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CHAPTER 1
INTRODUCTION

The Present Business Climate for the
glectronic Parts Wholesaler
"Continued growth against a background of changing patterns will
be the main characteristics of the electronics market in the immediate
future. "’ ! The phenomenal growth of the electronics industry, coupled
with constant changes and continuous product improvements has created
many problems for the industry. These problems have increased the
cost of doing business and reduced profits. With competition increasing,
“the question of greater profitability is the central issue confronting
management today. " 2 Means of reducing costs and of increasing sales
are discussed daily throughout the industry; however, until specific
problems are uncovered and analyzed in each individual business it is
doubtful that any substantial increase in profit margins can be expected.

It is also doubtful that the industry can ever substantially improve the

1
Thomas Emma and others, "Our Growing Markets, ' ¥lectronics,
AXXV (January 5, 1962), 42.

2
George W. Chane, "The Coming Kole of Administrative Manage -
ment, ' The Management Review, XLIX, No. i2 (December, 1960), 17.




overall efficiency of its nembers until the findings of these problems

are made public for the purposes of study and comparison.

Purpose of This Investigation
There appears to be a need to analyze the problems of greatest
current significance in electronic parts wholesaling. The purposes of
this study, therefore, will be to:
1. Determine and pinpoint the problems of greatest
current significance in electronic parts wholesaling;
2. Describe and analyze the problems selected, utilizing
case illustrations where needed to more efiectively
present the problem or possible solutions to the
problem;

3. Indicate possible means of solving each problem.

Sources of Data

Primary data were obtained from:

1, Personsl interviews with carefully selected executive
personnel in the electronic parts wholesaling industry
in the North Texas area whose opinions were recorded
and later used in the selection and presentation of the
problems for study;

2. Unpublished data {urnished by electronic parts wholesale

distributors;



3. BSpecially prepared gquestionnaires completed
by radio~television service dealers.

Secondary data were drawn from:

1. Current periodicals in, and related to, the
electronic parts industry;

2. Current books, publications, and other library

BOUrCes.

Methods of study

In discussion of the problem with J. L. Littlefield of North Texas
otate University, it was agreed that a preliminary study of the elec-
tronic parts distribution indixstry should be made by reading as many
current periodicals as possible, 3 From these readings, all current
problems should be noted. It was further suggested that these problems
be discussed with owners and/or managers of electronic parts distrib-
utors in order to determine the more important current problems. Fach
of these important problems was then to be studied individuaily. This
pattern of study has been followed during the past two years in an aitempt
to provide information and/or possible solutions to the selected current

problems of the electronic parts wholesaler,

3 .

C. L. Littlefield, Ph. D., Chairman of the Management Depart~
ment, 3chool of Buysiness Administration, North Texas State University,
Denton, Texas.



A separate set of procedures was used in the study of each
individual problem. In addition, each problem has its own hypothesis,

findings, conclusions and recommendations.

Definition of Terms

Wholesaler, distributor and jobber in this report are considered
to be synonymous. Each is considered to be a merchant middleman,
operating at the wholesale level, who stocks "diverse product lines
designed to supply virtually all of the electronic requirements of
customers buyving for resale or use."”

Electronic distribution: "the entire chain of marketing from the
manufacturer of parts, tubes and/or equipment to the ultimate user." 3

Radio-television service dealer: a business enterprise operating
at the retail level, and serving the needs of the consumer by repairing
radio and television sets, and other related electronic products.

Industrial and commercial sales: those sales made to industrial
manufacturing plants, research laboratories, government agencies,
communication stations, and others motivated to purchase because of

a business reason and not mentioned as being a service dealer.

4
"I Wonder What He Meant By That, " Electronic Distributing,
XXXIII, No. 5 (May, 1962), 113,

5
Ibid., p. 113.



Profit margin or percentage of profii: the difference between the
resale price and cost price being stated as a percentage of discount of
the resale price.

Factory billing price: the manufacturer's billing price to the
distributor as shown on the manufacturer's printed price list.

Management: ''The setting of overall objectives, formulation of
policies and plans designed to achieve those objectives, and the estab-
lishment of standards for measuring the activity that puts men, money,
and machines to work in the production and distribution of goods and
services. "

Marketing: "The activities of an organization dealing with the
movement and consumption of goods and services to meet consumer
needs and wants. " !

Product line: "is understood to mean a group of products which
perform generally similar functions and which are somewhat similar
in physical characteristics.”

Policy: general instructions on which actions are taken with some

amount of frequency, or recurrence.

6
Hector Loya and Arnold Corbin, Management in Marlwting_.
McGraw-Hill Book Co., Inc. (New York, 1959), p. 21.

7
Ibid., p. 21.

8
Ralph S. Alexander and others, Industrial Marketing, Richard D.
Irwin, Inc. (Homewood, Illinois, 1956), p. 49.



Procedure: a specific application or action taken.
Concept: an idea, philosophy, method, theory, creed, or image
conceived as being proper and correct; and which is suitable for accept~

ance, being associated with, or identified by.

Related Studies
Related studles are included as a part of the introduction to

individual problems.
Treatment of the Data

Determination of the problems. --In order to pinpoint the problems

of greatest current significance a thorough preliminary investigation of

the problems of the electronic parts wholesaler was made. Ata meeting

of the Texas Electronic Distributors "ssociation a discussion was held
concerning current distributor problems. 8 Mentioned at this meeting

were the problems of increasing inventories, product line duplication,
declining profits, increasing cost, liability insurance, state licensing

laws, pending legislation, forecasting, distributors going bankrupt, and
price cutting. Later, the Texas Chapter of the National Electronic Distribe-

utors Association met to discuss many of these same problems. 10 in

Qﬁnnum meeting of the Texas Electronic Distributors Association,
November 17, 1941, Houston, Texas.

10
Quarierly meeting of the Texas Chapter of the National Electroaic
Distributors Association, November 18, 1961, Houston, Texas.



addition, such problems as salesmen's compensation, inventory
obsgolescence, customer demands for additional service, increasing
delivery costs, new murkets, collections, and new products were also
discussed. Methods and changes in distribution as well as supplier-
distributor relations were discussed in many private meetings among
distributors.

A series of interviews were held with owners and managers of
electronic parts wholesalers in order to secure their opinions regarding
problems peculiar to the North Texas area. E. P. Miles of the Adleta
Company believed the more important problems being faced by the
industry to be inventory control, market research, sales and product
training, and methods of sales promotion. 1 Jack Wilkinson of Wilkinson
Bros. Electronic Co. expressed his belief that declining proiit margins
and increasing costs were primary problems. 12 He believed increased
delivery costs, small size orders, and increased customer demands for
additional services were definitely affecting the profit picture. Product
line duplication, increasing competition, and a general lack of planning

on the part of the distributor were believed by Howard Klein of All State

11
Interview with E. P. Miles, General Manager, Adleta Company,

Dallas, Texas, December 9, 1961.

mlntsrview with Jack Wilkinson, Owner-Partner, Wilkinson Bros.
Electronic Co., Dallas, Texas, February 6, 1962,



Electronics to be important indusiry problems. 13 John Leedom of
Wholesale Electronic Supply Co. believed price cutting to be the most
serious problem being faced by the industry. 14 His partner, Pat
Patterson, believed that too many distributors did nut know what was
taking place in their industry. 15 This lack of knowledge was causing
many distributors to take action based on fantasy rather than fact. As
a result, he believed this to be the cause of th increasing number of
failures in the industry. R. 8. Bryan of Crabtree's Electronic Parts
Co. expressed his concern over the high and increasing cost of oper~-
ating an electronic parts distributorship. Uther factors which he
velieved to be current problems of the industry were increasing inven-
tories and increasing accounts receivables. 16 Ray Miller of Scooter's
Radio Supply Co. believed increasing corapetition, the relationship

between distributors and manufacturers, and increasing cost of operations

13Izvﬂc:a:z'wsri.@.-w with Howard Klein, President, All State Electronics Co.,
Dallas, Texas, February 8, 1962.

i4
Interview with John Leedom, Owner-Partner, Wholesale Electronic
Supply Co., Dallas, Texas, February 6, 1962.

1

5Ixxterview with Pat Patterson, Sr., Owner-Partner, Wholesale
Electronic Supply Co., Dallas, Texas, February 6, 1962.

mIntez-view with R. B. Bryan, General Manager, Crabtree's
Electronic Parts Co., Dallas, Texas, February 8, 10862.
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to be the most serious problems of the electronic parts distributor.

It was generally sgreed among those interviewed that increasing costs,
declining profit marging, distributors lack of planning, produoct line
duplication, supplier relationships, market knowledge, increasing
accounts receivables, salesmen's compensation, increased competition,
small size orders, and delivery were the most serious problems being
faced by the elecironic parts wholesale distributor today. ¥ should be
noted that several of those interviewed believed that other than acknowl-
edging that a problem existed, they expected little to be done individually
or collectively toward solving any of the problems.

E. B. Sampson of the Radlo Corporation of America expressed his
beliefs that distributors must first decide what they want to be, or what
they intend to do. He helieved decisions as to the image to be created
must be the first decision of the distributor. Secondly, the distributor
should completely analyze his internal operations to determine and
attempt to solve the problems peculiar to his own operation. ¥ inally,
complete market research programs should be instituted for the area in

which the distributor intends to continue to market. 18

17
Interview with Ray Miller, lmanager, Scooter's Radio Supply
Co., Fort Worth, Texas, pril 5, 1962.

18 .
Interview with B. B. Sampson, Director of Market Research,
Radio Corporation of America, Camden, New Jersey, March 7, 1962.
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Subsequent interviews were helo with . V. Miles in which
permission was granted to study auc analyze any of the aforementioned
problems as they might be related to the Adleta Company. 19 Data were
made avaliable for study as requested.

Further study was made of the current problems in order to
attempt to locate related studies. Ihe greatest amount of information
pointing out the importance of each problem is {ound in recent issues of

Electronic Distributing and Jobber News Magazine and in the NEDA

Journal. Both of these perivdicals are recugnized as being leading publi-
- cations in the electronic parts distribution industry. In a survey conducted
by the g£lectronics Informaiion Bureau tu determine preference of editorial
content 482 distributors indicated the following, listed in order of prefer-
ence, as being their choice fur editorial content:

1. Management problems and solutiong;

4. Inventory comtrol methods;

3. Trends in electronic industry;

4. Sales pointers for distributor salesmen;

5. wmales training methods;

6. Manufacturer merchandising programs;

7. Government legislation;

8. New products;

18
Interviews with E. P. Miles, General Manager, Adleta Company,

Dallas, Texas, Feb. 16, 1962; March 9, 1962; April 4, 1962.
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9. Reporting individual distributor's sales;
and profits. 20

The preferences indicated give some idea of the current problems
of the industry. Both of the aforementioned periodicals have provided
editorial content in an almost identical manner of coverage. While each
periodical has done a superb job of making one aware of the problems
that exist, solutions and/or methods of solution or comparison have been
relatively limited. Since there appeared to be adequate data available
regarding inventory control systems, credit and collection methods, sales
training, sales compensation systems, and the results of price cutting,
these problems have not been included in this study. Effort has been made,
however, to present data on which limited information has been published.
Where possible, an attempt has been made to provide data which could
become criteria for comparison to be utilized by other electronic parts

distributors. Also, it was intended to provide as much market informa-

tion as possible for the benefit of the entire electronics industry.

Problems selected for study. ~--From this preliminary investigation

problems relating to the electronic parts distribution industry believed to

0
An Electronics Information Bureau survey released by the NEDA
Journal in A Readship Report to the Electronics Industry, ' Fall, 1962.



be of irnportance and to have the greatest current significance were
selected for independent study and analysis. The problems selected were:
1. Developing 2 concept of duing business;
2. Supplier evaluation;
3. Three factors relating to the protit squeeze:
the first being a method of analyzing profit
margins; the second, an analysis of the small
order problem; and the third, a study of delivery
problems;
4. A market research study as specifically related

to the radio-~television service dealer market.

Urder 3_{ presentation. --Chapter II is a presentation of the

importance of establishing a concept of doing business and of creating a
desirable image on the part of the individual business. Methods and case
presentation for formulating 2 concept of doing business are included.

Chapter III is a supplier evaluation study wherein the principal
factors of supplier evaluation have been related to the electronic parts
industry.

Included in Chapter IV are three separate studies relating to the
commonly called "profit squeeze™”. The first of these studies is a

raethod of analyzing profit margins of various product categories of
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merchandise. The second study is 2 comparative analysis of the small
order problem; and the third study is related to delivery problems.
Chapter V is an extensive market research study relating to the
radio~television service dealer market.
The summary, conclusions, and recommendations are included

in Chapter V1.



CHAPTER 11

DEVELOPMENT OF A CONCEPT

OF DOING BUSINESS

"You can't escape the fesponsibility of tomorrow by evading it
today. " 1 These words were spoken by Abraham Lincoln nearly 100
years ago, yet they still hold true. The leaders of today's business
must quickly analyze and adjust to the ever increasing number of
changes that are taking place. They must be aware that the ''needs of
tomorrow's markets will be radically different from those of today,
and the company that expects to be in business ten years from now
should be planning now to meet those needs.” 2 The #conomy, either
good or bad, competition, government regulations, credit and finances,
new products, and changes in organizational structure all create the
need for changes. It is impossible for any company to stand still in
today's economic climate. "I management is to remain adaptable and

up-to-date, it must continually reappraise, realign, and restate its

1
Abraham Lincoln, quotation reprinted in, The Management Review,
XLIX, No. 12 (December, 1980), 47.

2
Hamilton Herman, "Uncovering New Sources of Product Ideas, "
The Management Review, XLIX, No. 12 (December, 1860), 10.

14
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policies, " 3 as it is these basic business policies that "guide and govern
4
what an organization does.'”  Management's philosophy, creed, code of

ethics, or concept of doing business must be planned and stated.

One Compsany's Creed

To demonstrate the value of a written philosophy or creed of doing
business, a case study of the Adleta Company of Dallas, Texas, is pre-
sented in the following sections. It was intended to determ:ine this com-
pany's policies as developed over a thirty-year period, and to restate and
develop these policles into a written concept of doing business. While no
attempt was made to point out an exact series of steps or procedures
needed to develop a concept of doing business, an attempt was made to
integrate policies of a successful and mature business with the ideas and
philosophies of various current writers and management leaders. A
combination of the two was believed to provide the proper ingredients for
a modern concept of doing business.

The Adleta Company, a Dallas, Texas company, was organized in
June, 1832. Since its formation it has operated successfully as a partner-
ship at the wholesale level in the distribution of radios and television

products; appliances; phonograph records; and electronic industrial parts,

3
The Management Review, XLIX, No. 4 (April, 1960), 54.

4Ibid., p. 85.
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and service replacement parts. A purpose of doing business was
formulated in the beginning, and has been primarily transmitted verb-
ally over the years along with newer management policies. No formal,

written concept of doing business exists, however.

The Basic Idea of a Concept of Doing Pusiness

A concept of doing business begins with a purpose and ends with an
image. What takes place in between determines its success or failure.
It should be remembered in developing a cuncept of doing business that
"a philosophy is a basic attitude. &t is a frame of mind. K is a guiding
principle and should be a deep conviction. " 5 It is, therefore, important
to realize the need for establishing a concept, for expressing it in writing,
and for including a clear statement of company policies. A formal concept

can thus be developed.

The Need for a Concept of Doing Business
Increased competition, the continued reduction in the ratio of profits
to sales, changes in methods of distribution and merchandising, and an
increasing amount of government controls have created the need for new
thinking and reorganization. A creed, or concept of doing business fulfills

two basic needs of today's business. First, the need for elarifying one's

Stewart Thompson, Management Creeds and Philosophies, American
Management Association, Research Study Number 32, 1958, p. 5.
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own thinking in preparation for establishing goals and objectives is of
significant importance. It is interesting to note that this becomes a
self-disciplinary device for clearing one's own thoughts. Secondly, a
pattern is established for communicating ideas to others. The need of

communications is, therefore, fulfilled at an early date.

¥stablishing Objestives
Management has been assigned the responsibility for successful
operation of the company; this includes making a profit, performing a
service, and representing suppliers with leadership in the industry.
Management must also assume the responsibility for establishing objec~
tives which are understood and accepted; the most important of these
being:
1. Creating new markets;
2. Anticipating the future;
3. Training and motivating the business organization
toward contributing to the joint accomplishments
of common goals;
4. Establishing high standards for efficiency, service,
and performance;
5. Operating within the spirit, and the letter of the law;
8. Communicating "the basic purposes and ethics of

the company to all those in company ranks so they
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may communicate them to customers and others

8
outside the firm through their actions. "

Planning. --"Planning for the reorganization of business for the
decade of the 1960's along marketing management lines calls for a basic
creed, a statement of basic principles and objectives under the customer
oriented concept. 7 This concept or theory assumes that for business
to be able to supply the right product or service at the right time, place
and price that it must establish first: what the customer wants, whén
and where he wants it, and what price he wants to pay. Although this
theory may appear ambiguous, it is the planning and the establishing of
an objective that allows the successful business to seek out and to create

its market.

Rendering a service. --The second part of the customer oriented

concept is that business exists to supply a product or service needed or
wanted by the customer. "Rendering a service"” 8 is the original philos~

ophy which was formulated by the founders of the Adleta Company. This

6
Stewart Thompson, Management Creeds and Philosophies, American
Management Association, Research Study Number 32, 1958, p. 818.
7

Henry Loya and Arnold Corbin, Manég_gement in Marketing, McGraw-
Hill Book Co., Inc. (New York, 1961), p. 30

.

8
Adleta Company, original policy, as dedicated in June, 1932 by
E. C. Adleta, Sr., T. M. Merrick, and E. P. Miles.
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was estaplisted and hus been their ‘concept of ooing business’ for nearly
thirty years. [Ibis dedicated idea o) rendering a service has enabled the
fdleta Company to pionser new preducts for its suppliers; (o develop
new and increased markels for its customers; to increase benefits and
give security to its employees; to provide a steady growth for itself; to
become impc:rt‘am to the community; and to be recognized as a leader in
the industries in whieh it associates itself. These accomplishments
point up the fact that business can justify its existence by the services

it renders.

Achieving consistency of policies. -~One of the most difficult

problems that continues to face business today is the sbility to provide
eqgual treatment for similar situations. The growth of the Adleta Company
has created several managerial units, each being allowed {0 {ormulate
policies and to make decisions, but each acting independently of the other.
The decisions made in various units quite often are not consistent on
similar problems. Policies and procedures differ in each unit; therefore,
there exists 2 problewn of one company baving varying policies for similar
sitvations. “nexireme, bul true exarple of this is four different anits
of the company ordering pencils from {our different suppiiers., While

this example does not assist in establishing a coneept of doing business,

it does ewphasize the fact that "policies become important to a company

when;
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1. The organization has reached a size thet requires
decision making centers that will act consistently;

2. Situations requiring decisions occur frequently. "

The Need for the Concept to Be in Writing

Wuite often, there is conflicting information regarding company
policies, creeds, and concepts. “'Some business emterprises have no
organization policy or philosophy as such, but have grown along the
lines of the preferences of the strongest members of the management
teams. " 10 In other companies, principles have been recognized but
their application bas varied so greatly as to evidence very little consist~
ency, teamwork, understanding, and the continuity and esse of trans-
mission from one generation of executives to another. The time taken
in writing the concepts for doing business can be justified. Firsi, “top
mansgement has no function more clearly its own, nor more urgent, than

11
policy formulation;””  and second, '"the time spent in preparing a clear

9

Ernest {. Miller, '"Personnel Policies - Framework for Manage -
ment Decisions, " The Management Review, XLIX, No. 1 (January, 1960),
20.

10
Milton C. Lightner, "Patchwork Organization; Its Causes and

Cures, ' The Management Review, XLVI, No. 4 (April, 1957), 46-48.

i1, ;
"Written Policies Help Nine Ways, ' Nations Business, XLVIL
No. 12 (December, 1853), 84.




policy pronouncement will be made up many times over by the executive

12
wan hours saved in eliminating repetitive, routine decisions."”

The Value of Restating Company Policies

"Basic objectives established over a period of time develop a
certain character and create an image in the minds of customers and
competitors. " 13 It is only natural that those companies who are
rendering services, developing new products, creating new markets,
and developing new marketing ideas are characterized as being progres-
sive. It is these companies who know why they are in business, who
know the purpose of their business, who have set their objectives not
just for today, but for what they will be doing five years from today.
The companies that will prosper in the years ahead will be those who
have made plans and know what they are locking for. 'They are organ~
ized to evaluate and develop profitable ideas in the most efficient way
possible; and that overlook no possible source in their search for new
ideas that are the raw material of any vigorous product development

14
program. "’

mlbid., p. 94.

Ema——-—s

13 rhomas J. McNichols, Policy Making and Executive Action,
McGraw-Hill Book Co., Inc. {New York, 1858), p. 11.

* kR
Hamilton Herman, Uncovering New Sources of Product Ideas, "
The Management Review, XLIX, No. 12 (December, 1960), 11.
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Values of a Concept of Doing Business

gncouraging individual initiative.--To develop a progressive

image, management must not only exsrt its leadership in establighing
and attaining objectives, but must encourage individual initiative through-
out its organization. "I is generally assumed that a person will be a
more effective member of an organization if he has a knowledge of the
purpose of the organization and its operations. 13 The greatest benefit
of this knowledge will, of course, be common effort toward common

goals,

The image created by the employee. ~--""Perhaps the greatest single

corroborative evidence which a community or society can obtain about

16
the corporate intent is from those who are employees of it. "When
your customer thinks of your company, he doesn't see an image of build-

ings, factories, offices. He sees you in his mind's eye, You are the

17
living image of your company. "

lscarml L. Shortle, kxecutive i‘erforyance and Leaderslg}_g,
Prentice-Hall, Inc. {Englewood Cliffs, New Jersey, 1958), p. 35.

m(}eorga 8. Odiorne, "Personnel Administration and the Corporate
Image, " Personnel, XXXIX, No. 7 (December, 1960}, 311.

E. P. Miles, General Manager, Adleta Company, "Balance Sheet
of Selling, " letter of Qctober 7, 1957.
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ilanning for o profil, - e ol e sriginel goasls of the Adleta
18

Company can be restaied as "providing or planning for a profit.”
This cuncept provides s glan whereby, every product or merchandising
prograw that 1s presented to the cusiomer includes a method for pro-
viding for a reasonable profit for the customer. ‘‘Unless a line of
merchandise or business policy is profitable for the dealer, the Adleta
Company does not offer it; past records are proof of this statement. " 1y
This concept provides for a profit to be paid to employees for their
efforts and productivity. This councept further provides that a2 reasun-

able profit be returned to the owners for their investments and risks.

In planning for a profit, it is the responsibility of each managerial unit

of the fSdleta Company to contribute a profit to the company. It should

be established that it is possible for managerial units to exist side-by-side,

each with its own products and objectives, but where these units touch

they will be competing witfﬁ one anuther; yet, all managerial units shall |

be working together toward the common objectives of the company.

