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f-confident CEO with a his-
saving troubled companies

It scemed like the perfect match:

tory of successfully

America's largest houschold appliance makers in desperate need of

restructuring. That was the case when Al Dunlap arrived at
Sunbeam in 1996, vowing to turn around the company within a
year. ‘True to his word, Dunls
upside down—and nearly destroyed the company with his auto-

cratic, “chair

p turned Sunbeam inside out and

W management style.

A CASE FOR CRITICAL THINKING

nd one of

Rambo in Pinstripes

Dunlap had garnered high praise from corporate America by restruc-

turing and selling such companics as Scott Paper Company and

Crown-Zellerbach. In ever

y ca

se, Dunlap engineered the turn-
arounds by axing thousands of jobs, shishing costs, and setting up the

company fora quick sale. Confident and boastful, Dunlap called him-

self “Rambo in Pinstripes.” Everyone else called him “Chainsaw AL”
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Banking on Dunlap’s successful track record, Sunbeam
recruited the experienced CEQ to jump-start its sagging sales and
reverse its declining profits on such products as electric blankets
r. Within days afeer arriving at Sunbeam, Dunlap
developed an ambitious tactical plan for a company turnaround.

and barbecue g

The first step of his strategy focused on cuting costs. He

fired half of the company’s 12,000 employees and outsourced as
many functions as possible. Then he eliminated 87 percent of
ed or sold two-thirds of the com-

facilities. Hoping to increase sales of new

Sunbeam’s products and cl
18 manufacturis

pany* g
products, Dunlap expanded Sunbeam’s product mix by acquiring
ert, the smoke alarm

Coleman, the camping gear maker; Firs
and Signature Brands, the maker of Mr. Coffee.

producer.

Sliced and Diced

At first, Dunlap’s strategy scemed to be on track. Sunbeam
reduced overall annual expenses by $225 million and racked up big
sales and profits gains during 1997. But Dunlap’s chainsaw had
sliced deep into the company, leaving shortages of experienced
employees and wreaking havoc on day-to-day operations.
Factories suffered from a lack of parts for production and a short-
age of workers to produce goods and fulfill orders. Furthermore,
his downsizing efforts often backfired, creating additional costs.
After firing the entire computer staff, for example, Dunlap hired
contract workers who demanded higher pay rates
workers who had just been fired. Moreover, Dunlap’s changes
s computer system. No

including some

occurred just as Sunbeam was upgrading
backups existed, and Sunbeam couldn’t track shipments or orders.
Computers were down for months, forcing employees to manually
invoice such major customers as Wal-Mart and Sears Roebuck.

Crushing Pressure

To make matters worse, Sunbeam executives recognized that
Dunlap had set unrealistic goals for the company. Chances were
slim that Sunbeam could meet Dunlap’s goal of boosting profit
margins to 20 percent, considering the current 2.5 percent margin
on household appliances. Moreover, to meet Dunlap’s goal of dou-
bling revenues to $2 billion within the next year, Sunbeam needed
to increase sales five times faster than the competition. And the
chief executive’s aim of generating $600 million in new product
sales would require extraordinary sales of every new product.

Still, Chainsaw Al refused to acknowledge any weakness in his
tactical plans. Instead of motivating employees to meet his goals, he

threatened to place their jobs on the chapping block if they failed
to perform. Managers, in turn, passed that intimidation down the
line. Though his actions crushed morale and created unbearable
stress on employees, Dunlap continucd to exert excruciating pres-
sure on his staff. “I don't get heart attacks; I give them,” he boasted.

Al Gets the Chainsaw

But Dunlap’s boastful ways halted when Sunbeam reported a first-
quarter loss for 1998. Then Sunbeam’s board of directors made an
alarming discovery: Dunlap hadn't executed a turnaround at all.
Sunbeam had persuaded retailers to buy seasonal goods such as gas
grills before the normal selling season by offering hefty discounts,
easy payment terms, and the promise to hold the goods in
Although the “bill-and-
hold” strategy allowed Dunlap to show an impressive sales jump for

Sunbeam’s warchouses for later delivery.

1997, the sales and accounting gimmicks backfired in the subse-
quent year. Stocked to the max, retailers had no need for additional
sales.

So Sunbeam’s board of directors turned the chainsaw on
Dunlap, immediately firing the CEO. Although Dunlap’s strategy
of cutting jobs and selling assets had worked at other companies, his
autocratic management  si

le and fraudulent tactics nearly
destroyed Sunbeam. The company was forced to restate financial
results for the six quarters of Dunlap’ tenure at Sunbeam, and the
company filed for Chapter 11 bankruptcy in 2001. Meanwhile,
Dunlap has been accused of massive financial fraud, has agreed to
be banned from ever serving as a public-company official, and has
agreed to pay the SEC a $500,000 penalty and shareholders
S15 million to settle a lawsuit.

Critical Thinking Questions

Why were Dunlaps goals unrealistic for Sunbeam?

oo

. Was Dunlap’ slice-and-dice plan a long-term or short-term

strategy? Please explain.

backfire?

4. Expand your knowledge about leadership. Using 2 metasearch
engine, enter the word “leadership” and follow the links.
What kinds of leadership information can you find on the

How might this information be helpful to 2 beginning

business student?

w

Why did Dunlap’ turnaround strateg

wel




