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Abstract
This paper is a report on the short history of Oztech Industries Pty. Ltd., a small private company
incorporated to undertake a specific research and development project based upon the concept of
electronic multiplexing. The incorporation was initially undertaken by the inventor and his associates to
formalise the arrangements made between them and to provide a corporate identity for presentation to
prospective customers.

Oztech's plan was to develop an automotive multiplexing platform which would be technically
competent and cost effective with the aim of having it adopted by at least one Australian motor vehicle
manufacturer. The research and development of the platform were the key issues and it was
recognised from the very outset that Oztech would never become a manufacturer. The financial return
for the success of the research and development undertaken would come from licence fees or
royalties.

To fund the research and development venture capital was raised from friends and relatives of the
original shareholders but this was insufficient to complete the project. Having been advised to
approach a single large investor rather than a myriad of small investors they approached The Paspaley
Pearls Group of Companies (PPCo) for financial support. After lengthy negotiations Paspaley agreed
to enter into a funding arrangement with Oztech and approximately $1 ,000,000 was advanced for
research and development work.

Encouragement for this research and development of an automotive multiplexing system was received
from General Motors Holden Australia Ltd (GMHAL) which indicated it would be interested in adopting
the technology if it met its stated criteria. The funds provided by Paspaley allowed the work to continue
to a point where all the GMHAL criteria had been met. However they did not proceed to adopt the
technology.

Oztech attempted to interest other parties in the automotive and other multiplexing applications but had
no success. The company has ceased operating and is now virtually insolvent.

This work which is based upon qualitative argument, assessment and review and the field method of
inquiry of direct or participative observation considers a number of issues arising from the Oztech
project.

The first is a review of the motives of those who invested capital in the project and a comparison of
these motives with the motives suggested by conventional financial investment theory. It is
demonstrated that there were a number of motives involved in this particular investment decision which
are not recognised by conventional theory.
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The second issue considered is why the Oztech project failed. A critical review of the Oztech project is
made in an attempt to explain why the project was not commercially successful. This includes an
analysis of how the project was managed, what occurred that was outside the control or influence of
Oztech and how it effected the outcome and whether any thing could have been done to increase the
chance of success.

The final question is could or should Paspaley have foreseen the projects eventual failure and refused
its financial support. The process adopted by Paspaley is compared with a model of the process
prepared from research work done in the field of venture capital investment.

This work provides a qualitative review of an actual arrangement between a venture capital investor
and an entrepreneur and attempts to highlight the reasons for failure. This account details the issues
which arose in this particular circumstance and which could be considered during the evaluation and
operating stages.

.:. .:. .:. .:. .:. .:. .:.
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Chapter One
Introduction
Oztech Industries Pty Ltd (Oztech) was a small company undertaking research and development in the
field of automotive multiplexing. It was short of funds and approached Paspaley Pearling Company Pty
Ltd (PPCo) for financial assistance, which, after a period of lengthy negotiation was provided on a joint
venture basis. In the two years following the commencement of the project an amount of $1 000,000
was advanced and expended. Unfortunately, while the research and development work undertaken
provided a technically capable outcome, commercial success was not achieved and Oztech has now
ceased to operate.

This is an association between investor and entrepreneur that, had an unsuccessful conclusion and
what would also appear to be a finite life. It provides an opportunity to consider a number of issues
relevant to such relationships. This paper considers the issue of investor motivation and the reasons
for the ventures failure. It asks, with the benefit of hindsight, whether the Oztech project proposal was
flawed from the very beginning and compares the PPCo evaluation process with a model resulting
from research work in the venture capital industry.

The first task to be undertaken is a comparison between the motives of investors either reported or
recommended in theory and those that were actually displayed by the Oztech investors. The difference
between theory and what actually occurred will be highlighted and commented upon. It has been
difficult to find mention in the literature of a motive other than profit and an attempt is made to
demonstrate that many other motives exist which can have significant influence upon the investment
decision. Indeed this difference between theory and practice may in fact be unavoidable. This focus on
profit is highlighted by the following quote in Sweeting's (1991, 614) article about UK Venture Capital
Funds "Deals are usually arrived at at the extremes of greed of all parties." A bargain was usually
struck "between an equally unwilling buyer and sellerl"

A significant segment of the commercial sector in Australia consists of enterprises that are classified
as small. Collectively, these enterprises employ hundreds of thousands of employees, turnover
thousands of millions of dollars in revenue and employ hundreds of millions of dollars of capital. These
firms cover the entire spectrum of business activity from well established to emerging, from growing to
declining and from financially successful to insolvent. In the majority of cases the shareholding in these
firms are limited to a few individuals, who will also often be the founder(s) and operator(s) of the firm.

At any one time there will be a number of these small business enterprises which the shareholders or
their representatives will be seeking to sell outright or to attract additional investment capital. It is
proposed here that for a prospective purchaser or investor to make a fully informed decision to invest
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or otherwise that an understanding of the existing shareholders motives is necessary. Tyebjee and
Bruno (1986, 56) refer to a venture, Ziatronics, which initially appeared to have a secure future but
which floundered when the venture capital investor and the original shareholders could not agree to
take the company public. When faced with the prospect of relinquishing control of the company they
started the original Ziatronics shareholders realised they actually wished to continue running their own
company. This was a motive, which until the time came for public offering, had not been recognised by
either the original shareholders or their venture capital partner. The two parties could never agree and
the company struggled for lack of capital.

The argument advanced here is that where an investor's involvement takes place alongside the
existing shareholders an understanding of their motives can be critical to the final outcome. That there
are other motives beside profit does not appear to be readily evident in the literature concerned with
financial accounting theory and venture capital. It is considered useful the varying motives made
evident in the dealings with the Oztech shareholders be highlighted and discussed.

The second question to be addressed is to determine and summarise why Oztech failed to achieve a
successful outcome. What were the factors that had the greatest influence upon the outcome and
which of these factors were within the control of either Oztech, PPCo or both? For those factors that
were outside their control would it have been possible to anticipate them or to influence the outcome in
anyway?

This is a significant question and answering it should help identify the areas where insufficient attention
was paid to detail, where there was a lack of business discipline, where enthusiasm and optimism
displaced rational review and where mistakes were made. It is possible that a project could still fail
despite proper attention to detail, good business discipline and rational review but its chances of
success should be improved by their implementation.

This review is important to PPCo and others, whether they be individuals or entities of any description,
who receive requests for, or contemplate investment in, entrepreneurial firms like Oztech. PPCo now
receives a constant stream of applications from entrepreneurs for risk venture funding.

PPCo is certainly not the only successful private company within the broader business community to
be approached by the promoters of new business ventures or the representatives of existing business'
seeking additional investment. Venture Capital firms certainly exist within this market but many other
firms and wealthy individuals are also continually approached. Those charged with the responsibility of
review, appraisal and selection or rejection of the ventures presented require a generally broader
approach than for more traditional style investments (Sweeting 1991, 604, Tyebjee and Bruno 1986,
50-52) and Tyebjee and Bruno (in Sweeting 1991, 604) "comment that the capital asset pricing model
4
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had limited applicability" to the evaluation of venture capital deals.

Sweeting also comments (1991, 604) 'The assessment of deal proposals requires a wide range of
skills and experience. Because individual funds will probably have limited staff with the necessary
attributes to undertake analyses and authority to make decisions." and while his article is about the UK
experience there is no reason to believe the situation is any different in Australia. A shortage of people
experienced in the review and appraisal of venture capital deals exists. At PPCo, for example, at the
time of the Oztech approach no person within the firm had the necessary skills to adequately review
the proposal and in the ensuing period no such qualified person has been introduced to the company.
Only one person on the staff currently has what could be regarded as adequate skills and these have
obviously been gained at some considerable cash cost to the company. Oztech has not been the only
entrepreneurial undertaking by PPCo that has not been successful.

This may however be the norm for investment in venture capital projects. It might be regarded as
unrealistic to expect that every project should be a financial success and that success is only achieved
by one in ten or more projects. Should this be the actual situation it is important to recognise the fact
and allow for it in the evaluation process.

Discussion about what occurred during the Oztech project is regarded as important and is included
here in the hope it will add to the body of knowledge of those required to review, assess and make
recommendation about venture capital projects. The objects being to promote considered thought and
discussion about what occurred and to illustrate the problems encountered in venture capital
investment. The lessons learnt by PPCo should be transferable to other venture capital investors at
least in part if not completely.

The third area of review compares the manner in which PPCo was introduced to and evaluated the
Oztech project with a model prepared by Tyebjee and Bruno and adapted by Sweeting (1991). The
principal question to be discussed is whether the Oztech automotive multiplexing project could ever
have seriously been expected to succeed. Was there enough critical analysis undertaken at the time to
determine if the goals for the project were realistic? Were there other areas where the technology
would have had a greater chance of success?

Various models have been formulated by a number of entrepreunership researchers and reviewers for
this purpose with Tyebjee and Bruno (related in Sweeting, 1991 and Fried and Hisrich, 1994) and Fried
and Hisrich (1994) appearing to be the most prominent. It was not possible to locate a transcript of the
original Tyebjee and Bruno 1984 model so reference in this work is to Sweeting's (1991) adaptation of
their model to suit the UK venture capital experience. Sweeting states at the commencement of his
article the findings of a study of how UK based capital venture funds operate "generally corroborate the
5
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model in a UK context." and it is considered reasonable to propose the Australian experience will not
be significantly different from either the US or UK models. No specifically Australian model was
located. Sweetirig's adaptation of the Tyebjee and Bruno model will be used to review the PPCo

-

Oztech relationship.

Using the Tyebjee and Bruno model outlined in Sweeting (1991, 603) a critical evaluation of the original
Oztech application to PPCo for investment funds is made. This is again an important question to be
answered from the point of view of the investor. The review and assessment of venture capital
proposals is complex and employs significant levels of resources and time. Fried and Hisrich (1994,
31) state "The (decision making) process is time-consuming and labor-intensive. VCs indicate it takes
on average 91.1 days (s.d. = 45.0) for an investment to pass through these six stages (of their model)
and receive funding. They estimate that on an average funded proposal for which they serve as lead
investor, the process requires 129.5 hours of their time (s.d. = 99.8)."

The use of an efficient model in the assessment process should help to ensure the review is
undertaken in an orderly fashion, that all relevant matters are adequately considered and over time
should reduce the level of scarce resources required to undertake the review. Rejection criteria should
become well established leading to earlier decisions to not continue and certain parts of the review
could be undertaken by less experienced staff.

A review of an actual case using a model is considered useful for similar reasons to those used in
arguing that a discussion on why Oztech failed is important. The usefulness or otherwise of any model
can be more fully assessed if that model is applied to an actual case rather than just reviewed. As it is
hoped this work will provide fertile ground for considered thought, future discussion and comparison
with other cases it is regarded as important to include an example of the use of a venture capital
decision model.

As the venture capital sector of the business community (including PPCo) continues to receive
investment proposals a review and evaluation model to assist the decision making process becomes
an important tool. PPCo (and others) requires a model that it may use to undertake considered
assessment of the proposals it receives now and in the future.

As stated above several models have been developed by authoritative authors. The model used here
is the Sweeting (1991, 603) adaptation of the Tyebjee and Bruno model. This model has been chosen
as the appropriate model for use by PPCo because it is relatively detailed and includes post investment
activities. For the adopted model to be as useful as possible it must be relevant to local conditions and
PPCos investment philosophy and these issues are considered in the modification of the model. This
adapted model could then be used in the assessment of any new project offered to the company to
6
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assist in the decision making process.

As discussed earlier the assessment of venture capital projects is a resource and time intensive
process. The use of a model provides a structure that may be used to assess projects on a more
timely and efficient basis. The importance to PPCo lies in providing a model to the staff that has the
appropriate investment philosophy built into the model. This should allow a larger number of staff to be
assigned to the tasks required during the earlier review process, continue or abandon decisions to be
made at appropriate times, reduce the requirement for key executives to be involved at all stages and
ensure information which is specifically relevant to be obtained and presented.