Providing opportunity for growth. --While profit {s normally

reeasyred in terms of woney, it is the objective of the company to provide

185, ¢. pdiets, Sr., T. M. Merrick, E. P. Miles, original policy
statemeat as dedicated in June, 1932, on the formation of the Adleta ompany.
19 ,
T. M. Merrick, Manager of the Adleta Corapany, a restatement of
the original policy statement of 1832 in a sales letter of March 27, 1954.
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opportunity for growth for its customers, employees, suppliers, and

itself. The objectives for growth are: first, to provide for the maxi-
mum market penetration and percentage take of the market as justified

for each product; and second, the annual growth of each customer, product,
supplier, employee, and of the Adleta Company shall equal or exceed

the annual rate of increase in sales and earnings of comparable busi-
nesses, products and personnel in the area served. It has been stated

that "each employee can expect to grow with the company, and to partic-

., 20
ipate and advance with the growth and need of the Adleta Company. "'

Recognizing responsibility. --""The shaping of the corporate image

is also inextricably tied in with the firm's relations with external groups. 21
The manner and methods employed to attain its desired goals has a
profound effect on its employees, customers, and general public. "The
business entity develops an institutional social philosophy which guides
its actions in personal relations, community relations, and relations with

business associates and competitors, and its stockholders. ** 22 This ties

20 ‘
E. Charles Adleta, Jr., Uwner-Partner, policy statement

presented on the announcement of the Adleta Company profit~sharing
plan, December 22, 1861.
21
Thomas J. McNichols, Policy Making and Executive Action,
McGraw-Hill Book Co., Inc. (New York, 1859), p. 11,

22
bid,, p. i1.



in with what most emploves interviews revealed ag husiness responsi-
bilities. BRusiness, principally, has some responsibility and obligation
to the following:

1. Customers;

2. Employees;

3. Suppliers;

4. Ownership;

5. Community;

8. Gowvernment;

7. Competition.

Development of high ideals. ~~Since responsibility encompasses

several areas of influence, it is difficult to pinpoint the most important
single area. However, in creating the favorable and lasting image, it !s
important to establish high ideals for honesty, integrity, and fairness.
"If you tell the truth, you don't have to remember what you said, " 23
More and more people are wondering whether today's business leaders
have a code of ethics, especially one other than making a profit. Busi-

ness management should attempt to "develop a simple and affirmative

code of conduct, and let it profess that every business manager as an

a3

"t

"3
"E. ©. Miles, Ceneral Manager, Sdleta Company, letter to
sales and wanagement. personnel of March 4, 1861,
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individual has an obligation to society that overrides any other obligation

. 24
he may have."

Creating civic interest. --The community places great demands on

both the individual and the business. M has been expressed that members
of the Adleta Company should "enjoy the personal satisfaction of actively
participating in civic and community affairs; and that the company should

maintain a position of high esteem and respect in the community." 25

Communicating with customers and employees. ~-The policy of the

Adleta Company has been to promote from within the organization when-
ever possible, and to encourage individual initiative throughout the orgzan-
ization, The "open door" is used by the Adleta Company as a means of
expressing to employees and customers the availability of owners and
management for counseling. This is an ideal policy in that it encourages
communications from employees and customers; however, io be effective,
"employees must be encouraged to use it, and conditions of use must be
as friendly and as informal as possible 50 that the employees will not be

i1 at ease. " 26

24
Robert W. Austin, "Positive Code of Ethics, " Business Week,

No. 1659 {June 17, 19€61), p. 166.
ZSK. J. Adleta, Owner-Partner, policy statement obtained in
interviews.

%Stewart Thompson, Management Creeds and FPhilosophies,
American Management Association, Research Study Number 32, 1958,
p. 818.
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The Adleta Company's continued willingness to render a service
was restated recently as "let us be known as the firm that is willing to
. 27
make a contribution to the industry and let us do it."

From the material presented in the preceding sections, a written

concept of doing business can be formalized, and is presented as follows:

The Adleta Creed

"The Adleta Company, a privately owned business enterprise,
dedicated to operating at the wholesale level of distribution, and believing
in the freedom of the American Economic System, restates the original
purpose of its organization as that of 'rendering a service'."”

“"Management recognizes that its primary responsibilities in
rendering a service are to: its customers; its employees; its suppliers;
and itself. It also recognizes its secondary responsibilities to the com~
munity, the government, and the industry it represents. "

"The Adleta Company's principal objective in rendering a service
is that management planning always 'provide for a profit'. Management
recognizes planning for a profit as being first in importance to those to
whom it has dedicated the fulfillment of its primary responsibilities.

Profit is recognized not only as a necessity for survival, but as the

mE‘. P. Miles, General Manager, Adleta Company, correspond-
ence of April 18, 1962 to Ray Miller, Manager of Scooter's Radio Supply
Co., Fort Worth, Texas (a newly acquired division of the Adleta Co. ).
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greaﬁe%t single motivational factur in the 4merican economy. Only
with profil ¢can any person or organizatién be successful."”

"The Adleta Company is dedicated to the fulfillment of its primary
responsibilities of its customers, its employees, its suppliers, and
itseli by: |

1. Establishing objectives which are known, understood,

and accepted;

2. Training and motivating its associates to contribute

to the joint accomplishment of its stated goals;

3. Being consistent in its policies, and operating with

the intent of discharging its obligations for integrity,
fairness, loyalty, and equality;

4. Providing counsel, guidance, and finance to meet

the needs of its industry;

5. Vroviding the opportunity for growth in areas where

it is felt that a greater personal, technical and/or
marketifxg knowledge can be achieved;

6. Maintaining a position of leadership by giving full

support to the industries that it serves and of which
it is a part;

7. Assisting in the creation of new markets by devel-

oping marketing ideas and plans that are efficient,



and that anticipate the future needs of our
industry;

8. Expanding only in areas where it can perform
the original purpose of 'rendering a service',
and attain the principal objective of providing
a profit. "

“The Adleta Company fulfills its responsibility to the government
by operating within the limits and the spirit of the law. "

"“The Adleta Company assumes its responsibility to the community
by assisting in its growth. It further encourages its asgociates to
actively participate in civic, religious, and industfy undertakings. "

"The Adleta Company fulfills its responsibility to its industry by
developing progressive advertising, marketing, and training programs,
and setting for itself high standards of performance, efficiency, and
business ethics."

"This is The Adleta Company's Concept of Doing Business. "



CHAPTER 111
SUPPLIER EVALUATION

It has been determined that the electronic parts wholesaler
recognizes a primary responsibility to his s;applier. With such a
relationship existing it becomes important for the wholesaler to know
as much as possible about his supplier.

The constant flow of new products at such a rapidiy increasing
rate bas made it impossible for a single distributor to stock all, or
even a portion of all of the new producis being offered. In studying the
operations of electronic parts wholesalers, it has been ocbserved that
the wholesaler has been representing a multiplicity of suppliers, many
of whose products duplicated those of other suppliers. New products
were being announced by manutfacturers almost dailly. It could be seen
that the duplication of product lines was costly from an inventory and
investment point of view; and that new products were creating obso-
lescence in existing inventories. Product planning, therefore, takes on
increasing importance. Within the general area of product planning is
found the more specific need of supplier evaluation, however. A basis
must be established for evaluating the suppliers of electronic component

parts, supplies, and equipment at the manufacturer's and manufacturer's

30
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agent's level of distribution. The evaluation should serve as a guide
preparatory to making the following decisions at the wholesale level
of distribution:

1. rurchasing a new product or product line;

2. Hepresenting a particular supplier or manu-

facturer;

3. Continuing to represent or eliminating a

produet, product line, or supplier;

4. Selection or choice between representing

two or more suppliers or manufacturers.

It was the intent of this part of the study to determine and an#lyze
the factors important in evaluating the suppliers of electronic compo-
nent parts, supplies, and equipment to the wholesaler; and to present
these factors on the basis that an evaluation of their importance could
be utilized in makinyg decisions in selection of products and suppliers
to represent. 4n attempt has been made to draw heavily on published
data in determining the factors {mportant in supplier evaiuation. and
{o relate these factors to the electronic parfs distribution industry. A
simplified worksheet has been designed for normal everyday use as an

aid in providing basic information necessary for evaluating suppliers.
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Preliminary Evaluation Factors

Image to be created by wholesaler, --Proper evaluation of any

product, product line, or source of supply of the wholesaler can be
congidered only when the wholesaler's management has made known
its basic objectives. These objectives should define: the position or
level which the company seeks within the industry; the size of operation
desired, along with the speed or rate of growth; the extent of diversifi-
cation desired; and the quality level of products to be offered for sale.
"The first job to be done in good merchandise management is to deter-
mine specifically what the merchandising image of the company is to
be. " ! Who will our customers be? Will they be industrial buyers,
service dealers, commercial users, amateur or hobbyist, retail con-
sumers, or a combination of several types? Decisions must be made

known as to planned market coverage.

Product policy. --"Management decision with regard to product

policy are of several types. First is the question as to the character~

istics and number of the product lines to be offered for sale. Closely

1 "
William M. Kordwiemon, 'Controlling Inventory for Sales and
Profit Growth, " NEDA Journal, XVIII, No. 2 (February, 1962), 10.




allied to this is the range of items or varieties to be offered within
each product line." 2
Product planning suggests a course of action which has been

thought through in advance to achleve a consistent pattern of decisions

re garding the product mix. Careful attention by top management to the
formulation of product-planning policy appears to be the exception rather
than the rule. "Lackiny such a policy, decisions regarding additions to
or deletions from the product mix of the company are likely to be based

o 3
on pressures of the moment. "

Product need. --There are other preliminary questions which should

and can be answered prior to extensive supplier evaluation. Most of the
gquestions refer to the need for 3 product line, or the reasons for buying

2 product line. The best and quickest approach is to ask the question:
"Why do we (or why should we) buy this line ?" Cenerally, ;’tha under-
lying purunse of product additions is to increase competitive effectiveness
and make more money. Economic opportunities for adding products arise

4
from various kinds of unused capacity.” = This unused capacity can take

2Ral.gh . Alexsnder, James 5. Cross, Ross M. Cunningham,
Industrial Marketing, Richard D. Irwin, Inc. {(Homewood, llinois, 1956),
p. 48,

3
Ibid., p. 52.

4Joe1 Dean, Management Economics, Prentice-Hall, Inc.
{(Fnglewood Cliffs, New Jersey, 1856), p. 118,
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the form of managerial or marketing abilities, idle capital, or unused
physical facilities. It is guite possible that a product line can be added
and handled by the present organization with little or no increased cost.
ft is important to determine if the product line addition will overburden
the organization, or if activities and effort on present product lines will
be less.

It should be determined whether product line additions are to take
the place of existing lines or whether they are to complement existing
lines. Is the addition necessary to fill the vacancy or opening in existing
lines 7

While profit is the prime reason given for considering product line
additions, the profitability factor is not truly known until many other
factors have been fully evaluated. Profit potential, however, will be

discussed immediately followinyg the discussion of market potential.

Market potential. --Before making an investment in any new line

of products, effort should be made to forecast the market potential of

the products involved. 7 sales forecast is an attempt to determine the
anticipated results of the planned marketing actions within the framework
of a set of assumptions about competition and customer reactions. In
this respect forecasting for new products is no different from forecasting
for established ones. '"The purpose of a sales forecast is to test the

current adeguacy of planned action and help to indicate the nature of
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desirable changes in the plan (within the limitations imposed by the
environment) that will help achieve business goals.” b Proper study of
the market and its trends should determine answers to the following
guestions:
1. Who are the customers who huy this type of product?
a. What are the current needs of the‘se customers ?
b. What are the motives and buying habits of these
customers ?
c. What influences him to buy this type of product?
d. How does he buy?
©. Where are these customwers located geographically?
2. Does the product line meet the market requirements--~
ia it what the customer wantg?
3. What is the likelihood of obsolescence ~--either planned
or otherwise ¥
4. What are the anticipated dollar sales for thig line of
products versus the total industry dollar sales for the
trade area assigned:
5. Is this a product line that is known and pre-~-gold; or is

there likely to be abnormal cost in developing the market ?

5
John F. Balm, Jr., "Testing for Market Reaction, " Developing
A Product Strategy, American Management fAssociation, Report No. 38
{New York, 1959), p. 273.
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6. Is the product line delinitely needed now, or would it be
beneficial to delay purchasing and introduction until a
future date?

A complete market survey is not always necessary in order to
forecast trends. /A company that has been dealing with a certain segment
of the market for a period of timne should have extensive information
within its own internal sales organization. "'Company salesmen carry
both qualitative and quantitative information in their heads, and have
access to unlimited funds of marketing information if they are coordi-
nated and guided to be both objective and selective. ™ 6

Gperating on the theory that yood market planning and measurement
begins at home, the followiny valuable information can vsually be "derived
from internal company sales records: dollar sales by product, dollar
sales by geographic sales territory, dollar sales by individual customer
account, dollar sales by clags of industry (possibly according to SIC
clasgification). " f By reviewing such information, actual sales trends
can be determined in each of these categories and an analysis made of the
areas of potential growth and decline. This analysis can then be utilized

in evaluating existing or prospective product lines. In evaluating the

s k ) ¥ k 1 .4
Albert 1. Ehrenfried, "Techniques of Market Measurement, "

How To Plan Products That Sell, American Management Association,
Report No. 13 (New York, 1958, p. 73.

7
Ibid., p, 738.
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market potential of new product iines, consideration should be given to
the {act that successiul nvew pruducis are the life blood of cur expanding
Jinerican economy. New products wsre vilally important to every busi-
ness ovrganization. The sales value of each existing product is ultimately
Hmited only by the population of the country and the incowme of the indi-
viduals in it. "The development of profitable new products is the only
means by which sales values can be continually expanded and total net

8
profits constaatly increased.”

Profit potential. --Profit is the one evaluation factor which is

considered not only at the beginning of any product evaluation study, but
is studied thoroughly after all other factors have been evaluated. While
there are many evaluation factors yet to be discussed in this study,
profit will be discussed at this point because of its relationship to market
potential. Certainly, profits are directly related to the size of the avail~
able market. The information gathered and utilized in forecasting is also
utilized in profit planning. PFrofit planning can usually be projected to
cover the life span of the product or the realistic visible market.

Every factor in this study is evaluated in order to determine if a

product supplier oféers profit opportunities. The profit opportunities

H. M. Corley, "Planning for Products, " How To Plan Products
That Sell, American Management Agsociation, Report No. 13 {New York,

1958), p. 1.
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may not always be svailable imp.ediately. "2 company can justifiably
carry certain unprofitable lines of business If the likelihood is great
that they will soon become profitable. 8 In many instances experience
alone makes it possible to distinguish in advance between those products
and accounts that are likely to be profitable and those that will forever
remain 2 financial burden. The latter are the products and accounts
that a company should relinquish to its competitors,

A company who gains the reputation of being profit conscious will
soon find itself being appraached by suppliers with more profitable
product programs. U is not always true, however, that a successful
supplier will have the most profitable prograwm, This is one of the
principal reasons that supplier evaluation is necessary.

Quite often a wholesaler adds a supplier's products in order to
balance risk and profit prospects. 2 company dealing in high profit,
high risk products may seek to balance his product structure by adding
products which are more stable, but with less profit marin.

It is wise to remember ihat "the adoption of a new product carries

with it explicitly or tacitly the commitment to stay with the new venture

8
Albert D. Ehrenfried, "Techniques of Market Measurement, '
How To Plan Products That Sell, American Management Association,
Report No. 18 (New York, 1958), p. 74.
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10
at least until it has had a fair trial, and possibly longer." Frequent
changes of product lines and suppliers is costly and creates the impres-
sion of instability with the customer.

"The companies that will prosper in the years ahead will

be those that know what they are looking for; that are
organized to evaluate and develop profitable ideas in the
most efficient way possible; that overlook no possible
source in their search for the new ideas that are the raw
material of any vigorous product-development program. " 11

Effects of product additions. --An important factor to evaluate at

this point is the amount of inventory on hand of existing lines. Also, will
obsolescence be created by the addition of a new line? And, what are
merchandising plans to sell existing lines if they are to be replaced?
Again, a word of caution concerning duplication of lines: 'carrying mul-
tiple lines in competition with one another is practically the same as offer-
ing your competitor a place to do business in your own store. " 12 When
stocks are duplicated, profits are reduced or lost, because you have lower
turnover per line, a dual cost investment, your sales organization and
purchasing personnel have a diluted product knowledge, and enthusiastic

sales efforts are going to be hampered by divided brand loyalties.

0
1 Joel Dean, Managerial Economics, Prentice~#Hall, Inc.
{Englewood Cliffs, New Jersey, 1858), p. 122.

1
Hamilton Herman, "Uncovering New Sources of Product Ideas, "
The Management Review, XLIX, No. 12 (December, 1860), 11,

mAlbert Coumont, '"Your Keys to Profitable Distribution, ' NEDA
Journal, XVII, No. 4 (April, 1861), 11.
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Factors to be Used in Evaluating Suppliers

Supplier Background and Reputation Factors

Financial strength. --The fast rate of growth of the electronics

industry has created industrial giants out of many small manufacturers
practically overnight. In most of these companies management has
take:n'time to plan for the future. "That is why so many companies (and
often these are small companies) have pre-empted territories of bigger
businesses whose managements are too preoccupied to think about the
future. 13 However, there are more who have failed than have achieved
success. Therefore, one important consideration in evaluating a supplier
should be that of financial stability. A preliminary credit check should
be made of every supplier. Where weakngss is detected, a complete
credit and financial report should be drawn. Unless the supplier is able
to fulfill his warranties, guaranties, production commitments, and to
withstand possible price reductions, additional burden is likely to be

transferred to the wholesaler.

Length of time irl business. --The age of a company is important,

particularly for suppliers in business prior to World War Il since these

wﬂalph J. Cordiner, "Business and the Space Age, ' The Manage -
ment Review, XLIX, No. 8 (August, 1960), 11.
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suppliers have had to weather many "business storms.’’ Comparing the
size of a supplier following World War II with their present size would
reveal valuable information as to growth. Further comparison should

be made as to products being produced then and now. For companies in
business less than five years, closer study should be given to evaluating
all factors in this study. Of particular importance in performing effi-
ciently, '"a company must be soundly organized, well-managed, and ade-

quately financed, and it must make a fair profit on its operations. " 14

Stability recognized in industry. --The basic objectives of a firm,

particularly when viewed along with its past accomplishments, creates a
certain character, personality, or image within the industry it serves.
This image is of great importance in evaluating a supplier. Some firms
are characterized as being progressive, the forerunners in the industry,
and the ones who are most likely to develop new products. These com-
panies "seek and create new opportunities and assume the consequent
risks attached to the innovating process. Others have a reputation for
being conservative and steady and are content to make changes and adap-

tations only when the groundwork has been laid. " 15 I is, therefore,

14
Hector Loya and Arnold Corbin, Management in Marketing,
McGraw-Hill Book Co., Inc. {New York, 1961), p. 30.

15
°Thomas J. McNichols, Policy Making and Executive Action,
McGraw-Hill Book Co., Inc. (New York, 1958), p. 1l.




imnportant that thought be given to weighing the importance of sgares-
siveness and progressivensss, and of the willingness to take risks
versus the conservative, cautious approach as used by many manu-
facturers. Proper evaluation should be given to both the product image
and the marketing image, as many supplers' approaches will differ in
that product research programs may be aggressive while marketing
programs are conservative. The reverse might alsc be true. In either

case, the stability of an organization is important.

Relisbility, quality, brand acceptance. --''"Differences between

manufacturers' products exist in reliability levels, failure rates, and

life performance.” 16

Cauticus distributors should seek the products of
guality manufacturers across their entire line, since the failure of one
product will create doubt in the custoiner's mind about the distributor's
entire inventory. While reliability is of great importance to the indus~
trial user, quality is recognized as being subjective in nature and a
prime motivating factor for =ll types of consumers. Quality is a char-
acteristic desired in all manufacturers. Generally, quality is associated

with a particular brand's full line of products rather than only nre product

singled out of a product line. This factor takes on greater importance

16 5ohn Hickey, "The Distributor's Role in the Standards Ficture, ™
NEDA Jourpal, XVIII, No. 2 (February, 1962), 28.
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when the brand represents s manufacturer whose long range policy is one
of growth and planned product development and innovation. The wholesale
distributor will find that his association with suppliers of quality products
and an accepted brand image will enhance his own reputation. Therefore,
along with the evaluation of reliability and quality is the necessity of
comparing the quality image of the brand or supplier with that of the
distributor. Are they compatible? Does the product brand name have
acceplance of such proportions that its reputation will be beneficial in

gaining acceptance of the distributor's complete merchandising programs.

Executive group. --Observation and analysis of the management or

executive group should be made on the basis of their abilities, judyment,
imagination, aggressiveness, snd direction of the company. What is
their length of service, and are they known in high levels of the industry ¥
Most important is their product and merchandising strategy ! "Although
strategy is usually focused on profits in the long run and is confined by
economic limitations, it is also affected by the technical abilities and
personal preferences of management. " 17 "4 well-keyed product policy
also is a helpful chart of the general course which the company is to

follow and thus enables research personnel as well as others to route the

.
John A. Howard, Marketing Management; Analysis and Decision,
Richard D. Irwin, Inc. {Homewood, Hlinois, 1987), p. 125.
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organization to mwove in directions which key promise of profitable
returng. 18 The execuiive group is dirgcetly responsible for continued

product leadership within the industry.

Leadership. -~""Recognition of the need for product development is

a response to the competitive system when it's working in high gear. Put

18

another way, when competitors become complacent, opportunity abounds.”
Farsighted management, even though its company's products occupy a
dominant position on the market will promote new product development.
"Leadership in any product line depends in a large measure upon the
ability of the company's engineers to develop new product and upon the
willingness of its management to take the investment risks involved. " 20
In addition to leadership in product development, » manufacturer
must show leadership in marketing knowhow. !lanned market research
is equally as lmportant as planned product research: "The key to suéemg

no longer lies in building o better mousetrap. U is necessary first to

prove that if catches mice, and to determine that there are people with

18
Ralph 8. Alexander, James 3. Cross, Ross M. Cunningham,
Industirial Marketing, Richard D. Irwin, Inc. (Homewood, Ilinois, 1858),
p. 61.

19
Ibid., p. 61.
20 3 3 :
A. A, Johnson, "The Bole of Engineering in Product Development, "
How To Plan Producis That Sell, American Management Association,
Report No. 13 {(New York, 1958), p. 34.
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mice, money, and . . . an urge to kill.” 21 Successiul product intro-
duction and continuous high lavel merchandising programs are vital
and necessary tu sustain leadership. The creation of new markets by
developing marketing ideals and plans that are efficient is indicative

of leadership.

Other factors. ~-Only a2 partial list of the factors concerning the

importance of supplier background and reputation have been discussed.
There are numerous others which can be considered that have varying
degrees of lmportance when evaluating. ESome factors overlap or parallel
those already discussed. z@éditi:)nal factors which can be considered are:
zoodwill; prestige, both locally and nationally; history; value of public
relations; labor relations; aud adeguate facilities in terms of equipment,
manpower, locations, inventories, and warehouses.

Evaluation factors concerned directly with the supplier's policies

will be discussed in the [pllowing paragraphs.

Evaluating the Supplier’s Pollcies

i the manuiacturer of industrial goods is to be successful in using

the distributor as = part of his marketing system, he must offer an.

21 ) 1y o
Myles M. Walker, "Determining Whsat the Customer Wants for
New-Product Development, " How To Plan Products That Sell, American
Management ssccinstion, Report No. 13 (New York, 1958), p. 71.
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arrangement that s attractive to distributors in inducing ihem to give
iz product the local representaiion il needs o achieve ad@;';uata distri-
vution. The manufacturer will be wise tv understand the {actors the
industrial distributor considers when "'deciding whether to handle »
producer's goods and tc endeavor to set up a marketing program that
includes as rcany 28 possible of the features the distributor desires and
as few as possible of those he resents or dislikes.,” 22 This phase of
this study is devoted to an evaluation of supplier's policies and methods

of operation.

Dependability in delivery. ~~There are several factors to be

congidered relative to supplier dependability. The [irst is delivery.
"Two glements in the supplier's delivery service are particularly con~
vincing as selling appeals: speed and ceriainty.” 23 The supplier of
such articles who has a reputstion for deliveriny within a short periog
of time after he receives the order; and who can be relisd upon always
to rmake delivery when promised; and who ships merchandise of the
Guality agreed upon enjoys a great advantage. Such a reputation can be
capitalized upon very erfectively in promoting the sale of this merchan~

dise. While fast delivery is of great importance, the ability to depend

22 . , C . .
““Alexander, Lross, and Cunningham, Industrial Marketing, p. 191,

23!%. 3. Jlexander, "Goods for the Market: Industrial Goods, "
Marketing By Manufacturers, edited by Charles Phillips, Richard D.
Irwin, Ine. {Chicago, 1951), p. 56.
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upon a supplier to complete the delivery on schedule is one of the most
important of all factors to be considered when evaluating a supplier.
Not to be overlooked, however, is the foct that many manufacturers
maintain field warehouse inventories in various cities throughout the
country. Local warehousing is an important factor when evaluating
availability, capital investment, and turnover. Each is important in

the profit structure.

