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In The Beginning 

The commercialization of AeroBloks was unique by its own rights yet in some 
respects similar to the typical idea-to-market progression.  Having witnessed 
how other entrepreneurs took their own paths, I noticed something 
fascinating yet alarming… most people go about launching a product based 
on their circumstances and not by a well-organized execution plan.  As a result 
all of us entrepreneur newbies marched forward with our best intuitions in the 
dark and left much to external conditions and chances.  This definitely is not 
the preferred way to wager your new lifestyle. 

Post mortem analysis shows that even though I was able to achieve successful 
commercialization domestically and internationally, the path I took was not 
optimum.  By itself optimization is a nice idea, unfortunately in this case had I 
possessed the commercialization blueprint I now have, I most likely could 
have changed the company’s history in drastic ways, for the better. 

Instead, what I did was to envision the end state of worldwide distribution 
and took the painstaking steps to work it backwards towards the product 
concept.  Ordinarily this method would be sufficient if not superior to simply 
reacting to market conditions.  Unfortunately as I learned from trials and 
errors, there is much more to it than that.   
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The strategy I decided on was bootstrapping.  Taking small steps to test the 
proverbial water and see if something good happens seemed quite sensible at 
the time.  After all, like many other aspiring entrepreneurs our team did not 
have a lot of resources to take chances with.   

There were at least a couple of problems with this approach for my product.   

First, I was largely influenced by the notion that inventors could stand alone 
and achieve a great deal from reading an earlier book on invention 
commercialization.  This notion was heavily reinforced with my newfound 
ability to do things faster and reach further with the internet technology.  The 
time was 2004 and the technology world was at the onset formation of a tidal 
wave.  It was true that technology enabled our small team to appear and act 
big, but it was a double-edged sword.  The same technology also enabled our 
competitors and market to move just as swiftly. 

The bigger problem turned out to be strategic.  Hindsight tells me that global 
forces beyond our control were beginning to align into a devastating and 
perfect storm that culminated at the height of the oil crisis in the spring of 
2008.  Obviously none of us could foresee that four years earlier.  But there 
was something that in theory we could have addressed but didn’t.  It was an 
in-depth understanding of the toy industry’s product lifecycle.  Had we taken 
the necessary time and studied it in detail, we might have decided that 
bootstrapping was the wrong strategy.   

Apparently the US toy industry is quite fickle.  Thanks in part to technology 
and the speed of information transfer, the product lifecycle of a new entrant 
was becoming shorter and shorter.  Classic toys were becoming the dinosaurs 
of yesterday whereas videogames were the new kids in town.  Not only was 
AeroBloks a classic building set that lacked the visual effects and enticing 
sounds of the new “toys”, it was also a capital-intensive undertaking that 
required significant investment upfront to manufacture, inventory, and 
promote.  No doubt it has staying power as a physically and mentally 
stimulating building system, yet against the onslaught of the popularity of 
handheld videogames priced in the same range it stood very little chance, 
especially without a deep war chest. 

If we had this understanding then, it was possible that the entire project may 
have been scratched.  Otherwise, a more logical strategy would have been to 
go in full force with a large investment upfront and establish a strong 
presence in the market in the shortest amount of time possible.  This might 
have given it a solid foothold within the dominant distribution channels and 
allowed it to stay afloat even amidst the worst recession since the 1930s.  In 
retrospect, this “right” strategy would have allowed us to be prepared to 
receive the distribution channels that showed overwhelming enthusiasm at the 
product’s debut in 2004.  Instead, the huge splash we generated and all the 
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highly coveted business cards of VPs and Directors of tier-1 distributors went 
to waste. 

Indeed history could have been changed and made if we had the knowledge 
and insights that I do today.   

With this as a backdrop, let’s examine the AeroBloks commercialization path 
against the blueprint’s recommended steps as a means to bringing a touch of 
reality. 

Meeting the “Need” Statement 

The idea of creating a system of interconnecting building blocks in life size 
was born out of “necessity”.  Having witnessed how lots of kids used bed 
sheets and furniture to build pretend play forts and hideouts, I realized that it 
was a product idea with mass appeal. 

On deciding whether or not it was worthy to spend time pursuing, I 
inadvertently took the first step of the blueprint, under Phase 1 (Foundational 
Discovery and Evaluation) step 1 (concept development). 

 

The Early Period (1st to 5th Month)/ (Dec ’03 - Apr ’04) 

The first major milestone occurred around December 2003 when I conceived 
the idea.  My kids were busily building forts and hideouts using available seat 
cushions, blankets, cardboard boxes and anything in between.  I in turn was 
busily trying to clean up after them.   

After too much cleaning up, I went around looking for products that could 
build large play structures without taking up permanent space and found 
nothing ideal.  There were products that promised the same functionality but 
were made of unstable or potentially dangerous material that kids could use to 
hurt each other.  Some used cardboards, plastic tubes with sharp ends, or 
wooden structures that cost in the thousands of dollars. 

Having determined that my inflatable idea was unique, I set out to do a patent 
search to make sure that it was not already patented but just not 
commercialized.  Of the thousands of patents I perused, one stood out closest 
to my design.  It used interlocking shapes which were meant to easily separate 
when kids jump on them.  Not only was the design quite different, the 
intended function was also not the same.  My intention was to design a play 
system that kids could easily and quickly connect together with latches.  Once 
connected, the structures would withstand the normal pounding and rough 
playing forces while staying intact and in formation.  This would be my 
product’s greatest strength and value proposition. 
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The next two months were spent busily making prototypes.  In order to be 
temporary in nature, the building blocks would need to be foldable or 
deflatable. I chose the latter option because it would also mean portability and 
excellent for storage.  The biggest challenge was creating the exact shape that 
felt cushy and could be easily handled by children.  In choosing the design and 
hence the material for the prototypes, I experimented with everything 
imaginable.   

Perhaps due to my ergonomics education background, I was extremely choosy 
about how the material would be handled by children, and that the 
dimensions had to adhere to their anthropometric data.  The latch design 
changed many times and the material choices ranged 
from fabric, vinyl, zipper, buttons, strings, friction, 
magnets, elastic bands, to finally a combination of 
Velcro® on vinyl.  This last step worked because of 
cost considerations, safety considerations, and finally 
the fact that both Velcro® and vinyl could be heat-
sealed to produce a strong, non-leaking bond. 