This development of a model for a specific venture capitalist is of use to the wider audience as an
example of what can be done to assist in the decision making process. Individual venture capital
investors will each have their individual set of criteria by which they will evaluate projects and it is
unlikely that one model will meet all requirements. The development of a firm specific model is
important to ensure the outcomes are relevant and appropriate.

.:. .:. .:. .:. .:. .:. .:.
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Chapter Two
Literature Review
As a consequence of the broad scope of the subject matter of this work the literature review
undertaken was spread across a number of different subject areas. An attempt was made, using both
the Business Periodicals on Disk (BPO) resource and by browsing recent (last five years) journals in
appropriate subject areas at the NTU Library, to locate material relevant to the issues discussed.

Although PPCo would not consider itself to be, the nature of its involvement with Oztech causes it to
fall within the classification of "Venture Capitalist". Similarly, the individual associated with the
development of the Oztech multiplexing technology does not regard himself as an "entrepreneur" (he
regards himself as an inventor) but is classified as such by the literature. It is possible of course for an
individual to be both inventor and entrepreneur however it appears that once financial negotiations
commence the entrepreneur role becomes the focus of attention in the literature. Consequently the
literature review centred on the subject areas of Venture Capital and Entrepreneurs.

In the first content area attempts were particularly directed at finding articles which may have dealt with
the issue of investor motivation but none were located. The author found this outcome surprising as it
was expected this would be an area of interest to researchers and commentators given the size and
complexity of the investor market. Articles dealing with entrepreneurship made some attempt to define
or describe what an entrepreneur was but did not directly address the issue of motivation.

Amit etal. (1993, 816) state "There is no consensus among researchers as to the exact meaning of
entrepreunership and the role of entrepreneurs." but offer the definition (1993, 817) of entrepreneurs
as "individuals who innovate, identify and create business opportunities, assemble and co-ordinate new
combinations of resources (i.e. production functions) so as to extract the most profits from their
innovations in an uncertain environment.". They qualify this definition at the end of their article with the
comment that "This definition is of limited scope, assuming the entrepreneur is profit driven. Many
other factors may motivate entrepreneurial activity.".

Their article includes references to definitions from others which expand upon the factors which may
motivate entrepreneurial activity. These include "creation of new enterprise" from Low and McMillan
(1988), "some inputs that are somewhat vague in nature (but nevertheless necessary for production)
and whose output is indeterminate." among comments from Leibenstein (1968), Knight's (1921)
description was "one who undertakes uncertain investments" and Bewley (1989) formalised Knight's
ideas to include characteristics of "creativity, adaptiveness, technical know how, vision and leadership
ability, managerial ability".
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Woo eta! (1994, 507) state there has been an 'explosion in research on the topic of entrepreneurship"
and that this collective effort has provided an encompassing description of the entrepreneur which
includes "physchological traits, demographic characteristics, backgrounds, aspirations, styles, pushes
and pulls.". This is directly contrary to the conclusion of Amit etal. (1993, 817) that "We simply do not
know whether there is an essential set of entrepreneurial characteristics and what that set is.". Bygrave
(1989, 14) goes so far as to state "we entrepreneurship scholars are still bickering over a working
definition of entrepreneurship.". In the literature review undertaken no work was identified which dealt
with the aspirations of entrepreneurs other than to state or assume they generally aspired to maximise
prof its.

Steier and Greenwood (1995, 337-357) discuss at length and in detail a case study of an
entrepreneurial firm, Clean and Green, which failed to achieve success and was eventually liquidated.
They comment, when discussing the liquidation decision, "The entrepreneurs (who established Clean
and Green)were similarly concerned with making a profit but also subscribed to a technical rationality.
As one founder admitted: It was all about proving the technology could work. We did that." There is no
further comment made about the desire to prove the technology would work and the focus of comment
is on how and why the lack of profit influenced the decision to halt the project.

Anecdotal experience of the author has been it is not generally understood that investors often do not
include profit as the primary motive for investing. Amit etal. (1993, page 831) conclude a similar finding
but refer to entrepreneurs rather than investors. The author believes the results contained later in this
work clearly indicate the investment of cash in a business venture often happens to be incidentally
connected to the decision to invest. This would seem to represent a fertile area for further study.

The review of the failure of Oztech to achieve its goals is the content of the next section. Many writers
were found to have considered the matter of venture capital, the associated risk and evaluation
programs designed to assist in the decision making process.

Cornelius (1987), Guilhaus (1985), Fiet (1995), Amit eta!(1990,1993), Fried and Hisrich (1992), Hall
and Hofer (1993) Jarillo (1989), MacMillan etal(1987) and Tyebjee and Bruno (1984, 1986) have all
written on the risk associated with venture capital investment. These articles all tend to be written with
the emphasis on the investor in the process of making the investment decision or for the entrepreneur
seeking venture capital. They all present matters to be considered in the process of making the
investment decision rather than attempting to relate the outcome of a successful venture
raising/investing decision.

Steier and Greenwood (1995) in a paper titled "Venture Capitalist Relationships in the Deal Structuring
and Post Investment Stages of New Firm Creation" present the essential features of a model of the
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venture capital investment process developed by Tyebjee and Bruno (1984, page 1053) which includes
post investment activities. They go on to say however that there is little research done in the post
investment area and their conclusion is supported by Tyebjee and Bruno (1984), Sweeting (1991) and
MacMillan etal. (1988).
Utilising the case study method they develop the following hypothesis (353 355) from the study of the
-

entrepreneurial firm, Clean and Green, in which four companies invested venture capital;

"Hypothesis 1: Social endorsement takes precedence over the technical merit of a business
plan in attracting venture capital financing.
Hypothesis 2: Staged financing, when combined with multiple formal venture partners, (a)
elongates the decision process and thus (b) increases the liability of newness of new
ventures.
Hypothesis 3: Staged financing, when combined with multiple, formal venture partners,
requires specification of responsibility for managing the relationships between the partners
and the entrepreneurial firm.
Hypothesis 4: Venture capitalists devote more attention to establishing collaborative activity
than to managing collaborative relationships."

These hypotheses generally support the contentions in this current work but do not address specific
issues in any depth.

The third area of review is the in hindsight discussion aimed at producing an appropriate evaluation
model for future use. Steier and Greenwood (1995, 338) refer to the model developed earlier by
Tyebjee and Bruno (1984, 1053) which they consider to be useful. This model is also referred to by
Sweeting (1991) who considers it to be useful and discusses the five stages of the model in some
depth. These stages are origination, screening, evaluation, structuring and post investment activities
and Sweeting uses these as a framework for a review of UK venture capital activity. Sweeting (page
603) suggests "that while there may be cultural differences between the US and UK, many venture
capital practices and techniques may be transportable." Cornelius (1987) and Guilhaus (1985), who
are Australian authors, include similar considerations in their articles and this suggests that the
Tyebjee and Bruno model and Sweetings conclusion could also reasonably be transported to
Australia.

Fried and Hisrich (1994) propose a six-stage model to be used in the venture capital investment
decision making process. They state their model is similar to the Tyebjee and Bruno model but
highlight the major differences as dividing both the screening and evaluation processes into two parts
rather than one and an emphasis on information gathering activities. A difference not mentioned by
10
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Fried and Hisrich is in the area of post investment activities. The Fried and Hisrich model closes when
"a check is given to the company." while the Tyebjee and Bruno model continues past this point to
provide guidance, stewardship and networking advantages. The author considers this last point is the
important difference and suggests this consideration of post investment activities makes the Tyebjee
and Bruno model the most appropriate model to adopt in this instance.

A number of studies have been undertaken which attempt to assess the outcome of venture capital
investment. Bygrave et al. (1989) review a database, established by Venture Economics, which
recorded the rates of return of venture capital funds citing a requirement for valid and reliable venture
capital industry rates of return. Their analysis of data was aimed at developing rates of return of funds
rather than examining individual firm performance. What valid and reliable venture capital rates of
return are or indeed whether they can be assumed to exist are matters which could be discussed at
some considerable length.

Tyebjee and Bruno (1986) discuss the problems experienced by entrepreneurs, particularly those with
little or no experience, in negotiating venture capital finance. The areas highlighted include
entrepreneur naivete and perception of self as a victim, valuation of the enterprise, negotiating the
price, learning from rejection and how to obtain repeat financing. Two actual cases are mentioned,
both to highlight particular difficulties in arriving at a valuation of the enterprise. They conclude with a
number of checklists (57-58) suggested to be useful for the entrepreneur seeking to close a successful
capital venture deal. There appears to be an unstated assumption the proposed project has merit and
is worthy of investor support. This is despite the fact they indicate that "Of every 100 business plans
reviewed by a venture capitalist, 10 are given serious consideration, and only one is funded.".(54). The
article is aimed at assisting entrepreneurs to successfully raise venture capital finance and so includes
no steps to actually determine the viability of the project.

No articles were located which suggested practical methods that could be applied to determine if a
project was worthy of investment support. Nor were articles located that attempted to assist
entrepreneurs to determine whether their own projects were in fact viable and hence worthy of further
effort. While not attempting to suggest it is possible to develop a strict set of rules or a cast iron model
by which all projects can be fairly assessed it is considered that articles which discuss actual cases
would be of considerable benefit to both entrepreneur and venture capital investor.

•:. •:• .:. .:. .:. .:. .:.
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Chapter Three
Method of Study
This study is based upon qualitative argument, assessment and review and the field method of inquiry
of direct or participative observation was utilised. The results of this observation are then presented as
a case study.

The use of direct or participative observation is the appropriate method to use in this instance because
this is the manner in which the study has been undertaken. The subject of this paper arose for
consideration toward the end of the period during which Oztech operated. The author is employed by
the principal investor, in a senior managerial position, and was given the responsibility of overseeing
the activities of Oztech. Coincidentally he also happened to be one of the minor shareholders.
Observation by participation is highlighted by Snow and Thomas (1994, 459) as "providing an
understanding of the phenomenon very similar to that of the organisations members".

As an MBA student the author was to prepare a dissertation requiring an investigation into some
practical and or theoretical problem of interest (to the student). Having achieved the depth of
understanding suggested by Snow and Thomas (1994) of the Oztech venture and already having an
understanding of his employer organisation, the author chose to undertake the work related here. The
choice of this project did not result from a decision to undertake predetermined research followed then
by a search to identify a suitable subject company. Rather it resulted from recognition that the activities
of Oztech and the involvement of PPCo, as principal investor, provided subject matter of interest
suitable for further investigation. This was an opportunity to review the entire "life" of a small venture
capital company.

This work takes the form of a narrative discourse that includes the author's comments on the matters
raised. Hummel (1991, 32) supports the use of this style of work with the statement "the major
alternative means of acquiring knowledge that managers use is story telling, in written form: the case
study and descriptive narrative." At the same point in his article reference is made to work by Perry and
Kraemer (1986) which notes "most of the field research, as reflected in studies of its leading journal,
relies on deductive reasoning, recalled experience, or case studies."

This work is a combination of each of the aspects referred to in the preceding paragraphs and as well
as deductive reasoning and recalled experience includes some degree of assertion. Involvement in the
affairs of a project and interaction with the people involved must result in the observer forming opinions
about what has occurred and the reasons or motivations for the actions of those involved. When
commenting upon these events or relating these opinions it may occur that assertions will be made
regarding certain points or events.
12
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The author considers the assertions made in this work have a legitimate role in the work prepared and
their inclusion does not effect the integrity of the material presented. This work takes the form of a
descriptive narrative and one of its aims is to promote discussion and reflective thought amongst
managers. No attempt has been made to meet or apply scientific validity standards to the results.
Consequently, provided the assertions are based upon reasonable interpretations, their accuracy has
no fundamental impact on the integrity of the work. The aim of promoting discussion and reflective
thought should be met by reading the narrative. This should occur despite the accuracy of any
assertion or conclusion. Indeed some assertions, by their very nature, could add vigour to the ensuing
debate.