Dependability in warranty performance. --"A related agpect of

the problem of product quality is the product guarantee. Brand accept-
ance and loyalty on the part of buyers in any market are based in part

on the familiarity and in part on confidence. " 4 It is not possible for
any manufacturing process to turn out only perfect products; and no
inspection system can catch all sub-standard units. It is almost inevi-
table, therefore, that the manufacturer who guarantees hig product will
frequently have to make that guarantee good. Many manufacturers have
craated s great deal of i1l will by modifying the terms of guarantees after
their merchandise has been sold. The only safe approach iz to consider
guarantees purely from the policy point of view before any anncuncement
is made. The warranty policy must be known in its entirety by the distrib-

utor since he becomes responsible for fulfillment of its guavantees. It is

a4y C. Lockley, "Marketing Policies, " Marketing By Manufacturers,
edited by Charles Phillips, Richard I'. Irwin, Inc. (Chicago, 19251), p. 68.
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wige that a complete understanding be agreed upon with the supplier as
to the methods of receiving credit or adjusiment for warranty merchan-
dise. Methods agreed upon should be simple in their mechanics. When-
ever possible, additionsl allowances for handling and for ireight should

be requested in the adiustrrents.

Dependable servicing agencies. ~--Many suppliers of equipment and

speclal electronics gear utilize authorized service agencies for the repair
of their merchandise during warranty periods and/or for servicing out of
warranty merchandise. These agencies should be evaluated as to their
ability to repair merchandise properly and promptly. It is most impor-
tant that charges for out-of-warranty repairs be reasonable; otherwise,
the product image could be endangered. Courtesy extended the customer
by authorized service agencies is a factor to be considered. Service
agencies can prove to be an asset or liability, particularly if they operate
with no control from either the supplier or the wholesaler. Their function

in servicing and maintaining the product is 2 necessary one, however,

Ability to build special items. -~-Every successful electronics firm

engaged in research and development is seeking to develop highly reliable, !
marketable devices or systems at competitive prices, and within reqQuired
time schedules. "Those engaged in aerospace electronics are also con-

fronted with numerous rigid requirements for performance of fantastic
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precision and extreme reliability--and everything must fit a minimum

of space and weigh very little,” 25 These factors are usually intensified
by the importance of meeting extremely tight schedules. Quite often the
intelligence which must be engineered into electronic devices pushes

the frontiers of technology beyond the state of the art. The availability

of the proper items, or the research needed to provide them, is an abso-
fute necessity to the successful accomplishment of many of the afore-
mentioned factors. The manner in which the manufacturer or the supplier
works with the wholesaler in taking care of the specialized requirements
of the wholesaler's customers, particularly the industrial user, is impor-
tant as an evaluation factor. The manufacturer's flexibility in being able
to build or produce non-standard items on special request is a big advan-~

tage to the wholesaler.

Research and development. --Heferences have already been made

re garding the irmnportance of research and development by the supplier.

However, specific attention must be given to this factor when evaluating
the supplier since development work is formalized through a number of
programs, all aimed at more products, better products, and more

profitable products. More specifically, the objectives of research and

28 ;
W. H. Clausen, "Developing Vendor Specifications, " Guides To

More Effective Purchasing, American Management Association, Report
No. 68 {(New York, 1862), p. 62. !
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development effort arv to provide new or hmprove products which,
because of their unique features, create a new market. "Hach new
product developed creates opportunities (and markets) for u develop-

went of other products, by ourselves and by othbers--and 50 the cycle

)
¥

continues, '
£ though research and development are stressed greatly in product
evaluation, caution must also be used, as many product innovations are
in the too distant future to be considered as having present or potential
near future value. Also many products have become obsolete, by newer
innovation, even before they reach the market. "One of the dangers
sccompanying any new development is the tendency to become so intrigued
by novelty that reality is overlooked. Space-~age developments certainly

captivate the imagination. " 27

Extent of product line coverage. --The promotional advantages of

a full line are great. ''The tactical advantage of a full line of sizes,
grades, and supplementary products in getting good dealers and in mer-~

chandising high margin specialties make this kind of interrelation of

26&. A. Johnson, How To Plan Products That Sell, American

Management Association, Keport No. 68 (New York, 1962), p. 35.
27 Phillip Marvin, "Business and the Space Age, ' The Management
Review, XLIX, No. 8 (August, 1960), 18.




51

. . . 28
demand & commonly used basis for product line policy.' The

sdvantages of a supplier having a {ull line of related products is impor-
tant, especially if the reputation of that supplier carries customer accept~-
ance across the entire line. Lines of this type are usually primary lines,
and are used by the wholesaler as a basis for formulating over-all market-
ing plans. Secondary lines are usually short lines used to complement
weaknesses sometimes found in the primary line. Duplication of primary
lines is very costly, although it is sometimes possible that a full line
supplier will allow purchases of only parts of his line. This is generally
found where a line lacks proper distribution, or hasg such an excessive
amount of distribution that its value is of little importance to any whole ~
saler. The extent of a supplier's product line coverage is definitely an

important factor in supplier evaluation.

Product Line Features

The product line features, benefits, and selling points shoulfl be
evaluated [or their importance. 4 comparison should be made with the
benefits vifered by existing lines. A further comparigon should be made
with competition. Important diféerences should be noted. Are there

important features that can be demonstrated or dramatized? ASre there

283‘0@1 Dean, Managerial Ecgonomics, Prentice -Hall, Inc.

{Englewood Cliffs, New Jersey, 1958), p. 128,



exclusive features not found in other lines? Are there particular
specifications which have been approved by tbe military or government
agencies? Each of these factors is irnportsnt in evaluating. An addi-
tiona! check should be made as to whether parts of the product line are
written into present and future specifications of industrial users. This
is one area of supplier evaluation where a gain results whether supplier
changes are made or not, for product knowledge {(including knowledge of
competition) is a must for the marketing-oriented firm. "The most con-
sistently profitable sales are those built upon a knowledge of the product,

its functions, and the service it performs for the customer." 29

Pricing Policies

Standardized prices. ~-~-There are numerous factors to be considered

when evaluating & supplier's pricing policies. The first factor to consider
is: are cost and resale prices in any way standardized in the industry?

In many American industries a considerable degree of price coordination
among competitors takes place in the complete absence of collusion.

Price changes arising out of cost valuations or changes in demand usually
take place through price leadership. One company often becomes the

accepted leader, and no one changes prices until the leader changes, ihen

zgman F. Kagan, "Are We Asking for a Belly-Ache ?, ' NEDA
Journal, XVII, No. 2 {(February, 1961), 12,
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all follow. “'In ezsential conditions leadership is that the leader be able

to lead upward price changes, since any comppany of significant size can
30

ugually force an industry-wide price cut. " Where prices are stand-

ardized, digcounts are usually known and are generslly adequate.

Price cutting. --Investigation should be made as to the amount of

price cutting that is taking place on particular types of products. Unless
reasonable profit margins can be maintained little consideration should
be given to adding it to your product line. It must be noted, however,
that many suppliers do attempt to “police” their distributors in order to

maintain reasonable profit levels on their product lines.

Guantity discounts. ~--Many suppliers will offer additional discounts

on the purchase of sizeable quantities of merchandise. In many cases
this discount applies to orders for delivery at one time such as carload
allowances; while, in other instances, discounts or rebates are given on .
monthly or annual purchases. The latter of the two types is sometimes
called "loyalty discounts" since it is an attempt to channel as much

business as possible through one sx,sppli.em31

John A. Howard, Marketing Mansgement; Analysis and Decision,
Richard D). Irwin, Inc. (Homewood, Ilinois, 1857), p. 850,

m(’:laude Walters, The information regarding quantity discounts,
industrial discounts, and other specialty pricing information was obtained
irom Claude Walters, Manager of Adleta Electronics Co., an electronics
parts wholesaler in Dallas, Texas. A
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Industrial discount. --Suppliers of industrial electronic products

usuaily price their merchandise in such s manner that permits the distrib-
utor to sell to industrial users and original equipmwent manufacturers
{02, M), Usually the distributor can secure small order business only
from this type of customer. Some suppliers offer a special "industrial
jobber™ or "super-jobber” franchise which enables the wholesaler to sell
larger quantities to industrisl users. In some cases it permits the whole~
saler to sell to other wholesalers or jobbers on 2 sub~jobbing basis., In
each of these instances profit margins are jeperally low and highly com-
petitive. There are a few super-jobber franchises that rebate the distrib-
utor a small percentage on all sales made by the supplier to other whole-
galers within the trade area assigned by the supplier. (ther names used
in franchising are "master, " "major, " "veneral line, " and "warehouse. "
From this, it can be seen pricing policies and types of franchises are
numerous; it is therefore of great importance to remember these factors

when evaluating suppliers.

Trade discounts. --Many suppliers used what they may call "trade

H

discounts.” Usually, these are sroall or minimum discounts =llowed
because of the wholesaler being established in business. Quite often
suppliers will allow discounts of this type even though the wholesaler
may not stock the supplier's merchandise. Oftentimes, it is better to

take the minimun: discount rather than maintain an inventory investment.
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Terms of sale. -~Cash digscounts and terms of sale are additional

factors to evaluate. Many suppliers vary their cash discount, some
being lower than others. Special consideration should be given to seeking
special terms of sale in the form of: deferred billings; length of regular
credit extended; split payments; and long term financing. Special cash
discounts and/or deferred payments should be secured on seasonal

merchandise.

Price protection. --It is most important that the supplier offer some

form of price protection guarantee. ''On a declining market the suarantee
may be given that prices will not be reduced for a definite period or that,
if prices are changed the buver will be protected by giving them the benefit
of the reduced prices through a refund of the difference in price on items
in stock. " 32 Where a refund Is to be given, the guarantee should be as
definite zs possible. Many suppliers have zome type of price protection
plan. This guarantee should be in writing. Where inventory requirements
are unusually large, full price protection should be requested.

Many electronics suppliers offer a thirty day advance notice on
price increases. This information is useful not only for placing orders

for the appreciation jain, but ¢an be utilized in sales promotion. ¥ is

321‘::'{. W. Huegy, "Price Changes and Special Pricing Problems, "
Marketing By Manufacturers, edited by Charles Phillips, Rickard D.
Irwin, Inc. (Chicago, 19851), p. 501.
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very beneficial in being able to print new price lists and advise ail

interested employees and customers without unnecessary rush.

Uther pricing factors. --Other {actors which alfect pricing and must

be evaluated are the supplier's policies regarding: minimmum orders,
minimum billings or shipments, special packaging, prepaid freight, rush
smpmem;s requiring special handling or transportation, and availability
of local warehousing.

“While price is a potent‘matter in influencing patronage in the use
of industrial goods, it is usually not the factor of primary importance.
The wise industrial buyer is likely to rank it in third place after quality

v 34 Service includes such matters

and service among buying motives.
as speed and certainty of delivery, assurance of uniformity of gquality,
efforts out of the ordinary on the part of the supplier to relp the buyer
handle emerusency requirements and unusual matters, and the extent to
which the supplier is willing and able to aid the buyer with information

regarding the market and the probabilities and uses of the product he

hag for sale,

%Mpha Wire Corporation; Policy For Distributors, New York.

Other policy factors were taken from the Alpha Wire Corporation's
policy directory.

34Alexamﬁer., wross, and Cumningham, Industrial Marketing, p. 40.
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Nevertheless, ihe numerous factors related to price assume
sreat importance as evaluation factors since thev are go closely associ-
ated with profit potential. Once the complete pricing policy and structure
is known, comparisons should be made with similar competitive products
and suppliers. Evaluate, not only cost and resale prices, but also the
profit margins maintzined across the line. Special rebates and allow-
ances should be noted, especially if they can be retained as profit; or if

they exist as a definite competitive price advantage.

Competition

"Competition is the degree of rivalry amony companies in terms
of the number and size of the companies in the industry and other market-
ing cbharscteristics that limit a marketing executive's freadom to maneu-
ver," 35

"The competitive behavior found in an industry does not spring so
much from the personalities of the executives in that industry 28 from the
structure of competition within which the company operates. " e Proper
evaluation of the makeup of this competitive structure would include the

following factors not previously discussed: distribution policies, adver-

tising and promotional policies, sales training and agsistance,

%Juhn &, Howard, Markﬁt@g Management; Analysis and Decision,
Richard D. Irwin, Inc. (Homewood, Illinois, 1957), p. 5.

361a., p. 84,
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Competitive distribution policy. --Suppliers of electronic parts

have historically used multiple distribution at the wholesale level. Only
in recent years have a few suppliers begun to offer exclusive franchises;
this trend is noticeable, however, in industrial goods. Certainly, the
aurmber of distributors representing a supplier in one trade ares should
be evaluated. The aggressive distributor will seek exclusive distribu-
tion whenever possible; although in many instances he i{z willing to accept
a supplier's line on the basis of the supplier’s liminting his distribution
outlets. This is called "selective distribution. " 37 An interesting evo-
lution ig slowly taking place in the components business where both
suppliers and wholesalers are becoming more and more selective. It

is believed that selectivity is more efficient for both. At the same time,
merely because é wholesaler becomes selective and drops a number of
product lines does not mean that those product lines are going to disappear
from his market. "He must be prepared to pay the cost of his selectivity
by competing with the same lines in the same market but sold by some -

body else, perhaps even by different methods. " 38

31
Hector Loya and Arnold Corbin, Management In Marketing,
MecGraw-Hill Book Co., Inc. (New York, 1961), p. 361.

3
Fred H. O'Kelley, "The Economics of Electronics Parts
Wholegaling, " NEDA Journal, XVII, No. 5 (May, 1982), 133.
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Direct sales competition. --"The manufacturer of industrial goods

who sells through distributors often couples his use of this outlet with

the practice of selling direct to customers or groups of customers, often
known as house accounts. 39 When carried to the extreme this some-
times involves the practice of selling direct to all worthwhile customers
and leaving only the cats and dogs to be served by the distributor. Need-
less to say, such an arrangement is not likely to be viewed with any great
amount of enthusiasm by the distributor. This form of distributor-supplier
competition is generally practiced throughout the electronics industry.
Product suppliers must recognize that "'you can eliminate a wholesaler
from your distribution pattern but you cannot eliminate his function.
Someone has to perform it, either you, or your cusﬁmer, whoever he
may be. " 40 The amount of protection offered by the supplier is to be

considered when evaluating the supplier as a competitor.

Private brand competition. --Competition from private label or

private brand merchandise must be considered from several aspects.

Ralph 5. Alexander, James 5. Cross, Ross M. Cunningham,
Industrial Marketing, Richard D. Irwin, Inc., (Homewood, Hlinois,
1956)» P. 181, ’

40 ~ .
Paul J. Courtney, Excerpts taken from a speech presented at

the EP and EM Seminar. Mr. Courtney is Executive Vice-President
of the National Association of Wholesalers, NEDA Journal, XVI,
No. 4 (April, 1861), 586.
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First, does the supplier (whom you are evaluating) build private brands
and merchandise them in direct competition to his standard brand?
Second, are private brands an important factor in your trade area?
Third, should you give consideration to a private brand of your cwn?

"One successful means of meeting competition has

been the use of private labels . . . Because private-

brand items are purchased directly from the manu-

facturer, and because many of the expenses of adver-

tising and selling them are lower, more distributors

than ever have found that they can sell private -label

items below the price of nationalllladvertisad brands,

and still make a healthy profit. "

Where a supplier is building a private brand, it should be determined
if it is of the same quality and nature of the standard brand. Investigation
should be made as to price differences and if it is available to regular
line distributors.

Imported merchandise closely follows the pattern of private -label
merchandise.

Caution must be observed when evaluating private brand and import
brand competition. It is wise to rely on market research to keep abreast

of the acceptance of this type of merchandise. In some trade areas their

sales have "mushroomed, "' whereas, in other areas they have "'flopped,”

Advertis ing and Sales Promotion Policies

"Sales potential represents the possible purchases of industrial

buyers who have a use for the product and might purchase if it were

41
George Christopoulos, "Retailing's Wide, Wide World, " The
Management Review, XLIX, No. 12 (December, 1960), 4.




brought to their attention effectively. n 42 The means by which a product
can be brought to the sattention of a potential purchaser are by use of
advertising, publicity, and/or personal contact. Once his attention is
captured, weans must be utilizved to hold this attention in order to create
desire. Desire must be converted into action which resulis in sales.
This is sales promotion. Many factors can be evaluated when consider~
ing a manufacturer's advertising and sales promotion programs. A few

will be discussed.

Trade and national advertising. --A supplier's trade and national

advertising program is important in that it presells the market by muking
the product and brand name known. This preselling makes the sales job

inuch easier for the distributor.

Publicity. --Aggressive suppliers utilize good publicity at every
opportunity, "The principle behind good publicity is sound: the opinion
of a disinterested and objective third party about the company carries
more weight and is considered more authoritative than the company's
opinion about itself, " 43 The aggressive wholesaler will likewise attempt

to secure good publicity in his comrmunity.

42A1&xander, Cross, and Cunningham, Industrial Marketing, p. 85.

43 ' )
Dave Finn, "Avoiding Waste Motion in Corporate Publicity, " The
Management Review, XLIX, No. 8 (August, 1960), 22.
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Co-operative advertising. --A supplier's policy of co-operative

advertising must be weighed carefully. bSeveral questions should always
be answered. Is there a co-operative policy? I so, how is it created
and for how much? Does the distributor participate in its cost? Are

there restrictions as to how the co~operative fund is to be used”?

Special advertising. --Quite often a supplier will offer special

advertising to be used in key markets. Sometimes, special advertising

funds are created for the introduction of a new product line; other times,
a supplier may offer additional funds for use in the promotion of specific
products. The supplier sometimes requests that the wholesaler partici-
pate in the cost of special advertising, although, oftentimes, the expend-

44
itures are entirely that of the supplier.

Special promotion. ~--The supplier who is aggressively promoting

his products will generally oifer special promotions. These promotions
are planned to create sales or empbhasis on selling. Often, special incen-
tives, premiums, and give-~aways are utilized. Caution is the rule when
promotions appear to be 'loading programs’ which do not attempt to move

merchandise through the marketing channels to the consumer or user.

“Georgu E. Stone, Jr.; Many evaluation factors and comments
regarding advertising and sales promotion are credited to Mr. Stone,
Sdvertising Manager for the )dleta Company and Adleta Electronics Co.,
Dallas, Texas.
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The promotion minded supplier should receive a plus when evaluated-

the same as the profit oriented supplier.

Catalogues, liierature;, ‘and price list. -~While catalogues,

technical data, literature, cross-reference charts, mailing pieces, and
price list may at first seem insignificant, their value is of great impor-
tance. The first consideration is their continuous availability. This
type of informative literature is utilized in creating an interest in the
product, closing the sales, and in completing details of the transaction.
Lack of information has a definite effect on sales and turnover. Because
of the quantities of this type of information which is used, a second con~

sideration must be given to cost. Is there a charge? I so, how much?

Trade shows. --The aggressive supplier is usually represented at

most major trade shows and exhibitions. [t should be determined if the
distributor is permitted to work in the supplier's exhibit. It; should also
be determined if the supplier displays in local shows. If not, does he
participate in the cost incurred for the distributor exhibiting in these

shows ¥

Sampling. - <Industrial goods are frequently purchased on the basis
of how well the product performs. While the performance in most
ingtances bas been checked out physically and/or chemically and has

been graded, the user sometimes wishes to check the part or component
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in its actual end use. Often, samples will be requested of the suppliey,
Also, when introducing a uew or unknown product, it is sometimes wise
for the wholesaler to provide samples to the prospective users in order
to encourage future purchases. In these instances, the supplier should

be called on to furnish samples at little or no cost.

Uther sales promotion aids. ~~There are numerous other sales

promotion aids such as window displays, signs, decals, point of sale
materials and demonstration devices which are important in the promo-
tion of sales.

Sales promsotion and advertising must be evaluated along with the
entire merchandising program. Each individual factor :nust be studied,

and the marketing program evaluated as a whole.

special 2ssistonce Policies

Training programs. --It is generally considered a responsibility

of the supplier to properly train a wholesaler's selling organization. To
a great extent it is also his responsibility to participate in technical, spe-
cialized, and service training programs for the wholesaler's customers.
The degree to which a supplier provides this type of assistance is impor-

tant.

Supplier sales representatives. -~The first factor in evaluating a

supplier's saies agent or representative is his position and stature in
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the market. What type of an image has he created: personally; for his
company; and for his product? Sales representatives should be graded
on their product knowledge and the amount of assistance they provide

the distributor. Another important factor is whether the representative
maintains a local inventory; this has advantages and disadvantages, thus,
it is wise to determine if the representative is possibly in direct compe-

tition to the wholesaler.

Missionary salesmen. -~A missionary salesman is a salesman who

is employed by the manufacturer to call on customers of his distributors.

Usually his plan is to "develop good will and stimulate demand, to help

or induce them to promote the sales of his employer's goods, to help

them train their salesmen to do so, and, often, to take orders for deliv-
&

4
ery by such distributors.’ ? This type of assistance is one of the most

beneficial that can be provided by any supplier.

Field engineers. --The function of the field engineer is similar to
that as provided by the missionary salesman. He works closely with
industrial customers in an attempt to get his company's product written
into specifications at the earliest stage of planning. "If he waits until a

customer has completed plans and specifications for the finished product,

45, ‘ "
I Wonder What He Meant By That, ' Electronic Distributing,
XXXIIl, No. 5 (May, 1962), 114.




56

he may {ind that there is no place in it for the material or part; whereas,
if he had participated in the early stages of planning work, he might have

6
forestalled this misfortune. " 4

Emergency assistance.--In every business there seems to exist

from time to time a need for special or emergency assistance. The
manner in which these special needs of the distributor are handled by

the supplier is worthy of consideration.

General assistance. --The methods in which a supplier assists in

expediting orders, shipments, credits, and special quotations are all
important in an evaluation. The people who are responsible for the per-
formance of these responsibilities are the test of an efficient organization.
The special assistance factors mentioned in the foregoing are
generally weaknesses of most suppliers rather than strengths. Where
strength ‘is noticed, it is usually individual rather than general through-~

out the organization,

Inventory Consideratiana
Inventory is much like pricing in that there are numerous factors
which are to be considered in the supplier evaluation which could be

related tuv several areas of the study.

48, . Alexdnder, "Goods for the Market: Industrial Goods, "
Marketing by Manufacturers, edited by Charles F. Phillips, Richard D.
Irwin, Inc. (Chigago, Illinois, 1951), p. 54.
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Inventory requirements. --Most manufacturers of industrial

products who market through distritators include in their franchise
agreement some sort of requirement designed to assure that "a distrib-
ytor will carry a stock of the manufacturer's products which will be
sufficiently representative of his line and adequate in size to enable the
distributor to fill all orders, except the very largest, without delays.” 47
"If the manuiacturer seeks to establish and enforce an inventory
requirement that is too heavy, he is liable to lose the cooperation of his

. 48 .
distribator.’ Therefore, inventory requirements are usually nego-

tiated.

Inventory turnover. -~ Most electronic distributors recognize that

successful business operations depend upon a satisfactory rate of stock

turnover. ' 49

Increased turnover releases capital, cuts cost, and
improves profits. Inventory turnover can be determined from past expe-~
rience and sales for existing lines. The market potential of a new product

line as previously discussed allows for forecasting possible rate of turn

baged on the initial inventory requirements as negotiated.

4 Ralph 8. Alexander, James S. Cross, and Ross M. Cunningham,

Industrial Marketing, Bichard 0. Irwin, Inc. (Homewood, Illinois, 1856),
p. 183.