By the end of January 2004 the homemade prototypes, 
although no more handsome than Frankenstein, passed the functionality and 
safety tests.  By now I have already created scaled versions of the building 
blocks with cardboard and proceeded to assemble over 100 structures.  It 
appeared that this building block design could indeed be parlayed into 
building systems and retail packages.   

So far so good, but is it ready for the critical step of making the decision to 
launch it as a business?  I thought so if I could get a professional opinion that 
validated my patent search and told me that my product idea was indeed 

patentable.  That was the sole basis of my 
decision to launch, even as I have quite 
informally shopped the idea around 
friends and families.  This was, and still is, 
a typical mistake made with naïveté 
shared by many first time product 
inventors. 

On February 2, 2004, that green light was 
received.  I found a patent attorney who 
confirmed that he had not seen the 
product idea and was quite confident that 
he could get it patented. 

For the next few weeks I devoted my entire days and many late night hours in 
financial modeling.  To start I had to understand what the typical profit 
margin was for a construction play set.  Since no other similar products 

Cardboard Models 

Home Made Prototype 
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existed for me to benchmark my cost and revenue figures, I took to the next 
step of working backwards.  What if I used projected sales revenue and retail 
prices to manipulate the required margin and back out the product costs?  
And if the math did not work out then there was no point in pursuing any 
further.  Market data on the size of the toy market was readily available; surely 
I can garner at least a 1% market share with this unique play set that meets the 
kids’ need to build playhouses.   

This was a creative way of setting a not-to-exceed cost ceiling in the absence 
of hard data.  It was useful in gauging whether the business concept was in 
fact sustainable after I obtained the real direct cost figures by shopping 
around overseas factories.  I had been looking for a job in the recently burst 
tech bubble environment for months without avail.  I had to do something to 
make sure I could earn income. 

The next step would be to search for someone to make a realistic and 
functional prototype.  To my thorough shock and disbelief, there was no one 
left in the United States to manufacture inflatable products.  The so called 
“mini” items like inflatable chairs and toys were all manufactured in China 
because their cost advantage was simply too great to compete against.  When I 
was referred to a Chinese manufacturer whose operating headquarters was 
based in the U.S., I decided to make just a handful of prototypes to test out 
the interconnect-ability of this play system.  About two months later, by 
March 29, 2004, we received our very first prototypes.   

It was love at first sight.  The incredibly shinning and reflective surfaces of the 
building blocks, coupled with the cushiness of the air, and the ability to build 
life-size structures that kids (and adults) could play with was a perfect 
combination.  The transparency ensured some privacy while adults could 
monitor the activities inside.  Inflating and deflating took about a minute per 
block, which seemed acceptable since such structures can transform into 
another within minutes and tend to stay up for weeks.  I thought the time was 
right to begin recruiting others. 

Life Size 

Scaled Model 

1:25 
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The tech bubble did not claim me as a sole victim.  I knew friends and family 
members who were also out of a job and looking.  During this time the allure 
of working for yourself after getting laid off for no reason was a strong draw 
for others.  The prototypes needed refinement since the latches would rip off 
too easily but the overall play value and the potential to sell this into every 
household with young children seemed obvious.  By April 28, 2004 we had a 
team of five.  Most of us agreed to take stock ownership and try it out for a 
few months. 

Period Analysis 

This entire period from inception to the decision was 5 months.  It 
roughly corresponds to the first phase of the blueprint.  The activities 
were greatly accelerated by typical standards.  In fact, if not for the time 
pressure that we felt, the activities should have taken at least 12 months to 
ensure proper evaluation and strategic planning. 

One thing for sure, the lack of feedback and validation from a much wider 
audience turned out to be a very serious setback.  Such information would 
have alerted us to the expected retail prices and where consumers would 
expect to buy the product.  We had in fact planned for such an event by 
reserving a play center and invited over 50 moms and kids to an 
AeroBloks party.  When a family emergency struck two days prior, we had 
to cancel the event and were running out of time to reinitiate. 

Projecting sales revenue and retail prices to calculate the required margin 
and backing out the product costs was creative but dangerous. This line of 
reasoning was done out of ignorance on industry knowledge, and 
simultaneously my own time pressure.  A more accurate way would have 
been to lock down acceptable retail price ranges then derive cost, margin, 
and revenue. 

Having a team working together before all the planning was done also 
proved to be counterproductive.  The more people involved in 
discussions the more distracted the directions became.  It would have 
been more productive if the roles and responsibilities were clearly defined 
prior to having newcomers. 

Nevertheless, it was a highly energized 5-month period.  I was able to 
accomplish a great deal by staying focused and driven.  I managed to 
develop the concept, do comparative research, make rough prototypes, 
get some feedback, refine the product, conduct financial modeling, and 
research market size.  The only thing missing from the blueprint was 
distribution planning.  Of course I did not have the benefit of the 
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Concept to Commercialization (C2C) system that I developed later, so I 
was in a sense “handicapped” and made several mistakes. 

 

Commercialization Preparations (6th to 11th Month)/ 
(May ’04 – Oct ’04) 

From the time the team was formed we did accomplish several things.  By 
May of 2004 our product and company names were finalized.  We registered 
domains for each, and had incorporated the company.  During this time we 
also submitted the AeroBloks trademark, although as time will tell that 
insufficient research on the product name would yield trademark disputes 
later down the road and caused all sorts of havoc. 

The expenses began to add up and instead of funding it privately we also 
sought investment from families.  The next set of activities was to set up a 
bank account and acquire an accountant and the financial reporting system 
QuickBooks®.  By the end of June we had also signed a formal 
manufacturer’s agreement with a factory in China.  This was after dedicating 
one team member to do quite exhaustive search on the best price, minimum 
order quantity, and the quality of workmanship of many other factories in 
China, Hong Kong, and Taiwan.  We even considered manufacturing in India 
but realized that the manufacturing powerhouse was situated in China so their 
cost was most competitive. 

