ms. O’Leary. If their previous breakups were difficult, this one was disastrous. Ms. McNulty wanted complete ownership over the Adirondack chair design and didn’t want Ms. O’Leary to continue to sell the chairs. This was unpalatable to Ms. O’Leary. She had contributed to the design of the chair and believed she was entitled to sell it.

“Finally, after fighting, fighting and fighting,” the two women met with a mediator, Ms. O’Leary says. They spent nine hours one day hammering out a new agreement. In the end, they decided that Ms. McNulty would no longer be a partner in Resurrection Furniture, but she would receive a royalty for each Adirondack chair sold. It has been almost two years since the partnership dissolved. Remarkably, the two women say they remain close friends. Ms. McNulty says they don’t talk about what happened. “We stay away from it,” she says.

But for Ms. O’Leary, who is still operating Resurrection Furniture in Rensselaerville, N.Y., there remains some residual hurt. The business “continues to struggle along,” she says, so she is considering selling the line to a furniture company and working as a free-lance furniture designer to avoid the manufacturing and sales hassles. And while Ms. O’Leary says she loves her former business partner, it’s been tough for her to just forgive and forget. Thinking about the experience, she says, “can still stir up some incredulous feelings.” Still, Ms. O’Leary says, the experience made her wiser. “I don’t do anything now without a contract,” she says, “no matter who it is.”



Ms. de Lisser is a staff reporter in The Wall Street Journal’s New York bureau.

Questions to answer before tying the knot

When it comes to partnerships, the time to think about the worst-case scenario is under the best of circumstances, which is usually at the beginning.

“Don’t wait until you’ve been in business for two years before you start documenting,” says James O. Hutcheson, president of ReGeneration Partners, a Dallas-based small-business consulting firm. “The problem isn’t coming together as partners. It’s coming apart when the partnership dissolves. It’s trying not to put a bullet in the other guy’s chest.”

Mr. Hutcheson urges entrepreneurs going into a partnership to sit down with a trusted, third-party confidant, such as a lawyer, and get an outsider’s input on potential partnership dilemmas and how they should be handled.

When all is said and done, “having a solid, well-documented agreement is not the same as having no conflict or prohibiting a legal battle,” says Mr. Hutcheson.

But “if you can’t get a documented partnership, that’s a huge signal that you’re headed for problems down the road,” he adds.

QUESTIONS AND ISSUES TO THINK ABOUT

Right of survivorship: Who gets what if one of the partners dies or becomes gravely ill? Will a partner’s spouse or family member become the new partner? Will the deceased partner’s stake automatically get transferred to the surviving partner?

Lack of performance: Partners should set performance guidelines and hold each other to them to ensure that both parties are pulling their respective weight.

Controlling partner: Will everything be split 50-50, or will one partner have a controlling interest?

Intellectual property: Whose idea is it? Does the partnership jointly own the idea, or is it an intellectual asset that down the road can leave with an exiting partner?

Valuation of the business: This is important in a privately held company. How will you measure the value of the company if one partner wants to be bought out? Will both parties agree to abide by an independent appraisal of the company?
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Technology: Using Office Design to Help Boost Productivity

BY SCOTT MCMURRAY

September 25, 2000

John Vernon thinks of it as his Captain Kirk moment.

The president of the consulting firm Approach Inc. stood in front of the six-pack of cubicles outside his office one day and realized that “office space is the final frontier” for boosting productivity. His vision: a sleek space allowing his information-technology consulting teams to serve clients at warp speed. His company’s office in Valhalla, N.Y., had more in common with the cube farms of Dilbert cartoon fame.

“The offices were on the exterior of the floor, and I had the corner office, of course, because I was the president,” the 38-year-old Texas native says sheepishly. “Everybody else was in a cubicle.” If his firm of 60 employees was going to keep increasing revenue at more than 50% a year, he decided, the space needed to reflect the way his company actually did business.

Fast-forward two years to today. Poorly designed cubicles and window-hogging offices are history. In their place is a work space defined by vertical black-metal supports and clusters of glass-walled conference rooms, desktops with low-rise dividers and tables. Laptops and flat-panel computer screens are scattered across work surfaces, which can be quickly reconfigured. Copiers and such are a few steps away, not down the hall and take the second right.

“People used to play phone tag or wander around the office to set up meetings,” Mr. Vernon says. “Now three guys working in the same area can just wheel their chairs around a computer terminal.” As a result, Approach is getting its high-margin product—client proposals—to market at least 20% faster than before. “We think a significant portion of this improved performance is directly attributable to our new office space,” Mr. Vernon says.

Check your calendar. How many meetings have you sat through during the past six months having to do with the hardware and software that is supposedly securing your company a place in the New Economy? Now, how much time—and money—have you spent on where you actually put this stuff, not to mention the employees who use it?

You’ve outgrown all the starter-kit furniture from the office-products warehouse. To upgrade, you can choose to spend a budget-bulging $10,000 per employee, as John Vernon did, or as little as $2,000.