Support for this approach can be found in articles dealing with research and research results in the
entrepreneurial field. In an article titled "The Entrepreneurship Paradigm (I): A Philosophical Look at Its
Research Methodologies" (1989) William Bygrave compares the methods and theories used in the
research of physical sciences (atomic physics, nuclear physics and elementary particle physics) with
those used in the study of entrepreneurship. The theory attached to these physical sciences had
common origins but as they progressed they each developed their own instruments and models.
Bygrave states (7) "The entrepreneurship paradigm, however, has yet to develop distinctive methods
and theories of its own. For the most part, it borrows its methods and theories from other sciences. In
doing so it runs the risk of being driven by them." and he regards this as unsuitable because these
methods may not be appropriate. Rather than forcing methods from other fields to fit the
entrepreneurial paradigm the aim should be to develop new appropriate tools which address the
central issues.

He further suggests (18) that "at the beginnings of a paradigm, inspired deductive logic (or more likely
enlightened speculations) applied to exploratory empirical research may be more useful than deductive
reasoning from theory.". This work in this paper adopts this approach of inspired deductive logic and
includes some enlightened speculation.

In an article titled "Stories Managers Tell: Why They Are As Valid As Science" Hummel (1991) states
"Even initial research into the appropriateness of science and scientific validity standards for
managerial knowledge acquisition show that both analytic science and its standards may not be
appropriate for providing the fundamental kind of knowledge and confidence in it that managers need.
The knowledge they seek must answer the question "What is going on here?" before any scientific
attempt at measuring what goes on where and when." The astute silent observer then should be able
to observe "what is going on" and recount it in a manner that will be of interest and practical use to
managers.

This statement would seem to clearly indicate the primary interest of managers is in the practical
13
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aspects of events rather than the science. Later in the same article he states further

• "Managers question the value of mere objectivity. Managers prefer hearing from
participants in a problem rather than from an objective outsider, such as a consultant.
They find they can work better with intersubjectivity rather than mere objectivity.
• Managers question the direct relevance of mere science and pure reason in problem
solving. They express a concern for the difficulty of judgement. To them aggregated facts
or rules drawn from these do not directly address a new problem but must be judged for
their applicability.
• Managers question the value of scientific or rationalist detachment. They value the skill of
sensibility that comes from being in touch with events rather than being detached from
them."

It would seem clear from these statements that an audience exists that is interested in such a
comparison. An informal survey of MBA students, undergraduate students and academically qualified
managers provided an almost unanimous interest in such a work.

It is certainly true that the staff of PPCo who currently have responsibility for the review, assessment
and recommendation of entrepreneurial proposals would benefit from this practical qualitative
approach. They are already familiar with the theories and models applied to the assessment and
review of business undertakings but unfortunately the projects proposed are never as simple and
straight forward as the models they have studied. What they require to assist in the decision making
process are examples of what has actually occurred and how the resulting outcomes were received by
those involved. A condensed heuristic summary of various projects is required to provide models with
direct relevance to their situation. This work attempts to provide one such summary for future
reference.

Support for this approach is found in the following statement in an article concerned with Field
Research methods by Snow and Thomas (1994) ;

"-

field research methods are uniquely suited to

anticipating the future. Unlike archival methods, which can only explore "what has been", or
experimental methods, which are most useful for investigating "what is", field methods can be used to
anticipate strategic issues that "will", "maf' or "should" impact the firm."

The case study approach is considered the most appropriate This paper addresses the issues by
recounting the author's observations of those involved in the Oztech project. That these are
observations made from close contact and involvement with the participants and not as the result of a
formal survey or questionnaire does not detract from the value of the work. Indeed the use of surveys
or questionnaires may have provided different answers depending upon the actual questions posed,
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the manner in which they were presented and an assumption by the investors themselves that they
must have made their decision based only upon the profit motive. This silent observer approach may
have provided a more accurate assessment of the actual motives.

To be able to make the observations contained throughout a narrative such as this work, which has
adopted a qualitative approach, it is necessary the observer be intimately involved in the project.
(Tsoukas, 1994, 772). In this instance the author was continually involved in the day to day affairs of
Oztech from the time the project was first presented to Paspaley.

The author was involved in the decision to invest, took part in the settlement of the joint venture
negotiations and was the continuing link between Oztech and Paspaley. As the project progressed he
was also involved in presentations to and discussions with GMHAL, OEM suppliers and other
interested parties. For the period prior to the Paspaley involvement information has been gained
through detailed interviews with the other participants, particularly Tartt and Hansen. It would be
accurate to observe that the author himself could be labeled as both investor and entrepreneur and this
critical review of the Oztech project by a participant is in the view of Mitton (1989) the most appropriate
source of study of entrepreneurship.

According to Snow and Thomas "The main limitation of direct observation as a research method is that
the observer usually cannot determine how much his or her presence is affecting the situation being
studied." In this particular situation it is contended this limitation has not occurred. As a result of the
fact the decision to undertake this study was made toward the end of the life of the project and the
decision was not relayed to those involved it is not possible for any such affect to have occurred. Past
practical experience of the author suggests that his daily involvement in the project would certainly
have influenced behaviours while he was physically present at the Oztech workplace but the effect of
this does not interfere with the integrity of this work.

Further support for this approach became evident in work presented in the subject "Strategic
Management". Fellow syndicate members and other students within the class, to whom the prepared
material was presented, found it difficult to believe a certain course of action had been contemplated in
practice when different decisions were recommended by the literature.

• • • • • •
• • • • • •
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Chapter Four
Oztech Industries Pty Ltd
Oztech Industries Pty Ltd began in May of 1991 when Steven Hansen and three work associates
incorporated the company to undertake electronic research and development. It was hoped that once
this was successfully completed some degree of commercialisation would be possible.

The research and development work would focus on a "discovery" Hansen had made while completing
a post graduate electronics course at the Northern Territory University. The course assessment
included a student project and he had chosen to rewire his motor car using electronic rather than
mechanical switching. During this project he developed a mathematical algorithm which would enable
electronic messages to be relayed over copper wire at what was regarded as very slow clock speeds.
The use of electronic switching is generally referred to as multiplexing. He succeeded in rewiring his
car using the multiplexing process he developed.

Upon the completion of his project Hansen undertook some background research into the area of
motor vehicle multiplexing. His research revealed no motor vehicle manufacturer had successfully
implemented multiplexing but it was an application of great interest. One Original Equipment
Manufacturer (OEM) had reportedly spent more than Aus$80 developing multiplex technology for
automobiles but had been unable to interest manufacturers in adopting their technology. The hurdles to
its adoption were a combination of cost and technical problems. Motor vehicles with multiplexing were
known to occasionally cease functioning when in the vicinity of powerful radio transmitting stations.

Hansen decided to continue research into his motor vehicle multiplexing system but soon exhausted
his meager supply of capital. Wishing to continue with the work he approached three of his work
associates in an effort to obtain additional funds and continue the research. All were employed at the
time by Telecom (now Telstra) were familiar with the concept of multiplexing (originally used in
telephone exchanges for line switching) and quickly saw the advantages of its application in the
automotive industry.

Very little in the way of funds were forthcoming but they incorporated the company Oztech Industries
Pty Ltd and gave their time to the project. It soon became apparent more funds were needed and a
friend of one of the three associates, Michael Tartt, was approached to assist in the raising of funds.
Tartt had previously owned his own business and was seen as someone experienced in these matters
and regarded as an entrepreneur. An amount of approximately $350,000 was raised and expended on
research and development.

A basic wiring loom was developed and taken to Melbourne in an attempt to interest the motor vehicle
16
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manufacturers in the technology. General Motors Holden Australia Limited (GMHAL) was the only
company to express an interest and after making some recommendations about the design
encouraged Oztech to continue its work. The engineering staff at GMHAL invited Oztech to return and
demonstrate the results of any further work.

The Oztech team returned to Darwin encouraged by their reception at GMHAL but without sufficient
funds to proceed too much further. Those friends and associates who were prepared to risk money in
a research and development company had all invested as much as they were able. Tartt then
approached an accountant in public practice for advice, specifically if the accountant knew of a number
of people who might be prepare to invest money in the Oztech venture. The accountant suggested
approaching only one company initially and referred Tartt to Paspaley Pearling Company Pty. Ltd.
(PPCo), a successful local enterprise.

Tartt approached PPCo and explained the Oztech motor vehicle multiplexing project and asked if they
would be interested in investing funds into the project. The concept of multiplexing was understood by
the personnel at PPCo and while they were initially not particularly interested in investing in the project
they did not reject participation out of hand. Tartt continued to approach PPCo and advised of the
availability of income tax concessions for companies engaged in research and development.

PPCo eventually agreed to provide funding to the Oztech project through the use of a Joint Venture
and a share holding stake in the company. An initial amount of $300,000 was advanced to be followed
by a similar amount should progress towards commercialisation warrant it.

Oztech continued with its research and made further presentations to GMHAL which remained
encouraging. Technical and cost goals were set by GMHAL with the suggestion that if these could be
achieved some form of commercial arrangement could be brokered. These goals were reached or
exceeded by Oztech but GMHAL continually added further hurdles before any commercial
arrangement could be entered into.

It eventually became apparent GMHAL had no intention of entering into any form of commercial
arrangement with Oztech and so other potential users of motor vehicle multiplexing were approached.
These included other motor vehicle manufacturers as well as OEM suppliers. Interest in the project
varied considerably but no one was prepared to commit themselves to any form of commercial
arrangement.

This point was reached some two years after PPCo's initial involvement and after a total investment of
approximately $1 000,000. PPCo advanced no further funds to Oztech.
Oztech attempted to interest other third parties in other projects which also made use of multiplexing
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technology but without any success. The company remains in existence but is technically insolvent.
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Chapter Five
The Investors
Contemporary financial accounting theory proposes shareholders invest in a firm with the single
intention of making a profit. Current consumption is reduced in the hope that the return from the
amount redirected to the investment will provide for increased consumption in the future. In practice
however there are many other reasons why individuals will invest in a firm, particularly a small firm in
which they may be able to exert some influence. These will usually involve a private requirement of the
individual

In order for future amounts available for consumption to exceed the current sacrificed consumption the
future amounts must include an element of profit or return. The proportion this return is as a
percentage of the amount invested is known as the rate of return. The rate of return is generally
regarded as proportional to the risk involved in the investment and the higher the risk the higher the
required rate of return. Individual investors are broadly categorised as risk averse, risk neutral or risk
seeking.

Risk averse investors will accept lower rates of return in exchange for little or no risk. Risk neutral
investors expect higher rates of return for slightly higher levels of risk but with certain positive return.
Risk seeking investors expect high rates of return with high levels of risk and accept that from time to
time this will mean returns will sometimes be negative.

Financial investment theory also supposes that all investors have perfect knowledge of the market and
make fully informed decisions thus reducing the opportunity for arbitrage to occur. Arbitrage occurs
where an investor makes a purchase knowing he can immediately resell the purchased asset for a
higher price. This can only usually occur where imperfect knowledge exists.

Oztech Industries Pty Ltd is a private company that raised its capital through the issue of ordinary
shares. The shareholders all obviously invested of their own free will and at the time of purchase of the
shares it would be reasonable to assume they were fully aware of the risks involved in investing funds
in a research and development company. They would have understood that if the company
successfully commercialised its intellectual property the returns would have been significant. The
anticipated significant returns would have provided the balance for the significant degree of risk
associated with the investment.

In reality however the majority of the investors had no real understanding of the risk involved in
investing in Oztech. They may have been advised of the high level of risk associated with the project
and would have acknowledged that the risk existed. It would be fair to say, however, their level of
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understanding was superficial. As the project progressed further and further but commercialisation
became increasingly unlikely several of the shareholders indicated they actually expected to have their
investment returned if the company were to cease trading. The reality of actual loss was a concept that
had not really been contemplated nor understood.

It was also readily apparent the motives for investment were not centred simply around the single issue
of profit. The motives for investment were many and varied and while the profit motive was a strong
element it was not always the dominant reason for investment.