By July 15th we had designed and tested our first version of the promotional 
website.  This site had product descriptions, testimonials, and mostly images 
but no eCommerce modules.  At this point our intention was to announce to 
the world that we have a product in patent pending mode and it was already in 
production.  This step was taken partially because we feared idea theft from 
the various factories we contacted.  It was a well known fact that many 
factories produced knocked-off versions of US-designed products in China.  
At the same time we also decided to submit the full patent application to the 
USPTO.  This was more of a psychological milestone and a protective 
measure as it indicated that the intent was no longer provisional or just testing 
the water. 

At about the same time we received the much anticipated small shipment of 
full color, commercial ready samples.  The samples were used for photo 
shooting sessions for the website and other promotional literature.  Up to this 
point there had been six iterations of incorrectly manufactured latches and a 
few redesigns to work out the kinks.  All in all the product was fairly stable, 
safe, and functional. 
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Within a week’s time our first resignation occurred.  The reason was purely 
financial; no one could continue on a “volunteer” basis without salary for long.  
This was a precursor for things to come. 

By August 5th we had our first legal issue.  It was a notification from the IRS 
that our incorporation was incorrectly submitted.  All the while we thought 
we were operating as a subchapter S corporation without realizing that our 
part time attorney friend made a careless mistake.  What we did not know at 
the time was that this was ominous to the future problems we would have 
with this attorney. 

Given the business activities and the number of people involved, the decision 
to obtain general and legal liability for the company surfaced.  This particular 
task turned out to be quite challenging.  Our insurance agent had a hard time 
finding insurance companies that would issue a policy for our product.  It was 
not until much later that he found a second tier carrier category known as 
“Excess and Surplus” to issue the policy at around $8000 per year.  
Apparently this was a common problem for startups whose revenue is not 
large enough to be of interest to the standard lines market.  This also triggered 
the need to apply for a local business license which was easily done at the 
town hall. 

By mid September we suffered our second loss of team membership who was 
instrumental in helping us define many of the advertising and customer 
interface issues.  Undaunted, we continued to define and create order 
processing procedures, customer interface steps, RMA, credit card processing 
capabilities and other frontend and backend processes.  By October 18, 2004 
the infrastructure was completely set up and tested.  We were ready for orders. 

The first order happened ten days later through a private sale.   

Within days I sent out the first PR kit complete with samples to a magazine 
geared for kids.  I anticipated an enthusiastic response since our product 
seemed perfectly fitted for the magazine’s readership.  I never received any 
response from the magazine editor, and later learned that unsolicited 
submissions were typically thrown out or simply given to their friends as gifts. 

Period Analysis 

All the activities during this period roughly correspond to the second and 
third phases of the blueprint.  However, a closer look would point out 
that a lot of the key steps were missing from these two phases even if we 
seemed to be making good progress.  

For example, we did not bother with a comprehensive distribution 
strategy as part of the planning process.  Since we were really just “testing 
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the water” we were not concerned with finding distribution channels.  In 
time this omission proved to be a huge problem that surfaced within 
months.   

Similarly our marketing strategy was strictly focused on the immediate 
goal of proving the concept in a real market place.  For this reason no 
thoughts were given to packaging designs because direct online selling was 
our only distribution model.  Essential business operations infrastructure 
such as order processing and customer interface were properly designed 
and executed because these were the primary means of revenue.  We also 
lacked a clear business ownership strategy because team members were 
leaving voluntarily.  Every part of the venture was in a flux. 

Looking back it became clear that the problem was largely due to 
perceived time pressure caused by a lack of financial backing.  Our entire 
focus was on proving the market yet we never asked the question of 
“what if the market test proved wildly successful?”  This is a symptomatic 
result of not taking the time to thoroughly plan out different scenarios.  It 
is a far common mistake that newbies make than most people realize. 

 

The Point of No Return (12th to 18th month)/ (Nov ’04 – 
May ’05) 

While researching for promotional opportunities we discovered that there was 
an upcoming educational tradeshow in November 2004.  It was the largest of 
its kind with attendance of over 25,000 people worldwide.  This was a once-a-
year and instrumental opportunity to prove the concept in a real market place.  
Reservation for the show began nine months before the show.  By the time 
we discovered it by accident we were severely under the gun to rush 
everything.  It was either try to make the show in less than a month or risk the 
loss of an entire year to launch the product into the educational market.  
Given the pressure to prove the concept quickly or forfeit and go back to job 
hunting full time, the choice was pretty much determined.   

All that rush paid off, however.  The fateful day finally came on November 10, 
2004 when we set up a 10x20 booth using nothing but AeroBloks.  The entire 
tradeshow setup was contained in 4 suitcases that we carried from the hotel to 
the show floor.  Because of our lateness, we had the furthest corner in the 
back from the entrance.  Furthermore, we were forced to pay $200 to have 
the suitcases carried 20 feet from the loading dock to the booth space due to 
union regulation.  All these minor setbacks did not deter us or the crowd that 
surrounded our booth. 
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Before we realized it, four days of show rendered almost non-stop traffic and 
generated over $5000 of sales.  Unsure about whether this was normal for a 
consumer tradeshow, I asked a fellow exhibitor.  Her astounded look 
answered my question. 
 

 

AeroBloks Debut Tradeshow Booth Setup 

 

A look from a show attendee also answered my other question.  We were 
discussing the merits of physical activity verses TV watching when she looked 
straight into my eyes and said “you should know, you do this for a living.”  That was 
a bit of a rude awakening; I actually wasn’t fully committed to doing this for a 
living as of that moment, but soon had to make that critical decision of go or 
no go.  Based on the high level of interest, the quantity sold, and the 4 inch 
stack of business cards from people worldwide wanting to resell AeroBloks, I 
thought the decision was obvious; I was going to become an entrepreneur for 
real. 

Following our wildly successful show we began aggressively pursing marketing 
and sales activities.  We sent out PR releases to a couple of hundred targeted 
recipients through an online PR service. 

