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This publication contains copies of papersg, .and material Presented
at a seminar in Kitchener, Ontario on May 25, 981.(;Hopefully these

materials will be of benefit to small business foreevaiuating the/economic

figrae

potential of buying groups, and for planning the developmeniﬂg% ‘buying
groups. :

A "buying group" is typically thought of as an organization set
up by independent retail merchants to obtain lower prices from suppliers.
on goods which these merchants sell in their stores. However buying
groups need not be restricted to the field of retail merchandising;
wholesalers, manufacturers, professionals and others may benefit from
the formation of such groups. Also, buying groups often provide
additional services and benefits to their members such as negotiating
lower rates for credit card transactions, obtaining insurance for members
at better prices, providing a forum for members to exchange information
with each other on such subjects as market trends, developing marketing
aids such as advertising materials and catalogues, and developing
standardized store formats, signs, trademarks, private brands and so
on. The papet on the C.A.P. buying group describes the important but
limited services provided by a newly formed buying group, while the
copy of the Home Hardware brochure .details the very extensive services
provided by a very successful and mature buying group.

Comments on this publication and recommendations for the improvement
of future editions would be most appreciated. Please contact:

‘Mr. James Kelly
Department of Industry,
Trade & Commerce/Regional Economic
Expansion
Distribution Services Branch (88)
235 Queen Street 8th Floor E.
Ottawa, Ontario
K1A OH5

Tel: (613) 593-7981
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NOTES ON A TALK BY K.G. COKER ¥

PRESIDENT C A P APPLIANCE PURCHASERS INC., KITCHENER, ONTARIO.

MAY 25, 1981.

1. I REPRESENT A COMPANY C A P APPLIANCE PURCHASERS INC.

2. IT IS A COMPANY THAT WAS INCORPORATED UNDER THE LAWS OF

ONTARIO, JANUARY 1, 1980. -

3. ITS SHAREHOLDERS ARE'APPLIANCE AND TELEVISION RETAIL BUSINESSES
THAT ARE BASED MAINLY IN ONTARIO BUT NOW EXTEND INTO MANITOBA,

SASKATCHEWAN AND THE MARITIMES.

4, WE INCORPORATED IN 1980 WITH 11 MEMBERS OR SHAREHOLDERS, WE ARE
NOW UP TO SOME SEVEN&Y MEMBERS. . BY THE END OF 1981 WE FEEL
CERTAIN OUR MEMBERSHIP WILL BE CLOSE TO 100.

5. AS YOU NO DOUBT RECOGNIZE ONE OF OUR BIGGEST PROBLEMS IS HOW

TO MANAGE GROWTH SUCCESSFULLY.
THE MARKET

THE APPLIANCE INDUSTRY IN 1960 HAD APPROXIMATELY 16

MANUFACTURERS. TODAY WE HAVE FOUR MAJOR MANUFACTURERS AND WILL

4
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PROBABLY END UP WITH THREE. BY 1983, THE TARIFFS WILL BE REDUCED
SIGNIFICANTLY ON MAJOR APPLIANCES TO COMPLY WITH THE GATT AGREEMENT;'
THUS EMPHASIS WITH THE MANUFACTURER IS ON VOLUME IN PREPARATION FOR

INTERNATIONAL COMPETlTION.

IN 1951, THE RETAIL PRICE MAINTENANCE LEGISLATION WAS RESCiNﬁED,l'
THUS THE MANUFACTURER COULD NO LONGER LEGALLY INFLUENQE OR CONTROL
PRICE AT RETAIL, THUS HIS ABILITY TO CONTROL DISTRIBUTION THROUGH PRICE
STRUCTURE WAS LOST. |

IN ORDER TO AVOID COMPARISON SHOPPING AND THE HROSION OF GROSS
MARGINS, PRIVATE BRANDING BECAME A MAJOR FACTOR WITH THE RETATL

GIANTS.

THE RETAIL GIANTS INVESTED HEAVILY IN FACILITIES AND PROMOTION,
AND BY 1970 WERE DOMINATING THE APPLIANCE BUSINESS.
P
BY 1979 THE REfAIL‘GIANiS SUCH AS SEARS ANDvTHE_BAf WERE IN SUCH
A DOMINANT POSITION,.THAT THE'INDEPENDENT APPLIANCE RETAILER WITH THE
NATIONAL BRAND WAS FAST BECOMING AN ENDANGERED SPECIES IN A MATURE,
SHRINKING MARKET. THE MANUFACTURERS WERE LITERALLY BEING INTIMIDATED

BY THE RETAIL GIANTS, AND NO LONGER HAD A COMMANDING ROLE.