There were at least seven distinct categories of investors. Each had different reasons for investing
their funds, different attitudes toward the associated risk and different expectations about the possibility
of success. Similarities did exist between the categories about each of these issues but there was
sufficient difference to identify and categorise different groups. Each category had differing numbers of
investors who contributed varying sums and who had differing influences over the manner in which the
company conducted its business.

The different groups, their motives and expectations are detailed below.

The Inventor
Steven Hansen
Hansen is an inventor and licensed his original multiplexing design to the company immediately
following its incorporation. Oztech would undertake further research and development and this was to
be followed by commercialisation. Although his shares were issued at the same time as others he
could be regarded as the original shareholder.

His shares were issued in exchange for the licence for the intellectual property that he had developed.
No cash was invested by Hansen. The issue of shares to Hansen was not regarded by him as an
investment in Oztech. He regarded the transaction more as an unavoidable but necessary loss of the
intellectual property he had developed and which he considered to be of enormous potential financial
benefit. The issue of the shares to him was a consolation for the loss of the intellectual property and he
regarded himself as the type of victim referred to by Tyebjee and Bruno (1986, 46)

The receipt of the shares by Hansen, and the associated Board membership, were also regarded by
him as inferring some form of stature. As a Director Shareholder he could regard himself as having
-

some standing amongst his associates and the broader community. This particular aspect became
increasingly important with the passage of time.

As the inventor of the technology he had supreme confidence the technology would be adopted and
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considerable financial reward would result. His initial reason for becoming a shareholder however was
not related to the concept of profit.

Hansen's Wife
During his development of the multiplexing technology Hansen spent a considerable amount of time
away from his family and a relatively significant level of expenditure was also incurred. As might be
expected this was not appreciated by his wife (nor one supposes his children).

At the time Oztech was incorporated there was much discussion between Hansen and his associates
as to the anticipated benefits that could result from the commercialisation of the multiplexing
technology. Mrs. Hansen became aware of the potential for financial return. She insisted she be
rewarded for the time Hansen had spent away from the family by the issuing of shares, in her name, in
Oztech.

Mrs. Hansen had no idea what would be required before any return could be expected nor of the risk
associated with the project. She made no capital contribution for her shares. Having regard to the basis
for her request for shares it could be argued she could not be considered as an investor. Her
motivation would appear to be similar to someone purchasing a lottery ticket. They have no real
expectation of return but know that a ticket is still required to allow the improbable (impossible) to
occur.

The Inventors Associates
Alan Collins
Collins held a management position in Telecom in the capacity of a project manager and was initially
approached by Hansen because of his perceived project administration skills. He accepted shares in
the company in exchange for the provision of his management skills. No funds were advanced to
subscribe for capital in the company.

As the experienced administrator he was appointed Chairman of the Board of Directors and managed
the affairs of the company in this capacity. As with Hansen he considered Board membership to be
very important. He was enamoured of the idea of being Chairman of the Board and saw Oztech as the
route from Telecom to a commercial career. The position of Chairman of the Board he regarded as the
appropriate level at which someone with his skills should enter commerce. The anticipated financial
returns from the commercialisation would allow him to perform the functions of the position to their
fullest extent. At a time when Oztech had $20,000 in the bank (and no other assets) he proposed a
salary package for himself, as full time Managing Director, of $130,000 per annum.

Collins' motivation for involvement was based upon his perception that Oztech would provide him with
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the employment position that he considered he was properly due. The financial success of Oztech was
only important in the sense that it would provide the necessary cash to allow him to adequately reward
himself for his role.

Lee Semmens and Mark Evans
These gentlemen were also employed by Telecom. Semmens had a background in the use of
computers and software and Evans in electronics and also the Solar Car project with the NT University.
These were area of expertise Hansen considered would be required to fully develop the multiplexing
technology.

Having a technical background they quickly understood Hansen's proposed technology and
appreciated the benefits. The potential for significant returns from the commercialisation of the
technology were also quickly realised. Hansen's multiplexing technology was regarded as leading edge
by those involved at this time. The possibility of being associated with innovative technology was
attractive to both Semmens and Evans. No funds were advanced to subscribe for capital in the
company.

The expected returns to Oztech would provide the company with the capital to expand its activities
beyond the automotive field and into many other markets. This would see this leading edge technology
used in much wider applications and require their direct involvement. They would be required to
undertake a great deal of research and work within their areas of specialisation. Within the wider
electronics industry they would be seen as having played an important part in the adaptation and
commercialisation of Oztech's multiplexing technology. This was their prime area of interest and
motivation for involvement.

The Friends and Relatives
The friends and relatives approached to subscribe capital in Oztech Industries Pty. Ltd. fall broadly into
the three groups previously mentioned in the discussion about investment theory. These categories
have been used because they accurately describe the attitude of the investors involved. It would
perhaps be more usual to apply these categories to a broader base of overall investments but it
appears the entire range of investment approach is evident within the shareholders in the one
company.

This is of course not regarded as unusual in the overall market as different investors will often attach
different levels of risk to the same company. What is perhaps unusual is the three different attitudes to
risk appear in the investment in this single company when it would appear obvious to the rational, fully
informed investor Oztech Industries Pty. Ltd could only be regarded as a very high risk investment.
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In the terms of Portfolio Theory an investment in Oztech Industries Pty. Ltd. should have been
balanced by a substantial number of other investments which all had substantially less risk or in fact no
risk at all.

The Risk Averse Friends and Relatives
This is the group with the largest number of investors. It includes individuals who are employees, self
employed or who have been self employed at some time. Other investments these people held at the
time of subscribing in Oztech were family homes, superannuation and some savings. No one had any
real experience in the style of investment represented by Oztech.

As with all the Oztech subscribers they quickly realised the benefits that would arise from the use of the
multiplexing technology. Its application makes good sense. This easy understanding of the technology
combined with its inherent good sense made it easy to sell the Oztech package and perhaps helped to
understate the risk attached. Also the proposal was being put forward by Michael Tartt, who had
operated his own successful business, who was the friend or relative. As a result of his previous
business experience he was regarded as someone with a substantial degree of credibility in business
matters.

These factors all combined to divert attention away from the risk attached to this investment. The
substantial risk was assumed away and the investors in this group expected the project to be a
success and that their investment would be returned many times over.

An additional motive was the fear of missing out or of having, at a later date when Oztech had
achieved success, to admit turning down an opportunity which appeared to have such obvious
potential to make a significant return.

The investors in this group could be regarded as having invested principally with the single intention of
making a profit but this supposes they had a true understanding of the risk involved. This is obviously
not the case and it might be more correct to infer investment was made because Tartt said it would be
a winner and they did not want to be seen to hold a contrary view. Particularly later, if Oztech did
indeed become successful.

The Risk Neutral Friends and Relatives
This would be the next largest group of investors and includes people similar to those in the risk averse
group.

The difference between this and the previous group is these investors understood the risk, knew that
their investment could be lost in its entirety but preferred to believe the project would be a success.
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The choice to invest was based upon their own assessment of the project rather than the fact it was
promoted by a friend or relative.

The chance of a windfall gain if the project was successful was the single most influential factor in the
decision to invest. Other reasons included a desire to see the project continue rather than be stymied
by a lack of working capital. This again was the good sense view influencing the investment decision.

The Risk Taking Friends and Relatives
This group actually only includes one friend or associate. He had previously had considerable financial
success through the sale of a technological improvement developed in the building industry.

He fully understood the risk attached to the investment and wrote it off the day the shares were
purchased. The investment was a pure risk taking decision and he knew exactly where it fit in his
portfolio of investments.

Other Self Interested Parties
There are two further small shareholders who invested in an attempt to advance their own interests.

Jan Fliss
Is a major shareholder in an electrical wholesale business and was attracted to the possible uses of
the multiplexing technology in the building industry. Multiplexing was already an issue in lighting and
reticulation of power in buildings and he quickly identified the advantages.

He hoped the automotive project would be successful so the profits could be applied to research in the
building industry. At one stage he attempted to interest one of his suppliers in the technology but
without any success.

It is not clear if he fully understood the risks but he intended to purchase sufficient shares in the
company to allow him to have some say in the way the company was managed. He was not successful
in this endeavour.

Gino Favaro
Like Hansen is an inventor and he was in the process of developing a flying saucer type vehicle or
craft. His real interest was in Oztech as a vehicle rather than in the multiplexing technology.

Similar to Fliss he hoped the successful commercialisation of the multiplexing technology would
provide the funds to allow him to develop his flying saucer concept. Oztech would gain some standing
in the research and development community if it could manage to commercialise the project and this
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benefit would flow through to his own project.

He also seemed prepared to subscribe for sufficient shares to allow him some influence over the
affairs of the company.

The Major Investor
Paspaley Pearling Company Pty. Ltd.
Paspaley Pearling Company Pty. Ltd. (PPCo) was approached to become an investor when it was
realised a significant level of funding would be required and funds from the circle of friends and
relatives had been depleted. A desire to restrict the number of shareholders for ease of administration
also existed along with a wish to keep the good news quiet. Confidence in the project coupled with
inventor paranoia required a limit to be placed on the number of people who were aware of the project.

Tartt approached the PPCo accountant and outlined the project. His request for assistance was
referred to the Directors who in turn sought additional information. The additional information related to
the extent of the dealings and arrangements with GMHAL to that time and an estimate of how much
would be required to complete the project.

Oztech provided the information and also explained an income tax benefit could be gained under
Section 73(b) of the Income Tax Assessment Act (1936 as amended) if funds were advanced for
research and development rather than being subscribed as capital. PPCo sought independent
confirmation of this advice and after some considerable time decided to participate in the automotive
multiplexing project.

The investment was to be arranged in the following manner:
• A Paspaley Group company would subscribe for a number of shares in Oztech
Industries Pty. Ltd. equal to the number of shares already issued. i.e. the Paspaley
company would own 50% of the issued capital of Oztech.
• A second Paspaley Group company, PPCo, would enter into a joint venture with Oztech
to develop the automotive multiplexing technology.
• The Paspaley company would appoint two Directors to the Board and would have
control of the Board.
• An initial amount of $300,000 would be advanced Oztech to proceed with the
multiplexing project.
• A further amount of $300,000 would be advanced if the progress reached at the point
the first amount was acquitted indicated the further amount was warranted.
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This arrangement gave PPCo control of the company and provided tax relief for the amounts invested.
The tax relief consisted of a 150% deduction for all funds invested directly into approved research and
development projects so each dollar invested had a real cost of forty-two cents.

PPCo would not have invested in Oztech if the research and development tax concession had not
been available. The actual amount subscribed as capital was significantly less than the other
shareholders who had all paid a premium for their shares. PPCo paid the authorised price of $1.00 per
share for 1450 shares while other shareholders had paid a premium of up to $1499 per share. The
funds PPCo provided to allow the multiplexing project to proceed were paid into the joint venture as
research and development expenses rather than as capital.

So again the primary purpose for investment in Oztech was to gain the tax advantage and not to
realise a profit. PPCo naturally wanted and expected the project to be successful but would not have
invested based upon this expectation alone, the qualification of the tax benefit was required before the
commitment to invest was made.

Conclusion
The summary of the motives of the investors set out above clearly indicate, in this instance at least, the
pure profit motive suggested by the literature was not dominant. It was certainly evident and it cannot
be denied it was regarded as important but it was not the determining factor except perhaps in the
case of the risk taking friend.

Financial investment theory normally discusses investment in shares which are traded in the public
arena and for which there is generally an active market. It also proposes that all individual investors
have perfect knowledge and the opportunity for arbitrage does not exist. This is obviously not the case
when the shares for sale are in the private market.

It is contended this will be the normal situation where the shares are offered for subscription or traded
in the private market. The number of persons involved in any one negotiation is far too small to allow
the market forces to even out the differences between the individual players. While large players in the
public market can have significant influence over the outcome of market plays (the recent takeover
struggle between Rothbury Estate and Fosters Brewing is an example) the maneuvering which takes
place is made in the public domain and the relevant factors determining the outcome usually become
public knowledge very quickly.

