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Mission Statement
Burlington Northern (BN or “The Company”) is a railroad company formed in 1970 by the merger of four railroad companies. BN has seven main business lines: coal, agricultural commodities, industrial products, intermodal, forest products, food and consumer products, and automotive products. 
Their core competency is their drastically lower prices compared to other transportation of goods services like trucking businesses. Trains allowed BN to carry much larger batches, driving down unit cost of transporting these goods. This delivers great value to their customers as lower unit costs are often priority of BN’s customers. Also the monopoly in the area that BN operates helps to their core competency. They still have competitors like Union Pacific: operating in other areas near BN. However, in the physical area of BN’s operations they have an advantage of no competitors. 
BN’s primary market is their coal customers. Coal represents one-third of their entire revenue stream. From a larger, broader perspective: BN’s primary market is industry customers, those looking for industrial unit sizes in one of BN’s seven main business-lines.
Their generic strategy is twofold: improve service and improve utilization of assets. In order to improve service, the company could either increase volume or increase prices. If utilization of assets could be improved then capital investment can decrease. The company is looking to both improve their service while improving how they use their assets: employing a strategy of differentiation rather than price leadership. 
Company Strategy
The company employs a strategy of differentiation rather than cost-leadership. By setting a direction for themselves by using strategies like improving service and increases costsrather than being the leader of costBN puts themselves in the category of differentiation. Michael Porter defines a strategy of differentiation as one attempts to ...”be unique in its industry along some dimensions of its product or service that are widely values by customers…” He also points out that some of the flaws of this strategy. One flaw being that customers that are brand loyal may at a point see that the cost-savings of their competitor outweigh the extra benefits that differentiate the company in the first place (Porter). This would cause the customer to switch brands and the company to lose out on their business. 
Differentiation is a strategy that can certainly attract customers looking for those extra “bells and whistles” with their product. With BN those bells and whistles are things like expedited delivery or removing the variability of delivery time (delivery window), among other benefits. 
Organizational Strategy
As a whole, BN executives attempt to push the company in a forward direction: with emphasis on moving away from past issueslike debt. The CEO stated “We must manage the substantial debt load… [requiring] a clear strategic focus so that we can maximize the case flows available…” This statement sets a direction for the company to clear past mistakes and focus on profit going forward. The CEO also reaches out to shareholders to inform them of the direction of the company. He even implements an incentives program for employee performance that relied on the status of the company and its debt paydown schedule. 

---------------------come back To----------------------------------------------
Porter’s Five Forces || ICA
When we take into account Michael Porter’s Five Forces it helps to understand the company and their mission: what they do, and who/how they do it. These five key factors help evaluate potential opportunities and risks the company might face. The five forces cover: bargaining power of customers, bargaining power of suppliers, competitive rivalry, threat of new entrants, and threat of substitutes. 
1. Bargaining Power of Customers
Porter’s description of the bargaining power of customers tells us that their bargaining power can shift with factors like when switching costs for customers are low, when the customer is price sensitive, or when there is little differentiation between products. With respect to the coal business line: the customers are under long term contact with fewer than two dozen customers. With so few customers to choose from, their bargaining power would be high. Luckily for BN, their coal customers owned the actual coal cars that BN operated: sort of an investment in BN. So although the bargaining power would or even should be high, their customers are deeply invested in the product. Costs of switching to other suppliers is very high which belittles their chance at high bargaining power.
2. Bargaining Power of Suppliers
There is very little mentioned on BN’s supplier situation. We could assume things like fuel or parts for their locomotives, or maintaining railways. When it comes to these items there is very little control that BN could have on the situation. It is reasonable to assume they have very little room to negotiate with things like fuel as there are infinitely many customers for the fuel suppliers. 
3. Competitive Rivalry 
BN’s competition is other railroads, rather than trucking or other transportation methods. Their biggest competitor is Union Pacific. Union Pacific was known to have made several technological and efficiency improvements in its lines: improvements like more fuel-efficient engines or double track. Union Pacific also had going for them excess capacity, whereas BN was just about pushing current capacity with its single track lines.
4. Threat of New Entrants
With the enormous cost of literally paving your own roads, a threat of new entrants to the railroad industry is very low. A company would have to physically build new railways, purchase several locomotives, and have an operations to run it all in a safe and time efficient manner. This is highly infeasible to do or set up as building the railways alone would take many months to do. It would also require a large amount of capital on hand to purchase the ongoing labor that would be required of building new railways, as well as enough capital left over to purchase both enough locomotives to transport goods to your customers and the manpower to run and control the operations of a rail business.
5. Threat of Substitutes
Threat of substitutes is very high. Although there is no similar or “knock-off” to a locomotive, the trucking and air transportation industry would soon take offunknown to BN at the time. With how huge the airline industry would become, the threat remains quite large. At the time of this case, trucking was its major threat of substitute. Truckers were able to promise a much smaller delivery window, as well as the ability to go door-to-door which is a huge advantage for the trucking industry. Other advantages of trucking include just-in-time production systems and cycle-time reduction.
