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CHICAGO, IL

            LESSONS LEARNED 

DURING 100 YEARS IN BUSINESS

Good afternoon.  My name is Peter McIlroy.  I am the Chairman and CEO of a company called Robroy Industries.  We are a small family business – a manufacturing business.  

We have four plants in the United States and we have three product lines.  Our coated steel conduit is designed to convey electrical wiring through industrial plants where there is heavy corrosion such as petrochemical plants, pickling areas in steel mills and so forth.  Our fiberglass enclosures house electrical connectors and electronic gear including instrumentation.  They are used for both industrial and OEM applications.  And finally, our fiberglass lining system is used inside steel oil field tubulars to protect against corrosion in situations such as secondary oil recovery, where corrosive salt water or CO2 is pumped into the ground.  

This year, 2005, is a special year for us as we are celebrating our Centennial Year.  I am a third generation of McIlroys to run the company and we are proud to have a fourth generation in our management today.  Statistically, only four percent of family businesses ever make it to the fourth generation.  

One of the things that usually happens when a company reaches 100 years is that the owner or CEO writes a history of the company.  We have all seen these before.  They are usually hard-bound books with black and white pictures from years past.  They are usually quite dry.  We decided to do a video instead, but in the process of preparing for that video, I started digging through our archives, and what started off as drudgery turned into a work of fascination.  

As I looked through literally thousands of photographs and hundreds of documents about things that took place many years ago, I began to see patterns.  One of the things that I saw was that, periodically, our company went through what I like to call watershed moments; moments in which momentous decisions were made which deeply impacted the future of the company.  And as I saw these patterns, the lights went on, and I thought to myself, there must be some lessons in here to be learned and passed along to others.  So my goal today is to share some of those lessons with you.  There won't be a lot of nuts and bolts ideas here.  The 100-year perspective illuminates only those big issues with heavy impact.  So I have chosen to look at only three lessons. 

If you are the owner of a company, a CEO, a COO or a General Manager, it is quite likely that one or all of these three lessons may be a benefit to you.  But even if you aren't in those capacities, hopefully what I have to say will be of interest to you and, better yet, be something with take-home value that you can apply to your company. 

Okay.  I will tell you a little bit about our company today.  We are delighted to have just completed our best year as our 100th year.  Last year, in fact, our sales were $91 million, our profits were $20 million, we have no debt and over $20 million in cash.  We are well-prepared to move into our second century and; certainly, I have a lot more resources to work with than my grandfather did 100 years ago. 

Okay.  I will give you a little bit of history.   This is really thumbnail, so that the three lessons will be put in perspective.  The company was started by my grandfather in 1905.  He was an immigrant from Scotland, penniless, who had an idea, borrowed some money, started a little garage operation that grew it into a wonderful company.  It is the classic rags to riches, great American story. 

I don't know much about the first 50 years of the company, certainly not as much as I do about the second 50 years, but I do know that the company had slow and steady growth for 50 years.  They endured many hardships such as the Great Depression, World War I and World War II, and the Korean War, floods, fires, labor strife, but at the end of those 50 years, it was still a one plant and one product company. 

The second half of the century, beginning in 1955, was the beginning of my father's era.  He was a builder, and he started off by building three new plants.  And in 1959, he took the company public.  This, clearly, was a watershed moment for the company.  My father intended the money to be used to become the biggest conduit manufacturer in the world.  As it turned out, however, the bottom fell out of the conduit market in 1960 and the company endured four years with extreme losses.  So the money that came in from going public was used to keep the company afloat during the very difficult times.  And there was also a little money left over to make a couple of small acquisitions. 

That started us on a path of acquisitions and resulted in our acquiring 16 companies over the next 45 years.  And by acquiring different companies, we also acquired many new manufacturing processes, and we developed experience in several new markets. 

In 1980, I became President.  In 1995, I decentralized the management of the company, put our managers out in the field where the plants were, which enabled us to be much more responsive to our customers.  And we consolidated our nine plants into four plants.  In 2001, I took the company back private and we are an S Corporation today. 

Lesson One

Okay.  Let's start looking at the lessons.  The first lesson may only be appropriate to you if you are not particularly profitable.  If you are already very profitable, just don't listen and we will go on to lesson No. 2.  But if you are marginally profitable, or not profitable at all, then this could be very important.  As you see, the lesson is, It’s the business, It’s the business, It’s the business.  What do I mean by that?  I will explain. 