Knowledge in private share dealings, such as is discussed here, is not equally distributed and nor can
the strength of individual investors be regarded as equal. The tax advantages gained by PPCo in this
instance were equally available to each of the individual investors but they had neither the knowledge
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nor the influence to be able to use the advantage. PPCo as the investor capable of providing the
substantial level of funds required to complete the project had the strength to be able to gain the
advantages.

The aim of portfolio theory to reduce the overall risk of combined investments is as equally applicable
to small individual investors as to all other classes of investors. It can be seen in this instance however
that for most of the Oztech investors it played no part. The majority of the small investors did not, in
reality, have sufficient low risk investments to balance out their high risk investment in Oztech. In fact it
would be fair to say many did not actually have the spare cash to invest but did anyway and were
placed in embarrassing financial positions as a result.

It would be reasonable to say that had they been asked to invest thousands of dollars in one attempt to
win the "Tatts Lotto" jackpot all would have declined. With the benefit of hindsight it could be suggested
the "Lotto" alternative may have been less risky. Presented with a scenario about a product which
made good sense and was easily understandable, which was promoted by someone who was
respected, was seemingly endorsed by a company as large and powerful as GMHAL and promised
substantial returns the individual investors were reluctant not to become involved.
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Chapter Six
Management of the Project
Introduction
The following section of this work will be a review and critical analysis of the way the project was
managed. The following specific aspects of business activity are included:
Strategic Planning
• Financial Planning
• Human Resource Management
and particular regard will be paid to the issues of what actually took place and how this compares with
the practices and procedures outlined in the literature.

The affairs of Oztech can be divided into three distinct periods based around the identity of the central
figures involved. The first is the period during which the work associates were the shareholders, the
next was the period during which the friends and relatives displaced the work associates and the third
was the period after Paspaley purchased shares and entered into the joint venture arrangement. Not
all of the specific areas mentioned above for review are relevant to each of these three periods and
they will only be included where it is considered appropriate and of interest.

The three periods will be referred to as
• The Formative Period: this is the period during which Hansen and his work associates
were in control of the company.
• The Transition Period: this is the period during which the friends and relatives
displaced the work associates.
• The Final Period: this is the period after which Paspaley became shareholders.

Strategic Planning
Strategic Planning has been deliberately chosen as the first area of review. Wheelen and Hunger
(1992, 6) state in the introduction to their text
"strategic decisions deal with the long run future of the entire organisation and have three
characteristics:
Rare: strategic decisions are unusual and typically have no precedent to follow.
Consequential: strategic decisions commit substantial resources and demand a
great deal of commitment.
Precursive: strategic decisions set precedents for lesser decisions and future
actions throughout the organisation."

Oztech was a new company; it had no previous history, no established procedures, no social history
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and was about to undertake a project that would require substantial resources and a high level of
commitment. The literature proposes this would have been the ideal situation for strategic planning
application and thus suggests itself as the appropriate place to start.

Strategic Planning Theory
The study of strategic planning is usually aimed at large firms that operate as well established
enterprises with clearly defined internal management structures. The smaller firms that make up the
majority of the number of firms in business and employ a huge proportion of the overall workforce are
generally not specifically dealt with. Attempts by small business leaders to undertake strategic planning
requires them to adapt the theory to their own situation.

Wheelen and Hunger (1992, 364) propose small business operators and entrepreneurs should be
treated as special cases and emphasise the success of a small business enterprise is dependent upon
the use of carefully prepared strategic plans. A large proportion of small firms fail within a relatively
short period after commencement and a lack of strategic planning is cited as a major cause. In a small
business the owner or owner/entrepreneur will perform a large and varied range of functions and this
will include the strategic management function. In the majority of cases there will be no recognition or
knowledge of the existence of literature detailing strategic management or of its importance to the
success of the firm.

Figure one is a model developed by Wheelen and Hunger for use by large firms when undertaking the
strategic planning function. Step 1 in this model is to evaluate current performance and results but this
is not possible for a firm that is still in the establishment phase. Similarly Step 2 which requires an
evaluation of the current Mission, Objectives, Strategies and Policies is equally impractical as it is most
unlikely these will have even been considered let alone documented.

Recognising that strategic planning is as equally important to small emerging firms, if not more, as
large established ones Wheelen and Hunger have adapted the information in Figure 1. They take
account of the constraints affecting a new enterprise and alter the process accordingly. The model as
adapted for small or entrepreneurial business is shown in Figure 2 and the differences between the
models are easily recognisable. Where figure 1 requires evaluation and review Figure 2 requires
development. Steps 1 to 4 in Figure 2 must be undertaken to determine if a feasible business
opportunity exists and if not then the steps must be undertaken again until an opportunity is identified.
This step is not included in the model for existing firms as they should already be undertaking feasible
business opportunities. The requirement for established large firms is to review and determine if their
current activities remain feasible.
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-
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Figure One: Wheelen and Hunger's Strategic Decision-Making Process (1992,
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Successful completion of the process in Figure 2 should bring the firm to the point where they can
proceed from last step in Figure 2 to the first step in Figure 1.

The Formative Period
Hansen recognised very early that he did not have the requisite skills to manage either the affairs or
the business of the company, as is evidenced by his invitation to his work mates to participate in the
project. Collins was assumed to have the necessary skills and was given the responsibility of
managing the non-technical affairs of the company.

No strategic planning process was undertaken at this stage. A basic automotive loom was built and a
trip to Sydney, Melbourne and Adelaide was made to demonstrate it to the vehicle manufacturers. It
was hoped at least one would take an interest in the work. As stated previously GMHAL did take an
interest and encouraged the work to proceed.

It was recognised at this stage the people involved in the project did not have the depth of electronic
engineering skills required and a consultant engineer from Adelaide was contracted to undertake some
of the work. This engineer, Jeff Redjepi, had some prior experience working with GMHAL at the
Elizabeth assembly plant in South Australia. He had just completed a contract to install a number of
robots throughout the plant and had established good working relationships with the plant engineers.
Redjepi was chosen as the consultant because of this experience and it was an important strategic
decision even though not arrived at through any formal process.

A budget was prepared at this stage by Collins and presented to the Board for adoption. The budget
was for the ensuing twelve month period and anticipated expenses of approximately $600,000. The
budget was seriously deficient in one area, the matter of the raising of the necessary $600,000 to be
spent. It appears Collins, as a lifetime Telecom employee, had never been required to consider the
source of the income in the budgets he had prepared in his time with Telecom.

Telecom budgets presented by him were reviewed, amended and then accepted and the funds made
available for use on the budgeted project. He had only ever been responsible for the acquittal of funds
and assumed that Oztech would operate in the same manner. There was no realisation the necessary
funds had to be acquired in some manner before they could be disbursed. He had progressed to the
point of ordering executive vehicles to be purchased by the company (they were provided for in the
budget) with a cost of $80,000 (cash at bank $30,000) when he was required to resign as Chairman
-

of the Board of Directors. At the same time he had presented Oztech with a proposal he be employed
on a full time basis on a salary package of $130,000 per annum.
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Strategic Decision-Making Process for New Ventures (1992, 368)

Figure Two: Wheelen and Hunger's
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Collins involvement could be regarded as a strategic mistake. His position in Telecom was sufficiently
senior to suggest he should have been an asset but this was not the case. It would have been
reasonable to expect he had the necessary skills and experience to have required and directed some
form of strategic review and planning but this was not the case. His experience was too narrow.

At this point, when it was realised additional capital was required, an approach was made to the NT
Government for assistance. This led to participation in an Enterprise Workshop conducted by the
Department of Industry, Trade and Development and the development of a business Plan. This was
the beginning of the Transition Period.

The Transition Period
The requirement to attend the Enterprise Workshop and prepare a Business Plan was the catalyst
leading to the introduction to the project of Michael Tartt. He was approached because he had
previously been self employed and managed his own business and was regarded as someone with
business acumen. All during his involvement with Oztech he has been employed as a Technical
Representative with a large multi national company.

The Business Plan was prepared during the enterprise workshop with the assistance of Tartt and it
highlighted the requirement to raise capital before the project could realistically be expected to
proceed. The Business Plan recommended the development of a product that would require lesser
development costs but which could be commercialised to raise the necessary capital. A motor vehicle
security device for sale in the after market was designed and a proto type built.

This device, which was called the Leopard Car Security System, used an electronic device to disable
the starter motor of a vehicle making it impossible to steal by driving it away. Cost estimates were
prepared and the device was cost competitive wit security devices available at the time. Installation
was required to be done by an automotive electrician.

Attention was diverted from the automotive project to the Leopard project while attempts were made to
corn mercialise that product.

Oztech did not have the financial or manufacturing capacity to build and sell the units and they
approached an agent to undertake the work on their behalf. At the time there were many media reports
of the number of expensive cars being stolen in Hong Kong and a decision was made to attempt to
introduce the Leopard System to a Hong Kong manufacturer. A business agent with links to Hong
Kong and Malaysia was approached and paid travelling expenses to promote the product in those
places and to find an interested manufacturer. The initial reports from the agent were encouraging but
nothing eventuated.
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As the available funds were reduced and it became obvious the Leopard Security System would not
quickly provide income, the approach was made to the accountant that finally led to the Paspaley
involvement. The level of energy and attention to the Leopard project declined with the increasing
sense the required funds could be obtained from PPCo.

The requirement to undertake the Business Plan preparation should have been the ideal opportunity to
prepare a strategic plan for Oztech but this was not done. A number of decisions were made which
would have been the basis for an effective strategic plan but these were done in isolation and were
seen, at the time, as the solution rather than part of the solution process.

The preparation of the Business Plan was an example of an appropriate place to start but the work
done was regarded as over with the completion of the plan. This is obviously not the case and barely
satisfies the requirements of Step 1 in Figure 2.

Development of a less complicated product was also a good strategic decision but was done without
any real commitment or understanding of what would be required. There was the assumption that
because it was an effective product there should be no trouble in having it adopted by the market.
Particular aspects of the strategic planning process were undertaken from time to time but never as
part of an overall plan.

There was an early recognition that the lack of manufacturing capability was a weakness that would
make it difficult to bring any product to the market. It was clearly understood Oztech would be a seller
of intellectual property rather than products but no plan was developed around this assumption. No
procedures were put in place, formal or informal, to ensure each of the ideas had the very best chance
of being corn mercialised.

The Final Period
At the time PPCo entered the joint venture arrangement with Oztech to undertake the research and
development of the automotive project, Oztech had been operating for some time. The business was
established in a building in the Trade Development Zone that had been provided by the Department of
Industries and Development at a subsidised rental. There were a number of people employed either on
a permanent or casual basis to work on the project.

The involvement of PPCo in the project was to be the responsibility of the accountant, Barry Ford. He
had been the one approached by Tartt in the first instance and was the point of contact throughout the
negotiations that led to Paspaley investing in the joint venture project.
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While Ford was an MBA student at the NTU he had not undertaken the Strategic Planning subject at
this stage. Additionally his employment experience had been with small private companies that had
strong, focussed principals who operated their companies without formal structures. He had no formal
knowledge of strategic planning although he applied various aspects of the process in the course of his
work.

At the time of commencement of PPCo's interest Oztech gave the impression of being an organised
enterprise that had a well defined path toward an identifiable goal. The impression gained from
conversation with Tartt and Hansen and review of correspondence with GMHAL was they were well on
the way to achieving some form of agreement to have their technology adopted.

The lack of formal knowledge of strategic planning coupled with the impression Oztech was well on the
way to success led to a situation where PPCo did not request a strategic plan to be prepared. The
original arrangement was for PPCo to advance up to $310,000 after which a review of the projects
progress would take place. If the results of the review indicated success was achievable a further
amount of $300,000 would be advanced.

In the period of the first advance PPCo were not involved in the day to day operations of Oztech. Ford
would enquire as to progress and be given reports when significant achievements occurred but had
little influence in the manner in which operations were conducted. Interterence was not regarded as
necessary because the impression had been gained Oztech knew what had to be achieved and were
capable of achieving it.

