
Last week, I went into the kitchen at the office to get a cup of coffee. A co-worker of mine 
was in there eating breakfast, and it looked pretty good. So, I asked him what it was, and he 
told me ‘a breakfast bowl.’ Fair enough, but just what was in it? Scrambled eggs, grits, and 
bacon, in pretty copious amounts I must add.  

But was it good? Obviously, that is a stupid question because: 1) scrambled eggs are good, 
and; 2) so are grits (when done correctly), and; 3) bacon is awesome, as just about any non-
kosher carnivore or omnivore will tell you. He said as much, and told me it had run him 
$4.00 at the new deli on the bottom floor of our building.  

I laughed at said: “Well, he better sell a lot of $4.00 breakfast bowls if he plans on staying 
in business.”  

The problem is in the math. Let’s assume the deli owner’s cost of goods sold for a $4.00 
breakfast bowl is $1.50. This includes a couple of eggs, a quarter cup of dry grits, 2 slices 
of bacon, a half tablespoon of butter (we are in the South after all), a pinch of salt, a 
Styrofoam cup, several napkins, and a plastic fork. So, they make $2.50 per each unit sold. 
Based on a $1.50 variable cost, brother, you would do that all day long, right? Well, consid-
er the problem.  

Without even worrying about taxes, rent, and a whole host of other overhead items, in order 
to clear even $50,000, the deli owner has to sell 20,000 breakfast bowls. If you assume 250 
working days a year, that works out to be 80 per day. While that might not sound like a lot, 
trust me, it is, roughly 40 per hour for the 2-hour breakfast window.  

How is one person going to be able to handle preparing and selling a unit every 90 sec-
onds?  Trust me, again, that deli ain’t that busy.  

Of course, the deli is also open for lunch, with some higher margin items, but the fact re-
mains: in order to make a reasonable wage, brother, the owner is going to have to move 
some serious meals out the door. In order to do that, they are more than likely have to hire 
some staff. Obviously, this adds to overhead, meaning they have to sell that many more 
units in order keep things going.  

It is a vicious cycle which seems to be repeating itself, over and over, as this is now the 4th 
different deli in that space in the 7 years I have been in the building. Such is the case with 
running a small business, and why so many small businesses have trouble succeeding. It is 
simply a numbers game, and the numbers are pretty huge when you are talking about small 
ticket purchases, particularly when it is hard to differentiate your product.  

To that end, McDonald’s is right up the street, and serves up pretty tasty sausage biscuits. 
Egg McMuffins, and hash browns on its value meal. Okay, those aren’t the same as a fresh-
ly prepared breakfast bowl, but they make for a quick, fast breakfast, which makes it a via-
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ble alternative.  

As I have discussed with anyone who will listen, in business, you compete on price or on product/service. In 
order to compete on price, you have to have economies of scale or be willing to work, basically, for less than 
you would like. If you don’t have those economies or willingness, you had better find a way to create some 
type of perception of value which makes your product/service that much better than everyone else’s. If you 
can’t do that, perhaps Plan B is worth exploring.  

Obviously, it is kind of hard to create that perception by putting eggs, grits, and bacon in a Styrofoam cup, and 
I don’t care who you are. Heck, you could put those three things in just about any type of vessel not made of 
precious metal and have a hard time doing so. For starters, outside of ‘shrimp & grits’, adding grits to any meal 
will drop the perceived value down a notch or more. As for shrimp & grits, the real value there is the quality of 
the shrimp and sauce. After all, I have never heard anyone say: “Man, my shrimp & grits were the bomb. 
Yeah, the shrimp were small, flavorless, and hadn’t been deveined; the sauce was salty and cold, but the 
grits...oh the grits were outstanding.” If so, save $15-20 and order a bowl of them alone next time.   

So, I wasn’t surprised when Apple announced its was buying Beats by Dr. Dre for $3 billion this past week. 
That is a lot of money, and some people just don’t get it. However, I do, and decided to write about it for my 
Advertiser column this Sunday.  