48
Ibid., p. 194.

48 -
gdomgh Powers, "hHow Turnover Aifects Your Bank Account, "
reprint of NEDA Journal {(May, 1260 issue).
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Return goods policies. --"2 distributor is likely to be much

attracted by the policy of the manufacturer who allows returns of slow
moving items and obsolete merchandise.” 50 The practice of such a
policy does a great deal toward enlisting the cooperation of the distrib-
utor and any inventory program the industrial marketer can set up.

Many distributors highly favor the practice of reviewing their stocks
once each year in cooperation with the manufacturer, who at that time
takes back any obsolete or slow moving items and recommends new ones.
Return policies for obsolescence type merchandise should be in writing.
Generally, full return privileges are limited to unsold merchandise from
the initial order after a specific period of time, usually six months or
one year. Other return policies provide for returns of from 5- to 10 per
cent of annual purchases. Still others offer stock adjustments when one
to two times the value of returned merchandise is purchased. Practically
all inventory adjustment programs provide for a penalty of from 5- to 20
per cent discount on all returned goods not accompanied by an offsetting
order. It can be seen from this that return goods policies are one of the

more important factors in any supplier evaluation study,

Consignment programs. --Consignment inventories are sometimes

posgible. It is not often, however, that o supplier with high acceptance

mﬂalph S. Alexander, James 5. Cross, and Ross M. Cunningham,
Industrial Marketing, Richard D. Irwin, Inc. (Homewood, Iilincis, 1956),
p. 194,
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will offer programs of this type. There is a trend to be observed
whereby some suppliers are setting up "warehouse distributors.”
Merchandise is placed in the distributor's warehouse on “field" or

"bonded'' warehouse type arrangement.

Non-stocking buying privileges. --There are some suppliers who

allow a distributor to make purchases even though no inventory is carried.

As previously mentioned, the profit marygin on such purchases is less.

Partial stocks. --There are many suppliers who allow a distributor

to stock only desirable parts of a product line, and yet be allowed to
make purchases of all of the parts as needed. Usually a distributor will
purchase an entire product line, and as slow moving items are sold, he

5
does not replace them.

Storage, warehousing, packaging.--btorage, warehousing, and

packaging are considered as inventory evaluation factors primarily because
of their nature and cost effects. The addition of any new product line must
take into considerstion the added space necessary for storage. Consider-
ation must be given as to whether existing facilities are adequate, or will

capital improvements, or commercial warehousing be necesaary.

mnay Miller, Manager, Scooter's Radio Supply Co., Fort Worth,

Texas. Many evaluation factors and comments regarding supplier inven-
tory policies are credited to Mr. Miller.
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The type of packaging is lmportant in many respects. First, does
it protect the product? FExcessive damapge means added cost. Second,
can it be stored easily ¥ Third, is the product easily identified? An
easgily identified product package can be checked in quickly, and have
orders pulled with ease. Fourth, is the product packaged in economical
units to the package? Fifth, a sales rather than inventory factor, does

the package have sales appeal?

Supplier Evaluation Worksheet

To summarize the numerous and diverse factors, and to rearrange
them in usable form a three-page supplier evaluation worksheet has been
prepared and is shown in Figures 1, 2, and 3. The first two pages are
designed in such a manner that they may be forwarded to the supplier for
completion and return. This would be time-saving and beneficial when
an initial evaluation is being made of all suppliers. The third page is
retained and completed in privacy, since some of the evaluation factors

are of a confidential nature.



Figure 1

SUPPLIER EVALUATION WORKSHEET-~Fage 1

Mig. Name Street Address
City State : Telephone
Name of Local Rep Street 4ddress
Town State Telephone
Area Engineers Street Hddress
Town State Telephone

Person to contact at factory regarding:

1. Shipping delivery
2. Billing and Credits
3. Special quotes

Products available in line:

{Other distributors in area:

Does manufacturer sell direct? To Whom?

Tnder what circumstances ?

¥ so, ig there 2 rebate to Distributor ? How Much?

Minimum billing charges

Minimum shipments

Is Freight Prepaid?

Class of Distributor:

Master Major General Line

COur Buying Price, or Discount

Cash Discount Terms of Sale
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Fipure 2
SUPPLIER EVALUATION WORKSHEET~-Page 2

Volume rebate plan?

Annual rebate plan?

What is return policy?

Are there penalties on returns?

Defective merchandise policy?

Do you have a co-op advertising policy ? How is it created, and
for how much?

Does distributor participate ? How much ¥

Can co-op be used on following:

1. Newspaper _ 6. Trade shows and exhibition
2. Radio 7. Wholesale or retail "spiffs”
3. Television 8. Price reduction

4. Direct mail . 8. Other
5. Catalogues

Type of catalogues available Any charges ?
Type of literature available Any charges ?
Type of mailing pleces available Any charges ?

dre cross reference charis available for {a) competitive parts numbers
(b) military specifications {c) other

Price sheets available? Cost? ___ Resale OEM List

NOTE:
Special merchandising programs:

Manufactiurer product and training programs:

Three most important {eatures of line:

Any exclusive products in line:




Figure 3
SUPPLIER EVALUATION WORKSHEE T ~»Page 3

Required inventory to be carried

=3

&5

Price Protection Poliey

Annual dollar potential

Netual dollar sales

Purchases last year

Inventory turn

Territory or trade area assigned

Why do we buy this line ?

Is it a profitable line ¢

3o we have to buy all of line to et just a small part we need?

If 80, is this economically profitable 7

What parts of line are slow moving--or not needed ?

D & B Hating Financial status

Brief history of company

Produect reliability and acoeptance

Efficiency in Speed and Delivery

Research status

Special assistance

Remarks




CHAPTERK IV
THE PROFIT SQUEEZE

"It has become apparent to all in the industry that distributors
must recognize the importance of making a fair profit if they are to
survive. " ! The profit squeeze, a problem of increasing operating
costs combined with diminishing profit margins, is seriously affecting
the future of the electronic parts distributor. It is impossible for
distributors to continue to sit idle when faced with a problem so poten-
tially great that it endangers their future existence. Distributors today
must analyze all phases of their business to determine what factors are
placing them in the profit squeeze. This study concerns itself with an
analysis of three potential problems generally related to the profit squeeze,
The first to be presented concerns itself with methods of analyzing profit
margins. The second study is a presentation of the small order problem.

And the third is a discussion of the delivery problem.

i

Henry . Schott, "Profit Need Dictates Efficiency, " Electronic
Distributing Including Jobber News, XXXV, No. i (January, 1963),
28#

74
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Profit Margins

% has been shown in the preceding chapter that supplier evaluation
requires an individual analysis of each vendor. For the going concern
it becomes necessary at times to analyze complete product groups of
merchandise in order to obtain a true perspective into what is taking
place profit-wise.

Management today is attempting to keep a sharp eye on profits.
They are interested in knowing what profits are, where they come from,
and how they can be retained. 2s a reczult of such things as product
emphasis, specializetion, and product line duplication, a most vital factor
to be determined in this part of the study is where and how much profit
is being made on each product group of merchandise. Efforts have been
made to collect the necessary data for analyzing the cost and resale prices
and the resulting average percentage of profit maintained on twenty-five
different types of electronic parts sold at the wholesale level by the Adleta
Company. Any variation in the percentage of profit maintained on sales
to industrial and commercial users of ele¢tronic parts versus sales to

service dealer types of accounts is included in the analysis.

Collection g_t_t Data

Invoices of current sales of the Adleta Company were used in
securing data. From approximately 1100 electronic parts invoices

billed between January 20, 1962 and January 30, 1962, a total of 224
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invoices were selected at random. No attempt was made to be selective
other than to make certain each sales tarritz)ry was represented, including
house sales by the department manager. It was believed that a sample of
this size would represent each oroduct type. Each item or part number
was cost priced by using the manufacturer's printed price lists. No
consideration was made for manufacturer's cash discounts, volume rebates,
or special types of discounts other than the quantity price groupings as
would apply to the quantity shown as being shipped on the invoice. Per-
centages of prdfi.t were calculated manually by using a wheel type per-
centage calculator for each unit of each invoice after invoices were sorted
by sales territory.

Use of a billing machine was made in tabulating and recording the
number of units on each invoice line plus the extension of unite times
gselling price less the éercent of discount on selling price. FEach invoice
line was grouped according tu 1ts merchandise type code during this pro-
cedure. At the end of each code group it was necessary to manually total
the units column and to count the number of lines. This provides infor~
mation on the activity of each product type. I was also necessary to
manually total the extended resale prices. With dollar totals on both cost
and resale, an average percentage margin of profit could be calculated
for the entire group.

At this point in the collection of data, it was possible tu check the

percent of profit on each individual line item as coded in gmups;‘ and to



TABIE T

AN ANALYEIS BY PRODUCT GROUEP OF 224 INVOICES
SHOWING ACTIVITY IN LINES BILLLED, UNITS
SHIPPED, DOLLAR COST AND BILLING
PRICES AND PERCENTAGE
G FHOVIT

rI——

S RIS o Sl R N

kK]

Product*® Number Wuantity Total Total Average
Code Lines Uinits Dollar Dollar Per Cent
Number Billed Shipped Billing Lost Marygin
of Profit
81000 126 484 [ § 1077.16 $ 785.53 28.6
82100 iw 81 198, 30 1608. 00 19. 4
82200 8 g 442.00 319. 41 27.7
82300 D .
82400 33 1062 892. 39 842, 46 28.0
82500 B N .
83300 24 1010 800.61 561. 64 30.0
83400 a1 658 475,59 320.52 32.6
83500 5 234 70. 58 60.78 13.9
93600 B o e e e e e . .
83700 B L e e e e . . e .
84200 4 4 3. 80 10, 36 25.0
84300 o .
84400 5 5 87.921 41. 67 38.8
84500 : 4 3.42 2,27 33.6
84600 20 TET 1T87.03 1267. 48 26.7
85100 5 13 1943, 07 1374.33 29.2
85200 1 3 23,85 186. 46 31.0
85300 2z 8 3.92 2.34 40. 3
55400 G 5 15. 55 12.28 21.1
85500 3 203 45, 85 41.85 | 8.4
86100 2 4 . 86 .68 21.0
86200 1 1 2.258 1.78 21.0
86300 3 8 9,76 7.51 23.1
87000 147 218 474.07 325. 90 31.4
TTotal 448 4827 1008007 | #7888, 13 1987
*See Table 11 for the Electronic Parts Product Type ag assigned

to each product code numshes.
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make a comparison of the group average. Any line items showing to
be considerably higher or lower could be analyzed for accuracy, or
unusual circumstances creating the difference.

The aforementioned procedurcs were repeated until all code
groups were completed. Data were accumulated and totaled for all
groups as well as being separated into individual sales territories for
complete analysis. Table I records all data and provides a total for
the company by product code of the number of lines invoiced, quantity
of units, total dollar billing at resale prices, total dollar cost, and
average percent margin of profit,

For ease of comparison the product codes have been labeled and
are shown in Table II. This table indicates the average margin of profit

by sales territory and company total.

Analyzing the Data

Other wholesale distributors could derive the greatest amount of
benefits from this study by making an identical study of their own busi-
ness, and then compare the results of the two stz;dies.

In analyzing Table 1 it is possible to not only determine the main-
tained profit margin for each group of products, but it is also possible
to accurately determine the amount of activity that takes place. Activity
is indicated by the number of line items billed, the quantity of units
shipped, and by the amount of dollar billing. It should be noted that five

product groups did not have any activity in the sample selected. Reasons
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for this lack of activity should be determined. It is possible that these
groups should be discontinued, or that special promotional efforts should
be placed on them in order to increase sales.

By separating the information contained in Table 1 into individual
sales territories which composed the total, it would be possible to deter-
mine the efforts being placed by individual salesmen on each type of
product. This type of information is valuable, particularly for sales
training purposes.

Table I should be studied from the standpoint of determining which
product groups produce a margin of profit below the average of 26. 7 per
cent as shown maintained by all products. Effort should be placed on
improving the profit margin of these products, or consideration given
to discontinuing the product group. A separate study should be made of
the products producing an above average margin and increased selling
efforts placed on these product groups. A helpful method of determining
solutions to this problem would be to determine the actual gross profit
in dollars for each product group, and then determine what percent of
the total profit each group represents. This figure, when related to the
average percent margin of profit provides a more accurate measurement
of where efforts should be placed. For example, in Table I, it can be
determined that far greater profits can be derived by promoting code
group 81000 at a gross profit of 28. 6 per cent than could be derived from

code group 85300, even though group 85300 has a much higher profit
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maryzin of 40. 3 per cent. Code group 81000 produced $311.63, whereas
group 81000 produced only $1.58. Consideration should be given to the
amount of actual or potential dollar profit available for each product
group.

In analyzing Table Il it is possible to compare the percentaye
margin of profit of each individual sales territory by product with the
average maintained margin of profit of the company. It can be seen that
industrial sales territory number twenty produced less profit than indus~-
trial territory number thirty. By determining individual product groups
which are above average and below average for each sales territory, it
is possible to determine why these differences in profit exist between
sales territories. Additional information could be obtained from a study
of individual accounts assigned to each sales territory. It is possible
that territory number twenty has more acccunts assigned to it which oper-
ate on a competitive bid system, thus commanding lower prices. Or it is
also a possgibility that salesman number twenty could be bidding lower
prices than is necessary to secure the business. Numerous possibilities
exist which requires study of individual acecounts in order to determine
the profitability of such accounts. This is amplified to an even greaier

extent in the following study dealing with the small order problem.
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The binall size Crder Problem

"istributors are in business to imake profits for thermselves,
their customers, and their suppliers.” 2 As the electronic parts busi-
ness increases, customer demands for additional service increases
proportionally. Unless methods are discovered for controlling these
increasing costs, profits will continue to decline. It is irnperative that
the distributor begin to analyze his business in an attempt to discover
these factors which are causing costs to increase. Urders of small
size and the increasing number of deliveries each day have been deter-
mined tu be factors which are increasing costs. In order to provide a
basis for an analysis and comparison of orders placed by customers an
attempt will be made to point out by case analysis the high percentage of
low dollar value orders being placed by customers., The findings should
point out the importance to all distributors of making similar compara-

tive studies of their own individual businesses.

Case Study and Analysis
The increasing costs of handling small orders has been discussed
as an industry problem for quite sorce time. While the Adleta Electronics

Company has known that its costs were increasing, it has not been able

. .
"FProfit Frimer, ' Electronic Distributing Including Jobber News,
XXXV, N 2 {February, 1963), 43.
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to determine the exact causes of these increasgs. Until this study was
prepared, it was not known whether the handling of small orders was a
problem or not. In a survey conducted by the American Iustitute of
Supply Associations, Inc., it was determined that in many instances costs
for handling small orders exceeded the gross profit produced by these
orders. 3 This study revealed the average sale per invoice by members
of the association to be $57. 88. The average expense for handliné each
i‘nvaice was $13.90. More significant perhaps was the fact that 57. 7% of
all invoices were for less than $25. 00 and produced only 8. 3% of the sales
dollar. Invuices accounting for 22. 6% of the total invoices were for $5.00
or less and produced only . 9% of the tutal dollar volume. While the
results of the survey pertain to a different industry, the pertinent facts
brought to light are the basis for being alerted to this problem.

In order to determine the existence of a problem all invoices of the
Adleta Electronics Company for a complete billing cycle were grouped into
categories representing the dollar values of each invoice. The number of
invoices in each group were totaled by the quantity reprewn’celd and the
percent of the total represented by each group. The number of items
on each invoice group and the dollar amount on each invoice group were

totaled, and percentages of the total calculated for each group. Average

3'*5&1&3 Analysis Survey - The Small Order Problem, " NEDA
Journal, XVIII, No. 5 (May, 1962), 20-22.
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dollars per line and per invoice were also calculated for each group. The
results of this study are shown in Table IIl. From Table Il it can be seen
that there were 1588 invoices used in this study; they represented a total
dollar billing of $42, 423, 80, and an average dollar billing per invoice of
$27.09. The number of line items was totaled in order to determine how
many items were being billed on each invoice. It can be gseen that the 1566
invoices represented 5022 line items, or an average of 3. 2 line items per
invoice and $8. 44 average per line item.

The exact processing cost of writing, billing, posting and collecting
an invoice by the Adleta Company is not known, although it has been esti-
mate& at approximately $3. 25. 4 Using certain assumptions, however, the
total cost of handling an order can be determined. Assuming that the
company is now breaking even; neither making a profit nor sustaining a
loss, and that the cost of goods sold is currently 69. 6%, then the gross
aperatipg profit and cost of doing business (including all sales and oper-
ating expanses)-wculd be equal, or 30.4%. This would also mean that the
present average dollar billing per invoice of $27.09 would be the break
even point of billing per invoice and that 30. 4% of this amount or $8. 24
would be the average total cost for handling invoices. Therefore, all

invoices showing less than $8. 24 profit would be unprofitable to handle.

4
E. H. Miller, Jr., Uffice Manager, Adleta Company, Dallas,
Texas. Cost estimate given in interview of January 16, 1962,
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For ease of figuring, all invoices of less than $25, 00 (rather than
$27.09) will be considered as unprofitable to handle. By applying
this consideration to Table III it can be determined that 1223, or 78. 1%
of the total invoices are unprofitable; this represents 20.6% ($8, 738, 87)
of the total dollar volume. At this point it would appear necessary to
accept only orders of $25.00 or more; however, to establish such a
policy would likely antagonize many customers who normally place
larger orders, and would cause a loss in this business. It was deter-
mined that additional information should be sought concerning the problem.
The total invoices in Table III were reworked and separated into
three groups consisting of cash sales, industrial accounts, charge sales
and service dealer accounts charge sales. This information is shown in
Tables IV, V, and VI. Table IV shows that 27% of the invoices were cash
gales with the average cash invoice total being $7.05. While this is con-
siderably lower than the $25.00 minimum figured as a break even point,
consideration must be given to the fact that cash invoices require, for 1
the most part, very little handling as compared to charge invoices, Also,
approximately one half of the cash sales are will-call orders where no
delivery costs are involved. In addition, no collection expenses are
involved and cash flow is improved. Therefore, it would be difficult to
say that seven dollar cash sales are unprofitable.
Table V presents an analysis of all charge invoices to industrial

types of accounts, The 362 invoices represent only 23% of the total
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invoices in Table III, yet account for 50% of the total dollar sales. It
should be noted also that the total number of line items invoiced to
industrial types of accounts represent less than 17% of the total number
of line items. This would generally mean less handling was involved
in orders of this type. E€ven though an average of $59. 14 per invoice
was obtained on sales to industrial accounts, the fact that 61% of all
invoices to this type of account are less than $25. 00 still presents a
problem.

Invoices billed to service dealers, as shown in Table VI account
for approximately 50% of the total number of invoices from Table I. R
can be quickly seen, however, that the average dollar invoice total for
this type of account is only $28. 16. It would appear that all sales to
this type of account are unprofitable, particularly since 76% of all invoices -
are for less than $25.00. It cannot be overlocked, however, that this
‘group's charge purchases account for over 42% of the company's total
business. Ways must therefore be found to salvage this business, since
it is too great a percentage of the company total to give up without effort.

Since Adleta Electronics Company handles the warranty replacement
parts for the Adleta Company's RCA Victor products, it was thought
possible that the high percentage of small orders was caused by dealers
ordering only the part needed for repair of the product, and later returning
the defective part for credit. Recommendations are made to attempt to

reduce this possibility of creating 2 small order by adhering more closely
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to the manufacturers policy which states defective parts are to be
exchanged. Where exchanges can be made, invoices and credits can
be eliminated, and considerable cost savings can be effected.

Few comparisons on average sales are possible, although "a
recent study showed that the average sale for a parts distributor amounts
to $3.20. This compares most unfavorably with large retail department
stores that average $8.50 per sale." ; The Adleta Electronics Company
would appear to be doing very well if the aforementioned $3. 20 figure is
correct. However, as long as the present situation of a minimum of a
$25. 00 billing being necessary to break even, the problem of ways of
reducing cost, and/or increasing profits still exists, and the need for

continued study of the problem remains.

The Delivery Problem

Electronic parts distribution has been known as high cost distribu-~
tion, partly because of poor management and poor controls. While most
distributors have become aware that a profit squeeze exists, few distribu-
tors have taken any positive action to locate or correct their problems.
Most distributors are dedicated toward providing increased services to
their customers; yet, the fear of competition apparently keeps many
distributors from curtailing certain services that are unprofitable, In-

creased delivery costs is apparently an area where such a fear exists.

5 .
Fred H. O'Kelly, Jr., "...A Tiger By the Tail,” TEA Times,
VI, No. 2 {April, 1863), 1i3-17.
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case Study and Analysis

Delivery records of the Adleta Electronics Coﬁzpany were checked
and data compiled by month for the year 1962. The data are shown in
Table VII, and are expressed as an average number of deliveries per day.
In addition, Table VII also shows the percentage of deliveries per day to
industrial accounts as compared to the percentage of deliveries per day
to service dealer accounts. It should be noted how the average numbei'
of deliveries per day by month increased during 1962. Though sales
dollar volume may vary from month to month, neither the variation nor
percentage increase in dollar volume during the year was anywhere near
the percentage increase in deliveries. Maximum difference in dollar
sales volume between the lowest and highest month was 15%, whereas
deliveries varied from an increase of 25% to almost 90% from the lowest
to the highest month.

Most significant to note is the increase in the percentage of
deliveries to service dealers, whereas the industrial percentage has
dropped. Deliveries to industrial accounts actually declined during the
year, although sales to industrial accounts increased; therefc;m. all of
the increase in the average daily deliveries was to service dealer accounts.

Current cost per delivery is calculated at $1. 49 per delivery. 6

While this cost may be a little high because the large trucks that are used

6
E. P. Miles, General Manager, Adleta Company, Dallas, Texas;

actual costs for first quarter of 1963 as stated in interview of April 27, 1963.
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for delivery of television sets are also sometimes used in the delivery

of parts. It is doubtful, however, that cost would be less than $1.35

per delivery even if smaller trucks were used. This does not compare
very favorably with automotive parts jobbers who in 1961 showed an
average delivery cost of § . 84 per delivery. ! According to Jobber
Topics, delivery costs are continuing to increase, but most jobbers are
reluctant to curtail the service because of a continually increasing number
of competitors. The automotive jobber averages 2. 3 regularly scheduled
deliveries per day. ] The Adleta Electronics Company currently offers

three regularly scheduled deliveries per day.

How others handle problem. -~Joe Hanson, Controller for Bosco

Nuts and Bolts Company of Dallas, Texas, indicated that his company's
sales had not been affected by establishing minimum charge billings of
$2.00 and minimum cash billings of $ . 50. The good customer was
appeased by giving bhim the five, ten, or fifteen cent item at no charge
rather than charging him a minimum. This method seemed to be cheaper
than invoicing. Bosco leased not only its delivery truck, but the driver

also. They scheduled only one delivery per day; °

Ki
"Delivery Cost Increasing, But Service Is A Must, " Jobber Topics,
LXXXII, No. 4 (November, 1962), 134-6.

8
Ibid., p. 134.

9
Joe Hanson, Controller, Bosco Nuts and Bolts Co., Dallas, Texas,
Statements recorded in an interview of September 18, 1962.
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In an interview with Hichard Baker, Vresident of W. . Green
Department Store, Dallas, Texas, it was indicated that their problems
in regard to small orders, particularly as related to deliveries, had
lessened since eliminating their downtown store. Their downtown stori
was averaging approximately 80 to 100 deliveries per day, many of these
of a low dollar value., Their average deliveries today in their Uak CIliff
suburban store are only approximately twenty deliveries per day. W. 4,
Green cvontracts their deliveries with an independent delivery service
company who picks up the packages once a day and delivers them the
following day. Mr. Baker mentioned that they have a $3.00 minimun
order for any type delivery. Most of their small order ¢osts have been
substantially reduced by use of charge-a-plates, cash registers, simpli-

{ied accounting procedures and cycle billing systems. 10

Posgible solutions. -~-Most solutions to the delivery as well as the

small order problem seem tc involve some type of minimum order
and/or delivery charge. Most distributors, however, are reluctant to
establish minimums, for fear of their competition taking over their cus-
tomers. Today, the majority of manufacturers have minimum order
standards which they enforce; therefore, as long as distributor minimums

are reasonably well below that of manufacturar's, the danger of loss of

IﬂRichard Baker, President, W. A. Green Department Store,

Dallas, Texas. Interview of May 25, 1982.
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an industrial sccount’s business to the manufacturer is not likely. Many
distributors, particularly in Northern and Eastern metropolitan cities,
have discontinued deliveries to service dealers. Others have found the
high cost of serving the service dealer to be prohibitive and have been
forced into bankruptey, or have begun to open their doors to retail cyg«
tomers. Because of the belief in the need for nreater information regard-
ing the radic-television service dealer industry, a complete market

research study is included in the following chapter.