At the end of the first period of funding it appeared success was achievable and the additional amount
of $300,000 was advanced. However as the project progressed it became clear to Ford the
management team at Oztech were not as competent as had first been believed and his level of
involvement increased. At this point it would have been appropriate to develop a strategic plan in order
to ensure the additional funds invested were used effectively. Alternatively the plan may have indicated
no further funds should have been advanced because the project would not lead to a feasible business
opportunity. Again no strategic planning was undertaken. The impression gained from the
correspondence and dialogue with GMHAL and the results of work presented to them still suggested
some form of commercial outcome would result.

After the second advance of $300,000 was made a further review was held and a third amount of
approximately $300,000 was advanced. The messages being received from GMHAL were still positive
and PPCo were encouraged to continue. Towards the end of this period of funding it became clear
GMHAL had no intention of using any of the work presented by Oztech other than to encourage their
existing suppliers to match Oztech's efforts.
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Summary
On reflection it is obvious a strategic plan based upon the model in Figure 2 should have been
undertaken. It is probable that a comprehensive strategic plan prepared before PPCo invested in the
joint venture would have discouraged them from entering into the arrangement. It would also have
influenced the decision to invest further at each of the review stages.

Some problems in the preparation of the plan would have been experienced however. As a new
business attempting to operate in an industry about which little is known it can be difficult to accurately
assess many of the aspects required for the formulation of the strategic plan. Those charged with the
responsibility of preparing the plan did not have sufficient experience to provide accurate assessments
of the situations that occurred. The problem in this instance was even more fundamental, no one had
any experience at all of strategic planning let alone the various aspects of strategic planning.

For example vehicle manufacturers are known to be extremely cost sensitive and continually attempt
to achieve savings on the production cost of the cars they manufacture. OEM suppliers are required to
reduce their prices each year by a specified percentage. With the increasing demand for many options
to be included in base model vehicles the wiring harness is becoming large and expensive, both to
purchase and to install. It also presents many design problems. The Oztech harness could be
produced for a cost less than the existing conventional harness, was easier to install and allowed for
many design problems to be overcome. Additionally GMHAL was encouraging in its replies and
assistance to Oztech.

It would seem reasonable to assume the Oztech technology would stand a fair chance of being
adopted either by the manufacturer directly or by an OEM supplier. It became clear toward the end of
the project however Oztech never had any chance of having their technology adopted by any one.
People within the industry had suggested this would be the case but no one at Oztech had sufficient
experience to actually understand the situation completely. Those suggesting success would never
occur were regarded as cynics rather than as experienced industry observers. The encouragement
received from GMHAL was not regarded with sufficient suspicion.

It is also difficult to assess such things as expertise, abilities and experience in an industry context
when no one has operated in that industry before. It is obviously possible to have opinions about these
things in general but to be truly useful, the assessment should be in context and relevant to the
industry in which it is proposed to operate. In a research and development project it can also be difficult
to realistically determine if a business opportunity is feasible or not, particularly if the product being
developed is innovative.
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Financial Planning
The aspect of financial accounting theory that deals with investor motivation has already been
discussed in the earlier section concerning the various shareholders. There are many aspects of
financial accounting theory which are not relevant to the discussion about Oztech. Aspects such as
dividend policy, valuation and the capital market, investment evaluation, various different methods of
raising capital, financial ratios and several others are not particularly relevant. Different methods of
raising capital might be regarded as a possible exception but in a case like Oztech the problem is in
raising any capital at all rather than the appropriate method or source to use.

Approaches were made, towards the end of the active period to at least two large organisations that
have research and development subsidiaries. Neither of these resulted in a positive response.

In this section the discussion will focus more on the actual management and use of the funds which
were advanced by the different groups of shareholders.

The Formative period
The literature proposes the project should have begun with a well-prepared budget that would have
been the control mechanism for the activities to be undertaken. Had the funds applied to the project
been advanced from a lending institution or a more experienced investor this would also have been a
mandatory requirement.

As the funds used came in this period from Hansen himself no external influence was in place to
require him to prepare a budget. He spent the funds as and when they were needed according to the
progress he was making with the work. His own enthusiasm for the work he was doing was the
controlling factor in what was occurring rather than a requirement to undertake the work within any
form of constraints, particularly financial constraints.

His associates provided support in kind by undertaking various parts of the required work in their own
time. They also assisted from time to time by paying for the components required to build the prototype
modules being prepared. As with Hansen however, their enthusiasm for the project was the controlling
factor rather than any financial influence. Their belief that some farsighted motor vehicle manufacturer
would adopt the technology was stronger than their concern over the loss of the small amount of funds
invested to this stage of the project.

Hansen had, shortly after the Oztech project commenced, taken a redundancy package from Telecom
and felt reasonably financially secure. He had some money in the bank excess to his daily needs and
was confident his ideas could be quickly developed and commercialised, so the need for financial
restraint was not considered.
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Collins attitude to project funding was also not conducive to the development of any sense of restraint
or the realisation of the need for cost consciousness. His concerns were focused on the other aspects
of the project concerned with the perceived benefits arising from his position as a director.

This initial lack of financial planning focus was to continue throughout the entire project.

The Transition Period
This was the period during which the friends and relatives invested their money in the Oztech project.
These funds were introduced on a piecemeal basis as more funds were required and more friends and
relatives were approached or convinced to invest. No single investor was large enough to be able to
insist upon the use of any formal budgeting process.

Each parcel of funds, usually about $10,000, was used to pay expenses which had already been
incurred or which were about to be incurred. Never at any stage did the account of Oztech contain any
significant level of cash as the funds were disbursed as soon as they were received. The key players in
the management of the project never reached a point where they had any real sense of the amount of
funds they had available (nor what would eventually be required).

Although the information was obviously available the project was progressing at such a rate they did
not keep abreast of the costs involved. Oztech employed an administrative assistant to undertake the
clerical duties and to keep the records in order. To keep the financial records Oztech had purchased a
proprietary accounting software package known as "Mind Your Own Business". The clerical assistant
entered the required information into this accounting system on a regular basis but the information was
reviewed only to gain an idea of the level of outstanding creditors rather than in its entirety to gain a
view of the overall position of the project. Regular accounts, of any type, were not prepared on any
basis. It later became obvious the clerical assistant had no experience of book keeping and
considerable effort was required to correct allocations made to inappropriate ledger classifications. Use
of the information produced by the accounting package would have been misleading without the
continuing review of an experienced bookkeeper or accountant.

The technical challenge of the project was the driving force at this stage rather than any form of
financial control. The magnitude of the perceived benefits resulting from the successful conclusion and
commercialisation of the project were the point of focus not the immediate cost of achieving the
required result.

The Final Period
There are two aspects to this period. The first is the Oztech aspect that should have required the
books and records of Oztech to accurately record the use of the funds provided. The second is the
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PPCo requirement to be aware of the total of funds advanced to the project at any one time.

Having entered a joint venture with PPCo which initially provided for known sums to be advanced it
would have been appropriate for Oztech to have set in place a budget and a plan to disburse the funds
in as efficient a manner as possible. A brief budget was prepared but its use was limited to merely
indicating the level of expenditure which could be expected in the following months. It was not intended
to be used as a control document or as part of a control process.

The Oztech staff recognised the necessity for budgets to be prepared and for control processes to
exist but were not then able to transfer this into actual practice. The pace of the project and the
technical challenges once again forced their way to the fore and determined what eventually took
place. Feedback from differing departments within GMHAL also helped to determine what was actually
undertaken and what the priorities were.

Book keeping procedures remained the same after PPCo's involvement began. They had assumed the
necessary controls existed and the necessary procedures were being adhered to. As part of the PPCo
involvement they had taken control of the bank account and authorised the continuing payments. It
soon became obvious the controls were not in place and changes were made to introduce some
controls over the manner in which expenses were to be incurred. A combination of a lack of
understanding of the real managerial requirements of a project of this nature and time constraints on
the PPCo personnel led to a situation where the controls introduced were not actually adequate.

So for the entirety of the project the day to day financial controls were not adequate to provide timely
and accurate information which could be used to make informed decisions about the project.

The second of the financial control aspects that related to the funds actually advanced by PPCo was
much simpler. As the funds were advanced in significant sums and were recorded in the PPCo records
in a single account it was a simple matter to know the total funds which had been advanced to Oztech
from time to time. The financial decisions to be made in PPCo were much simpler and related to the
overall level of funding rather than to what the funds had been applied to. The decision, in the
beginning, was simply based upon whether the agreed level of funding had been provided and if not,
then further funds were forthcoming.

The requirement for consideration only occurred at the times when each of the agreed levels of funding
had been reached. The first amount of $300,000 was part of the initial agreement and in reality PPCo
had accepted at the commencement of the project that the second $300,000 amount would also be
advanced. It was only when the second advance had been fully utilised that there was a requirement
for serious thought about future support for the project. At the time it appeared GMHAL was definitely
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committed to the project and would assist Oztech is some way to have their work commercialised. This
was the factor that influenced PPCo to continue funding the project at this juncture. The PPCo
requirement for information at this stage was simply to know the total funds advanced as knowledge of
how they had been applied was immaterial (assuming of course the funds advanced had all been
appropriately applied to the work of the project).

Summary
Financial control of a research and development project can present many problems as research and
development by its very nature has no easily recognisable goal. Budgets and control procedures can
only ever be a rough guide.

As soon as each dollar is spent on research and development it becomes a sunk cost and as such is
regarded by financial accounting and economic theory to be irrelevant. While it can be difficult to
convince those whose dollars are being spent that this is the case, this is actually an instance where
the theory and reality are aligned. Decisions regarding further funding of research and development
projects must be made without regard to the funds to be spent in the future to reach a conclusion
rather than the amounts already spent to reach that decision point.

When embarking upon research and development projects it is important an understanding exists from
the very beginning of this situation regarding sunk costs. It is often unrealistic to set budgets for
projects and then expect to use them as a serious control measure. There are so many aspects of
research and development work that can occur to have costs exceed any budget, no matter how well
constructed, that they can only ever be a guide. A catastrophic failure of a key component in the final
stages of a project, for example, will cause major cost overruns. It will not be a rational decision to then
abandon the project because the financial budget (which can only ever be an educated best guess) will
be exceeded. This is particularly the case if the catastrophic failure provides the insight that allows for
the desired result to be achieved.

A further influencing factor which makes the financial control of research and development projects
difficult is the we almost have the solution" factor. It is exceedingly difficult to realistically determine
the distance, when measured in any terms, between the current position and the desired outcome. A
significant problem associated with this factor is the relativity of the size of the gap to those involved in
the project. The technical people may regard the gap as technically small and have no regard for the
actual cost, which may be significant.

The final influence then on whether to continue with a project is usually not reliant upon either financial
or technical factors. The dominant influencing factor is usually concerned with marketing and
commercialisation. An argument could exist then that the retention of detailed accounting records is
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immaterial and all that is required is the absolute gross cost of the project.

Human Resource Management
Introduction
As the Oztech project was a relatively small undertaking it could be considered that the Human
Resource Management aspects would be considered not sufficiently complex enough to attract special
attention. This was not the case and the failure to understand the human resource aspects of what
occurred had as much influence on the final outcome as any of the other areas discussed.

There are some aspects of human resource management which may considered to be unnecessary in
a situation where the period of operation, the actual positions, training requirements and many other
issues are all uncertain. A formal attempt to deal with these issues, no matter how brief would probably
have assisted to achieving a more positive outcome.

There was not a significant difference in the manner in which the human resource management was
carried out in the three periods but they are still discussed in that order.

The Formative Period
As the Oztech project at the beginning of this period consisted solely of Hansen working on his own
there is not much to discuss. It is probably appropriate to point out at this early stage of the discussion
that he was not particularly capable of managing other people and had difficulty in doing so.

At this early stage not much supervision was required and the tasks undertaken by his work associates
were all straight forward and easily controlled. Also at this stage the work itself had a degree of novelty
which added to the interest and brought a high degree of motivation. Continual direction of many tasks
was not required.