Here is what I submitted:  

The past week Apple announced it was going to be Beats by Dr. Dre for a whopping $3 billion. 
That is crazy money for earphones. Has Apple CEO Tim Cook lost his mind?  

 

Last year, my son said he wanted a pair of Beats, and I didn’t have a clue what he meant. When he 
explained they were expensive earphones, and the ones he wanted were north of $150, I told him he 
was nuts. As I reasoned with him: “Son, you already have earphones and ear buds, why do you want 
more? Better yet, why do you want me to spend good money, crazy money, on something you already 
have?”  

However, he was adamant in his zeal for the things. So, I told him I wouldn’t stop him from buying 
the things with his own money, but I wasn’t shelling out a dime. Ordinarily, this statement stops my 
children’s materialism cold, but, this time, he just said: “Fine.”  

By hook or crook, mostly hook, he pulled it off. He did some odd jobs around the house; sold games 
and equipment back to the GameStop; tricked his sister; saved the greeting card money he got from 
his grandparents, and a host of other things until he scraped together enough money for the Beats in 
question. Not bad for an 11-year old, as he was then. 

Now, I am here to tell you opening Beats earphones for the first time is like opening a present. It is 
almost as if the company is saying to you: “See how lucky you are to have these? Not everyone can 
you know.” As for the earphones themselves, you know, I suppose are better than what you can get 
from the vending machine at the airport, but I am not an audiophile. So, I honestly can’t tell whether 
the technology is worthy of such a hefty price.  

But I do understand branding, and this company has hit the nail on the head. They aren’t selling ear-
phones as much as the perception of value. Let the other guys sell earphones; they are selling Beats.  

That is what Apple bought. Why? Because that is exactly what Apple sells; the perception of value. 
After all, there is no shortage of companies who produce basically the same stuff Apple does, and 
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many of them do a fine job of it. But Apple is an experience; it is a brand, and I would argue one of 
the best, if not the best, brands in the world.   

Quick: what does Apple’s logo look like? Now, what does Nokia’s look like? Or ZTE or Huawei, two 
huge companies you have never heard of? Or how about the biggest handheld device maker in the 
world, Samsung? Oh, you would know it if you saw it, would you? 

As you already know, there are two ways to compete and succeed in business: 1) on price, or; 2) on 
product or service. Does Apple compete on price? Of course not; it competes on product, and what 
company has the most commercially attractive and consumer accessible brand in the audio electronics 
business? That’s right, Beats by Dr. Dre.  

That is what Apple is doing: gobbling up a brand, not earphones. Could they reverse engineer a pair 
and come out with the same product? Sure, but why do that when Beats has already done the hard 
part in creating demand for its products?  

So, has Tim Cook lost his mind? Far from it.  

I mentioned the packaging in the column, and I don’t think Dr. Dre and Jimmy Iovine, let alone Tim Cook, 
would mind if I shared a picture of it. Look at that, and compare it to the other brands you can pull off the rack 

at Wal-Mart and elsewhere. That is branding right there; that is the 
perception of value, and it works.  

Of course, you have to have some substance, as form alone will get 
you nowhere. Beats happen to be very functional headphones, even if 
there might be better, truer alternatives out there….of course at a 
price. Then there is the simple fact Beats is more than just head-
phones.  

Regardless, this is how you play in a competitive, almost commodi-
tized for most consumers, market. Do you care about drive diameter 
and frequency response? Probably not, and a lot of us who grew up 
listening to scratchy 45s and 33s on turntables are blown away by 

even the lower end stuff.  You mean I can jump up and down as much as I want, and the music won’t skip? 
How cool is that? You mean I can hit ‘shuffle,’ and listen all day long, if I want, without having to get off my 
duff and lift the needle? Awesome.  

In the end, it is a dog eat dog, or person eat breakfast bowl as the case may be, economy. How do you com-
pete? And, more importantly, how does the US economy compete globally? Fortunately, there are signs we are 
moving in the right direction here, and this particular transaction is just one of them.  
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