For the past 25 years, I have been involved in an organization called YPO, Young Presidents Organization, and I have become extremely close with as many as 20 or 30 Presidents or CEOs of other companies.  And I have watched these individuals and their companies over that time frame, and I have noticed that many of these companies have been unprofitable or just marginally profitable for that entire period of time.  Even though my friends, the Presidents of these companies have worked very hard and, in fact, might be very bright, they still never made those companies profitable.  By the same token, I have watched other companies in this group that have been very profitable, year after year after year.  And it struck me that it had to do more with the business itself than it did with the degree of brilliance in the operation of the company. 

We have been exposed at Robroy to many different businesses because of all the small acquisitions we made.  We have probably been exposed to many more businesses for our size than other companies would have that stayed in their core businesses year after year.  If you are not very profitable today, you have to ask yourself the question, “How can I get from my current business into another business that is inherently more profitable?”  At Robroy, we have had to ask ourselves this question many times, and sometimes we have been successful in getting from a bad business into a good business.  I will give you some examples of both success and failure in this area. 

In the early '70s, I went to the Harvard Program for Management Development, a 13-week program, and my favorite course was about business strategy.  There we talked about the very thing that we are talking about at this moment.  I remember coming back and saying to my father, “We are never going to take this company where we want it to go as long as we stay in the galvanized conduit business.  It is a commodity; it sells simply on price.  No matter how hard we work, we will never have the lowest costs, we are not making much money and none of our competitors are making much money.” 

Observing the problem was easy.  Finding the solution was hard.  But after two or three years, we made a big change.  We acquired a small company that made fiberglass enclosures, focused our sales attention on a small specialty line of PVC coated conduit that we had recently acquired and simply went out of the galvanized conduit business which, at that time, represented one third of our sales.  

We had many sleepless nights wondering if that decision was going to destroy the company.  But it turned out to be the best thing that ever happened to us.  Within a short period of time our margins increased, our cash began to build and we paid off our debts.  It set us up for more acquisitions and, in a sense, set us up for 25 years of profitability.  

Also, in the early '80s we acquired a business in the oil field that I showed you earlier, the system for lining oil field tubulars.  We didn't know anything about the oil field market, we knew something about pipe.  We took a chance and went into it.  One year after we acquired the company, the oil industry went through a recession, and I thought, oh, boy, I have done it this time.  But, fortunately for me, maybe just blind luck, it turned out that this business was reasonably recession proof, and it remained quite profitable even in a down period.  It is a good example of what I said earlier about companies that do well year after year because the business model is, basically, good. 

On the other hand, all of our stories did not have such good endings.  In the late '80s, I acquired two different enclosure companies that made metal boxes very similar to the fiberglass enclosures that we sell today.  Our thinking was “a box is a box is a box.  These metal boxes will probably have as much profit as our fiberglass boxes.  Even though they are not doing real well right now, we will just run them better and make good profits.”  It didn't work out that way.  We focused all of our energy on these products, but they turned out to be pure commodities sold only on price and, in a sense, they were just like the old galvanized conduit business.  Fortunately for me, there was a buyer from Europe that wanted to enter the U. S. market and wanted those two businesses.  We sold them at a very good price, and I fortunately came out smelling like a rose. 

On the other hand, in the early '90s, we acquired two computer enclosure companies – enclosures that would house disk drives for computers.  These enclosures had quite a bit of electronic engineering in them so I thought the value-added was going to make them more profitable than just plain empty steel boxes.  Wrong again.  This time I found out that even though there was quite a bit of engineering in these boxes, it was not perceived as value-added by the customers.  They expected this engineering input, they got it from all of our competitors and, once again, we were selling on price.  This time it wasn't so easy to get out of the business.  It drained us severely and it almost destroyed the company.  In 2002, I was able to, essentially, give the business away.  But after we did, our profitability soared as we focused on our good businesses.  And so, I guess, all is well in the end. 

But my conclusion is that if you are not in a good business, instead of putting all of your efforts into trying to lower costs and run the business as well as it can be run, you need to put that kind of focus and energy into finding a way into another business or change your business model.  It needs to be your top priority.  Use your Board of Directors to help you with this.  Use your network of advisors.  Whatever you do, focus on this, and don't be satisfied until you find a way to move from one business to another.  It is not easy, or everyone would do it.  But we have been able to do it several times, and you will be able to, too. 

Lesson Two

Lesson No. 2 is insist upon operational excellence.  You might say, well, that is pretty obvious.  That is not very creative.  But the fact is, most companies are just moderately effective operationally.  I have been with our company for 40 years.  And during that time I have worked with dozens of senior managers who ran our operations.  They appeared to me to be mostly the same, not much difference between a pretty good one and a not so good one.  But, eventually, I hired somebody that gave me a different perspective. 