We built a life-size castle at Boston’s South Station where over thirty thousand 
commuters passed through to help attract attention to a toy drive for the 
homeless children. 
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Fund Raising At the Boston South Station 

 

We received newspaper coverage from local and major newspapers around 
Boston.  All these activities were done in December 2004.   

Amidst this flurry of activities there was a dark cloud hanging.  The responses 
from the tradeshow and PR releases indicated that wholesaler needed to have 
50% profit margin.  They would double the price we sold them.  Suddenly the 
math did not make sense anymore. 

Obviously to double the retail prices we were selling ($88-$299) would be 
suicidal.  Yet to maintain the retail prices would mean our costs needed to be 
almost halved.  How was this going to happen? 

This was a nagging problem, and the longer it took to solve, the more 
potential distributors cooled and became disinterested.  From January 2005 to 
May 2005 we continued our aggressive promotional push while trying to 
overcome this issue. 

We exhibited at the Boston Children’ Expo, Connecticut Kids Expo, 
American Occupational Therapy Association show, the National Head Start 
show, and other local shows to raise awareness.  At the same time AeroBloks 
began to receive industry awards.  While this was going on, I realized that the 
only way to drive down cost was to begin to simplify the product design even 
as the material cost began to creep up. 
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Period Analysis 

The undue time pressure and having to rush the tradeshow preparation in 
1 instead of 9 months was a direct result of not understanding the industry 
dynamics. 

The lack of anticipation on the wholesale margin requirement proved to 
be almost deadly.  This could have been averted if we had taken more 
time to study the industry infrastructure and its ecosystem.  Again the 
blueprint would have been a Godsend if I had followed its steps and gone 
through the evaluation questions. 

During this period most of the activities were marketing and sales.  As 
most new entrepreneurs eventually figure out, marketing and sales are 
indeed their company’s bloodline.   

This set of business management activities corresponds to the ongoing 
product lifecycle management phase of the blueprint.  The product was 
indeed commercialized.  Now the real business of business began. 

Right about the same time the last of our team members also quit for 
financial reasons.  From this point onwards it was a solo flight. 

 

Accelerated Growth (19th to 37th month)/ (Jun ‘05 to 
Dec ‘06) 

The next phase proved to be a rapid-fire growth spurt. 

In June I successfully placed AeroBloks into the nation’s number one largest 
catalog for occupational therapy (OT) products.  AeroBloks was discovered 
by occupational therapists who found that the cushiness of the product was 
perfect for children with sensory stimulus issues.  By sitting on AeroBloks and 
playing with the set, a child with OT challenges could calm his overly 
stimulated senses while strengthening his tactile senses. 

By now the product redesign had moved into a new era and I introduced the 
PRO line which had a lower cost and was able to be wholesale distributed.  
With this development I also introduced four retail packages for shelve 
display.  Two of each would contain the original Classic line and the new PRO 
line. 

In July 2005 I succeeded in placing AeroBloks into the nation’s number one 
and largest educational catalog.  During the same month I stepped up 
promotional activities by issuing PR releases and sending out samples.  
AeroBloks earned the Parents Choice Award and the National Association for 
Gifted Children’s Recommended Award simultaneously. 
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In the following month I finalized the long term warehousing arrangement by 
having shipments arrive in the port of Los Angeles and warehoused locally.  
The vendor also processed order fulfillment as part of the arrangement. 

Between August and October I advertised aggressively via industry 
publications and portals to attract attention from retailers other than catalogs.  
In November I tested eBay as an alternative channel to sell off non-packaged 
classic blocks. 

In December I exhibited at the National Association for the Education of 
Young Children show.  Three months later I exhibited at the National School 
Supply and Equipment Association show.  These shows were expensive but 
paid off at the end.  Apparently as a fledging startup we caught the attention 
but not the appetite of larger distributors.  As a result of these on-the-road 
shows I was able to place AeroBloks in the nation’s second largest educational 
catalog, third largest OT catalog, and a specialty toy catalog by April 2006. 

In May 2006 the trademark of AeroBloks became a dispute.  This was due to 
negligence while we researched the product’s potential names.  Luckily even 
as I prepared to re-launch promotional efforts and rename the product, the 
other company became silent and eventually went out of business. 

In June I placed AeroBloks with a Canadian educational distributor who 
placed the product in several of their product catalogs. 

In August AeroBloks made it into two other children’s specialty toy catalogs. 

At this time, however, the adjusted direct cost of production had skyrocketed 
to almost 160% increase from our original cost.  This was due primary to the 
rising price of oil, the associated labor costs, and the currency exchange rate 
between the Chinese Yuan and the US Dollar.  It became imperative that I 
revisit the product’s design in order to maintain my retail prices.  The product 
was selling but not as well because of the price point.   

Contrary to our own assumptions, we learned gradually that most other 
parents did not consider buying toys for their children a high priority.  Most 
toys were sold at below $9.99, with discretionary spending set at $19.99 and 
below.  AeroBloks was considered a premium toy and bought only for special 
occasions.  Furthermore, there was a direct threat emerging from the shadow 
which most toy manufacturers did not realize.  It was the dawning and 
explosive growth of the handheld videogame segment which priced also 
around the $100 and up point. 

To increase the appeal of the product, I introduced the AeroBloks Activities 
and Building Plans Guide book and CD.  This value-add included fully 
colored step-by-step instructions on how to build structures and what 
activities children might want to play in them. 
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In September 2006 we received the US patent for AeroBloks.  Subsequently 
all promotional items carried this seal of approval.  At the same time I 
finalized a new line called Bubble.  These blocks greatly simplified the design 
and hence the manufacturing steps.  It was the answer to insanely rising costs. 

Period Analysis 

This period saw explosive growths and costs.  It was definitely not a time 
for the meek.  I can think of no better quote than from Charles Dickens 
“It was the best of times; it was the worst of times”1. 

Once again marketing and sales activities dominated the period as it was 
crucial to keep the product alive in the minds of resellers while finding 
ways to improve its features, value, and cost structure.  While other less 
expensive toys could afford to increase in prices, we could not. AeroBloks 
was already a premium item fighting a gruesome war with the all enticing 
videogames for the same pot of money. 