Don’t just chuck the cubicles. Cubicles don’t kill productivity and morale—the poor use of cubicles does. Cubicles that provide some privacy without inhibiting the flow of work or communication are likely to be the foundation of most office redesigns for years to come, says Richard Bliss, an office designer with OWP&P Architects Inc., a firm in Chicago. In fact, going overboard and creating an almost completely open office plan with little or no privacy can cripple productivity. California ad agency Chiat/Day unveiled an open-office design in 1994, and employees revolted.

While there is mounting anecdotal evidence from such companies as Approach that effective office redesigns can boost productivity and morale, there isn’t much data from independent sources. That said, 300 corporate and government executives, design professionals and furniture makers put their heads together at the first annual National Summit on Building Performance in 1996 and estimated that a well-designed office can boost productivity 10% to 20%. There may not be any such thing as a great time to be buying office furniture. (It’s unlikely anyone has nailed the CEO’s job thanks to a crafty choice of cubicles.) But this is at least a pretty good time.

Office-furniture makers—led by Michigan’s “other” Big Three of Steelcase Inc., Herman Miller Inc. and Haworth Inc.—are scrambling to develop cozy relationships with smaller growth companies. Generous lease terms abound. Volume discounts are typically 40% to 60% off retail. Manufacturers hope that you’ll stick with them as you grow. Also, Big Three warehouses now are loaded with used office furniture, taken back due to corporate megamergers and downsizings.

Here we’ll let you in on one of the industry’s dirty little secrets: Used office furniture, with the exception of seating, hardly ever wears out. Cubicles made 30 years ago are being remanufactured or refurbished and sold as good as new at a fraction of the cost of this year’s model. And with a few exceptions, most furniture made since the early ’70s is compatible with today’s latest lines, with the addition of a simple adapter or two, even if made by a different manufacturer. Compare that kind of longevity with the $3,000 laptops you bought last year.



Mr. McMurray is a writer in Chicago.
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The Entrepreneurial Life—Family Feud in Formal Wear

BY RODNEY HO

February 22, 2000

One family business stagnated. The other thrived.

Both were called Al’s Formal Wear, and they began as one company. In 1978, the firm split and operated under two independent ownerships. And a look at the 21 years since shows how important flexibility and succession are as family businesses evolve.
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The Houston-based Al’s grew steadily, eventually becoming the largest tuxedo-rental and bridal operation in Texas and one of the biggest nationwide. CEO Alan Gaylor and his wife, Lillian, formed a clear succession plan for their kids, kept the operation technologically up to date and maintained profit margins. They also developed a strong middle management and regularly sought outside experts.

The Dallas/Fort Worth Al’s led a zigzag life. Owner Al Sankary, a onetime innovator and industry leader, failed to develop a successor or build sufficient support management to effectively grow. Mr. Sankary didn’t delegate well and refused to change with the times. From a peak of 50 stores earlier in the decade, Mr. Sankary had retrenched to 42 by last year.

The two sides tried to stay out of each other’s way, but ended up invading one another’s markets. Bad blood bubbled into the relationship, but then was mended. Then, after Al Sankary had triple bypass surgery in 1998, he decided to sell out—to the Gaylors. For 75-year-old Mr. Sankary, this move marked a somewhat bittersweet end to a nearly half century of history.

Family-owned businesses can be among the most colorful in the entrepreneurial world. This one is no exception.

A Depression-era child with eight siblings, Mr. Sankary says he learned self-reliance during World War II as a surveyor for the famous Burma Road between India and China. In 1952, at age 27, after his father-in-law died and left a Fort Worth tailoring shop to him, he saw an opportunity to rent tuxes full time, normally a side business for tailors at the time.

Al’s Formal Wear was born. To build business, he read marriage announcements and called the couples to see if they were interested in $10 tux rentals. “It was early telemarketing,” says Mr. Sankary, an animated man with dark bushy eyebrows and a white mustache. Once established in Fort Worth, he began opening stores in Dallas and Tulsa, Okla.

In 1957, his sister Lillian wanted to help open the Houston shop with her new husband, Alan Gaylor. Mr. Sankary agreed, financing and building a downtown store. The Gaylors were fast learners and within five years, they paid Mr. Sankary for a half-interest in the Houston operations.

By that time, Mr. Sankary was known as an innovator, pushing tux manufacturers to use lighter wools and to try radical designs such as the ruffled shirt and the bright-colored brocade jacket, both popular in the 1960s. The Gaylors farther south quietly expanded the Houston operations, adding stores in the fast-growing suburbs.

The two Al’s operated fairly harmoniously despite obvious differences in leadership styles. Robert Rudofker, who dealt with the two men when he was president of the formal-wear division of After Six Inc., a Philadelphia tux manufacturer, says the pair made a great “good cop/bad cop” combination on buying trips. “Al Sankary was very domineering,” recalls Mr. Rudofker, now president of the formal-wear division of importer George Weintraub & Sons Inc., New York. “Both were smart buyers.” But trouble brewed when the two families’ children became old enough to take on responsibilities.