I hired that person to run one of our divisions and today he is the President and COO of our company.  It is not just that he is smart.  My observation is that the primary difference between him and all the others is his discipline – his discipline to set objectives, to measure, and then hold people accountable on a regular and frequent basis. 

We have what we call “ops meetings” once a month at each location and a monthly centralized ops meeting for the heads of our different businesses.  At that time, we look at our metrics for the past month.  There is a certain amount of peer pressure involved and what it enables us to do is see early where we are going off track, make corrections, and have things fixed by the next ops meeting. 

The key word is discipline.  In the past, I might have asked a manager, “How are you doing on reducing scrap and what was your scrap rate for the month?”  The manager might have answered, “I don't know, but I will get back to you.”  That doesn't cut it anymore.  Everyone reports on everything once a month and we expect people to fix things that aren't on plan. 

I have found that going from mediocrity to excellence can be worth as much as five to ten points of pre-tax margin in our business.  So my advice would be, if you can provide the discipline to drive your company from operational mediocrity to operational excellence, fine, go ahead and do it.  But if you are not the right person to do it, you better go out and hire somebody who will do it, and the results will make it well worth your effort. 

Lesson Three

Lesson No. 3 has to do with culture.  My message is that you must create your own culture.  If you don't, probably one will be created for you and it may not be one that you like.  

We are a company made up of small acquisitions, so we had at one point in the early 90s people all over the country, who came from other environments, from other cultures.  There was a point at which we realized that most of our people didn't know about our history or have an understanding of what we stood for.  So we got our top management team together and put together something that we called the Robroy Vision.  This was not a mission statement about the products that we are going to make or the markets that we were going to serve.  This was a statement of five principals that we felt would give us a great opportunity to be successful as a company. 

We spent the next ten years taking this vision throughout the company and indoctrinating our work force with these values.  It is something that must be top-down driven and we have put a great deal of effort into it.  One of the most important things is introducing new employees to the Vision when they start.  We needed a tool to help us present the Vision so we created a video.  We wanted to do something different with it so that it wouldn't be dry.  At this time, I would like to share that video with you which will show you one way of presenting a concept.  At the same time, it will familiarize you with the five points of the Robroy Vision. 

(Show video.)  

We have had a wonderful response to this video, but I think that the important thing to remember is that the video is not the Vision.  The video is just a tool.  The hard work is every day reminding people about the Vision and the five principals that we live by.  

One of the best ways to promote the Vision is to relate it to every day activities at the company.  For instance, recently we had about $100,000 worth of fiberglass tubing that was of questionable quality because it had been left out in the sunlight too long.  We decided to scrap the material; but at the same time, we called our work force together and told them what we were doing.  We asked our employees, “Why do you think we did this?” and someone raised his hand and said, “Because of the Robroy Vision, the quality principal.”  That response really made me happy. Committing to our Vision and living it every day is the most powerful way to present our culture.  You have to walk the walk and talk the talk. 

Watershed Moments

Okay.  Those are the three lessons that I learned.  I would like to add one other thing which is an observation.  We talked about it earlier.  And that is the fact that I have observed watershed moments in our history like when our 50-year-old product, galvanized steel conduit, was “commodisized” overnight and we had to reinvent our company into a provider of value-added niche products like coated conduit and fiberglass enclosures. 

My point here is that you don't want to let these watershed moments sneak up on you.  One way to avoid that is to look back at your history.  When was your last watershed moment?  What lessons could be learned from it?  Now, look forward and ask yourself, are we in a watershed moment?  Are we about to get into a watershed moment?  And once you identify the issues in front of you, you can be proactive and come up with strategies that will enable you to make the best possible decision at a critical moment. 

Let's review.  Hopefully, there is take-home value here for some of you. 

Our three lessons.  It’s the business.  The most important thing is the business you are in.  And if you are not in a good one, put all of your energy into finding a way to get into a business that is better.  It may be a lateral move or vertical move, it may be an acquisition, it may be killing a product line and adding a new one, tweaking your existing product line to make it have more value – but it needs your full attention. 

No. 2, Insist on operational excellence.  The only way you get that is to set objectives, measure, and hold people accountable.  The most important issue is discipline.  You must look at results frequently and regularly and hold people accountable. 

Third, Create your own culture rather than have a culture created for you, and then drive it top down into your organization on a never-ending basis. 

And, finally, the observation that you are going to go through watershed moments in your company in the future just as you have in the past.  Don't let them sneak up on you.  Look ahead.  Anticipate and do planning so that you will make good decisions when they arrive. 

Well, that is my story, and those are the few lessons that I have to offer.  Hopefully, they will be of some value to you.  And at this time, I would be delighted to answer any questions that you may have. 
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