New Frontiers (38th to 43rd month)/ (Jan ’07 – Jun ‘07) 

January 4, 2007 was the date I had decided along with input from a school 
market data consultant to send out 20,000 direct mail brochures to targeted 
childcare centers.  This list cost us over $14,000 to procure and execute, 
which was by far the most expensive promotional undertaking.  Yet due to 
what I can only describe as an expensive lesson, I entrusted the project to the 
consultant and his wife based on both time pressure and assumed professional 
competence.  As it turned out the brochure was a failure and sales results 
painfully negligible.  In hindsight these are excellent lessons to carry forward. 

                                                      

1 Charles Dickens, A Tale of Two Cities. 

Front Cover   Sample Section   Back Cover 
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The next major expenditure was direct response television.  Essentially we 
hired an outfit specializing in producing 60 second TV spots to be aired 
between cable shows.  I realized that the most crucial aspect was picking the 
right time spot.  For AeroBloks we chose to air the commercial alongside the 
Oxygen Channel and the Family Channel reasoning that mothers were the 
buyers of this product.  For $8000 the commercial would be aired 40 times 
split between the channels.  This was yet another shocker. The resulting sales 
were none.  How could this have happened?  My best guess is that despite my 
warning that the commercial needed to be aired before Christmas, I was 
convinced by the salesman that January was in fact the best month since that’s 
when kids have Christmas money to spend.  Although incredulous, I decided 
against my own intuition and trusted that the advice was based on experience.  
So much for trusting a “professional” again! 

With these disastrous events back to back, I needed to refocus on what had 
worked before.  Luckily the commercial produced was highly professional and 
usable for other promotional efforts.  For the cost of the production alone, it 
was not a total loss.   

In March 2007 I exhibited at an educational show, this time armed with years 
of experience on how best to show.  In turn I was able to set up an exclusive 
distribution agreement with immediate sales from an UK distributor.  This 
decision was difficult as there were three other UK distributors just as 
interested in an exclusive distributorship.   

Although AeroBloks was placed in multiple high profile catalogs and with 
international distributors, its presence in the mom and pop retail stores was 
quite limited.  For this reason I approached a local construction toy store who 
agreed to display AeroBloks and carried it on a consignment basis in April 
2007. 

In order to boost AeroBloks’ presence in specialty toy brick and mortar stores, 
I exhibited at the American Specialty Toy Representative Association (ASTRA) 
show in June.  At this time the only affordable product to produce was the 
highly redesigned Bubble block due to the incredibly explosive rise of direct 
production cost.  By now the adjusted cost was near 300% above the original 
direct cost. 

Period Analysis 

The timeframe from January to June of 2007 was an extremely trying one.  
Even though I was successful in acquiring an international distributor for 
the UK/European territory and one for the Canadian territory with orders 
placed immediately, the US market was starting to show signs of fatigue.  
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In hindsight, the fatigue was due to the oncoming slaughter of the worst 
economic recession since the 1930s. 

The two failed promotional attempts at direct mail and direct response TV 
was a precursor to the slow sales that followed.  If not for the 
international market sales, the business could probably not have survived. 

It was a time to either revamp entirely or call it quits. 

 

The Mass Market Gamble (44th to 49th month)/ (Jul ‘07 – 
Dec ‘07) 

At the beginning of July 2007 I received a call from a manufacturer’s rep.  
This isn’t the first time by far so I wasn’t too excited about it.  However when 
the caller identified himself as someone intimately familiar with Target Corp., 
then the second largest toy retailer in the US, my ears perked up. 

For the next six months it was intensive work to try to get this mass market 
opportunity.  The value of the business was at least $3.5M first year, taking an 
ultra conservative estimation and heavily discounting any merchandise returns 
and clearance from the revenue picture.  It was a prize worth fighting for. 

The only issue was that the retail price point had to be halved to no more than 
$49.99.  How was this possible when the direct cost was now about 300% 
more than the original cost and the retail price had been held steady at $99.99?  
It seemed like a déjà vu because I was asked to halve the retail price once 
again!  The answer was back to the drawing board. 

During this time, I was also traveling to Canada to work with a Canadian 
specialty toy distributor peddling the Bubble line. 

In September 2007 AeroBloks was showcased in Greece as part of a multi-
national display of construction toys.  As a result of this show I received many 
inquiries from around the world.  I had major interests from Greece, Portugal, 
Spain, Germany, Australia, New Zealand, and Singapore.  At the same time it 
earned two prestigious industry awards from Dr. Toy, a highly recognized 
industry expert and review site. 

By the end of September I had also set up a drop-ship program to enable 
online resellers to sell without carrying inventory. 

On November 1st 2007 I flew to Target’s headquarters in Minneapolis for the 
first of three buyer presentations.  The revised prototype used raincoat-like 
vinyl because the factories refused to order new colorful vinyl even though 
the potential sales revenue was huge.  The new design was completely 
revolutionary in how the connectors worked.  The manufacturing steps were 
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reduced from 12 down to 6 steps.  I introduced new building elements 
(shapes) and combined some to form larger building blocks.  By reducing my 
margin requirement in alignment with mass market ranges, I was miraculously 
able to produce the new design called AirBuilder at the required retail price 
level despite the continuously increasing production costs. 

By referral I was also able to present to Toys “R” Us, the 3rd largest toy 
retailer at the time, only two weeks later at their headquarters in New Jersey.  
Toys “R” Us similarly required three separate presentations, although the first 
one was essentially a filtering process by the manufacturer rep company. 

In December I was invited back to Target for a second presentation, this time 
with a completely new set of color prototypes, although still not quite final.  
After working with the rep and the buyer, I proceeded to include all requested 
changes into the product and packaging.  Likewise I was also invited back to 
Toys “R” Us with the improved new design samples.  Both opportunities 
looked highly promising. 

Period Analysis 

Unbeknownst to most people at the time, December 2007 was the 
unofficial beginning of the Great Recession of 2007, one that in time will 
prove to be economically disastrous for small businesses. 

