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Buillding a Model Rocket Company

By Tim Van Milligan

| got to thinking; hypothetically, what would it belikeif |
had to start all over? That is, if | didn't own Apogee Compo-
nents and | wanted to be in the rocketry business, how would
| go about doing it.

| got to thinking this, because |'ve seen so many modelers
wonder the same thing. This question is easier for me now,
since I've learned alot of things since | bought Apogee from
Ed LaCroix back in 1995. But I'll act like | was starting with
no knowledge of the hobby.

Probably the first place I'd start is by doing my home-
work. I'd seek the answers to questions like: how big is the
rocketry market? Is it growing, dying, or staying the same?
Who are the major playersin the market? Can any money be
made?

Who do you ask for this type of information? That's a
good question. You can't ask other manufacturers, since they
could be lying, or end up telling you nothing. You have to go
toathird party. In the past, you could go to atrade group, like
RCHTA. But so much of hobby products are now being sold
over theinternet, and those selling the items are not members
of those organizations. So getting theinformation you need is
going to be difficult.

Probably the better placeto start isby asking former manu-
facturers. They would probably give you the better feeling for
the market. But don't expect it to be upbeat.

From there, I'd start asking other questions. Like: what
types of products are selling the best? What makes me "bet-
ter" than those manufacturers that went out of business?

Most folks know that paper tubes are cheap. Maybe that
is the reason that it is so attractive to be a manufacturer. But
where do you find inexpensive nose cones? BMS makes alot
of balsa nose cones, but are they cheap enough to resell in
kits? If they aren't, where do you get plastic nose cones? If
you have to buy tooling, how much isit going to cost?

Maybe, you think, there are other rocketry products you

can create and sell besides kits. Motors? Electronics? Recov-
ery devices? Launch equipment? Books? Software? Building
equipment and adhesives? Scale data? Or how about just plain
old "parts?' How about a little of each to make sure al the
bases are covered?

Then you need to decide how much inventory you need
to purchase to make it work. If you buy in bulk, you can get
good prices. But if you don't sell it quick enough, you have a
lot of money tied up in inventory.

Then it comesthe distribution question. Will you sell your
products through a hobby store, or via the internet?

For most people, selling on the internet seems to be the
first choice. First of all, itisfast. You can open up aweb store
inlessthan aday and be taking orderstonight. Then it doesn't
cost hardly anything to put up aweb site.

Finally, when you sell ontheweb yourself, you don't have
to discount the items to store owners. So your profit margins
aresignificantly higher. Doesthis make adifference? You better
believeit. If you have only afew number of sales, you need as
much margin out of those sales to sustain the business until
the number of salesincreases.

The downsideto thisisthat nearly all the other manufac-
turers are doing the exact same thing. So the internet is start-
ing to get really crowded. How do you stand out to custom-
ers?

To makeit worse, hobby stores are putting up web stores
at an even faster rate. You sell to them, and they in turn sell it
to the same group of customers on the internet that you're try-
ing to reach with your own site.

Besides making theinternet more crowded -- even worse
still -- the retailers are discounting the price of the items to
make sure they get noticed. This, you find out, iskilling your
own sites' sales. So you have to find a way of beating your
own retailers if you want your own site to continue to make
those higher profit-margin sales.

However, you can't lower your prices, or you'll lose the
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retailersthat are selling your items. So what are you going to
do?

Speaking from experience, most folks starting rocketry
companies are working on ashoe-string. They don't have alot
of finances. Because of this, they immediately rule out one
option...

That option is purchasing an existing rocket company.
Thisis abit more expense initially, but it has alot of advan-
tages that make it cheaper in the long run.

First, existing companies already have inventory, suppli-
ers, and sometypeof distribution channel already set up. You'll
find that you'll save a lot of time, money, and most impor-
tantly: energy. You're going to need all the energy you haveto
run a business; so not having to spend that energy setting up
shop isareal blessing.

By saving time up front, you can get right down to busi-
ness creating the new products that you want to sell. After all,
isn't that why you want to bein business anyway? You want to
sell the items that excite you the most.

The second hig advantageisthat existing companies have
a"brand." A brand isthe "name recognition" of the company.
It comes from continuous advertising; and it doesn't come
cheap.
If youlook at al the recent dot-com failures, the onething
they all did initially wasto spend millions of dollarsto create
their brand. Super Bowl ads, TV commercials, radio commer-
cias, and banner advertisements was where most of their
money was spent. Did it work? Apparently it didn't work fast
enough. A lot of companies went belly-up within a couple of
years. But without the "brand" there is nothing that separates
them from other similar companies.

The companies that have been around the longest have
the most brand value. In rocketry, that means that Estes has
the best brand name. Aerotech isadistant second. Quest, which
has spent aton of money to create a brand name, is an even
further distant third place.

Evenif they've been around along time, some brands are
worth more than others. If the company has a reputation of
high customer dissatisfaction, then that brand istarnished. You
can probably think of afew companiesthat you wouldn't buy
from.