CHAPTER V

THE VIEWPOINTS AND OPINIONS
OF RADIO-TELEVISION

SERVICE DEALERS

48 pinpointed in the concept of doing business, management
assumes the responsibility of establishing abject;vea which are known
and understood. Complete market knowledge is necessary for properly
eatablishing these goals. Market research is the tool used in obtaining
this knowledge.

In an article ! related to analyzing your market, the Educational
Sub~-Committee of the Electronic Industries Association Distributor
Relations Commitiee points out that the electronic distribution industry
is in a transition period, with the service dealer market leveling itself
out, and the industrial market becoming broader and increasing rapidly.
With this condition existing, a thorough market analysis is needed. The
Committee suggests that such an analysis should begin with the market

area being defined on the basis of proper balance between required sales

Educational Sub-Committee of the Electronic Industries Assocla-
tion Distributor Relations Committee, "How to Analyze Your Market:
Sales Analysis and Market Coverage, ' NEDA Journal, XIX (September,
1962), 8-12.

88
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volume and distribution costs. Factors such as competition, distance,
natural barriers, normal flow of trade, and historical sales experience
should be considered. Customer data should be secured such as product
lines carried, sales volume, buying habits, and information regarding
key personnel and owners. It is suggested that sales areas or districts
be created based on the preceding information received.

Products should be analyzed and studied with the purpose of
establishing broad product categories within the accounting system in
order to maintain proper inventory control levels. Sales performance
records should be maintained on each customer and salesman. The
Committee believes this information can be utilized in establighing
realistic sales objectives. They also note that there is a point reached
where sales cost to low volume customers becomes a prohibitive, thus
corrective action would be needed.

It is pointed out that management must use the information mentioned
in the foregoing. In addition, management must align product availability,
company policies and service in accordance with the market and customer
requirements. This article is summarized by the following: ''the disiyib-
utor's role in improving market coverage is basically that of having full
knowledge of the market and the sources within that market from which

sales must be derived. "

2Ibid. s p. 12,
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I is intended that this research study provide the basis for an
analysis of the viewpoints and opinions of radio-television service dealers
regarding their buying habits, motivation factors, sources of supply, and
plans {or the future. The findings should provide facts which can be uti-
lized by radio-television service dealers, electronic parts wholesalers,
and manufacturers in planning and programming for more efficiently and

effectively serving themselves, their customers, and their industry.

Pregsentation and Summary oi the Sample

wuestionnaires were mailed to every radio~television service
dealer listed in the Dallas, Texas and Fort Worth, Texas yellow page
telephone directories. In addition, questionnaires were mailed to the
attention of radio and television service managers of ail major department
stores, {urniture stores, chain stores, discount stores, and national tele-
vision service agencies located in Dallas and Tarrant counties. Addi-
tional questionnaires were mailed to principal radio and television dealers
located in North Central Texas. This listing of dealers was obtained from
reports of taxes paid to the State of Texas during 1860 by each of these
dealers. Complete details of the size of the sample, the areas covered,
and the returns received are shown in Table VIII.

An effort was made to collect as large a sample as possible,
particularly in Dallas and Tarrant counties. It was discovered after

the mailing of questionnaires, that a March, 1880 telephone directory
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had bren used for the Tarrant County mailing. This partly accounts

for the high percentage of "returned unclaimed’ questionnaires for
Tarrant County. This pruved beneficial in one respect, however, since
a very high rate of service dealer turnover was detected when a thorough
investigation was made. 5 total of 172 service dealers are listed in the
March, 1962, Greater Iort Worth Yellow Page telephone directory as
compared to 170 service dealers being listed in the March, 1860 direct~

ory. This indicates a lack of growth in the number of firms {or the radio-

television service industiry in the Fort Worth area. A further study
revealed that 51 service dealers were listed in the 1862 directory that

were not listed in the 1960 directory. While this would first seem to indi-
cate growth as a result of new businesses, it only indicates turnover, since
there were 48 dealers who were included in the 1860 directory, but missing
from the 1862 directory. This represents a turnover of businesses of
approximately 22 per cent every two years.

A second mailing was made to the 51 dealers listed in the 1862
directory who had not previously received a questionnaire. This is
included in the total shown in Table VIII.

Dallas and Tarrant County returns were separated primarily to
determine if any major differences in buying motives and habits existed
between the two markets.

I can be noted in Table VIII that a separate group of samples was

taken for an area designated as "major trade areas.” This sample
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consists of questionnaires malled to and received from the following
cities: Waco, Wichita Falls, Tyler, Abilene, and Sherman. Xach of
these cities has electronic parts wholesalers that perform most of the
services of wholesalers in Dallas and Tarrant Counties. These cities
are growth markets, but are possibly still attached to the Dallas and
Tarrant County markets to some degree,

A fourth group of samples was taken from smaller cities, It was
believed that these returns, many from cities rural in nature, would
differ considerably from the samples of other groups. Each of these
cities is located outside Dallas and Tarrant Counties, is smaller in
population than the major markets previously mentioned, and is not
served by an electronic parts wholesamx“ within the éity. Questions
relgting to delivery, and picking up merchandise could, naturally, not
be utilized in evaluating the sarnple of this group, or in the total. This
group is being referred to as secondary markets.

It should be noted from Table VIII that there were four questionnaires
returned but not included in the total. These returns had one of the follow-
ing notations made by the dealer:

1. Do not service T.V. and radio; therefore, do not buy parts.

2. Borry, we quit the business. Could not make any money in

the T. V. or service business on T.V,

3. 'We do not service television.

4, Out of business,
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Only 3 per cent of the Dallas County returns and 7 per cent of the
Tarrant County returns indicate the principal business activity as being
sales. This contrasts noticeably with the 37 pexr cent of major market
respondents reporting sales as their prime business.

it should be noted at this point that 108 of the 126 respondents, or
86 per cent reguested that they receive a summarized copy of the findings
of the study. This indicates a very high degree of interest in the problem,
particularly since it was pointed out in the letter accompanying the ques~
tionnaires that a signature was not necessary, unless the respondent’
desired a copy of the findings.

Buying Habits and Factors Motivating The Radio-Television
Service Dealer to Purchase

Methods of Placing Orders

The service dealer utilizes practically every known method of
placing orders for his requirements; however, his most frequent method
is use of the telephone. Table X indicates that 39 per cent of all orders
are placed by telephone as compared to only 2 per cent by mail order.

The importance of the distributor salesman as the recipient of
orders varies greatly by area. Only 22 per cent of the dealer's orders
are placed through the distributor salesmen in Tarrant County, 29 per

cent in Dallas County, and 9 per cent in the major trade areas. This
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contrasts greatly with the high of 63 per cent of orders of secondary
market dealers being placed through salesmen.

Better than one fourth of all orders are placed by the dealer going
to the distributor's store and picking up what he wants., When this figure
is added to the orders placed by telephone, the importance of the inside
salesperson or counterman becomes significant at the distributor level
since this points out that the inside salesman is in direct contact with
the customer by means of personal contact or by telephone contact when
two thirds of all orders are placed. |

The results shown in Table X would lead one to believe that malil
orders are practically a thing of the past when considered as a means of
placing orders. Only approximately 2 per cent of all orders are placed
by mail,

There was one reply which indicated that 65 per cent of its purchases
were made through material control. This, apparently, is a chain or

factory servicing organization.

Purchasin& Habits

An attempt was made to determine information regarding pufchasing
habits of the service dealer. Table XI points out a significant weakness
of the service dealer in that he, apparently, is trying to place an order
with a majority of the salesmen who contact him. In fact, in the major

and secondary markets, two thirds of the service dealers attempt to give
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TABLE X1

PER CENT OF SERVICE DEALERS WHO ATTEMPT
TO GIVE BUSINESS TO EACH SALESMAN
CONTACTING THEM

Total
Area % Who % Who Number of
Do Do Not Replies

Dallas County 40.0 60.0 60
Tarrant County 44. 4 - 55.6 27
Major Markets 66.7 33.3 15
Secondary Markets 67.5 37.5 16
Total 47.5 532.5 118

each salesman who contacts them an order. This is important to the
wholesaler also, since it points out a lack of loyalty to any one whole~
saler by the service dealer. It would also mean that by increasing the
frequency of contact, the wholesaler could produce additional orders,

but of diminishing size, since the available business of the service dealer
remains the same. As competition increases the number of salesmen
who are contacting service dealers, orders wbuld become smaller for
the same reason. When this is related to data presented in Table X,
which indicates only 31 per cent of the total orders are placed through

salesmen, who contact the service dealer, the problem becomes more
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acute and increasingly difficult to evaluate when attempting to determine
e importance of the distributor salesman as a means of increasing
business.

The amount of time consumed in preparing an order with each
different sales representative should be given greater consideration by
the service dealer. Since his time is wbat he has to sell, it would appear
that the service dealer could become more productive if he were o
spend his time with fewer salesmen, rather than spending time with each

representative who calls on him.

Purchase Motivation Factors

One of the principal purposes of this study was to determine
reasons or factors which motivate a radio-television service dealer to
make a purchase. FEach questionnaire asked the service dealer if he
was: definitely motivated to purchase for any of the specific reasons
listed; if he was motivated only on occasion; or if he was never moti-
vated for the reasons given. It was felt that a degree of importance
could be placed on the motivation factor in this manner, since it was
possible for the service dealer to indicate a value for each factor. A
total of all replies for each motivation factor is presented in Table XII.
The large sample included in this table indicates an above -average
interest in the question. The total replies given to each factor varied

from 73 to 112, Quality of the product, followed by fast delivery service
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received the largest number of replies, indicating sach to be a definite
s#agon for making a purchase. Consignment, rebate on purchases, and
allowances on test equipment and trucks received the greatest response
for not being a factor determining a purchase. Close~out merchandise,
and gifts and premiums were the factors most often mentioned as occa-
sionally motivating the respondent to make a purchase. There were a
number of write~in answers, indicating other motivation factors such as:
availability of parts; convenience; warranty replacements; sincere appre-
ciation of my patronage; wholesalers who refuse to sell retail; and sales-
men who can make decisions that stick with company -~ not just promises.
It was felt that while the foregoing pictures some degree of impor~
tance of each factor, a single relationship combining these dégmes of
importance into a single value could be established. Therefore, as a
part of Table XII a relative importance factor was established by assign-
ing a value to each reply. An arbitrary unit value of plus two was given
te each reply indicating the factor was a definite motivating reason for
making a purchase. If the factor only occasionally motivated the respond-
ent to purchase, it was assigned a unit value of plus one. If the factor
never motivated the respondent to purchase, it was assigned a negative
value of minus one. Column five (5) of Table XII shows the value units,
the percentage total of value units of each factor, and the rank of impor-
tance of each motivation factor when using this method. Quality of produect,

fast delivery service, a liking for the company, and a liking for the
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salesman, listed in the order of importance, account for 70 per cent of
the reasons motivating the service dealer to make a purchase. It is
gignificant to note that quality of product and fast delivery service
combined are greater motivating factors than are all combined price
cuts, close outs, rebates and discount factors.

It is interesting to note in Table XII that "liking the salesman'' has
a relative importance motivation factor of only 14 per cent; yet, nearly
one half of the service dealers indicate they attempt to give each sales-
man contacting them an order. It would appear almost that the service
dealer feels an obligation in placing an order because of the personal
contact. This brings to mind some guestion as to the effectiveness of
a well trained salesman in securing business versus that of an inex-
perienced salesman and his productive capacities so long as each is
contacting the service dealer with equal frequency!

Careful analysis of Table XII should prove beneficial to all whole -
salers and manufacturers, particularly in their overall merchandising
plans. Data contained in Table XII were complied for each individual
marketing area, but were not included in this study because there was
very little variation of the individual markets from that of the total.

Additional effort was made to determine motivation factors of the
service dealers by asking that they note only the two most important
factors which motivate them to make a purchase. The results of this

gue stion are shown in Table XIIL.
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TABLY ¥III

FACTORS MOTIVATING THE RADIO-TELEVISION SERVICE DEALER
TO MAKE A PURCHASE WHEN RESTRICTED TO THE CHOICE
OF THE TWO MOST IMPORTANT MOTIVATION FACTORS

Number % of Rank of
Motivation Factor Replieg¥* Replies Importance
Fast delivery service 50 30. 72 1
GQuality of produet 54 28.12 2
Like the company 33 17.19 3
Added cash discount 17 8.85 4
Like the salesman 13 6. 77 5
Cut prices 6 3.12 8
Allowances on purchases of
test equipment, trucks,
etc. 4 2.08 7
Gifts and prermiums 1 .53 8
Close out merchandise 1 . 83 8
Consgignment 1 .53 [
Rebate on purchases 0 .00 11
Convenience of wagon jobber 0 .00 11
All other facturs 3 1.56 13
*Data compiled from replies of 105 respondents in North Central

Texas.

t'ast delivery service is the most important motivating factor in

this survey question, while quality of produet rates close in importance,
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with a liking for the wholesaler ranking third. These three factors
account for 76 per cent of the total replies. Such things as gifts, close
outs, consignments, rebates and the wagon jobber have little importance

as being the prime motivating factor for purchases.

TABLE X1V

THE AVERAGE DISCOUNT REQUIRED TO MOTIVATE
SERVICE DEALERS TO (1) PICK UP
THEIR MERCHANDISE, AND TO
(2) PICK UP ANL PAY CASH
FOR THEIR MERCHA NDISE

To Pick Up To Pick Up and Pay

Merchandise ¥ | Cash for Merchandise*

Area Number Average % | Number Average %
of Discount of Discount

Replies Required** | Replies Required*

Dallas County 31 8.3 34 12.6
Tarrant County 11 2.5 14 8.6
Major Markets 4 5.5 8 7.8
Secondary Markets 4 5.5 8.0
Tota lFe# 46 5.0 54 11.0

*The fact that 2 wholesaler would be localed within three miles of
the dealer was assumed and made known to respondents.

**All discounts were totaled and divided by the number of replies
in order to determine average.

***¥Secondary markets replies were not included in total. Also,

six replies indicating unusually large percentages were deleted from
the total.

The Effect of Discounts on Picking
Up Merchandise

An attempt was made to determine how much extra discount would

be necessary to get the radio-television service dealer to pick up his
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merchandise; and how much discount would be necessary to get him to
pick up and to pay cash for his merchandise. The results in Table XIV
would seem to indicate that the service dealer has little interest in

gither of these proposals, regardless of the discount, since the response
to this question was less than one half that of most other questions; and
the replies totaled only approximately 46 per cent of the sample returns
completed. However, based on the limited returns, a discount of approxi-
mately 9 per cent would have to be offered in order to indﬁce the service
dealer to pick up his merchandise. A discount of 11 per cent would have
to be given in order for the service dealer to pick up and pay cash for his
needs. This should have some significance to the service dealer, whole-
saler, and manufacturer in not only indicating the importance of delivery,
but also the high value placed on delivery when related to cost.

An assumption was made in this questi_on that there would be a
wholesaler located within three miles of the dealer store. It is believed,
however, that possibly some respondents did not understand the question
since one reply indicated a question; another replied "not practical’.
Also, there were six respondents who answered with such large percent-
ages that it is felt they misinterpreted the question to mean that if a cash
and carry store were located within three miles, they would patronize
these stores. Their averages were 66.2 per cent to pick up, and 95 per
cent to pick up and pay cash. Secondary markets were not included in

the totals of Table XIV since they do not have wholesalers located within

the city.
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Because of the foregoing reasons, the findings presented in Table
XIV are considered to be of limited value with the exception of Dallas
and Tarrant Counties. An interview-type of survey requesting answers
to this question would probably receive better and more accurate resulitls,

since the question could be clarified.

The Radio~-Television Service Dealer's
Sources of Supply

The Number of Supply Sources

In an effort to determine as much information as possible regarding
his sources of supply, each service dealer was questioned as to which
distributors he had made purchases from this year, and what percent of
the service dealer's total purchases did each distributor receive. From
the 119 completed questionnaires, Tables XV and XVI were prepared. By
totaling the number of distributors from whom all dealers had made pur-
chases, it was possible to determine that each radio-televigion service
dealer averaged making purchases from three and one-fourth suppliers.

It is quite noticedlile in Table XV that the Major Market service dealer
purchases from one less distributor than dealers located in other areas.
This is important when considered from the viewpoint that the Major
Market dealer is dividing his business among slightly more than two
sources, whereas all other dealers are dividing their business among over
three sources. This could be of importance to both the distributor and

manufacturer from a distribution standpoint.
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per dealers mentioned in Table XV into 100, which gives a closely
related answer of 31 per cent average amount of business which each
distributor should receive from each service dealer.

Table XVI reports the average amount of business received by the
number one source of supply as reported by each dealer. This average
figures 66 per cent for all reporting dealers, which is more than double
the theoretical average mentioned in the‘ preceding paragraph. It must
be noted that this 66 per cent is the total of all number one sources of
supply and not any one individual source of supply. It is significant to
note, however, that the radio-television service dealer gives two thirds
of his business to his number one choice of wholesalers, and divides the
remaining one third of his business among two and one -fourth other
wholesalers. Therefore, unless a wholesaler is the dealer's number
one sourve of supply, he can expe.t to receive only an average of about
15 per cent of the dealer's business by being the dealer's second, third,
or fourth choice of supply.

As previously mentioned, no effort was made to point out the
importance of each individual distributor by name because of competitive
reasons. A complete listing of all distributors mentioned as sources of
supply is shown in the appendix. An effort was made to determine the
number of sources of supply mentioned in each marketing area and to

relate this to the amount of business placed by the radio-television
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service dealer with each distributor. By adding the percent of business
received by each distributor, and totaling the percentages for the three
distributors receiving the greatest amount of business, it was possible
to develop Table XVII. It can be seen f.om this table that the three top
distributors account for over 50 per cent of the total business in each
area. The significance of this in such areas as Dallas County is great,
where the three top distributors receive 52 per cent of the business and
the balance of seventeen distributors mentioned as sources of supply are
splitting the minor part, or 48 per cent of the business. This would
seem to indicate: (1) an industry being dominated by very few at the
distribution level; {2) too many wholesalers in the business for maximum
profits; (3) that the manufacturer should use caution in establishing new
distributors; and (4) that persons interested in going into the electronics
service parts distribution should use a similar degree of caution in
determining their market potential before entering the field.

It is interesting to note in Table XVII that the sources of supply in
secondary markets exceeded the number of dealers reporting. While
the importance of this may be small, because of the size of the sample
of the reporting dealers, it continues to point out not only the possibility
of too many wholesalers in the business, but definitely points out again
that the radio-television service dealer is attempting to divide his busi-

ness among too many different sources of supply.
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A COMPARISON OF DISTRIBUTORS MENTIONED AS SOURCES OF SUPPLY
WITH THE PERCENTAGE OF BUSINESS OF THE THREE DISTRIBUTORS
WHO RECEIVED THE GREATEST AMOUNT OF BUSINESS

Average

Numbey Percentage % of Total
Distributors Points Number | Business
Mentioned Received Dealers Placed
Market Area As A Source|] By Top 3 Reporting with
of Supply [Distributors 3 Top
Distributors
Dallas County 20 3279 63 52.0
Tarrant County 16 1343 24 55.9
Major Markets 19 799 16 49.9
Secondary Markets 22 1010 16 63.1
Total 44% 6431%% 119 54, 0%%

*The total shown eliminates duplication of scurces among trade areas

and elimination of branch operations.

**The total shown is an average of the total of each market as presented

withih the table.

Per Cent 9_{ Market

From the original survey question mentioned at the beginning of the

sources of supply section relating to the percent of business placed with

each distributor, it is possible to determine the approximate percentlaga of

market being sold by each distributor.

For example, in Tarrant County the

reporting dealers representing 2400 total percentage points of business
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indicated they placed their business with 16 different suppliers. The
number one supplier received 488 percentage points of the 2400 percent~
age points available, This is 20 per cent of the total, which indicates that
the number one wholesaler in Tarrant County is receiving an average

20 per cent of all business in the county. The number two wholesaler
received 453 percentage points, or 19 per cent of available business.

The number three distributor received 402 percentage points, or 17 per
cent, and the number four distributor received 393 percentage points, or
18 per cent of the total business in the county. These four sources of
supply are receiving 72 per cent of the market, or total available bugi~
ness. The other twelve sources of supply are, therefore, sharing approxi~
mately 28 per cent of the remaining business. This, too, would seem to

indicate that there are too many distributors serving the area.

Sources of Supply Doing The Best Job

Each radio~television service dealer was questioned as to which
distributor does the best job, and why. A total of 111 respondents reported
24 different distributors as doing the best job. The number of distributors
mentioned varied from eight in Tarrant County to ten in Major Markets;
eleven in Secondary Markets, and twelve in Dallas County. About the only
significance to the number of different distributoré mentioned as doing a
good job is that it has little relationship as to how the service dealer places

his business. This was indicated by the fact that where eight distributors
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wholesalers as guides to improvement. Personal attention and
courteous treatment, efficiency and accuracy, and cooperation and
fairness would briefly summarize practically all other reasons. There
wa$ only one adverse comment in the entire group of reasons. It made

note that "'there is not a good one in the lot. ™

TABLE XIX

NUMBER AND PERCENTAGE OF RADIO-TE LEVISION SERVICE
DEALERS MAKING PURCHASES FROM OUT OF STATE
CATALOGUE MERCHANTS

Dallas | Tarrant | Major |Secondary
County | County {Markets | Markets

Total Respondents 61 29 17 17 124

Number who purchase
from catalogue
merchants 13 8 5 2 28

Per cent who purchase
from catalogue
merchants 21.2 27.5 29. 4 11. 8 22.6

Market Area Total

Out of State Sources of Supply

An effort was made to determine the importance of out of state
catalogue type wholesalers as a source of supply to the radio-television
service dealer. Table XIX indicates an average of 22 per cent of all
respondents make purchases from out of state catalogue merchants., It
should be noted that 29 per cent of the dealers located in Major Market

areas make purchases from these catalogue houses as compared to only

12 per cent of the Secondary Market dealers. Probably of greater
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importance to manufacturer and distributor, however, are the reasons
for these purchases. Table XX indicates the number one reason given
to be lower prices. This reason accounted for 34 per cent of the total.
Merchandise not being available locally accounted for 29 per cent of the
reasons, and specialty parts and replacements, a related reason,
accounted for 11 per cent. It must be noted that four respondents gave
reasons for not purchasing from out of state catalogue houses. Their
reasons basically concerned time lag, distance, inferior products, and

a dislike for chain stores.

TABLE XX

REASONS RADIO-TELE VISION SERVICE DEALERS
PURCHASE FROM OUT OF STATE
CATALOGUE MERCHANTS

Number % of

Reasons Given by 28 Respondents Replies Total
Low prices, bargains, close outs, discount 12 34.27
When merchandise is not available locally 10 28. 56

Occasionally, special parts, German parts,

replacements 4 11.43
For obsolete, unobtainable items 1 2.86
Our home office, material control 1 2. 86
Only on rare occasions 1 2. 86
Distributor of television in this area 1 2,86
Better buy 1 2.86
They are too far away if something goes wrong 1 2. 86
Time element too long 1 2. 86
No, inferior products 1 2.86
No, Ido not like chain stores; trade at home 1 2. 86
Total 35 100. 00
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Data Beneficial to the Radiv—‘l‘elevision'
Electronics Industry

4 great deal of the data collected in this study contains information
that should prove beneficial to all marketing levels of the electronics
parts industry. The purpose of this portion of the study is to present
the data that would be of interest to more than one phase of the industry.