The work appears to have been directed more by a committee consisting of Hansen and his
associates rather than under the direction of any particular individual. They all adopted some degree of
proprietary interest depending upon whom they were dealing with and who was actually present during
any discussion.

Despite this amorphous approach Hansen did regard himself as an authority figure, particularly once
he became a Director of Oztech and this position became quite important to him with the passing of
time.

The Transition Period
The committee approach to human resource management continued into the beginning of the
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transition period. As time passed and Tartt became more involved with the activities he began to exert
some influence over these decisions but never assumed any thing near complete control.

This was the period during which the level of activity increased dramatically and a number of people
were actually employed as paid staff. Those chosen for the positions were generally selected because
they were known to Hansen and his associates through their studies or workplace activities. The
positions included CAD draftsmen, electronic technicians and engineers.

No formal process existed in order to assist in the selection of appropriate staff. The selection process
consisted more of one of the existing staff asking some one they knew were they interested in work
rather than any broad approach to the market. Those in control of Oztech considered that people with
the qualifications they needed were thin on the ground and they would usually accept any one
recommended, particularly if they expressed a particular interest in the Oztech intellectual property
area.

No job analysis was undertaken and those selected usually found themselves in a multiskilling
environment. One aspect of the project, which was quite positive, was that there was no discrimination
on the basis of sex. Any one recommended by any of the existing employees and who had the
requisite skills was accepted.

The lack of a strong single controlling authority or committee meant that as staff joined Oztech they
entered a project without any real direction as to what was required of them or what they were
expected to achieve. Whatever performance criteria were set resulted from time constraints related to
critical dates generally imposed by outside parties such as GMHAL. Other than that the work generally
proceeded at a pace determined by the individual undertaking that work.
The only measure of the result of that work arose from actually testing the prototype looms and control
boxes. No continuing review of performance was undertaken.

This loose arrangement did have some positive aspects. A strong sense of teamwork developed
among the employees and many of them worked quite long hours at odd times in order to meet the
deadlines that were imposed. They tended to congregate around the work place even when they had
completed their assigned tasks in order to keep abreast of the developments and freely offered after
hours assistance. A sense of ownership in the project developed and many technical problems were
overcome through discussion and suggestion.

The Final Period
At the time PPCo entered into the joint venture arrangement with Oztech no changes were made to the
manner in which the project was managed other than the requirement for a PPCo representative to
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sign cheques. This provided an overview of the activities which were undertaken and this role was left
to the PPCo accountant, Barry Ford.

The assumption was made that Oztech had in place an organised and structured system, which was
adequate to cope with the problems that, occurred during the daily activities. Oztech was regarded as
the professional organisation in the research and development field and the PPCo Directors
considered that as they had no experience in this area they were not in a position to interfere directly in
what was occurring. As it transpired this was not the case and the project would have benefited greatly
from the introduction of a strong controlling force.

With the beginning of the joint venture with PPCo the electronics engineer, Jeff Redjepi, who had
previously been employed on a consulting basis sought a permanent position and was offered
permanent employment. He accepted the offer and asked that the position be formalised with an
employment contract. This was the first and only such contract used by Oztech and the salary was
based upon the estimated value of the work previously performed under contract. The terms of the
contract included a number of salary sacrifice items and was designed by Redjepi to provide him with
the greatest benefit for the dollar value of the salary.

As his skills were highly regarded and he was considered necessary for the success of the project very
little negotiation about the terms of the contract took place. The PPCo approach was to ensure that key
people were content with their position and were able to give of their best. To allow small concessions
that cost marginally more is considered to be a sensible investment. If an employee is offered, for
example, $50,000 per year and requests some further small consideration it is considered appropriate
to provide that consideration. The rationale being that if it is important to the employee and they
perform at their best the extra cost is well spent, whereas if the request is denied and the employee
performs at less than capacity the whole $50,000 is wasted.

Redjepi, the engineer, was at the time of entering into the employment contract winding up the
activities of his consulting firm in Adelaide. This experience as the principal of his own consulting firm
was regarded as important and it was assumed he had well developed supervisory skills. He presented
as a person who had a desire to take a managerial role and wished to be regarded as competent in
this area. As time progressed it became apparent that he did not possess well rounded managerial
skills and was not able to take a managerial role in the project.

Hansen had been employed before the PPCo involvement and he continued to be employed. His
position did not have a title and his actual duties were never defined. Ford assumed that his
responsibilities were in the technical area and that he had limited managerial control on a daily basis.
Hansen himself assumed he had control of the project by virtue of his position as a Director of the
43
MBA 544 Dissertation
-

Master of Business Administration

-

NT University

company and whenever possible he took the opportunity to promote his position.

Tartt also continued to be involved and was appointed a Director of the company as well. His position
within the Oztech structure was also never made clear and Ford assumed he was the person actually
controlling the daily activities. This was not in fact the case. As the project progressed Ford directed his
comments and instructions regarding various aspects to Tartt and expected that he had the
managerial responsibility to make the necessary changes. Tartt however was still regarded by Hansen
and himself more as an adviser rather than as a manager.

The actual situation existing then was one where no one particular individual involved in the project
from the Oztech side was in control. The activities were managed by a committee and as a result the
decisions made were not always consistent or directed to the appropriate goal.

The sense of team work and project ownership was in place at the time PPCo became involved in the
project and continued for as long as the project was moving toward the final goal. This was recognised
as the point where the Oztech multiplexed motor vehicle was presented to GMHAL and satisfied their
criteria regarding cost and technical competence. This situation assisted in counter acting the
management by committee approach and generally kept the project heading in approximately the right
direction.

After the final presentation to GMHAL toward the end of 1994 the number of staff was reduced to two,
Hansen and Redjepi. They were retained while waiting for the final decision from GMHAL and once the
negative response had been received to prepare proposals for other OEM companies. At this point the
human resource management aspect of the project collapsed completely with a serious personality
clash between Hansen and Redjepi.

Ford assumed Redjepi was actually managing the day to day activities required to present the project
details to other parties but he had become disinclined to take management responsibility. Recognising
the end of the project was approaching and he would soon be unemployed he began to attend for
irregular hours and would take no management decisions. He quickly adopted a stance that he had
never had any management authority and stated that Hansen had always been the manager and he
was merely a paid employee. When his employment was finally concluded he took an aggressive
stance toward the payment of his accrued benefits and demanded they be paid despite knowing
Oztech had no funds and that he had absented himself from his employment for considerable lengths
of time in the period leading up to his eventual termination.

Early in 1995 both Hansen and Redjepi concluded their employment with Oztech and its activities
ceased.
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Summary
The lack of effective human resource management was an important issue in the operation of Oztech.
Although this lack was not responsible for the failure of the project it certainly added to the overall cost
and probably limited the ability to identify alternative opportunities which may have been available.

Schuler eta! (1990, 10) in the first chapter of their book state the five Personnel and Human Resource
Management functions are;
• Planning for human resource needs.
• Staffing the personnel needs of the organisation.
• Appraising and compensating employee behaviour.
• Improving employees and the work environment.
• Establishing and maintaining effective work relationships.
and then expand upon each of these issues throughout the remainder of text.

From the material presented above it can be clearly seen that none of these five functioiis were taken
into account in the Oztech project. This is despite the fact Hansen and Tartt had been or were
employed by large corporations (one was of course Telecom and the other a very large UK based multi
national) in which HRM formed an integral part in the operation of those corporations. Ford had never
been employed for any significant time by an employer who had an effective HRM function but had
studied its use and importance and if asked would have admitted to a belief in the importance of HRM.

Even though this exposure to HRM, both first hand and theory, existed among those in control of the
Oztech project its use was never initiated. Oztech would have been an ideal situation in which to
implement effective HRM policies and procedures. The company was newly established, had a small
number of employees, a single definite purpose and sufficient financial support. In addition, if the
project had achieved the level of success anticipated the number of projects undertaken would have
increased and effective HRM procedures would have been even more important.

The importance of the adoption of effective HRM practices is made by Collins (1989, 38) who states

11

it is necessary to recognise that people individually and collectively can present constraints

which must be considered in the formulation and implementation of corporate strategy.

To take these factors into account senior managers may need to change their own values
and skills to accept that, along with finance marketing production and distribution, personnel
management can be a key factor of success."

Clearly in the Oztech project the people individually and collectively did present constraints which
affected the outcome and which should have been taken into account in implementing the strategies
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adopted. Additionally those who held the senior positions failed to these factors into account and adjust
their own values and skills.

.:. .:. .:. •:• •:• .:. .:.
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Chapter Seven
The Tyebjee and Bruno Model
In this chapter the evaluation of the original Oztech proposal is undertaken using the Tyebjee and
Bruno model adapted by Sweeting (1991, 603). The objective of this evaluation, which is undertaken
with the benefit of hindsight, is to attempt to achieve an understanding of how the model should work
and to highlight areas requiring particular care or emphasis.

The importance of this to PPCo is that it provides a recount of the manner in which the Oztech
proposal was evaluated against a model of how other experienced venture capital investors (Sweeting,
1991, 602) would have reviewed the proposal. This should highlight any deficiencies in the manner in
whish PPCo undertook their review and indicate areas where the work performed was insufficient to
allow a fully informed investment decision to be made. Identification of the weaknesses (and strengths)
demonstrated in the PPCo approach in this instance should provide important guidelines for use in the
assessment of future projects.

STAGE

FEATURES

Deal origination

Most deals are referred by third parties.
Referrals by other venture capitalists are often invitations to join
syndicates.
Venture capitalists are rarely pro active in searching out deals

Deal Screening

Most frequently used screening criteria are: technology, and or
market; stage of financing

Deal Evaluation

Decision to invest based upon expected return compared with the
level of risk. Factors considered include:
Market attractiveness
Product differentiation
Protection of business from uncontrollable factors e.g.
competition, product obsolescence

Deal Structuring

Venture capital funds use a wide range of approaches. An aim
can be to help motivate managers to perform
Price can be determined by ; quality of opportunity; past
experience with similar realised deals and so on

S.

Post- investment activities

Venture funds provide management guidance and business
contacts
Representative(s) of venture funds normally sit on boards of
operating businesses; they assist with development of business
strategy
Venture fund representatives can act as "sounding boards" for
operating business management

Table one: Sweeting's processual model of US venture capital fund activity
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An evaluation of the manner in which the Oztech proposal review was done is also expected to be of
interest and use to third parties, particularly those who are required to perform similar assessment
activities. To be able to examine the manner in which another party has undertaken a complex review
process provides an example of how such a review is performed and the issues that must be
addressed. It is useful to be able to compare what someone else has done with your own procedures
or, if such a review has never been attempted, to have a "real life" model as an example.

PPCo continues to receive risk capital proposals from a wide variety of promoters. At least two have
been received in the course of the preparation of this work and will require review and assessment in
the near future. The comparison undertaken here will be used in the assessment of these new
proposals to assist in arriving at a balanced and fully informed decision. Similarly once these reviews
have been completed the experience gained in completing them will be added to the existing material
for future reference and use.

The format adopted in this section will be based upon the Stages in the Sweeting adapted Tyebjee and
Bruno model which is included above as Table one. Each stage is dealt with in the order in which they
appear in the Table and each of the features will also be addressed. Where particular features
occurred that are considered important but were not included in the Table they will be included and
their relevance and reasons for inclusion explained.

Deal Origination
This section of the model focuses on the manner in which projects are presented to the venture
capitalist. The origin or method of presentation of projects is perhaps not something that could initially
be considered the subject of an evaluation process but over time may be worthy of consideration. An
evaluation of the source of projects linked to their acceptance or rejection and subsequent
performance, if undertaken, may provide evidence of a correlation between certain sources and the
acceptance, rejection and success of different projects.

If a particular source provides projects that are always successful, for example, it may indicate some
form of screening process (which could be formal or informal) takes place before the project is
presented for evaluation. It is considered this knowledge would be useful to the venture capitalist and
could possibly change the manner in which a review was completed, with projects put forward by
particular third parties dealt with in differing manners. Those from historically unsuccessful promoters
would possibly be rejected much earlier in the process than those from historically successful
promoters. This is evidenced by recent events at PPCo.