IN 1979, SOME LARGE, WHAT YOU MIGHT CALL INDEPENDENT RETAIL

OPERATIONS SUCH AS THE BAD BOY WITH SOME 36 STORES WENT INTO BANKRUPTCY
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BECAUSE MARKET VOLUME WAS DOWN, COSTS WERE CLIMBING, AND'MARGINS WERE
VERY SLIM.
IN 1979 SOME OF US INDEPENDENT APPLIANCE RETAILERS WHO CARRIED

MAJOR NATIONAL BRANDS STARTED TALKING TOGETHER ABOUT OUR UNTENABLE

MARKET SITUATION.

BUYING ORGANIZATIONS HAD BEEN POPULAR IN QUEBEC, AND TO SOME
DEGREE IN WESTERN CANADA, BUT NOT INicOMPETITIVE AND FIERCELY

INDEPENDENT ONTARIO.

DURING 1979 WE BEGAN TO MEET ONCE A MONTH FOR DISCUSSIONS. OUR

MEETINGS WERE HELD IN DIFFERENT RETAILER'S STORES, SO THAT WE COULD

GAIN A FEEL FOR HOW EACH BUSINESS OPERATED. RETAILERS BEGAN CALLING

ASKING IF THEY COULD ATTEND OUR MEETINGS. IN GENERAL THEIR OPERATIONS

WERE QUITE SIMILAR IN MERCHANDISING METHODS.
THE QUESTION WE DISCUSSED OVER AND OVER WAS: COULD WE PUT

SOMETHING TOGETHER THAT WAS VIABLE?

COULD WE SAVE ENOUGH ON DISCOUNTS TO PAY ADMINISTRATION AND STILL

MAKE IT WORTHWHILE TO THE MEMBERS?

IN SHORT, COULD WE BE EFFECTIVE? COULD WE DEVELOP CLOUT?

¢




IF ‘WE BOUGHT TOGETHER, HOW DO WE PROTECT OURSELVES FROM .

BANKRUPTCIES IN.THE GROUP? AFTER ALL, IT IS ONE.THING TO KNOW SOMEONE,

IT IS ANOTHER THING TO BE IN BUSINESS WITH HIM. COULD YOU GET

COMPETITIVE AND FIERCELY INDEPENDENT RETAILERS TO CO-OPERATE?

ONE NIGHT, ONE OF OUR MEMBERS GOT UP AND SAID, "WELL, WE HAVE
TALKED FOR A YEAR, WHAT ARE WE GOING TO DO, TALK FOR ANOTHER YEAR, OR

ARE WE GOING TO DO SOMETHING TO HELP OURSELVES."

IT WAS TIME FOR DECiSION; A VOTE WAS TAKEN AND THE‘DECISICN;WAS

UNANIMOUS, "LETS PUT ‘AN ORGANIZATION TOGETHER.™

WE IMMEDIATELY‘SOUGﬁT LEGAL ADVICE AS TO THE LEGALITY OF WHAT wﬁ
COULD DO WITHIN THE LAWS OF CANADA.

‘ T T ' "

WE TALKED TO ONE OF OUR MAJOR SUPPLIERS WHO AGREED WE A
INDIVIDUAL RETAILERS ﬁERE ANiEND;NGERED SPEGIES, AND SOMEWHAT OUT OF
CONGERN OVER LOST DISTRIBUTION AGREED TO RECOGNIZE US AS AN ENTITY IF
WE COULD GET IT ALL TOGETHER. IF WE FORMED A COMPANY, LIABILITY wouLu
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LIE WITH THE SHAREHOLDERS.

THE GREATEST SINGLE CONCERN.WE HAD WAS HOW DO WE PROTECT
OURSELVES FROM A MEMBER BANKRUPTCY, BEARING. IN MIND THAT HISTORICALLY

APPLIANCE RETAILERS TENDED TO BE UNDER CAPITALIZED.



OUR LEGAL COUNSEL SOLVED OUR PROBLEM .BY SUGGESTING AN -IRREVOCABLL
LETTER OF CREDIT ISSUED BY EACH MEMBER PAYABLE TO QUR.COMPANY ON

DEMAND.

THE PRINCIPLE BEING, THAT A MEMBER COULD BUY UP TO HIS LIMIT ON
THE LETTER OF CREDIT, AND AT THAT POINT HE IS NOT ALLOWED TO PURCHASE

MORE UNTIL HIS LIABILITY IS RELIEVED.

ALL THE PIECES WERE FALLING INTO PLACE, WE HAD A MAJOR SUPPLIER
WHO WOULD RECOGNIZE US. WE HAD A VEHICLEHTO AEFORD REASONABLE -
FINANCIAL PROTECTION. WE HAD A LEGAL COUNSEL;WHQ RECOGNIZED OUR
OBJECTIVES AND HAD THE KNQWLEDGE Td PUT THE RIGHT KIND OF COMPANY

TOGETHER FOR US.

A COMPANY, BE IT A BUYING ORGANIZATION, A MANUFACTURING .
ORGANIZATION OR ANY OTHER TYPE IS ONLY AS GOOD AS IT'S PEOPLE, AND THE

EFFORT THEY PUT FORTH.