Problem Statement
BN is looking to increase some of the efficiency issues they are experiencing. They have very poor information and reporting on their engines. This misinformation or lack of information leads to lots of wasted time in operations. “Meets and Passes” were when two engines running on a single track would meet, one would pull off to the side and wait for the other. This creates a bottleneck in their operations. “’A bottleneck,’ Jonah continues, ‘is any resource whose capacity is equal to or less than the demand placed upon it…” (Goldratt 139). This meets and passes situation describes one where a current demand expects to be fulfilled at a certain time or time window and any delay to that: meets and passes, creates a bottleneck in BN’s operations. The precision of train whereabouts only showing down to the tens of miles away, the wait could be hours at times. Also maintenance-of-way (MOW) crews would be called to work on track for maintenance or repair, but with the lack of engine location precision and the dispatcher cycling radio frequencies, the MOW crews might have to be called off, sometimes wasting the trip.
A new technology system to the scene was the proposed solution to the aforementioned issues. This system was called the Advanced Railroad Electronics System, or ARES. This was a solution that would give real-time GPS on all engines. ARES could be considered analogous to Air Traffic Control for aviation. This would translate to massive efficiency improvements in all areas. There would be no more windows, just exact times. The issue was that this solution came with a $350 million price tag. When the solution was proposed the executives had a hard time turning that enormous price tag into a ROI that they could share with their stockholders. Was there even a positive or timely ROI?  
	This is a major issue for so many more reasons than just the large price tag of the investment. What would an investment of that size even mean for the company? The executives questioned this, saying what are the true benefits? We already set a goal to improve financials, not take on more debt. What does this really do for our service-price elasticity? Is the service that much better than we could charge more? These are all questions asked by the company executives that raise important issues. Mainly: the company wants to remove itself from debt, not accrue more, also if ARES brings enough service benefits to the table that it warrants raising price. 
Stakeholders
Employees
BN employees seek to benefit a great deal from the ARES project. Their morale would improve as their on-the-job stress would greatly decrease with the simplicity of using the system. The employees would also benefit from increased safety due to the accuracy of the new system and drastically less accidents. 
Customers 
BN’s customers would be at nothing short of an advantage. They have no risk and reap all of the benefits of an improved system. The customers would see improvements like much lower cycle times allowing them to have a more steady or accurate supply of product. ARES would also lead to better shipping costs for the customers.
Shareholders 
Shareholders would likely see an initial decrease in their share of the company due to the company taking on more debt. Assuming ARES goes according to the projected plan, the stock would likely return to its original value or even surpass its original value after they begin to see a return on their investment.
Railroad Industry
The railroad industry would be affected by the implementation of the ARES system. Like the CEO pointed out: “If BN goes with ARES, it will probably drive the industry this way. The others will have to stay competitive…” (Cash 28). The railroad industry would certainly be affected by this decision to implement ARES. Once others take note of the dramatic improvements across the business’ operations, they would have to invest in a similar system to be able to compete with BN.   
Solutions || Alternatives
DO Nothing
BN could continue with their day-to-day operations as is. Their engines would continue to experience a 92-day maintenance cycle, they would continue to have meets and passes, and continue to have very inaccurate readings from their engines, further confusing engineers, dispatchers, work crews, and customers. This could be playing it safe by some, and negligent to their problems by others.
Pay off Debts || CONSIDER minor improvements
BN could first attack their debt while temporarily doing nothing. After debt is paid off they could consider minor improvements to their infrastructure and operations. This is similar to an unbundled rollout but places an emphasis on paying off debts and a higher emphasis on only incorporating those truly key features. These minor improvements would help with the things vital to the company: shorter cycle times, smaller delivery windows. This would mean implementing only the vital features like better engine position accuracy, or more reliable, cross-channel radios. 
Unbundled Rollout
BN could take an approach suggested by the CFO, Jack Bell: “[ARES] has many bells and whistles. We need to figure out what is the most important aspect of the project. If it is meet and pass planning, then we should assess the most cost-effective way of doing meet and pass planning” (Cash 24). BN could consider unbundling the most important features of ARES, and in turn, those beneficial to the company. With the enormously heavy price tag of $350 million on the project BN cannot afford to take on more debt. The goal here is to take away the key features of project ARES and reduce their cost, without tacking on unnecessary and costly features. 
Stakeholder Impact
DO Nothing
The do nothing approach would have by far the least effect on operations and on stakeholders. Nothing is changing and the only scare to watch out for is regular maintenance or potentially threat of competitors implementing a system and giving them an advantage.
Employees 
This approach would hardly affect the employees of BN. It could potentially cause them to leave their jobs since the current flow of operations adds so much stress and affects employee morale. Employees also might seek jobs at other railroad companies if they catch wind that working conditions are better at Union Pacific. 
Customers 
	This approach could affect customers. As far as we know customers are “okay” with the way current operations goes. However, if other companies start to make improvements and BN does not they will certainly lose customers as they do not own their customers for price leadership but rather differentiation.  Customers are surely not pleased with the fact that engines can be hours off schedule with no good estimates. They must accept this for now because that is simply how engines work, but again, once other companies do things differently it could be another story.