The Number of Distributor Parts Salesmen Contacting
Radio-Television Service Dealers

Each radio~television service dealer was questioned as to how
many distributor parts salesmen call on him. The results of this survey
question are shown in Table XXI. It is revealed that an average of three
wholesale salesmen contact each service dealer. It is important toc note
the great amount of variation of sales coverage in each of the different
trading areas. The service dealers »in Major Market trading areas have
only two and one ~-fourth salesmen contacting them, whereas dealers in
Fort Worth have over three and one-half salesmen contacting them. It
is important to relate this table to Table XI, which indicates that 48 per
sent of the service dealers aplernpt to place an order with each of the
salesmen who contact him. It appears that the service dealer is spend-
ing too much of his time with salesmen when this time could be used for
producing revenue. It is quite possible that by giving more of his busi~
ness to one salesman that his importance to that salesman and source of

supply would be increased with possible incressed benefits. The wholesale
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TABLE XX1

DISTRIBUTOR PARTS SALESMEN CONTACTING EACH
RADIO-TELEVISION SERVICE DEALER

Average Number of
Trading Number of Salesmen Contacting
Area Respondents Service Dealer

Dallas County 63 2.86
Tarrant County 24 3.63
Major Markets 17 2. 24
Secondary Markets 17 3.29
Total 121 2.98

salesman would be wise to encourage this type of thinking on the part of
the dealer.

An important fact was revealed when completed questionnaires from
within the City of Dallas were separated from Dallas County and question-
naires from within the City of Fort Worth separated from Tarrant County.
The average number of salesmen contacting City of Dallas dealers
increased {rom 2.9 to 3.3. The remainder of Dallas County dealers
were contacted by only 1. 0 salesmen per dealer. Dealers in the City of
Fort Worth were contacted by 4. 1 salesmen, whereas the balance of the
Tarramt County dealers were contacted by only 1. 9 salesmen per dealer.

It would appear from this and a study of Table XXI that the wholesaler
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is working the city markets and the Secondary Markets, but is overlooking

a vast business potential which ic located close to his business operation.

Discounts Received on Receiving Tubes

The price which a business either has to pay, or will pay for its
merchandise is of interest to all members of the industry. The sale of
the receiving tube has historically been the heart of the radio and tele~
vigsion service dealer bus\imss. No matter which level of the marketing
process is considered, the sale of recelving tubes is of prime impor-
tance. Although tube sales have continued to drop each year since the
introduction of the transistor, they still represent approximately 20
per cent or more of the radio-television service dealer's income, and
approximately 40 per cent of his purchases from wholesalers. 8 Table
XX summarizes the discounts off manufacturer's s;xggeated list prices
as received by service dealers on the purchases of receiving tubes.
About 41 per cent of the respondents appear to be receiving discounts
of 50/80 per cent. Only 10 per cent of the respondents are receiving
less than 50/10 per cent discounts, whereas hetter than 44 per cent are

receiving discounts above 50/10 par cent. Of the fourteen respondents

3
Percentage revenue and profit figures quoted in interviews by Ray
Miller, Manager, Scooter's Radio Supply Co., Fort Worth, Tesxas, and

Sidney L. Hawkins, Administrative Assistant, Service Dealer Products,
Adleta Electronics Co., Dallas, Texas.



*SIUNOISIP UBIAYIP ZHT 1€ poseydand L8} }rodaa syuspuodsay ZIx

IR I 24 2 5 HERERER N1 ¢ T st B N : ] 4 R I ¢ 2 18301
6°6 14 6'0 0 2°¢1}| € 6°€T} § ¥°8 9 SIUNCOSIP
I9Yl0o Julaiadas sjuspucdsay
g2°Ir} 91 HARY) 0 2°€1; ¢ ¥8 € I°%1 | o1 %09 Futaienas siuepuodsey
0°21} LI €21y 2 g°¢ I 8'€L | & L8t} 8 %01 /01/08 Butatesex sjuspucdsay
29T €2 | STLE} 9 £°¢ i ¥er | L L%} 6 %% /01/08 Butaieosa siuspucdsey
g'ov| 8c | c0el g g-gg !l L gsec| 21 | Lep | 1€ | %07 /08 Sutatooas syuapuodsay
6°6 ﬁ\ G°0 0 6’12 | ¥ 1711 | ¥ v'8 9 %06 SUIAI2D8a SIUBPUCHIE Y

% | on| % | cenw| % | con] % | cen| % | on

S1PHAT s1esaey Luncs Ajmes
18101 Karpuosay xoflew weIIel se(reg POAIBDOY JUNCIBI(]

SHH.I DNIAIZDHY 40 SHSYHDUN L NO
GATADEY SHATY IO NOISIATTHI-CIAY Y HDIHA SINACDSIO

281 XX 5igv.L



133

reporting other discounts, scven reported discounts above 50/10 per
cent up to 70 per cent plus. Une respondent reported a discount of

35 per cent; the remaining six did not write in an answer. The median
average of discounts received by all service dealers is 50/10/6 per
cent. I should be pointed out that no effort was made to relate discounts
to brands of tubes. There is some indication of the relationship of
private, foreign and domestic tube purchases presented in Table XXIII,
however. It should be noted by all levels of the industry that in any
business where such large profit margins exist on a product that this
product and industry become highly susceptible to discounting and
increased competition from sources both within and outside the indus-~
try. Rt would be wise to give consideration to elimination of suggested

list prices, or to at least substitute more realistic profit margins.

Purchases 3{ Forei@ and Private Brand Merchandise

The continual increase in imports and the effect of private brands
of merchandise has had a pgreat {mpact on the electronics industry. The
effect that each of irese factors has on each marketing level and on the
consumer inust be reappraised often. In order to better appraise these
factors, the radio-television service dealers were surveyed regarding
their purchases of private and imported brands of electronic parts and

tubes. The results have been reported in Table XXIII. At first glance,
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it would appear that radio-television service dealers in the North
Central Texas area have a resistance to private brands of electronic
parts anc tubes, and an even greater resistance to foreign brands.
However, a closer look reveals over 30 per cent of the service dealers
are purchasing private brands of tubes. Over 35 per cent of the Dallas
County dealers report that they purchase private brands of tubes.
Twelve per cent of all dealers report purchasing imported tubes, and
16 per cent report purchasing imported parts. Nearly 28 per cent of
all respondents report they purchase private label electronic parts.
With such large percentages as these, it must be concluded that both
private brands and imported brands of electronic parts and tubes are
an important part of today's electronic parts service dealer business.
The service dealer must select the route most advantageous to him in
merchandising, either foreign or domestic tubes and parts. He should
test consumer reaction before making any big or definite change. The
manufacturer has several possibilities to following along these lines.
He can increase his advertising and place greater emphasis toward
selling the ultimate consumer on the quality and features of his domestic
built products. He can give consideration to using imports as part of
his standard merchandise. Or he can make available a second line of
imports that would parallel his domestic line of produets. It is also
possible for the manufacturer to make imported lines available to

wholesalers or large dealers utilizing the wholesaler or dealer's choice
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of privaie brund names. The wholesaler can follow methods of
merchandising similar to those suggested to the dealer and manu-
facturer. It would probably be wise for thein o 2ither develop their
own private label for all types of products, and/or to work with the
manufacturer who is presenting a strong merchandising program along
one or more of the suggestions mentioned in the foregoing.

While lower prices is the factor creating the increased emphasis
on foreign and/or private brand merchandise, it is important to evaluate
the quality of each product considered before making final merchan-
dising decisions. Defective merchandise and increased failure rate can
quickly affect any pricé advantages.

Beceivmg_ Tube Purchases _@g Related ‘_5_9_ Revenue
and Profit

It iz possible to determine with some degree of accuracy the actual
size of the average radio-television service dealer. This is accome
plished by means of projecting the service dealer's average receiving
tube purchases with known cost prices, and relating this to the compo-
sition of their total revenue, According to reliable industry sources, 4
the radio-television service dealer's revenue basically consists of
income from labor received from diagnosis and repair, and from sales

of receiving tubes, picture tubes, and parts and accessories. Labor

41131{3.



137

represents approximately 80 per cent of the service dealer's revenue
and a 100 per cent contribution to gross profits; receiving tubes repre~
sent 20 per cent of the service dealer's revenue, whereas picture tubes
represent 5 per cent, and component parts and accessories represent
25 per cent of their total revenuve. From a profit standpeint, the service
dealer earns approximately 40 per cent on parts and accessories, 25
per cent on picture tubes, and approximately 50/10/5 per cent on
receiving tubes when purchased at the median average purchase price
noted in Table XXII. The wholesaler's profit margins average approxi-
mately 30 per cent on parts and agc:asserfaa. 23 per cent on picture tubes,
and 18 per cent on receiving tubes when sold at the average median digcount
of 50/10/5 per cent.

Table XXIV presents data from respondent service dealers
indicating their total receiving tube purchases, average per dollar,
and an average cost of purchases of receiving tubes when figured at an
approximate factory to distributor cost of elghty-seven cent35 per tube
for American made receiving tubes. Suggested resale prices to the

consumer were calculated on the basis of approximately 65. 5 per cent

5
Average factory to distributor cost of eighty-seven cents per
receiving tube was obtained from Guy Rutherford, Dallas, Texas,
Regional Representative for the Radio Corporation of America. This

is the current average billing price per receiving tubes to distributors
in the Southwest Region.
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TARLE XXV

COMPOSITION OF REVENUE AND CROSE PROFIT

OF THE SERVICE DEALER

140

Revenue and Profit | Per Cent ; Dollars Per Cent Dollars
Cormponents of Total Hevenue Contributed | Gross
Revenue to Profit Profit

Labor 50 $1656. 25 106.0 $1656. 25

Parts and Accessories 25 828. 12 40.0 331.25

Picture Tubes 8 185. 63 25.90 41.41

Receiving Tubes 20 862, 50 50/10/5 283. 22

Total Revenie* 100 $3312. 50 69.8  [$2812. 13

*Source: Table XXIV,

dealer un purchases of receiving tubes is a discount of 50/10/5 per cemt

off list.

This means the average service dealer's expenditures per

month for receiving tubes is $280. 90; this is also the distributor's poten~

tial average revenue per dealer on sales or receiving tubes.

TABLE XXVI

It can be

COMPOSITION UF REVENUE AND GROLS PROFIT OF THE

ELECTRONIC PARTS WHCLESALER FROM SALES

TO BARIC-TELEVISION SERVICE DEALERS

Dollar

Revenue and Profit Averapge Dollar
Components Revenue* | Per Cent Gross

Profit##* Profit
Parts and Accessories $ 496. 87 30.0 $149.086
Picture Tubes 124. 22 23.0 28. 57
Receiving Tubes 379.28 18.0 68.27
Total Revenue * $1000, 37 24. 6 $245. 80

*Source: Table XXV, difference in gross profit and revenue,
except for labor not included.

**Industry Sources, Fooitnote 3.
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noted that at a discount of 50/10/5 per cent, an average dollar gross
profit on receiving tubes per dealer by the wholesaler would be $50.35
per month. At first glancé this might seem impressive, but when it is
recalled that the service dealer divides his business among three and
one -fourth sources of supply, an average gross profit of only $15. 47

per wholesaler can be expected. Table XXVI indicates the revenue per
month of wholesalers from the average service dealer to be $1000. 37.
Gross dollar profit of 24. 6 per cent; or $245. 80 can be anticipated.
When dividing this by three and one-fourth sources of supply, an aver-
age gross profit of only $75. 66 per wholesaler per dealer can be expected.
The question before the wholesaler now is: ''can he provide the required
services to the dealer within this margin of profit?"

The service dealer's total revenue in Table XXIV was obtained by
multiplying his average monthly receiving tube dollar sales at the sug-
gested list price by five. This was done because it was previcusly stated
that 20 per cent of the service dealer's total revenue is from sales of
receiving tubes. The average radio-television service dealer, therefore,
has a total revenue per month of $3312, 50. From this can be obtained
the average dollar profit per month per service dealer. Labor, being
one half of the revenue, contributes 100 per cent, or $1656. 25 to gross
profit; parts and accessories are 25 per cent of total revenue with an

average profit of 40 per cent, or $331. 25; picture tubes are 5 per cent
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of the total revenue with a gross profit of 25 per cent, or $41.41; and
receiving tubes, as mentioned, account for 20 per cent of the service
dealer's revenue, and a profit of $283. 22 when purchased at discounts
of 50/10/5 per cent. A combination of each of these percentage of
revenue factors as related to their individual profit margins reveals a
cost of goods sold of only 30. 2 per cent, or a gross profit margin on
revenue of 69. 8 per cent. Therefore, based on a total revenue of
$3312. 50, the average radio-television service dealer has an average
monthly dollar gross profit of $2312. 13 before any expenses have been
deducted. Further discussion of the service dealer's average gross

profit will be made later in this chapter.

Total Market Potential

Assuming that the respondents and their average purchases are
typical of the market, it is possible to calculate total market potentials
of the service dealer trade in Dallas and Tarrant Counties, and in other
areas also as long as the number of service dealers are accurately
known. For example, there are 290 radio-television service dealers
listed in the 1982 Dallas Yellow Page telephone directory, and 172
dealers listed in the Fort Worth directory. By multiplying 290 times
the total revenue per dealer as shown in Table XXIV for Dallas County,
a total retail potential of $1, 033, 125 exists. This figure does not

include many businesses such as furniture and department store service
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departments, or businesses not listed in the directory, but it does give
an approximation of the size of the market. In Tarrant County, the
market is much smaller not only because of the difference in total size
of the market, but because the average total receiving tubeg purchased
is much less than all other markets. This difference is noticeable
throughout Table XXIV. However, the 172 radio-television service
dealers in Tarrant County represent a total dollar potential of $421, 400.
For the aggressive dealer and wholesaler, the potential is great.

The wholesaler's total potential revenue per month form the 290
radio-television service dealers in Dallas County is $219, 022; and for
the 172 dealers of Tarrant County a revenue potential of $89, 266 per
month exists. Once again, it must be remembered that these figures
do not include many potential radio-television service dealers such as
furniture and department stores. The greater the accuracy in deter-
mining the exact number of service dealers, the greater the accuracy

in determining the market potential.

Parts and Tube Inventory

Proper inventory levels are of prime importance in today's
business. This is particularly tonue in the radio-television servicing
business. Being out of a part when making a house call is extremely
costly for the dealer to have to call back again. An adequate inventory

is a great necessity. Equally important, however, is inventory turn.



PARTS AND TUBE INVENTORIES OF

TABLE XXVII

RADIO-TELEVISION SERVICE
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DEALERS
Number Inventory Average Dollayr
Market Area of in Inventory Per
Resgpondents Dollars Dealer
Dallas County 58 $146, 400 $2524. 14
Tarrant County 26 55, 040 2116.92
Major Markets 15 35, 230 2348. 66
Secondary Markets 14 34, 350 2453, 57
Total 113 $271,020 $2398. 41

Without proper inventory turnover, profits will suffer. Table XXVII
reports the service dealer to be maintaining an approximate dollar inven-
tory of parts and tubes of $2400. If this were related to the total revenue
as shown in Table XXV, an inventory turn of 16.8 times ;;er year exists.
Were the inventory related to only revenue received from parts and
accessories, picture tubes, and receiving tubes, a turn of over eight
times per year still exists. In either case, it would appear that the inven-
tory turn is high. The service dealer would likely reduce his expenses
and increase his profits if he inereased his inventory and reduced the
number of turns to nearer six turns per year based on parts, accessories,

picture tube, and receiving tube sales.

Number of Employees Per Service Dealer

Each service dealer was questioned as to the number of full time

employees he employed, including himself. The average for all dealers
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TABLE XXVIII

NUMBER OF PERSONS EMPLOYED BY RADIO-TELE VISION
SERVICE DEALERS

Number Total Average Number
Market Area of Persons of Persons
Respondents | Employed | Employed Per Dealer
Dallas County 61 182 2.98
Tarrant County 28 77 2.75
Major Markets 17 70 4.12
Secondary Markets 16 568 3.50
Total 122 385 3.18

is 3.2 persons employed per dealer. Dealers in Major and Secondary
areas employ more persons than do Dallas and Tarrant County dealers.
Table XXVIII provides the details as to number of employees per dealer.
The average number of persons employed should be related to
Table XXV and to the total revenue and average dollar gross profit per
month. For example, the average total revenue per service dealer of
$3312. 50 divided by the average number of employees per dealer indi-
cates that each employee averages $1048. 25 per month revenue. Dollar
profit per month per employee averages $731. 68. Considering that no
salaries, office expenses, overhead, depreciation, advertising, or any
type of expenses have been deducted, it is questionable as to hew much
net profit the radio-television service dealer is actually making. A
further study into these expenses to determine actual net profit or loss

would be suggested.
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Service Dealer Requests of the Manufacturer

Each service dealer was asked how the manufacturer could help
him most. There was a very large response to this question considering
the fact that all answers had to be written in. A total of 159 suggestions
from 103 respondents were received. These data have been compiled in
Table XXIX. While each of the suggested means of assistance are con-
sidered to be self-explanatory, it should be noted that over 40 per cent
of the replies are requests for assistance in service training, or requests
for being better served with technical data and servicing information.
Suggestions that products be designed, engineered, and manufactured
with quality in mind, and easily accessible for servicing were related to
over 20 per cent of the replies. Although there were several replies
which suggested that the manufacturer not sell certain classes of cus-
tomers, most replies were suggestions that would appear to benefit the
manufacturer as much or more than the service dealer. Practically all
suggestions should be given thorough consideration as possibilities for
improvement, including individual consideration to such suggestions as:
"unnecessary changes without advantages"; "furnish schematics with
each piece of new equipment’; "pay part of the service cost for the first

ninety days'; and, "put plugs on all cables and wires going to tuner and

yakﬁ- ¥t
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Service Dealer Requests of the Wholesaler

The service dealers were also questioned as to how the electronic
parts wholesaler could best assist the dealer. While assistance by
conducting service schools, and providing technical data ranked high
in importance, maintaining a good parts inventory and assortment was
of equal importance. FEach of these factors accounted for approximately
20 per cent of the total replies. Of significant importance to the service
dealer is his request that the wholesaler sell oniy to qualified accounts.
-Approximately 16 per cent of the replies requested the distributor to;
stop selling retail; stop selling back door; stop selling to part timers;
and, stop sailing discount, grocery, and drug stores. There were three
requests to sell licensed shops only. As was the case with the requests
of manufacturers, almost every reply appealrs to have some merit.
Thus, it would be wise for the wholesaler to analyze each reply included
in Table XXX.

Service Dealer Requests of the Service Dealer
Association

Each radio~television service dealer was requested to answer
the question "How can the service dealer association help you most"?
OUnce again, as was the case with the manufacturer and the distributor,
the number one request was for assistance, and for the service dealer

agsociation to provide service training, clinics, techniéal programs and
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demonstrations. This single request accounted for 21 per cent of the
replies, or as much as the next three requests combined. It should
be noted that 7 per cent of the replies were in favor of a state licensing
law for radio and television service persons; another dealer thought
such « law already existed and should be enforced. Four per cent of
the replies indicated disfavor of licensing legislation. Many of the
suggestions of means of assistance could prove extremely beneficial
to the service dealer and could be encouraged by dealer associations.
Some useful suggestions were: upgrading the service dealer by pro-
moting ethics; providing business aids for profitable management; stand-
ardizing service techniques and prices; and, exchanging customer credit
information. Approximately 11 per cent of the replies were determined
to be non-association members. Some of these indicated an intarest in
an association, although the majority have & preference of being inde -
pendent. Only three replies appeared to have strong opposition to associ-
ations of any type. Two of these suggested that associations disband.
The majority of the dealer replies concerning the service dealer
association's means of providing assistance were constructive in nature.
There were a number of replies which would be debatable throughout the
electronics industry, even among association members. Such debatablé
replies were: state licensing laws for radio and television service

persons; becoming militant with dishonest dealers outside the association;
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Merchandising, Training, and Future Plans
of The Radio-~Television Service Dealer

There are several factors which affect both the long-range, and
the immediate future of the radio-television service dealer. The
following are important considerations which may affect the future
of not only the service dealer, but the entire electronic service parts
industry:

(1) Improvement in the quality of radio and television sets
which reduces the failure rate, and incidence for service, resulting
in a reduction of income.

(2) Gradual replacement of receiving tubes by transistors,
printed circuits, and other similar innovations which reduces not only
the failure rate of radio and television sets, but eliminates a major
revenue producing factor which affects the total income of the entire
industry.

(3) Anticipated electronic product innovations resulting from the
past and presently heavy research expenditures. These innovations
should produce new consumer and industrial products with a potential
for increased revenue from both sales and service. At the same time,
new product knowledge for both selling and servicing these devices will
be required.

{4) The effect of color television! Will it be another television

boom that will provide added revenue from hoth sales and service ?
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(5} Competitior:! What will be the effect of the discounter, the
stand-up tube checker, the "open door™ wholesaler, and the new gener-
ation of elactronic technicians?

{8) Icreasing costs, particularly labor and equipment. Partic-
ular attention to profit planning is needed as the gap closes between
costs and profits.

Although it is not the purpose of this study to solve each of the
foregoing problems, it is a purpose of this study to determine what the
radio-television dealer is thinking and doing about some of these

problems.

Merchandisin& Plans

It was related that 56 per cent of the total respondents included
in this study were primarily engaged in only the service business, and ‘
an additional 33 per cent indicated their business to be a combination
of both service and sales. Since product sales potentially represent an
additional source of revenue for the service dealer, consideration
should be given to {ncreasing emphasis on product sales. Table XXXIII
indicates that 46 per cent of the service dealers do intend to place
greater importance on product sales. Although this is a minority, it
must be neted that this would represent a high percent of ‘change, or
shift in the nature of business. For the wholesaler and manufacturer,

ihis should indicate a vast potential of new outlets for product sales.
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TABLE XXXII

PLANS OF SERVICE DEALERS TO PLACE GREATER
EMPHASIS ON PRODUCT SALES

Beplies from Replies from
Penlers "Who Plan Dealers Who Do Not
Trading Area to Emphasize Plan to Place
Product Sales Greater ¥mphasis
on Sales
Number % Number %
Dallas County 23 37.7 38 62.3
Tarrant County 12 50.0 12 50.0
Major Markets T 50.0 7 50.0
Secondary Markets 10 76.9 3 23. 1
Total 52 48.4 80 53.1

Most service dealers, quite naturally, feel that radio and
telavision sets would be the most profitable and well suited products to
sell. According to Table XXXIII over 85 per cent of the respondents
shared this feeling. Approximately 20 per cent of the respondents belisve
that communication equipment would be profitable and suitable. This
same per cent held true for the sale of sound systems, also, & is felt
that several of the "written in" answers have significance and, therefore,
should be studied. Yarts and accessories, as well as used sets, would
appear to be very compatible to the service dealer. §From the competi~

tive viewpoint, it may become necessary for the service dealer to
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attempt to become sub-jobbers for parts and accessories in the future.
There were three replies from respondents who felt that product sales
of any type would be non-profitable. A&nother dealer reported that any
product that will meet the people's needs in his {(dealer's) location
would be suitable. He is, of course, correct; however, the question
remains as to what product.

ther types of competition continue to reduce the revenue of the
radio-television service dealer today. Une of the more important types
of competition is the "stand-up type tube checker'. 6 This method of
testing and selling tubes has appreciably affected the revenue of the
service dealers. Of interest to the entire industry are methods of
competing effectively with this mode of selling. Table XXXIV indicates
that 78 per cent of the service dealers offer free tube checking. In
certain areas of the nation, service dealers have offered free service
calls on the assumption of profiting from the sale of tubes and parts. Rt
is interesting to note that no respondents in the North Central Texas area
report to have offered free service calla as a competitive measure.
While only 7 per cent of the total dealers report discounting tubes, it

should be noted that 15 per cent of the dealers in Tarrant County discount

ﬁ'It'kzt-; "stand-up type tube checker'' is that type of tube checker
commonly found in drug stores, drive-in groceries and other high foot~
traffic locations. The customer normally checks his own tubes, without
assistance, either professional or otherwise.
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the offer of professional advice and assistance appear to be the better
method of competing. ¥ should be noted that this and most other com-~
petitive roethods noted are effective only if the customer visits the dealer.
No effective methods of keeping the customers from using and purchasing

through use of the stand-up checkers have been presented.