By midyear the market was already weakened.  There was no official data 
or analysis on the overall economy as most people were still bullish about 
oil prices, gold, and the economy in general.  However I saw clear signs at 
the tradeshows where buyers were being extra cautious.  In the ASTRA 
show only the booths that sold $20 and below toys had reasonable foot 
traffic.  Something was way off in the air. 

The Target and Toys “R” Us opportunities were a huge gamble.  
Combined with other potential revenue sources the total business was 
projected at about $6M per year.  To not go forward would mean to give 
up all the hard work done to date.  To go forward means drastic changes 
in the product design and a lot more expenses associated with developing 
the new mass market line.   

 

The Atomic Bombs (50th to 53rd month)/ (Jan ‘08 – 
Apr ’08) 

The final presentation at Target went as scheduled.  On January 28, 2008 the 
commercial version of the product and its finished packaging, complete with 
accessories were all set up for inspection.  By now I was reassured that all the 
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preparations would pay off since we did everything the buyer had suggested.  I 
also set up EDI interface as part of their order processing requirement. 

The final presentation lasted three days.  First day was set up.  Second day was 
review.  Third day was deliberation.  It was on the third day that “The Little 
Boy” was dropped.  While we met everything the buyer had asked for, 
apparently his review team had a different opinion after 15 minutes.  The 
answer given was that AirBuilder was exactly what they were looking for; new, 
innovative, unique, and lots of play value.  However since Target had only 8 
feet of shelve space to allocate, and they felt that they would need to display 
all three package sizes of AirBuilder, it was not something they wanted to do.  
Furthermore, given the economic forecast, they felt safer to allocate the shelf 
space to an established brand selling proven toys.  I was invited back in 2009 
to re-present. 

This delivery was beyond shocking.  It felt more like betrayal.  Nevertheless it 
was business, not emotions, that ruled the day.  I immediately realized that six 
months of intense and gruesome work on top of $36,000 of expenditure 
suddenly went poof! 

There was yet another account still unsettled.  I regrouped and presented to 
Toys “R” Us in March 2008.  The buyer was interested and would like to 
proceed forward.  He wanted to run a pilot program in some stores within 
two months. 

At least it wasn’t a total loss.  Toys “R” Us represented roughly more than 
$1M of revenue first year, still respectable.  However Murphy’s Law wasn’t 
done with us yet.  The same evening that I returned home I received a call 
from my China supplier.  The conversation was cheerful until he casually 
dropped “The Fat Man” and mentioned that the factory had to raise my cost 
by 40% overnight in order to prevent their workers from defecting to 
neighboring factories.   

This was not a total surprise, as it is customary in Chinese custom that 
workers get annual raises after they return from their New Year break.  What 
was shocking was the amount.  Apparently China in its effort to control its 
overheating economy had changed its policy and introduced more levy and 
took away value added tax benefits from low-tech manufacturing jobs at the 
same time. 

I did a quick calculation on the spreadsheet and found instant death sentence 
for the product.  The rise in cost was exactly my profit margin.  I would be 
working for nothing. 

The next day I called the Toys “R” Us rep and explained the situation to him.  
I told him the deal was off; I walked away from what was potentially a $1M 
life-saving opportunity. 
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Period Analysis 

If there is any lesson to be learned from this period, it is that timing and 
external forces can wreck havoc in all your planning and activities. 

The Target opportunity represented a formidable foe in the form of 
economic downturn.  There were precursors earlier in the year, but the 
psychological effect did not reach its full force until early 2008.  Surely 
Target had an army of economists and financial people working their 
models.  They had early indications of the impending disaster, but 
probably were as much in the dark as anyone else on the extent and 
impact of it.  Regardless, as a small entity with limited resources I was not 
privy to such important information.  The Toys “R” Us opportunity 
presented a different global force, one that is half the world away but still 
just as lethal for anyone outsourcing overseas manufacturing. 

In business, as in everything else in life, timing is everything.  This case 
once again proves the wisdom of this aged-old saying. 

 

The Armageddon (54th to 69th month)/ (May ‘08 – Aug 
‘09) 

Now faced with almost certain death for the business, I still had a job to do.  
We had received a new shipment of Bubble blocks created for the US market 
back in December.  This shipment needed to be sold as quickly as possible.   

On the very next day following my conversation with the Toys “R” Us rep, I 
began preparing to discount the newest shipment.  I spent the next four 
months learning about vendor requirements and essentially setting up a web 
store on Amazon.com.  The work could not leverage much of the earlier 
promotional material since the packaging was new. 

By July 1st the housing bubble burst and mortgage default news plastered the 
front of every newspaper and magazines.  I began seeking out toy liquidators 
to sell off existing inventory.  This activity lasted into December 2008 with 
limited success. 

On August 14, 2008, Congress hastily passed the Consumer Product Safety 
Improvement Act into law.  This law was intended to prevent dangerous toys 
manufactured in China from coming over. However in its overzealous 
attempt the bill also included provisions against regular vinyl which has been 
used in most everyday items.  The particular chemical in question was 
phthalate.  The law required the usage of non-phthalate vinyl on all toys and 
children’s products. 
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By consumer product safety commission’s historical actions the law would 
apply to all new products manufactured on or after the date of the passage.  
However in February 2009 an environmental activist group sued the CPSC 
and won judgment issued by a NY circuit court judge who ruled the law to be 
retroactive towards all existing products as well.  Even though there is not one 
human case of any demonstrated harmful effects from the usage of this 
chemical softener, the law was passed with obvious written mistakes and 
became enforceable. 

This law unfortunately turned the entire new Bubble block shipment into 
illegal substance.  Suddenly I found myself in the same league of illegal 
substance dealers!  AeroBloks was probably the least profitable illegal 
substance on the street, but that was irrelevant.  In response I instructed the 
warehouse to dispose of the entire shipment thereby destroying our most 
valuable assets.   

In August 2009 I began the final steps of dismembering the business 
infrastructure.  By the end of the month the product lines could no longer be 
managed in the US.  The product was entirely legal to sell in the 
UK/European territories since they had required the non-phthalate vinyl and 
were willing to pay the 40% plus premium for the more expensive vinyl from 
the very beginning.  The US market however had long hit a price ceiling that 
could not be overcome and could only be sold the regular vinyl-based 
products. 