Shareholders 
Shareholders would not be affected. Business operations would remain the same and in turn, so would the company valuations. Shareholders may not be happy with the decision to do nothing so it may see some shareholders sell stock and leave. As with any decision, you cannot make everyone happy: even if you do nothing. A small percentage of the shareholders would likely sell and get out, while the vast majority would stick with things and support the company. 
Industry 
	This is great for the rest of the industry. What business wants their competitor to become innovative on the market? Not one. This allows any other company to be the first movers and change the swing of the industry. This is exactly what the rest of the industry hopes that BN will do. This will benefit the industry as the individual companies will not have to react but will be able to act. 

Pay off Debts || CONSIDER minor improvements
Employees 
Employees of BN would likely be not be phased. Improvements would not affect or improve the life of the employees so they may eventually become tired. We already know that morale is down and this could snowball after employees see a chance for company-wide improvement but see themselves left out. 
Customers 
	BN’s customers would not change during the debt repayment phase, but would be happy for operational improvements. This would have customers seeing smaller cycle times and smaller delivery windows, among other improvements.
Shareholders 
Shareholders would likely be thrilled with this decision. It is always smart to run away from debt and then take on new projects or issues. This could see all shareholders staying course and likely an increase in stock. More people would buy into BN because of their CEO making a statement and sticking with it. Especially because it relates directly to their finances. The CEO said to pay off debts first and this is doing exactly that. Shareholders would be pleased. 
Industry 
	The competing industry would be very minutely affected. When looking at BN’s changes from industry’s standpoint there is little concern. BN is playing it safe and the industry has nothing to worry about. 
Unbundled Rollout
Employees 
Employees of BN would be happy with this idea. In their mind, everybody wins: the company gets efficiency improvements while they get morale boost and promises of safety. 
Customers 
	The customers certainly win in this scenario. They get all the benefits of the new system with no risk: if it fails they choose a new company, if successful, BN now has better service.
Shareholders 
Shareholders could see this either way. I believe a large portion would be mad at the company’s decision to take on any more debt, even less then it was going to be with full-fledged ARES. These angry shareholders would likely sell and leave. The majority of shareholders would likely side with the company’s decision to improve their services. I believe stocks would take an initial hit but be higher than ever after they see their ROI.
Industry 
[bookmark: _GoBack]	Competitors of BN would be put off. This is bad news for anyone on the other side of BN. Their services are getting better and that leaves competitors scared because now they must either cut price, or fork over a large amount of money playing catch up with BN. 
Conclusion 
Selected Option – Pay Off Debts || Consider Minor Improvements
This option is by far the safest for and best for all its stakeholders. By first paying off the debts, BN is staying true to the promises of its CEO which is sure to please shareholders. Also, looking at BN’s balance sheet and income statements they do not currently have the money to take on a project the size of ARES. They are in the whole as is and need to fight to get out of debt. That needs to be their sole priority and responsibility to themselves as well as their shareholders. BN is paying of their debt but it needs to be made a priority. In ’89 they had a net income of $242,991 while paying $270,272 of their debt off that year. They still have outstanding debt of over $2 million. So yes, BN is trying to pay their debt off, but when they are getting serious about paying it off, is that the time to increase it by $350 million? For financials alone this is the best option. However, when you consider the operations improvements they will be able to have once they implement the most vital portions of ARES, the advantages they will have will get into the astronomical range. If BN chose to consider minor improvements to their operations they could see huge savings in the future. This would also allow BN to not necessarily just use bits and pieces of ARES but potentially find new ways to solve their problems and use ARES as insight—thus not missing out on the synergy that goes together with complex systems like ARES. BN would not only be debt-free and providing best service with new technology, they would also be leading the entire industry and setting precedent on how to serve their customers efficiently. 
Goldatt states it best: “The goal is to reduce operational expense and reduce inventory while simultaneously increasing throughput” (Goldratt 87). I believe that this method reduces operational expense and inventory, while being the most cost effective way to also increase throughput. 
Neglected Option – Do Nothing
The do nothing approach is a very bad option. All the stakeholders have already pointed out issues for BN with doing nothing. If they are to do nothing, then they will run into the exact same issues they have been. Meets and passes, inaccurate delivery windows, unsafe working conditions, stressful dispatcher environments, wasted maintenance crew trips, and so many more consequences. Doing nothing would be considered the “safe move” but I see it as a dangerous one. You cannot stay still forever, sometimes you need to be the trend setter and this is that time for BN.
Neglected Option – Unbundled Rollout
Just as BN executives pointed out about ARES project managers often have an incredibly hard time accepting when projects get picked away at and only chosen for their best qualities. Jack Bell said, “…[it] is not the favorite activity of project teams, especially late in the development process” (Cash 24). Another aspect that is hard to see of unbundling ARES is the synergy of the project. Often complex systems such as ARES may not seem like it needs all the bells and whistles to make it run, when it is in fact those small details that make the project run together smoothly. 
