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d A b E American Tool Works The large distributors are typically pleased
by the performance of the VMI agreement. ATW
Supply Chain VP Dave Morrison recently instituted

a series of meetings with ATW’s key large dealers.
American Tool Works (ATW) is a leading U.S. manu- In these conversations, the dealers emphasized the
facturer of high-quality power and hand tools, such as ~ following:
electric drills, hammers, and so forth. The company | pair o alespeople can direct demand to either

has'manufactun'ng fgcilities all over the world, anc_l its ATW products or competitors’ products. That is,
main markets are in Eur o .and North America. buyers typically ask the distributors’ sales team for
P.roducts are sold through distributors and dealers or advice on product/brand combination.

directly to home owners and tradesmen. « Currently, distributors’ sales team make decisions

ATW enjoys a very successful partnership with its based on
distributors and dealers. This channel provides about « Comfort level with different products/brand.

80 percent of its revenue, and, as a result, is tl.le focus & Profiictional i,

of the new management team that took over in 2004. « Profit margin

::gé:ﬁ:rzr:lzlp t:ljew:vienfgrm? and its distributors: ATW products’ stock levels at the distributor do
y 0 ' not effect sales since, in VMI, shipments are

» Large distributors tend to have a vendor-managed- received frequently—a few times a week.

inventory (VMI) agreement with ATW. In this situ- * For many products, space is limited due to indoor
ation, ATW monitors the inventory levels of storage requirements. VMI considerably reduces
various products at the distributors’ facilities, and inventory levels and thus the required space while
makes additional shipments as necessary. maintaining or increasing service levels.

» Midsize and small distributors do not have the ; .
; = i . Dave also met with a number of small distributors.
technical capability to participate in the VMI rela- . . .
. . , They identified three reasons for buying ATW prod-
tionship, since they don’t have the technology to : .. .
: ucts: name recognition, quality, and sales support. As
automatically transfer the necessary sales and . o
et Saf tion o ATW. in the case of large distributors, they also suggested
o RIS ' that their salespeople can direct demand to certain
Many of these distributors sell not only ATW products, ~product/brand combinations. Interestingly, they qual-
but many products from firms that compete with ATW. ified their statement as follows:
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Sixty percent of sales are prespecified by the buyer
and the distributor has no impact on the brand/
product chosen by the contractor.

The remaining 40 percent can be heavily steered
by the distributor’s sales force.

When the sales force steers demand, it is done
based on on-site inventory level.

ATW’s competitors use a variety of different
approaches to increase sales at these small distrib-
utors. One encourages some dealers to increase
inventory of tools with a promise to buy the tools
back if they don’t sell. One implemented a sales

(a). Sustainable Transportation (2%)

(b). Intelligent Transportation System (2%)
(c). Reverse Logistics (2%)

(d). Third-Party Logistics (2%)

(e). Radio Frequency Identification (RFID) (2%)

incentive program in which money contributed by
both the manufacturer and the distributor is put
into an account that is divided between the sales-
people once a year.

After concluding his talks with the dealers, Dave felt
very confident with the performance of the VMI pro-
gram. However, he had the sense that there were both
a tremendous opportunity to increase sales to smaller
dealers and, at the same time, a risk that his competi-
tors would steal some of ATW’s business with small
and midsize dealers.
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