The new AirBuilder line was in fact produced and priced with the new “legal” 
vinyl but there is no longer any asset left in the business for further 
production. 

This concluded the venture… 

Period Analysis 

What is a man to do when fire rains down from heaven while the earth is 
sunken and storms howl?  What happened to the AeroBloks venture 
would seem to suggest that timing and luck will supersede any preparation.  
Yet this is not to negate the importance of proper research and strategy. 

As I mentioned earlier, had we taken a different strategy, one that was 
based on a more thoroughly researched background, we may have 
accelerated the time to market timeframe or captured a much larger 
market share earlier. 

Time was always the enemy in this venture.  Everyday the venture 
continued the total adjusted cost would also continue to climb.  The oil 
prices crisis, in combination with the rise in Chinese labor rates over the 
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years, adding the effect of the currency decoupling, and the direct 
competition from an unknown enemy called videogames created the 
perfect storm.  As if adding insult to injury, the passage of the CPSIA in 
2008 and the final judgment that made it retroactive were indeed the last 
nails that shut the proverbial coffin of this venture.  If there is an 
Armageddon for products this would be a fine example. 

 

Post Mortem Analysis 

In summary, the AeroBloks venture was unique but also common.  Its 
business activities followed the commercialization blueprint most of the time, 
at least in principle.  However, there were several out-of-synch steps which in 
retrospect created costly consequences. 

Notice that the four phases of commercialization do not take on equal 
weights.  Getting the product to market is just the beginning of the venture.  
Making prototypes and asking around for feedback are relatively baby steps.  
Even writing a business plan and getting funding is just a preparation step for 
the journey. 

Most activities centered on marketing and business development for this 
product.  In all likelihood this is a common thread amongst all startups.   

From a percentage perspective, no more than 7% of time was spent in the 
foundational discovery and evaluation phase.  No more than 9% of time was 
then spent on the planning and strategy phase.  The implementation phase 
took another 10%, but the bulk of work was in the ongoing product lifecycle 
management once the product was ready for prime time.   

The breakdown for our venture is shown below. 

Period     Duration % 

Early Evaluation   5 months 7% 

Planning & Implementing  6 months 9% 

Bringing to Market   7 months 10% 

Accelerated Growth   19 months 28% 

Breaking into New Markets  6 months 9% 

Mass Market Gamble   6 months 9% 

The Atomic Bombs Destruction 4 months 6% 

Salvage Operation and Shut Down 16 months 23% 
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A compliled AeroBloks timeline containing product development and key 
milestones of business activities is available on www.tinkerminds.com.  When 
looking at the timeline, notice the adjusted cost increases; it tells a horrifying 
story where a dream turned into a nightmare by forces entirely out of our 
control. 

Keep in mind that this is one instance of an entrepreneurial experience and 
does not represent the de facto standard.  The percentage breakdown should 
be used only as a reference point.  Typical time to market takes 1-2 years.  
This venture was done on a full time basis, boot-strapped with limited 
resources, and working 12-16 hours per day.  Having more people may help 
but does not guarantee faster results necessarily if the planning is not done 
properly or if the execution is not done with care. 

What was the #1 enemy to the dream that did not fully materialize?  All 
arrows seem to point in the same direction – cost increases. 

The interesting facet is that cost increases are a normal part of any business 
except in times of extreme deflation which is rare.  The cost increases in the 
AeroBloks case was an extraordinary phenomenon given the scale and scope.  
This critical factor coincided with the most vicious oil price spikes in history 
that in turn spawned more problems. 

There were many intersecting reasons but only two primary factors why the 
business did not live up to its full potential.  One is timing and the other is 
cost.  Timing in this case intertwined with cost like the double-helix of a DNA 
strand.  It was hard to tell which came first. 

When the product was initially launched, the reception was excellent.  
Production cost at that point was acceptable.  However as the product began 
to sell through channels, oil price started to increase.  This became a constant 
problem; it became impossible to keep prices steady even as catalogs 
demanded a price guarantee of one year.  Furthermore, within a year of 
market introduction, the Chinese currency and US currency decoupled.  The 
net effect of this decoupling was that costs could no longer be maintained or 
predicted.  Similarly, Chinese labor rates began to increase dramatically as 
China's economy improved.  At the same time the world’s supply and demand 
of oil began to cause a significant price hike in oil.  This further eroded our 
profit margin. 

The second primary factor also has to do with cost however it is very different 
in nature.  The product was made of inflatable vinyl and therefore in theory 
consumers expected it to be very low in price.  In order to meet this 
expectation, the product had to be mass produced; only with mass production 
could the production cost drop down to a reasonable point.  However to 
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make this happen, as with every mass-market product, a large capital infusion 
would be required.   

There was intrinsically a risk in a mass production model.  Although a large 
scale would guarantee a much lower unit cost, yet it did not necessarily 
guarantee a large market acceptance.  The latter is based on the product’s 
value position and other conditions.   

The value proposition was never in question, as evidenced by the initial 
reception.  The larger issue remained that this was a toy thereby considered a 
non-essential "want" instead of a "need" product.   

Sadly, as we discovered over the years, that a vast majority of parents won't 
necessarily spend the money on toys that they would on themselves.  For 
example, they would not think twice about spending $100 on a dinner but 
would want everyone chipping in on a toy that costs the same.  Therefore the 
risk of producing on a massive scale and on a toy as innovative as this was 
high.  The more we produced the larger loss we could have incurred.   

Innovative products require adaptation time.  People want “new” items but 
what they really want is incremental newness, not total newness.  It takes time 
and resources to convince a person to try truly new items which was not 
something we could afford. 

In the end the compounded effects of these primary factors and other 
simultaneous secondary forces such as politically driven changes on the 
economy and environmental policies on both sides of the planet made this 
venture mission impossible.   

External global forces would have ended this venture regardless of our efforts.  
Since they are largely unforeseeable, one could argue that the project was 
doomed from the very beginning.  Relatively speaking cost was more 
manageable per se but not at the rate of increase (456% over 5 years). 