Jerry Sankary, Al’s oldest son, came to Houston in 1975 to help install a computer system and ostensibly work with Alan Gaylor. The two clashed. “We didn’t see eye to eye on anything,” Mr. Gaylor says. “Some nasty things happened,” though he declined to elaborate. (Jerry Sankary couldn’t be reached for comment.)

In the meantime, Jack Sankary, Al’s brother and the company controller, viewed the personality conflicts and suggested a radical solution: a divorce. “It had to be done for the family’s sake,” says Jack Sankary. “I could see the storm clouds ahead if this didn’t happen.” Still, it took a year of legal wrangling and a document four inches thick that would give Al Sankary 34 stores, mostly in north Texas, and the Gaylors 26 stores in Houston.

Neither Al would relinquish the name so there would be two Al’s Formal Wears, with geographic boundaries.

Mr. Gaylor was resigned about the split. “The business wasn’t really big enough without people stepping on toes,” he says. “This opened doors for my children.” The Gaylors began filtering in their four kids over the next decade and opening three to four stores a year. Joni, the eldest daughter, arrived first, heading advertising for six years before going to law school in 1986.

Her departure closely coincided with the arrival of her younger brother, Stuart, the only Gaylor son. Stuart, a low-key accounting graduate, quickly became the obvious future successor to Alan Gaylor, partly because his two younger sisters showed no desire to take over.

A downturn in Houston’s economy in the mid-1980s slowed rental-tux traffic, but Stuart started an industrial-uniform rental business that helped tide the company over until Houston recovered in the early 1990s. Stuart also became controller and took on greater responsibility, eventually becoming president in 1996.

“There’s a bond between Al and Stuart that goes deeper than anything in a father-son relationship I’ve seen,” says Scott Grogin, Joni’s first husband, who headed public relations for Al’s in the early 1980s. “They can finish each other’s thoughts. They have the same sensibilities.”

As Houston Al’s grew in size, the Gaylor parents showed a willingness to change with the times. They jumped on designer tuxes such as Pierre Cardin, while avoiding fads like the “Miami Vice” look. They opened Bridal Warehouses to accommodate time-strapped women who want to buy gowns on the spot and later melded specialty and off-the-rack options into the Bridesmart concept.

Over the years, Stuart persuaded his parents to invest in a bar-coding system, which tracks a tux from the warehouse to the customer to the dry cleaner, and a point-of-sale system, which provides each store a massive database of orders. Mining this avalanche of data, Al’s was able to reduce inventories and improve customer service. Bob Barry, a Newport Beach, Calif., tuxedo-rental consultant who has worked with the Gaylors for several years, says when he takes overseas clients to domestic operators, he always brings them to the Houston Al’s. Stuart “is a lifelong student,” Mr. Barry says. “Whether it’s the best walkie-talkie for a plant manager, the best dry-cleaning equipment or the best training programs, he’s relentless in his search. If there’s a return on investment, he’s all over it.”

The Gaylors also beefed up management. They have eight vice presidents and three senior vice presidents. And the company has spent tens of thousands of dollars on research, customer and employee surveys, and family-business consultants. In 1994, working with consultants Susan and Peter Glaser, the family began meeting in off-site retreats to discuss broader issues such as planning for the third generation, charity giving and creating a policy manual for the now 900-employee company.

“I firmly believe in open communication,” says Lillian Gaylor, chief operating officer, who oversees personnel issues and the bridal division. “I hate to see things fester.”

Family closeness helps, too. Not only are all four kids active in the business (Joni and her husband, Gary Lewis, do Al’s legal work), but all four spouses are as well. And the five families live within a three-block radius of each other in sizable two-story brick homes four miles from headquarters. “Sort of like the Kennedy compound,” jokes Mr. Gaylor.

Al Sankary, in the meantime, had a tougher time getting his kids involved. His middle son, Tommy, committed suicide in 1983. Jerry became a lawyer, moved to the West Coast and no longer talks to his father. This left his only daughter, Rebecca, as head of marketing and advertising and her husband, Allen Bodzy, as general manager. Rebecca says working with her dad was rewarding at times, but frustrating, too. She and her husband wanted to update the technology. They wanted to improve benefits for workers, such as offering a 401(k) program and better health insurance.

Al Sankary pooh-poohed it all. “You can’t run all business on computers,” he says. “It’s good people that matter.” He says he didn’t need a point-of-sale system because the paper-ticket system he had used since the 1950s was “fail-safe.” He has complained that good workers are increasingly hard to find. But he was also unwilling to provide stronger healthcare benefits or a 401(k) program. “I just paid a higher salary and let them do it themselves,” he says.

Unlike the Gaylor kids, who had power in numbers, Rebecca says she often felt she lacked the support necessary to change her dad’s mind. She would tell him he needed a president underneath him. “You can’t do it all yourself,” she would plead. But he couldn’t let go. Even her requests to bring in outside experts fell on deaf ears. “It was hard for him to let others make decisions,” Rebecca says.
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