Besidesthe high initial price, the other downside of buy-

ing an existing company isthat you could end up with alot of
useless inventory. For example: odd size tubes, scrap plastic
parts, or itemsthat just don't seem "exciting enough to sell." It
is usualy a package deal. You get the good items with the
stuff that is adrag on the company.

Another disadvantage may be that you could end up be-
ing in a pigeon-hole with the brand. That is, your brand may
be associated with only one type of product. If the company
was previously known only for competition kits, you'll havea
hard time trying to sell high power sport models. Therefore,
when looking for a company to buy, you need to make sure
that the products you intend to sell are consistent with the
"perception” customers have for that particular company.

Despite the downside, | would recommend trying to pur-
chase an existing company. It is what | did with Apogee. At
the time, even though the company was small, it had a nice
reputation among modelers. So the brand was of good value.
The customers were (and still are), a pretty loya bunch.

This isn't the same with all companies. | was talking to
one of the owners of ehobbies.com last year. He told me that
they have only 10% repeat purchasers. That means 90 percent
of their customers only buy from them asingle time. I'm still
trying to figure out why that is; because they do have astrong
brand name.

So in conclusion, if | was going to start all over, 1'd ook
for a company to buy out. First, I'd categorize each potential
company by product category. I'd buy only from the ones that
areinthe category that excitesmethe most. Soif your interest
isin education companies, | wouldn't look at companies that
specializein "amateur motors." You'll get bored selling prod-
uctsthat don't excite you. And that iswhere abusinessfailure
isborn.

Then, 1'd try to prioritize the companies by the value of
their brand. The ones with the best brand would be the ones
that I'd contact first. You might ask them how much they would
bewilling to sell for. Then keep going down the list until you
can find one you can afford.

You might want to beware of a buying a company that
has already gone out of business or that is circling the drain.
If, when they went out of business; they shafted a lot of cus-
tomers, that brand is significantly tarnished. That'sworse than
starting out from scratch. You can't afford to have old custom-
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ers bad-mouthing the new company from the get-go.

As alast resort, if you can't come up with the money to
buy a company, then you might consider starting one from
scratch. Thisis probably the most expensive way to go in the
long run, and has the highest failure rating. But it has the ad-
vantage of being cheapest at the very beginning.

For more information about the history of Apogee Com-
ponents, seethe article in Newsletter 89.

right amount of money is thrown down on the table.
About the Author:

Tim Van Milligan is the owner of Apogee Components
(http://www.apogeerockets.com) and the curator of the rock-
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cation. Heis also the author of the books: "Model Rocket De-
signand Construction," "69 Smple Science Fair Projectswith
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zine newsletter about model rockets. You can subscribe to the
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to: ezine@apogeerockets.comwith "SUBSCRIBE" asthe sub-
ject line of the message.

A note for those of you that may be curious. | am not
trying to sell Apogee Components. But -- just like Estes In-
dustries and Aerotech -- every company can be bought if the
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Quest Tomahawk Cruise Missile Scale: 1/3
Rocket length: 19.400 In., diameter: 1.573 In., span diameter: 6.073 In.

RockSim: Software That Lets You
Design Amazing Rockets!

RockSim is the leading software for designing rockets, and finding out
how high they'll fly. With it, you can:

* Design Any Size Rocket.

Rocket mass 62.491 g, Selected stage mass 62.491g
Shown wjo Engines. /

& T

\\‘ ‘
= Yes! s
D “. is Easy ?,‘:‘r,icmmi" ?Eﬂlyy:r':n is stable.
File,
i

* Mix Motor Sizes In Cluster

0 @& * Use Any Size Motor. Configurations.

se . . * .

T&ANQ‘:EA' SelnaEETsl * Create Assymetric Fin Display ‘2D Layouts And
e e e Arrangements. Rotating-3D Images.
e s | o (e e s e 2|l | * Print Fin & Ring Templates. * View Annimations Of The

L3 - I 1 14, E . B 5
& s T [mx o e . = w * Find The Best Size Launch And Recovery.
2 & (o5 ) 564,20 140,10 1292 23.65 556,31 4.30 .
3 & [cses ] 589.75 140,62 12,92 6.07 12.10 584.67 4.44 Porochute Or Sh’eomer‘ * Pred|cf Cd Gnd CP‘
O T S T S =T S AN : i
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- } Staging Events. * Graph Out The Results.

* Export Results To Any
Spreadsheet Program.

* Huge Parts Database.

* Use It To Teach Others

* Simulate Dual-Deployment.
* Determine Close-Proximity-
Recovery Launch Angle.
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ket Visions Come Alive!

. akes Your Roc  m — About Rocketry.
RockSim M — = .4 * Hold a Virtual Contest
>, : ' . " -4 Against Your Friends.

FREE Apogee Compqnenis, .Inc.
Version. < 1130 Elkton Drive, Suite A
De;“\’nn‘oa d Just $95! Colorado Springs, Colorado 80907-8501 USA
O .
It costs a little more, but
it today- it can save you Hundreds. Tel: (719) 535-9335  Fax: (719) 534-9050

Web Site: www.ApogeeRockets.com/RockSim.asp
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