Plans for the Future

The new product innovations and rapid changes within the
electronics industry make it necessary for the service dealer to
definitely plan his future. The service dealer must be prepared to
service the products which will be in use in the future. Table XXXV
lists the products which the service dealers feel they should begin
making preparstions to be servicing five years from now. Color tele~
vision was reported by 96 per cent of the respondents as the number one
product to make preparations for servicing. It is interesting to note
that 100 per cent of the respondents in Dallas reported color television
as the product to make preparations for servicing. This could possibly
have been anticipated. However, in the instance where 40 per cent of
the respondents indicated communications equipment as being important!
for future servicing would probably not have been anticipated. It is also
doubtful that business machines and electric organs would have been
anticipated as being as great a potential income producers as is indicated

by Table XXXV. Write in answers did not indicate any unknown
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developments. It is surprising to note that only three replies indicated
that suggested planning or preparations be made for servicing transis-

tors or transistorized products.

Service Training

Color television, during recent months, has taken on greater
importance, It was noted in Table XXXV that 96 per cent of the radio-
television service dealers believed they should prepare now for servicing
color television five years from now. It should be noted in Table XXXVI
that 96 per cent of the dealers feel that being trained in servicing color
television is important today. This percentage varies from 90 per cent

in Tarrant County to 100 per cent in Major and Secondary markets.

TABLE XAXVI

DEALERS WHO BELIEVE IT IS IMFORTANT T BE TRAINED
IN SERVICING COLOR TELEVISION TODAY

Replies from Heplies from

Those Who Those Who
Marketing Area Believe It Is Believe It is Not
Lioportant Important
h o Number % Number %
Dallas County 61 96.8 2 3.2
Tarrant County 26 89.17 3 10. 3
Major Markets 15 100.90 0 0.0
Secondary Markets 17 100.0 0 0.0
Total 118 85.6 5 4.4
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An interesting comparison to this is the number of dealers who

have had training in servicing color television.

Table XXXVII indicates

only 81 per cent of the service dealers have had training in color tele-

vision. It should be noted that the Tarrant County percentage indicates

only 72 per cent trained, which is quite a bit below average. Several

respondents indicated that only a part of their employees had received

any color training. I is quite possible that the number of individuals

still untrained is substantial.

Particular note of this should be made

by all levels of the industry with definite plans for action to be formu-

lated.

TABLE XXXVII

DEALERS WHO HAVE HAD TRAINING IN

SERVICING COLOR TELEVISION

Replies from

Replies from

Those Who Those Who
Marketing Area Have Had Have Not Had
Training Training
Number % Number %
Dallas County 51 . 82,3 11 17.17
Tarrant County 21 72.4 8 27.6
Major Markets 13 86. 7 2 18.3
Secondary Markets 15 88.2 2 11.8
Total 100 81.3 23 18.7

Some guide as to where the service dealer has beenmreceiving his color

television training, and/or where he plans to receive this training, can
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be determined from Table XXXVIII. A great amount of dependence is on
the wholesaler who sells the color television to provide service training,
it is noted. A total of 72 per cent of the dealers depend upon the color
television set distributor for training, whereas only 5 per cent depend
on the regular parts wholesaler, and 9 per cent depend upon the service
dealer association. Other important sources of color training included:
publications and trade journals; Sam's Photo Fact color course; corre-
spondence and home study courses; and trade schools,

The service dealer was surveyed as to who was making the greatest
contribution in providing technical training to him and his personnel.
Table XXXIX indicates the distributor who sells the product to be the
most important source of this training. Fifty-four per cent of the
respondents signify this importance. The manufacturer ranked second,
with 38 per cent of the respondents, and third in importance was the
regular parts distributor being mentioned by 21 per cent of the respond-
ents. Fifteen per cent of the replies indicated the service dealer agsoci~
ation to be providing the greatest amount of technical assistance. Once
again, Howard Sam's Photo Facts was mentioned by nine respondents.
Self-teaching along with the assistance of various trade publications
should be recognized for their importance. Also, the importance of

trade schools must be noted as a source of technical training.
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A great deal of data has been discussed within this study; however,
a vast amount of data still remains in each of the tables. It is suggested
that dealers, distributors, and manufacturers utilize this data for
improving their individual efficiency and performance within the industry

they serve.



CHAPTER VI

SUMMARY, CONCLUSIONS, AND

RECOMMENDATIONS

Sumynary of the Findings
The phenomenal growth of thé electronics industry, coupled
with constant changes and continuous product improvements has
created raany problems for the industry, especially to thoze engaged
in the marketing of these products. This study concerns itself with
problews specifically related to the electronic parts distribution
industiry. By rreans of perscnsl interviews with carefully selected
executive personnel in the electronic parts wholesaling industry in the
Norih Texas areas, ond thorough study of industry trade publications
the problems of greatest current significance were selected for indi-
vidual study. These problems were:
1. Dewvelopment of 2 concept of doing business;
2. wupplier evaluation;
3. Thres fact.rs relating to the profit squesze:
a. Profit margins
k. The small size order

¢. Delivery problems;

i1
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Market research as specifically related to the

radio~television service dealer market.

It should be pointed out that the aforementioned problems were

selected from a large group of industry problems found to exist.

These included:

1.

2.

8.

10.

Inventory control and obsclescence;
Product line duplication;

Bankruptcies within the industry;

Price cutting;

Salesmen's compensation methods;
Customer demands for additional service;
Credit, collections and increasing accounts
receivable;

New markets and new products;

Sales, product training, and methods of
sales promotion;

Increasing competition.

The purpose at this point in the study was to describe and analyze

the problems selected for independent study, utilizing case illustrations

where needed to more effectively present the problems or possible solu-

tions to the problems. It was also intended to indicate possible means

of solving each problem.
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Development of a Concept of Doing Business

In order to obtain maximum efficiency distributors of electronic
parts must first decide what they want to be and what they intend to do.
Decisions as to the image to be created must be the first decision of
the distributor. This image can be planted firmly by establishing a
written concept of doing business. A concept or philosophy of business
begins with a purpose and ends with an image.

By integrating policies of the Adleta Company, a Dallas, Texas
electronic parts wholesaler for thirty years, with the ideas or philos-
ophies of various current writers and management leaders, a modern
concept of doing business has been developed.

The changing patterns of industry has created the need for planning
for the future. Today's principles and objectives must be established
under the customer oriented concept of determining what the customer
wants, when and where he wants it and what price does he want to pay.
It must be recognized that business exists in order to supply a product
or service wanted by the customer,

The need exists for the concept to be in writing since it promotes
a deep delegation of authority, consistency, teamwork, understanding,
and the continuity and ease of transmission from one generation of execu~
tives to another. The time spent in writing the concepts will be made up
many times over by the executive manhours saved in eliminating repeti-

tive, routine decisions. It is also generally assumed that a person will
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be a2 more effective member of an organization if he has a knowledge of

the purpose of the organization and its operations; therefore, operating

concepts should be restated in writing.

Business today, principally has some responsibility and obligation

to customers, employees, suppliers, ownership, the community, the

government, and competition.

In developing a concept of doing business management must assume

the responsibility for establishing objectives which are understood and

accepted; the most important of these being:

1.

2.

Creating new markets;

Anticipating the future;

Training and motivating the business organization
toward contributing to the joint aecom;)lishxixents
of common goals;

Set high standards fur efficiency, service, and
performance;

Operate within the spirit and letter of the law;
And, to communicate the basic purposes and ethics
of the company to all those in company ranks so
they may communicate them to customers and
others outside the {irm through their actions;
Planning for a profit, for itself as well as those

to whom it has responsibility.
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It should be remembered in developing a concept of doing business
that a philosophy is 2 basic attitude. It is a frame of mind. Rt iz a

guiding principle and should be a deep conviction,

Supplier Evaluation

It has been established that supplier evaluation is a part of product
planning; and that product planning is definitely a function of management.
l.ike most current management problems, the objectives of the business
enterprise need to be established and known prior to beginning the supplier
evaluation. The purpose of the evaluation also should be known. Is it in
anticipation of adding product lines, of reducing the number of lines being
merchandised, or is the purpose simply a periodic review of existing
sources of supply?

Evaluation factors which were discussed in this study were:

1. Supplier background and reputation;

2. Supplier's policies;

3. Product line features;

4. Market potential;

5. Profit potential;

€. Pricing policies;

7. Competition;

8. Advertising and sales promotion;
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9. Special assistance policies;
10. Inventory.

It might at first appear as if there are too many factors to be
considered; however, it should be pointed out that all factors do not
have to be considered in every evaluation., The degree of importance
as related to the decision réquired determines the extent of the evalu-
ation factors to be considered.

Since evaluation factors do vary according to the decision required
it is difficult to establish a level of importance toleach. The level of
importance can only be weighed by the person or group who is studying
and evaluating each factor. From the study as presented it appears that
the more important evaluation factors are quality, competition, price,
brand acceptance, and profit. When considering the suppliers of indus-
trial goods only, the factors would likely be quality or relisbility, price,
profit, competition, inventory requirements, and dependability in delivery.

A three -page supplier evaluation worksheet has been prepared. The
first two pages are designed in such a manner that they may be forwarded
to the supplier for completion and return. This would be time saving and
beneficial when an evaluation is being made of all suppliers. The third
is retained and completed in privacy since some of the evaluation factors

are of a confidential nature,.
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Analyzing Profit Margins

This study was to provide the basis for an analysis of the cost and
resale prices and a maintained profit margin of twenty-five different
types of electronic parts sold at the wholesale level by the Adleta Company
of Dallas, Texas. A sampling of 224 invoices were taken at random from
a total of approximately 1100. Price extensions were made and totaled
for each product type. Invoices were sorted according to each sales
territory division. Profit margins were calculated for each product code
group as well as the total. These data have been grouped into tables for
ease of analysis and comparison. Data concerning average profit margin
by product and by sales territory which is also a customer type of classi-
fication is included. Additional information regarding the total lines
billed, number of items, average dollar billing, total dollar cost and
resale, and average percent margin of profit for the company is also
included in the study.

Sales to service accounts showed a profit margin of 28. 1 per cent,
while sales to industrial and commercial accounts provided a profit of
28. 8 per cent.

The total company average margin of profit was 26. 7 per cent, or
less than the profit as shown by either sales to service type accounts or
sales to industrial and commercial type accounts. The lower company
average was created by house account sales which provided a profit of

only 16. 5 per cent.
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The Small Size Order

In order to .provide a basis for an analysis and comparison of
orders placed by customers, an attempt was made to point out by case
analysis the high percentage of low dollar value orders being placed by
customers.

A recent study by the American Institute of Supply Association, Inc.
served as a guide for this study. Invoices of the Adleta Electronics Co.
were collected and sorted into groups according to the total dollar value
of the invoice. Further classification was made by determining the
number and percentage of invoices in each group, and a percentage which
each group's dollar value represented of the total dollar value of the entire
sample. From this information the average dollar value per line item and
per invoice could be determined for each group classification and for the
total sample. Additional analysis was made possible by separating the
invoices into charge and cash invoices as well as to type of customer.

In the survey conducted by the American Institute of Supply
Associations, Inc., it was revealed the average sale per invoice by
members of the association to be $57. 88. The average expense for
handling each invoice was $13.90. More significant was the fact that
37.7 per cent of all invoices were for less than $25. 00 and produced only
8. 3 per cent of the sales dollar. Invoices for 22. 8 per cent of the total

invoices were for $5.00 or less and produced only . 2 per cent of the

total dollar volume. While the results of this survey pertainto a
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different industry, the pertinent facts brought to light are the basis for
being alerted to this problem.

A total of 1566 invoices were used in the Adleta Flectronics Co.
study. This represented a total dollar billing of $42, 423. 80; an average
dollar billing of $27.09 per invoice. There were 5022 line items, or an
average of 3.2 line items per invoice and §8. 44 per line item.

The exact processing cost of writing, billing, posting and collect~
ing an invoice by the Adleta Electronics Co. is not known, although it is
estimated to be approximately $3.25. Using certain assumptions, how-
ever, the total cost of handling an order can be determined, Assuming
that the company is now breaking even, neither making a profit nor
sustaining a loss, and that the cost of goods sold are currently 69. 6 per
cent, then the gross operating profit and cost of doing business including
sales cost would be equal, or 30. 4 per cent. This would also mean that
the present average dollar billing per invoice of $27.09 would be the
break even point of billing per invoice and that 30. 4 per cent of this
amount, or $8. 24 would be the average total cost for handling invoices.
Therefore, all invoices showing less than $8. 24 profit would be unprofit-
able to handle. For ease of figuring all invoices of less than $25.00
{rather than $27.08) were considered as unprofitable to handle. By
applying this consideration to the total data collected 1223, or 78.1 per
cent of the total invoices are unprofitable. This represents 20.8 per

cent of the total dollar volume. At this point it would appear necessary
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to accept only orders of $25. 00 or more; however, to esta'.livh such a
policy would likely antagonize many customers who normally place
larger orders, and would cause a loss in this businéss.,
In order to determine additional information concerning the
problem it was decided to separate the invoices into three groups con-
sisting of cash sales, charge sales to industrial accounts, and charge
sales to service dealer accounts. Cash sales consisted of 27 per cent
of the total invoices and averaged $7.05 per invoice. While this is con-
siderably lower than the $25.00 minimum figured as a break even point,
consideration. must be given to the fact that cash invoices require very
little handling as compared to charge invoices., Also, approximately
one half of the cash sales are will call, thus eliminating delivery expense.
In addition, no collection expenses aré involved and cash fldw is improved.
Therefore, it would be difficult to say that seven dollar cash sales are
unprofitable,
sharge sales to industrial accounts represented only 23 per cent
of the total invoices, yet accounted for 50 per cent of the total dollar sales.
Even tbough an average of $59. 14 per invoice was obtained on sales to
industrial accounts, the fact that 61 per cent of all invoices to this type
of account are less than $25. 00 indicates that a problem still exists.
Charge invoices hilled to service dealers accounted for approxi-

mately 50 per cent of the total invoices and averaged $23. 16 per invoice.
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It would appesr that all sales to ihis type of account are unprofitable,
particularly since 76 per cent of all invoices were for less than $25. 00.
It cannot be overlocked, however, that this group's charge purchases
account for over 42 per cent of the company's total busimss. Ways
must, therefore, be found tu salvage this business, since it is too great
a percentage of the company total to give up without effort. Warranty
replacement parts are beiieved to have created a part of this problem
because of dealers ordering only the part needed for repair and later
returning the defective part for credit. K is believed a portion of the
problem can be relieved by adhering to the manufacturer's policy which

states defective parts are to be exchanged.

The Delivery Problem

In an effort to pinpoint the delivery problem an analysis of all
deliveries of the Adleta Electronics Co. for the entire year 1982 was
made. Deliveries were sszparated as to type of customer: service
dealer or industrial usar.

In analyzing the number of deliveries it was noted that the average
number of deliveries per day by month increased substantially during the
vear. Closer observation pointed out that all of the increase was in
deliveries to service dealers. Deliveries to industrial accounts actually

declined during the year.
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Delivery costs were analyzed {o a degree and found to be
considerably higher than that of the automotive parts jobber. Data
from interviews with business leaders were related. Possible solu-
tions are that minimum order regulations be established.

Viewpoints and Opinions

g_f the Radio-Television
Service Deszler

This study was made to provide the basis for an analysis of the
viewpoints and opinions of radio-television service dealers regarding
their buying habits, motivation factors, sources of supply, and plans
for the future. The findings should provide facts which can be utilized
by radio-television service dealers, electronic parts wholesalers, and
manufacturers in planning and programming for more efficiently and
effectively serving themselves, their customers, and their industry.
This study was confined to opinions expressed by radio-television service
dealers geographically located in the North Central Texas area. No
attempt was made to include the opinions of commercial, industrial, or
specialized users of electronic parts. Primary data were received from
specially prepared questionnaires completed by radio-television service
dealers. Secondary data were received from current books and trade
publications, and published data from industry sources, and personal

interviews with qualified persons in the electronics industry.
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Questionnaires were mailed te 715 radio-television service
dealers. This included every service dealer listed in the 1961 Dallas,
Texas yellow page telephone ‘directory, and every dealer listed in the
1960 and 1962 Tarrant County yellow page telephone directory. Addi-
tional questionnaires were mailed to dealers whose names were cbtained
from the 1960 Texas State Tax Reports. Completed questionnaires that
could be utilized were received from 126 dealers. This represented a
return of 18 per cent. A total of thirty-two questionnaires were returned
marked unclaimed and another four questionnaires returned with special
notations of no longer being in the service business. Twenty-two of the
unclaimed questionnaires were from Tarrant County. Investigation of
this high percentage of returns led to a discovery of use of a 1980 tele-
phone directory in the original questionnaire mailing. A comparison of
1960 and 1962 directories revealed there were forty-nine dealers listed
in the 1860 directory but missing from the 1962 directory; these were
replaced by fifty-one new dealers. This represents a turnover of
service dealers of approximately 22 per cent every two years.

All data was compiled and grouped into the marketing areas of

Dallas County, Tarrant County, major market trade areas, and second-

ary market trade areas. This was made posgsible by using post office
cancellations. It was almost possible to have accomplished the same
result from signed questionnaires, since 86 per cent of the respondents

did sign their questionnaires. This indicates a high degree of interest
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on the part of the respondents. The major market {rade areas consisted
of the North Central Texas cities of Waco, Tyler, Abilene, Sherman
and Wichita Falls. Secoundary market trade areas are cities located
outside Dallas and Tarrant Counties which do not bave an electronic
parts wholesaler located in the city. The sample proved extremely good
for the study, since 56 per cent of the respondents are engaged in
"service only", and an additional 33 per cent indicated both "service and
sales' as being the principal nature of their business. Dallas County
returus constitute approximately 50 per cent of the total sample, Tarrant
County 25 per cent, and the balance of the samples is equally divided
between major and secondary marketing areas. The division of the
sample into trade areas not only provided additional information, but it
provided a possible check for accuracy of the entire sample for each
fquestion being analyzed.

The service dealer places 39 per cent of his orders by telephone,
27 per cent by picking up his needs, 31 per cent through salesmen who
call on him, and only 2 per cent by mail. Mail orders seem to be a
thing of the past with most dezlers. Even in major trade areas, mail
orders amounted to only 6 per cent of the total methods used in placing
orders. It should be noted, also, in secondary markets that 14 per
cent of the orders are placed by telephone as comparad to only 3 per

cent by mail,
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Nearly one half of all service dealers attempt to give each
salesman who contacts them an order. In majar and secondary areas
this percentage increases to two thirds. The study further points out
that each service dealer is contacted by an average of three wholesale
salesmen. A reluctance tc say ''mo, " or a lack of loyalty to individual
suppliers could be indicative of this type of business procedure. When
data of the cities of Dallas and Fort Worth were separated from Dallas
and Tarrant Counties, it was noted that service dealers were being
contacted by less than two salesinen in the suburban portion of these
counties.

The radio-television service dealer is motivated to purchase
principally because of the quality of the product, fast delivery service,
and a liking for the source of supply. These three reasons account for
over one half of all reasons given. Added cash discounts had appeal
for quite a number of dealers, although it is significant to note that
quality of product and fast delivery combined are greater motivating
factors than are all combined price cuts, close outs, rebates and other
discount factors. Also, wagon jobbers and consignment merchandise
motivates practically no dealers to purchase.

Although 27 per cent of the dealers orders are picked up at the
wholesaler's, the study reveals that an extra discount of 9 per cent
would be required in order to get all respondents to pick up their

merchandise,
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Each radio-television service dealer averages purchsuing from
three and one -fourth suppliers, and approximately two thirds of the
dealer's business is placed with his number one source of supply. The
remaining one third of his business is placed with his remaining two and
one~fourth sources. By averaging the amount of business received by
the three distributors receiving the greatest amount from each dealer,
it was determined that these three distributors received from 50 per cent
to 63 per cent of the total business in each marketing area. This means
that the remaining thirteen to nineteen wholesalers in each trading area
receive only a small portion of the business. It should be noted that 111
dealers reported 24 different distributors as doing the best job.

When questioned as to reasons why it was felt a distributor did a
good job, good service and fast delivery accounted for nearly 25 par
cent of the reasons. A complete stock accounted for 14 per cent of the
reasons given, and good products accounted for another 10 per cent.
Personal attention and courteous treatment, efficiency and accuracy,
and cooperation and fairness briefly summarize all other reasons given.

Twenty-three per cent of the service dealers reported that they
make purchases from out of state catalogue houses. The principal
reasons given for these purchases were lower prices and non-avail-

ability of the merchandise locally. Foreign parts and obsolete items
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could be detected as reasons for purchasing from these out of state
catalogue merchants, also. Eleven per cent of the reasons written
in were from respondents who gave reasons for not purchasing from
out of state catalogue houses. Their reasons basically concerned
time lag, distance, inferior products, and a dislike for chain stores.

The average discoumnts off manufacturer's suggested list prices
received by the service dealer on his purchases of receiving tubes are
as follows: 10 per cent of the dealers received 50 per cent discount;
41 per cent received 50/10 per cent; 16 per cent received 50/10/5 per
cent; 12 per cent received 50/10/10 per cent; 11 per cent received
60 per cent; and the remaining 10 per cent received various other
discounts. No effort was made to relate discounts to brands of tubes.

Eleven per cent of the dealers indicated they purchase foreign
brand receiving tubes, while 31 per cent purchase private brands.
Sixteen per cent of the dealers make purchases of foreign brands of
parts, while 28 per cent purchase private brands.

The average service dealer in the North Central Texas area is
purchasing 265 receiving tubes per month. By projecting this average
with known cost prices and relating this to factors which compose
revenue, it was possible to determine the average size or revenue of
the radio-television service dealer. Further projection of these figures

make it possible to estimate the approximate size of each marketing

area.
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The cost to the service dealer each month for receiving tubes,
when purchasing at a discount of 50/10/5 per cent is $280.80. Total
revenue received by the service dealer from the sale of parts, tubes,
and accessories, and labor per month is $3312.50. When costs for
parts, tubes, and accessories are deducted, the gross profit before any
expenses is $2312. 13. When these figures are divided by the 3.2
employees per service dealer, it is determined that each employee is
producing $1048. 25 per month revenue resulting in a gross profit per
employee of $731. 68 before any expenses are deducted.

The service dealer purchases $1000. 37 per month from the
wholesaler., If the wholesaler were receiving all of the dealer's busi-
ness, a gross profit of $245. 90 could be expected by the wholesaler.
However, the service dealer divides bis business among three and
one -fourth wholesalers; therefore, a profit of only $75.66 per whole~
gal@r can be expected. The wholesaler has a gross profit of $50. 35
per month if the dealer purchases all of his receiving tubes from one
wholesaler at a discount of 50/10/5 per cent. If this profit is split
among the three and one-fourth wholesalers, the average gross profit
of only $15.47 per wholesaler can be expected on the dealer's receiving
tube purchases.

By multiplying the total revenue per dealer by the number of
dealers in Dallas County, a total petail potential of over $1, 000, 000 is

&nown to exist,
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An inventory of approximately $2400 is carried by the service
dealer. Based on sales of parts, tubes, and accessories this repre-
sents a turnover rate that exceeds eight times per year.

Over 40 per cent of the replies requested that the manufacturer
offer more assistance in service training, and provide better service
on technical data and servicing information. Suggestions that products
be designed, engineered, and manufactured with quality, and be easily
accessible for servicing accounted for over 20 per cent of the replies.