The analysis would not be complete without looking at the external operating 
environments.  The SWOT (Strength, Weakness, Opportunity, Threat) 
analysis done in marketing often covers considerations of external threats.  In 
most cases only current threats can be recognized while future threats can be 
vaguely anticipated by projecting out trends. 

The pressures exerted by external global market forces cannot be understated.  
Such forces are generally unforeseeable unless extensive time is spent on 
researching and projecting trends.  In the Appendix I have detailed the forces 
we had to overcome in order to continue the business venture.  Embedded in 
the appendix are figures which show the progression of cost factors.  You 
might even notice that all the changes during the same period overlap into a 
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same triangular area; it is almost as we had entered the Bermuda triangle for 
startups! 

Hindsight is always 20/20, yet the exact circumstance can never be replicated.  
It seems to me that we as a team were able to rise to the challenges and gave 
the venture a good run under impossible situations.  I believe realistically that 
the fact our business did not reach its full potential was due primarily to an 
inexplicable combination of bad timing which encompassed cost and 
geopolitical issues.  Of course if I had the C2C system and the processes 
identified within I could have written a very different outcome.   

My experience is that success sometimes is largely due to timing and so is 
failure.  I have learned not to judge the end results but more by looking at the 
strategic component of a business venture to arrive at the right opinion.  
Sometimes in life things just happen.  

 

 

 

 

 

“Times of great calamity and confusion have ever been productive of the greatest 
minds.  The purest ore is produced from the hottest furnace, and the brightest 
thunderbolt is elicited from the darkest storm.” 

 

Charles Caleb Colton
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Appendix 1.  Chinese Yuan Impacts 

 

2004 

o The dishonest Chinese manufacturer we initially outsourced to sold us higher 
priced vinyl even though we stressed that cost was of utmost concern for a toy 
product.  Consequently our cost basis was at least 40% higher than necessary 
which directly inflated the retail price.  As a result we could not lower the retail 
prices when selling directly to consumer or reduce our wholesale prices when 
selling to resellers.  This had a significant strategic implication. 

2005 

o Oil prices began to creep up continuously.  This coincided with the need to lower 
our production cost in order to address the wholesale segment. 

o Chinese currency decoupled from the US Dollar which began to decrease our 
purchase power on everything imported, including raw material, labor, and freight 
costs.  See Figure 1. below. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 

Figure 1.  Chinese Yuan to US Dollar Exchange Table (2003-2010) 
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Appendix 2.  Combined Increases on Cost of Goods Sold 

 

2006 

o Oil prices continued to climb at an unprecedented pace.  In combination with the 
increase in labor costs and raw material, the net effect was a 456% increase from 
the original direct production cost.  See Figure 2. below. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2007 

o Chinese currency continued downward trend from (¥8 RMB: $1 USD) down to 
(¥7.25: $1).  This eroded our purchase power and increased cost of goods sold. 

o Chinese Government took away “favored status industry” from manufacturing 
and applied instead to higher tech industries.  This eliminated VAT rebate of 15% 
which was then passed onto our cost by the factories.   

o Chinese labor rate rising by over 35% year to year.  This was due to (1) cost of 
livings adjustment, (2) new requirements on factories to contribute to newer social 
security funding.  The cost increase was passed onto US manufacturers.  See 
Figure 3. on following page. 

 
 

Figure 2.  Combined Increases on COGS (2003-2008) 
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Appendix 3.  Chinese Labor Rate Increases 

 

Chinese laborers moving towards high tech industry, reducing the supply of low-skill 
workers.  Labor pool in Guangdong where we manufactured was short by two million 
people.  Those who stayed demanded raises and benefits.  Average wage increases 2004-
2006 were 10%-28.9% from Shenzhen to Foshan province.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3.  Extrapolated Chinese Labor Rate Increases (2004-2008) 
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Appendix 4.  Videogame Growh in the US Market 

 

Demand for toys began to dwindle due to economic downturn in the US.  At the same 
time demand for handheld video games skyrocketed.   

 

 

 

Figure 4.  Videogame Growth in US Market (2004-2007) 
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Figure 5.  Crude Oil Price Increase (1975-2008 extrapolated) 

 

Source:  Energy Information Administration/Monthly Energy Review September 2009.  US Dept. of Energy. 
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Appendix 5.  Crude Oil Price Increases 

 

o Freight forwarders adjusted price annually.  Last fixed price was with oil at 
$50/bbl. Now it’s $85 per barrel for crude.  The cost of ocean freight increased 
correspondingly. 

o Oil prices – since inception 2004 oil price went from $25/bbl to $85/bbl in 2007.  
Raw material cost also fluctuated wildly from week to week.  See Figure 5. below. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2008 

o Continued US economic decline due to housing subprime loan crisis.  Federal 
Reserve lowered interest rates which further devaluing US dollars globally, causing 
Cost of Goods Sold to jump higher every few weeks. 

o Chinese Government tightened bank’s lending practice in order to cool down their 
overheated economy.  This makes it much more difficult for factories to obtain 
loans to buy raw material goods.  In turn they are not willing or able to provide 
financial terms to US manufacturers. 

o US environmental policy – Consumer Product Safety Improvement Act (CPSIA) 
officially became law.  The required non-phthalate vinyl increased material cost by 
40%.  I lost a major distribution channel in Oregon because they did not want to 
risk not selling Bubble blocks which were made before the state bill was proposed 
in Oregon, following CA. 
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Appendix 6.  Adjusted AeroBloks Production Costs 

 

2009 

o CPSIA was ruled to be retroactively effective.  This effectively made our entire 
inventory worthless.  Manufacturers and retailers nationwide began to destroy 
existing inventory; anything with regular vinyl.  Hundreds of millions of dollars 
worth of goods were destroyed. 

 

What this means from a dollar perspective 

If the cost per building block were $1 in 2003, then the cost of production would be 
$5.56 per unit by the time the business was closed.  To understand the scale and impact 
on our production cost simply multiply the increase by 12 for a Fun Pack and 22 for a 
Versatility Pack. 

See Figure 6. below. 

 

  

 

 

 

 

Figure 6.  Adjusted AeroBloks Production Costs (2004-2008) 
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