PPCo was recently presented with a proposal to invest venture capital in a telephone service provider
and a billing system claimed to be unique. This proposal was received from an individual who has been
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an external adviser to the company for the past ten years. This adviser subsequently became involved
in the assessment of the project and recommended in favour of the investment. This advice was
accepted and an amount in excess $2m invested in the project. Had this particular project been
presented by Michael Tartt, who presented the Oztech project, this investment in the telephone service
provider would not have been considered for evaluation and would not have proceeded. That the
project would be the same project no matter who provided the introduction would have been of no
consequence as the identity of the introducing party becomes the determining factor.

As suggested by the model PPCo does not actively seek out venture capital projects but continually
receives referrals from third parties, the majority of whom have no previous or existing relationship with
the company. During the course of the Oztech project a number of the contacts made by third parties
originated as a result of their becoming aware of PPCo's involvement in that project. Involvement in a
research and development project appeared to generate a level of "notorietV' among inventors who
then also tried their luck with PPCo. No further projects were entered into while the Oztech project was
proceeding.

Proposals are rarely received from other venture capitalists and those that are received are usually
property development proposals rather than venture capital projects. PPCo's business philosophy is
generally based upon retaining ownership and control of the projects into which it enters but
occasionally extends to include a negotiated joint venture arrangement, such as the Oztech project.
Participation in syndicated projects is not an outcome that would generally be contemplated by PPCo.

No active searches are made to seek out venture capital deals. Some small amount of attention is paid
to national press (Financial Review and The Australian) advertisements concerning real estate or
established businesses but not to any venture which has the appearance of a venture capital project.

Deal Screening
Sweeting (191, 604) comments that as a result of the limited number of staff available to undertake
deal screening activities and insufficient reliable data concerning venture capital projects informal
relationships develop between venture capital firms to share information. PPCo as a novice venture
capitalist was not able to access such a network and has not developed any relationships that would
allow such information sharing to take place.

There are a number of reasons for this and they include geographical isolation from major investment
centres, not being an established and therefore known capital venture investor and a business
philosophy based upon privacy.
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The deal screening which takes place is based upon very informal discussion among the senior staff
and Directors of the company, who will together make a decision based upon their own experience and
other heuristic considerations whether the proposed deal proceeds to the evaluation stage. The
informality of this process is also commented upon by Sweeting (604).

STAGE
1

Deal origination

FEATURES
Most deals are by direct approach from third parties.
Referrals by known associates
Do not pro-actively search out deals

Deal Screening

Most frequently used screening criteria are:
Is it interesting?, technology, and or market, the level of funding
required.

Deal Evaluation

Decision to invest based upon:
Personalities involved
Expected return compared with the level of risk. Factors
considered include:
Market attractiveness
Product differentiation
Protection of business from uncontrollable factors e.g.
competition, product obsolescence
Realistically achievable outcome?
Problems likely to be encountered e.g. difficulties moving from
R&D to production

Deal Structuring

Price not generally regarded as important
Overall level of funding is important
Funds advanced in the most advantageous manner for investor

Post- investment activities

Provide management guidance and business contacts
Representative(s) normally sit on boards of operating businesses;
they assist with development of business strategy and influence
control over expenditure
Representatives can act as 'sounding boards" for operating
business management

Table two: Paspaley Pearling model developed from Sweeting's processual model of US
venture capital fund activity
The Oztech project was explained in detail to Ford who in turn then related the details to the Directors.
Brief discussion took place about the technological concept of multiplexing and the practical benefits
that could result from its adoption in a variety of different applications. The multiplexing concept is
easily understood and the benefits are also quickly identifiable. The decision to proceed to the
evaluation stage appeared to be the appropriate logical next step and was undertaken.
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The screening process however should also have included an assessment of the people involved in
the project but this was not done. The focus was on the technology only. With the benefit of hindsight
the decision to proceed to evaluation may have been different if the screening process had included
the personalities involved. A realistic assessment of their ability to see the product through to
completion would possibly have indicated the project had limited prospect of commercial success. This
aspect is dealt with further within the Deal Evaluation discussion.

Deal Evaluation
The Sweeting model states the decision to invest is a function of expected return and perceived risk
and the factors to consider include market attractiveness, product differentiation and protection of
business from uncontrollable factors like competition and obsolescence. These factors were all
considered in PPCo's evaluation of the deal but the decision to proceed was not based upon any
particular return.

The aim of the project presented by Oztech was not the establishment or expansion of an operating
business venture but the research and development of an item of intellectual property, Hansen's
algorithm. The successful completion of the multiplexing harness was the focus of the project and the
information presented concentrated on correspondence received from GMHAL that indicated
favourable support for the project. Primary success of the project would be GMHAL acceptance of the
technology and this was expected to lead to Oztech being contracted as a consultant by GMHAL to
assist with implementation on the production line.

Financial rewards or returns were not calculated but were alluded to. The inference being that the size
of the market was substantial and hence the potential returns would be substantial. GMHAL assemble
approximately 80,000 vehicles per year and at an estimated wiring cost averaging $750 per vehicle the
total cost is $60m. Oztech expected to be able to receive a license fee for the use of the technology
that approximated the cost of the research and development and royalties of between $10 and $20 per
vehicle once production commenced. It was also expected that if the technology were adopted by
GMHAL other manufacturers would also adopt it. The requirement for some degree of certainty to be
attached to the likelihood of a financial return was lost or over looked in the evaluation process.

Oztech was able to provide sufficient third party evidence to indicate multiplexing was an issue of
relevance and importance to the motor vehicle industry. As consumers demanded more and more
features in motor vehicles the wiring harnesses were becoming expensive and cumbersome. The
physical size of wiring looms imposes design and engineering constraints that can be reduced or
eliminated with the use of multiplexing. Contact with GMHAL and other manufacturers (Chrysler in the
USA and Mitsubishsi in Australia) confirmed that multiplexing was a definite issue for them. GMHAL
agreed to provide Oztech a vehicle in which they could install their technology.
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Independent material also indicated the Oztech approach to multiplexing had significant differences
from others in the industry. Such things as clock speeds, redundancy, error checking and susceptibility
to interference as well as cost were evidenced as significant differences from products already in
production or proposed for future production. The German manufacturer, Bosch, had placed
multiplexed wiring systems in some Mercedes Benz vehicles but this was limited to the top of the range
models because of the high cost (reported at the time to be in excess of $2,000 per vehicle).

Oztech's multiplex design philosophy was based upon a platform of continuing development and
refinement in order to avoid obsolescence. Their intention (desire) was to enter into a long-term
partnership with GMHAL for the continued refinement and development of multiplexed products to suit
new models and demands from consumers. It is not possible to determine to what extent but rapid
changes in electronic componetry design and function would also have provided scope for continuing
improvement.

An additional check which hindsight would add in the evaluation process could be referred to as a
"Reality Check". After Oztech had completed the research and development work and complied with
the stated GMHAL criteria it became obvious that no formal relationship would ever result. There are a
number of significant issues, which precluded GMHAL from adopting the Oztech technology, and these
included;
• Oztech was not an established manufacturer
• Oztech was not a GMHAL accredited supplier
• Oztech had no capacity to provide warranty insurance
• Oztech's technology was untested
• The General Motors organisation included two of the world's largest automotive
electronic (Packard and AC Delco) component suppliers who had a vested interest in
not allowing the Oztech technology to be adopted.
and from all this it became obvious GMHAL were never in a position to enter into commercial
arrangements with Oztech.

From PPCo's perspective this is an important section of the evaluation process and if it had been
included before the decision to invest it would have significantly effected the final decision. It is
arguable whether the PPCo staff had the experience at the time to consider this aspect of the review
but as a result of the Oztech experience this has become an important consideration in current and
future reviews.

The deal evaluation process in this instance lost sight of the need for a financial return and
concentrated on the technological success. At the end of the day the project was a technological
success but without any chance of matching this with commercial success.
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Deal Structuring
The model suggests venture capital funds are not limited in their approach to deal structuring and often
include elements in the structure aimed at motivating the managers to perform. Various likely
determinants of price are also mentioned in what appears to be a different issue from that of deal
structure. In this instance however the structure of the deal and the price were interdependent.

PPCo's chosen structure was based upon a desire to reduce the real cost involved in this particular
investment and it was able to do so by use of the income tax benefits afforded by Section 73(b) of the
Income Tax Assessment Act (1936 as amended). This allowed for an immediate income tax deduction
of 150% for funds spent on registered research and development projects. As PPCo was part of a
profitable group of companies it was able to take full advantage of this benefit. The $1 m invested in
research and development had a real cost of approximately $415,000.

Oztech, in its dealings with the friends and relatives, had set a high price on the shares they had sold.
The earlier shares sold were sold at par of $1 plus a premium of between $999 and $1499.
Immediately prior to the PPCo deal they had valued the company at approximately $400,000 based
upon a valuation of the intellectual property received from the Orbital Engine Company.

PPCo had no interest in discussing the perceived value of the company and considered this to be
irrelevant and discussion or argument about its validity to be immaterial. Their intention was to invest
research and development funds through a joint venture arrangement constructed in a way that
provided the necessary income tax benefits. As the bargaining strength was with PPCo, Oztech agreed
to this arrangement. PPCo did purchase sufficient shares in the company to make its shareholding
equal to 50% of the issued capital but this was done at par value.

Post Investment Activities
Managerial advice and guidance are activities usually provided by venture capital funds to the projects
in which they invest. Representatives are often appointed to the boards and assist in developing
business plans and strategies.

The PPCo principals were appointed to the Oztech board and held board control. In practice there was
no active participation on a daily basis and the control was never overtly exercised. Ford assumed
responsibility for management advice and liaison between Oztech and PPCo on a daily basis.

Management of Oztech was left to the existing management and it was assumed they had the
necessary skills. Instructions were not initially given by Ford as to how the project should be managed
but as time progressed it became obvious the required management skills did not exist. As the project
progressed Ford took increasing degrees of control over what occurred but never formally announced
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that he had taken control. As a result there was some confusion about what was to occur and some
aspects of the project were not well managed.

Specific instances included the purchase of business class airfares, excessive journal subscriptions
and associates employed for longer than necessary periods. Individually these are small items but they
all directed limited funds away from the real goal of research and development.

A further hindsight observation would be that PPCo would have been well served to have employed a
full time manager for this particular project. Once the commitment to provide the research and
development funds was made a further commitment to have a full-time employee manage and
promote that project should have been made. It is not possible to know after the event but a review of
what occurred would seem to indicate the funds expended could have been better directed and active
promotion of the project would have increased the chance of success

Summary
The Sweeting adapted model clearly categorises the stages which should occur in the process of
completing a venture capital project. These stages, which originated from research work done by
Tyebjee and Bruno (1984), are in a logical order and when used to perform an evaluation provide a
framework which requires accept or reject decisions to be made at appropriate points. This should
mean that rejection decisions in particular are made earlier in the process rather than later ensuring
the evaluation is carried out effectively and economically.

The features listed in the model are however very broad and do not provide specific instructions as to
how they should be used or what particular points should be covered. According to Sweeting (1991,
602) Tyebjee and Bruno considered over elaboration of the model would reduce its usefulness as each
modeller would have differing criteria. PPCo agreed with this conclusion stating they would need to
build their own features into the model to make it relevant to them. The benefit of the model is in
providing the framework for the evaluation process but to be as useful as possible needs to have the
features refined and adapted by individual modelers.

The model would need to undergo constant revision and could be expected to change with each
project that was accepted or received serious consideration.

One aspect the model does not deal with fully is that of intuition or what colloquially is referred to as
gut feeling. Many entrepreneurs rely upon their instinct when making venture capital investment
decisions but it is considered extremely difficult to build this into the model. The models aim is to
provide a basis for the decision making process and provide a formal recommendation. At this point
the principal of the investing entity is the individual who has the authority to exert their influence and
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