Other than conducting service schools and providing technical
data, the electronic parts wholesaler is expected by the dealer to main-
tain a good inventory and to sell to only qualified accounts.

The dealer desires that service dealer associations provide
service training, clinics, technical programs and demonstrations.
Other useful requests of the service dealer association were that they:
upgrade the service dealer by promoting ethics; provide business aids
for profitable management; standardize service techniques and prices;
and that they act as a credit exchange information bureau.

Uver 46 per cent of the service dealers indicated that they intend
to place greater emphasis on product sales. Radio and television
products are considered the most well suited for the service dealer to
sell, although communication equipment, sound systems, and parts

and accessories should be considered.
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In an attempt to compete with "stand-up type tube checkers',

78 per cent of the dealers indicated they offer free tube checking. Only
7 per cent of the dealers discount tubes as a means of competing. It

is significant to note that 22 per cent of the deulers reported they do
nothing to compete with stand-up checkers. Several dealers reported
that they offer professional advice. There were no dealers who reported
glving free service calls.

Color television was reported by 98 per cent of the dealers as
the number one product to make preparations for servicing in the future.
(ther products indicated as being important for future servicing are
communication equipment, business machines, and electric crgans.
Only three dealers mentioned transistors or transistorized products
as being ilmportant for future servicing.

Eighty-one per cent of the respondents indicated that they have
had color television service training. It is not known, however, as to
whether all members of the dealer's organization have completed color
training. It is quite possible that the number of individuals still
untrained ecould be substantial. The vast majority of dealers, 71 per
cent, have received their color television training, fnr"expeat to receive
their training {rom distributors who sell color television sets. Forty-
three per cent of the dealers look to the manufacturaf for their training.
Unly 5 per cent of the dealers have received from or look to the regular

electronic parts distributor for any type of color television training
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assistance. Replies from dealers as to who is providing the greatest
amount of technical training follow a similar pattern in that the distrib-
utor who sells the product has been making the greatest contribution;
the manufacturer ranks second; and the regular parts dealer ranks
third., It should be noted that 15 per ceunt of the replies indicated the
service dealer asgoclation as being the greatest contributor of technical

{raining.
Conclusions

Developing a Concept of Doing Business

It can be councluded that every businezs should take the time to
develop a concept of doing business. The cuncept in its purest form is
a method of planning or establishing permanent objectives. The concept
should be wrilien in order to promote teamwork and understanding.
Where basic objectives have been e¢stablishbed over a period oi time but
have not been written, theyv should be restated in writing as they have
already developed a degree of character and created an image in the
minds of customers, competitors, ¢mployees, suppliers, and the cown-
munity, It has been concluded that a cuncept, or philosophy is a basic
attitude, a frame of mind, a guiding principle and should be a deep

conviction.



Supplier Tvaluation

i is concluded that supplier evaluation is a part of product
planning and a managerment function. Objectives of the business
enterprise need to be astablished and known before proper product
planning and supplier evaluation can take place.

A1l factors do not have to be weighed in every evaluation. The
degree of importance as related to the decision required determines
the extent of the nurber of evaluation factors to be considered.

It is concluded that the more important evaluation factors are
gquality, price, commpetition, brand scceptance, and profit. When
considering the suppliers of industrial goods only, the most fmpor-
tant evaluation factors whould likely be quality, reliability, price,
profit, competition, Inventory requirements, and dependability in
delivery.

It is further concluded that use of the three-page supplier
evaluation worksheets would be tine-saving and beneficial when an

evaluation is being made of all suppliers,

Determining Profit Margins

& study of the tables in this part of the study reveal that the
purposes of the study were accomplished in that: (1) the average
percentage of profit maintained on each type of electronic parts

product has been determined; and (2) variations in the percentage of
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profit maintained on sales to industrial and commercial users versus

sales to service accounts proved to be small.

The Small Size QOrder

It can be concluded that in many instances the cost of handling
small orders exceeds the gross profit produced by these orders. There
definitely exists a problem of too riway small orders being handled by
the Adleta Company. Methods neeu to be devised to reduce the severity
of the problem.

The exact processing cost of writing, billing, posting, and collect-
ing an invoice should be determined in order to establish a break even
point for order handling. The data provided in this study should prove

beneficial to the industry for purposes of comparative analysis.

The Delivery Problem

It can be concluded that a delivery problem not only exists, but
that deliveries are increasing at such a rapid rate that methods must be
devised immediately to control the increase. The increase in deliveries
is attributed to deliveries to service dealers.

Delivery costs were found to be considerably higher than the

comparable costs for automotive parts jobbers.
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Viewpoints of Hadlo-Television
Service Dealers

It is determined from the summary of the findings that the total
sample of completed questionnaires used in this study is of such size
and quality as to fairly represent the radio-television service dealer
business in North Central Texas.

Adequate telephone facilities and personnel to handle incoming
calls is of great importance to the electronic parts wholesaler. Of
equal importance is the inside salesman who personally assists in
handling a majority of the customer orders.

The service dealer, in secondary markets in particular, places
a high per cent of his orders by long distance telephone.

Since time is a factor which limits the revenue and income of
the service dealer, it is concluded by this study that the service dealer
is losing too much of his revenue -producing time in picking up merchan-
dise, and with distributor salesmen who call on him.

- The service dealer is placing his orders with too many different
salesmen, and too many different sources of supply. His importance to
each of these sources is, therefore, diluted.

Quality products and fast delivery are the two most important
factors that motivate a dealer to purchase. Consignment merchandise

and wagon jobbers have little motivation effect on the dealer.
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Although the service dealer picks up a large per cent of his
merchandise, he still places a high sense of value on having merchan-
dise delivered. Considerable extra discount would have to be given in
order to encourage him to pick up all of his requirements.

The electronic parts wholesale industry is dominated by a few
wholesalers in each trade area. There are, apparently, too many
wholesalers in the business in order for all to obtain reasonable busi-
ness profits.

Good service and a complete stock of high quality merchandise
are the reasons considered by a dealer as to why he feels a particular
wholesaler is doing the best job.

Out of state catalogue merchants are definitely a source of supply
for service dealers. Pricing and availability of foreign and/or obsolete
merchandise apparently are the reasons for their penetration into the
market.

The wholesaler is placiné considerable sales emphasis on the
city areas of Dallas and Tarrant Counties, but lets up on this emphasis
on the suburban portions of these counties, and then increases emphasis
again in secondary areas.

Large, unrealistic discounts on the purchase of receiving tubes
are an open invitation for increased competition and price discounting

from sources within and outside the industry.
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Both imported and private brands of parts and receiving tubes are
an important part of today's radio-television service deale‘r business.
However, important decisions are yet to be made by the majority of the
service dealers regarding imported and private brands of merchandise.
Each level of the electronics industry will be affected by the decisions.
Merchandising products of high quality is an important consideration
to be remembered as these decisions are being made.

Considering that salaries, office expenses, overhead, depreciation,
advertising, nor any other type of expenses have been deducted from
gross profit in this study, it is questionable as to how much, if any, net
profit the service dealer is actually making.

Based on the amount of merchandise the service dealer picks up,
his requests for fast service, and the high rate of inventory turn, it is
believed that the inventory of the service dealer is too small.

The service dealer desires additional training, and technical
information. He anticipates or expecis the manufacturer, and/or
wholesaler to provide this information and assistance.

The service dealer organization offers a vast potential of new
outlets for product sales for both the manufacturer and wholesaler.

Too many service dealers have a do-nothing attitude toward
eompeting with the "'stand-up type tube checker.”

Free service calls are not being used by the North Central Texas

service dealers as a method of securing business.
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Color televigion is the number one product the service dealer
should be preparing to service in the future. The dealer is possibly
overlooking the future servicing requirements of transistorized
products, however.

The service dealer anticipates receiving training in servicing
c¢olor television primarily from the distributor who sells color tele-

vision, and secondarily from the manufacturer.
Recommendations

Developing a Concept of Doing Business

It is recommended that all businesses develop a concept of doing
business, and that this concept should be in writing.

Businesses who have formal concepts that were developed many
years in the past should restate these concepts, making certain that the
original policies are in keeping with current concepts as well as current

operating procedures.

Supplier Evaluation

It is recommended that electronic parts distributors, and other
businesses who are dealing with a multiplicity of suppliers take the
following action:

First, make a thorough study of past and present

company policies;
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Second, plan objectives well in advance, and make

known the image which the company desgires {o create;
Third, make a thorough study of its market potential;
Fourth, mail pages one and two of the supplier 2valuation
worksheet to all suppliers for completion and return;

Fifth, complete page three of the worksheet;

Sixth, evaluate all suppliers in order to determine strength
and weaknesses in product or supplier structure;

Seventh, take appropriate actions to correct weaknesses

in {fmproving the product line structure.

Profit Margins

It is recommended that a study of this type be made each six
months in order to observe any changing patterns in profit margins.

Tables should be studied carefully and plans be made to place
greater effort on higher margin product types that also represent
higher dollar volume.

Further study should be made of pruoduct types that are showing
high dollar volume, but low profit margins, with plans to be formu-
lated for improving the profit margins.

Further study should also be made on product types that show
little or no activity, or that represent a small dollar billing, It is

possible that these product types should be discontinued.
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The Small Size Order

It is recommended that all electronic parts distributors make
a study of their business to determine if similar small size order
problems exist. The comparison of data should be beneficial in
proving the existence of the problem.

Continued study of the problem should be made by all members of
the industry. In addition, special emphasis should be placed on studying
competitive industries such as tobacco wholesalers, food wholesalers,
electrical supply companies, and automotive parts distributors in order
to analyze their methods of operation and historical development.

Additional specific recommendations are as follows:

1. ¥stablish policies and procedures that would upgrade

and/or eliminate invoices that are less than $5. 00,

It is best to begin at a low dollar minimum figure and
work up to higher ievels, thereby not completely
upsetting the entire business structure. This is the
area where the primary problem exists and where
greatest savings can be effected.

2. Handle warranty replacement and defective parts on

an exchange basis rather than Invoicirig and crediting.

3. Establish minimum billings of $2.00 on charge

invoices.
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Study specific accounts to determine who is
continually placing small orders. Present
these dealers with a plan for maintaining
larger inventories.

Simplify invoicing and accounting procedures,
particularly for customers who seldom use
their accounts. A post card invoice and/or
return money envelope could be prepared.

This would eliminate normal invoice handling
and processing, as all billings could be handled
through one account.

Encourage cash sales and will call orders.
Continue to develop industrial type business
with its larger average sale.

Develop sales on products that have a higher
dollar value such as test equipment, citizen's
band, and hi-fi gear. In addition, merchandise
package deals in order tu increase the size of
the order.

Determine exact cost of invoice processing by

means of standard cost accounting methods.
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The Delivery Problem

1. Reduce scheduled deliveries to two per day.

2. Eliminate large trucks in making parts
deliveries. Use pickup trucks, panel
trucks, or economy vans.

3. Analyze delivery cost more carefully and
determine ways of reducing. Compare
cost with those of contracting deliveries
with independent delivery companies.

4. Establish a $5. 00 minimum on orders to
be delivered free. Establish a delivery
charge of $1. 50 on special requests for
deliveries under $5.00. After the mini-
mum idea has been accepted, gradually
increase minimums until they reach a
break even point.

Viewpoints of Radio-Television
Service Dealers

The following are recommendations to the radio-~television
service dealers in North Central Texas.

Analyze ibng distance telephone expense, particularly in placing
orders for merchandise. Attempt to place more orders by mail in

order to reduce this telephone expense.
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Reduce the amount of time spent in picking up merchandise by
carrying additional inventory, and by having the wholesaler io deliver
orders.

Conserve time by placing orders with fewer salesmen, and fewér
sources of supply. This should reduce the amount of time spent with
each salesman, and increase the dealer's importance with the sources
of supply he continues to deal with.

Study income and expenses to accurately determine the current
profit and/or loss condition of his business. From this, a study of
methods for producing additional revenue and profit should be consid-
ered. With the continuing decline in the sale of receiving tubes, partic-
ular emphasis should be placed on the methods of increasing revenue
from labor. A study of the automotive service dealer industry and
their preventive masaintenance promotion methods and standard rate
charges would also be recommended.

Increase inventory, thereby reducing unnecessary customer call
backs, and special trips to pick up merchandise at the wholesaler's.

The service dealer should enter the consumer products sales
field in order to increase his income. An attempt should be made to
develop parts, tubes, and accessories as over-the-counter sales items,

and not just for customers requiring service.
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Offer professional advice and free tube checking as a method of
increasing over~the -counter sales, and competing with stand-up type
tube checkers.

Prepare himself now for servicing color television, communications
equipment, business machines, and electronic organs in the near future.
He should also give greater consideration to preparing himself now for
the future servicing requirements of transistorized products.

The service dealer should give more of his business and support to
wholesalers and manufacturers who are providing him with assistance in
service training.

The following are recommendations to the electronic parts
wholesaler:

Review his ability to handle incommg telephone calls quickly and
efficiently. He should determine whether his present telephone facilities
are adequate. Also, if he accepts collect long distance telephone calls,
the expenses invoived should be reviewed in comparison to the revenue
produced.

Greater emphasis should be placed on the training of inside sales
personnel. The abilities of the inside salesman should be upgraded.

The wholesaler should encourage the service dealer to place his
orders with fewer sources of supply.

Efforts should be made toward upgrading the quality of merchandise

which he sells; and to make an effort to improve order handling; and
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provide for fast deliveries of merchandise. Study the specific data in
this study which lists the reasons as to why the service dealer believes
a particular wholesaler is doing the best job. This should be utilized
as a guide to improvement.

Observe the movement of foreign and speclalty types of merchandise
that are being purchased through catalogue merchants by the service
dealer, and determine whether the amount of business justifies a local
inventory.

Place a greater sales empbasis on the suburban areas of Dallas
and Tarrant Counties.

Encourage the meaaufacturer to eliminate suggested list pricing
on receiving tubes. An attempt should be made to maintain prices on
receiving tubes, because of the limited amount of profit when discounts
exceed 50/10 per cent.

Develop a private brand of parts and receiving tubes, and/or
work with the manufacturer who is presenting a strong merchandising
pragram, particularly at the consumer level. Caution must be taken
on any move of this type to be certain that high quality standards will
be maintained. |

Study the services offered, overhead expenses, and pricing and

discount structure on sales to service dealers in order to determine if
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services required by the service dealer are possible witﬁin the potential
profit possibilities shown in this study.

Make an effort to provide an increasing amount of technical training
for the service dealer. Also, set up additional special training programs
for servicing color television.

Improve the methods of distributing technical data to the service
daaler.

Encourage the service dealer to enter into, and/or to place greater
emphasis on product sales.

Follow up this study with a complete market research study of the
commercial and industrial market in North Central Texas.

The following are recommendations to the electronic parts
manufacturer:

Assist the wholesaler in training inside personnel.

Attempt to limit or better control the number of elscironic parts
wholesalers, as the industry appears to be crowded already.

Eliminate "suggested manufacturer's list prices” on receiving
tubes, or substitute more realistic profit margins as a measure of
avoiding excessive discounting and increased competition from sources
outside the service desler industry.

Place greater emphasis on selling the consumer on the quality
and features of his domestic made parts and receiving tubes, and

encourage the consumey to request brand names.



206

Give consideration to using imports as part of his standard
merchandise; or to make available o second line of imported parts
and/or tubes which would parallel his domestic-~built line. The possi-
bility of making available to the wholesaler and/cr larger dealers
private brands of foreign or domestic tubes and parts under brand
names selected by the wholesazler or dealer.

Provide assistance to the wholesaler, and to the service dealer
on methods of making a profit. Particular emphasis at the dealer level
should v uiod on simplified accounting procedures, and the prepara-
tion of profit and loss statements.

Provide additional service schools for the service dealer.

Give consideration to including service data with each product
manufactured, This could be included with customer instruction infor-
mation, or concealed on the inside of the cabinet. Consideration should
be given to other suggestions such as: "do not make unnecessary changes
without advantages'; "pay part of the service cost for the first ninety
days’; and, "put plugs on all cables and wires going to the tuner and
yoke''.

Manufacturers of consumer type products should design product
lines specifically for the service dealer market.

Manufacturers of electronic parts and tubes should give

considerstion to production of consurner type products through service

dealers,



Set up programs for assisting the wholesaler in providing
additional special training to the dealer in servicing color television.

The following are recommendations to the radio-television
service dealer associations:

Avoid high pressure techniques on non-member dealers and
associates, as many dealers have a willingness to cooperate, but have
no desire to be members of any organization.

Attempt to work with wholesalers and manufacturers on programs
that wouis woorade their industry. Controversial political disagreements
should be substituted with cooperative projects that would prove mutually
beneficial to all members of the industry. Such things as business aids
for profitable management; standardized servicing techniques; standard-
ized job~-time charges; promotion of preventive maintenance programs;
and specialized training courses for meeting the servicing needs of the
future are projects that would be beneficial to gveryone.

In general, it is recommended that radio-television service dealers,
electronic parts wholesalers, and manufacturers of electronic parts and
tubes utilize the data included in this study in planning and programming
for more efficiently andéffectively serving themselves, their customers,

and thelr industry.



APPENDIX A

LETTER TO RADIO-TELEVISION SERVICE DEALERS

ACCOMPANYING QUESTIONNAIRE

To Radio and Television Service Company Owners and Managers
Gentlemen:

A research study is being made to determine the viewpoints
and opinions of radio-television service dealers regarding:

i. Their sources of supply for electronic parts;

2. Their motives and buying habits;

3. Merchandising and training.

Your co-operation in answering the attached questionnaire
will be a great aid in the completion of this project.

A stamped addressed envelope is enclosed for your use in
returning the completed questionnaire. Should you wish a sum-
marized copy of the findings of this study, sign your name and
address at the end of the questionnaire; otherwise, no signature
is necessary. You will not be identified.

N. T. GRADUATE RESEARCH PROJECT

P, 3. BOX 8376, NORTH TEXAS STATION
DENTON, TEXAS
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QUESTIONNAIRE FROM WHICYH STULUY

WAL PREPARED

(Original Questionnaire Was Mimeographed on Two Legal Size Pages)
QUESTIONNAIRE

1. In placing orders for tubes, parts, etc., approximately what
percentage of your orders are placed in each of the following ways:

a. With salesmen whocallonyou. . . . . %
b. By going to the distributor store

and picking up what youwant . . . . . . Y%
¢. By telephoning a distributor . . . . . . %
d. Bymailorder . . . . .. .. ... ... %
e. Other? (specify). .. .. ... .... %

[
)

Approximately how many distributor parts salesmen call on you?

3. Do youtry to give a little business to each parts salesman that
calls on you Yes No

4. Do you feel you are motivated to make purchases for any of the

following reasons:

Yes On occasion Never

Gifts and premiums

Cut price

Close out merchandise

Allowances on purchase of test equipment,
trucks, etc.

Fast delivery service

Consignment

Added cash discount

Like the salesman

L.ike the company

Rebate on purchases

Quality of product
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4. (Continued)

Yes n occagion Never
Convenience of wagon jobber
(Mher

o———— see——

asiomana e w————ro—

Circle the two above which you feel are most important.

5. From which distributors have you 6. What percentage of your total
purchased electronic tubes and parts purchases does each one

this year? represent ?
a. T
b. %
<, %
d. %

7. Of all the distributors you deal with, which do you think does the best
job, and why?

8. Do you make purchases from out of state catalogue houses?
Yes No If yes, why?

9. If a distributor were located within 3 miles of your store, what per
cent extra discount do you feel would motivate you to:
a. Pick up your needs? % b. Pick up and pay cash? %

10. Do you purchase private label: TUBES? Yes _ No
PARTS? Yes No

11. Do you purchase: IMPORTED TUBES? Yes _ No
PARTS? __ Yes No

12. What discount do you now receive on purchases of receiving tubes ?

__950% 50/10% 50/10/5% 50/10/10% 60% Other %

13. How do you compete with stand~up tube checkers ?

. Cffer free tube checking __Uffer free service calls
Discount tube prices Do nothing

14. Who makes the largest contribution to assist you personally with

technical training for you and your personnel, particularly new products
and circuitry ?

MANUFACTURER

" DISTRIBUTOR WHO SELLS PRODUCT



211

14. (Continued)
REGULAR PARTS DISTRIBUTOR
TTSERVICE DEALER ASSOCIATION

___OTEER

15. Do you think being trained in servicing Color TV is important
today ¢ Yes No

16. Have you had training in Color TV service ? Yes No

17. Where did you, or where do you plan to receive Color TV service
training ?
MANUFACTURER
" DISTRIDUTOR WHO SELLS COLOR TV
T REGULAR PARTS DISTRIBUTOR
__SERVICE DEALER ASSOCIATION

OTHER
18. Is your prime business: Service Sales Other
19. Do you plan to go further into sales 7 Yes No

20. What products do you consider most profitable and well suited for
the service dealer to give consideration to selling:

Radio~TV Stereo Major Appliances
Communications Sound Systems Traffic Appliances

21. What products do you think the service dealer should make
preparations for servicing 5 years from now:

___Radio __Test iiquipment L.ist others:
_B&WTV ___Communication Eqpt.

_Color TV ___Business Machines

___Toys - Hobby Eqpt. _Electric Organs

22. How could the manufacturer help you most ?

23. How could the distributor help you most?

24, How could the service dealer association help you the most ?

AR
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25. How many persons do you employ full time, including owner?
26. Approximately how many receiving tubes do you use a month?

27. Approximately how much parts and tube inventory do you carry?

aaaaaa A ap ok el AP Ne e e R T R wm T s W MR WE D WS W WA G WK A B SN S W0 e T O MR o W AR T YR WS WE MR ah e e

Sign here if you wish to receive a summarized copy of the findings of
this survey.

Name Street Address City



APPENDIX C

VHOLESALERS MENTIONED BY SERVICE DEALERS

48 SOURCES OF SUPPLY

Name of Wholesaler Location
Adleta Elecironics Co. Dallag, Texas
All-State Flectronics Co. Dallas, Texas
Best Electronics ‘Waco, Texas
Brooks Supply Dallas, Texas
Budrow Radio Supply Dallas, Texas
Porter Burgess Co. Dallas, Texas
Byrons Dallag, Texas
Central Electironics Dallas, Texas
Clark Radio Wichita Falls, Texas
Crabtree's Wholesale Flectronics Dallas, Texas
East Texas Electronics Tyler, Texas
Electronics Parts Co. Abilene, Texas
General Electric Supply Jo. Dallas, Texas
Goss Radio Wichita Falls, Texas
Greenville Service (Co. Greenville, Texas
Hargiss Co, Waco, Texas

213



Name 9_{' Wholesaler

Hoods TV Supply

L & M Supply Co.

Lavender iladio

L.one Star Wholesalers
Marts, Inc.

MecGee Radio dSupply

Medaris Company

Modern Electronics

B & R Electronics Co,

Radio City Distributing Co.
Radio Communications Supply
Radio Shack

Ross Electronics

Scooter's Radio Supply Co.
Servitronics

Southern Radio

Southwe st Radio

Standard Tube

Sutton's, Bill Wholesale Electronics
Swieco, Inc.

Trice Electronics

Location
Fort Worth, Texas
Waco, Texas
Tyler, Texas
Dallas, Texas
Wichita Falls, Texas
Fort Worth, Texas
Dallas, Texas
San Antonio, Texas
Wichita Falls, Texas
Dallas, Texas
Abilene, Texas
Boston, Massachuseits
Fort Worth, Texas
Fort Worth, Texas
Austin, Texas
Dallas, Texas
Dallas, Texas
Fort Worth, Texas
Fort Worth, Texas
Fort Worth, Texas

Oklahoma City, Oklahoma



Namie ﬁ Wholesaler

Tube Mart

United Electronics

Wanslow & Company
Wholesale Electronics Supply
Wilkinson Bros. Co.

Worth Electronics

Location
Dallas, Texas
Fort Worth, Texas
Dallas, Texas
Dallas, Texas
Dallas, Texas

Fort Worth, Texas
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