WE WERE FORTUNATE THAT WE HAD PEOPLE WITH A MIX OF BUSINESS
EXPERIENCE, AND EXPERTISE, SOME WITH MANY SOLID YEARS IN RETAIL, WHILE
OTHERS HAD MANY YEARS EXPERIENCE IN THE CORPORATE WORLD.

WE STARTED WITH -ONE PART TIME EMPLOYEE WHO HANDLES OUR DAY TO DAY

ADMINISTRATION; HIS EXPERIENCE WAS BOTH CORPORATE AND RETAIL. .
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OUR BUYING PROCESS IS AS FOLLOWS: THE STORE ORDERS MERCHANDISE
FROM THE SUPPLIER FOR SHIPMENT TO HIS STORE ON A C A P INC. PURCHASE

ORDER. THE INVOICE CITES C A P INC. AS THE PURCHASER AND REFERS TO

STORE #4.

AFTER CHECKING THE GOODS AND THE INVOICE, THE STORE FORWARDS A

COPY OF THE INVOICE TO OUR HEAD OFFICE FOR PAYMENT.

C A P INC. PURCHASES FROM THE SUPPLIER, THE STORES ACT AS AGENTS

FOR C A P INC.

C A P INC. APPROVED SUPPLIERS NOW -TOTAL THREE WITH MORE ON THE
‘ A

HORIZON.

WE HAVE DEFINED OUR COMPETITION AS THE RETAIL GIANTS IN OUR.
: v :
MARKET; OUR GOAL IS TO MAKE C A P INC. STORES MORE COMPETITIVE IN THE

MARKET .
WE SAID THAT IF WE ARE TO BE SUCCESSFUL WE MUST BE:
(1) APPLIANCE SPECIALISTS AND PROVIDE BETTER SERVICE THAN THE
GIANTS TO THE CONSUMER.

(2) WE MUST LOWER OUR PRODUCT COSTS BY 107%.

(3) WE MUST PROVIDE A VIABLE CREDIT SYSTEM.



(4) WE MUST HAVE A GOOD TRANSPORTATION SYSTEM.
(5) WE MUST SUPPORT OUR STORES WITH OUR TOTAL INVENTORY.

(6) WE MUST LOWER OPERATING COSTS THOROUGH BULK BUYING E.G.

INSURANCE.

(7) WE MUST MERCHANDISE AS A TOTAL ORGANIZATION.

IF WE CAN DO ALL THESE THINGS WELL, ARE WE AN ENDANGERED

SPECIES?

AFTER 1% YEARS OPERATION, WE FIND MANY SUPPLIERS ARE KNOCKING ON

OUR DOOR, THEY RECOGNIZE OUR STRENGTHS AND THEY WANT TO BE WITH US.

AFTER 1% YEARS OPERATION WE FIND OUR MEMBERS, AS WELL AS BEING
BUSINESS ASSOCIATES ARE ALSO FRIENDS: THEY:RESPECT ONE ANOTHER, THEY
CONTRIBUTE TIME AND ENERGY, THEY COMPROMISE, THEY FORMULATE POLICY AND

THEY COMPLY WITH POLICY.

C A P INC. IS DEMOCRATIC, EVERYONE PARTICIPATES. WE JUST HELD
OUR FIRST ANNUAL MEETING, IN WHICH WE RE-ELECTED OUR DIRECTORS.

OUR DIRECTORS IN TURN RE-~ELECTED THE EXECUTIVE.




WE OPERATE WITH AN EXECUTIVE COMMITTEE WHO PREPARE

RECOMMENDATIONS FOR THE BOARD AND SHAREHOLDERS AND SEEK THEIR

APPROVAL.

DOES IT WORK?

WE THINK SO, IN THE SHORT TIME WE HAVE BEEN INCORPORATED WE HAVE
BUILT A MANAGEMENT TEAM, MEMBERSHIP LOYALTY, AND WE HAVE ESTABLISHED

POLICIES THAT WORK FOR US.

’ IN TERMS OF CONCRETE DOLLAR AND CENTS RESULTS, WE MAVE SUCCEEDED
IN NEGOTIATING SIGNIFICANTLY LOWER MERCHANDISE_PR}CES FOR OﬁR MEMBERS.,
WE HAVE INSTITUTED AN "iﬁVENTQﬁY SHARING SYSTEM" WHEREBY ONE DEALER CAN
DRAW ON ANOTHER DEALER'S INVENTORY; TQIS SYSTEM LOWERS THE INVENTORY
COST OF EACH DEALER AND AVOIDSiTHE;LOSS OF SALES. WE HAVE ALSO
SUCCEEDED IN NEGOTIATING MUCH LOWER CREDIT CARD- CHARGES FOR OUR

MEMBERS . AND WE 'ARE CURRENTLY WORkINé TOWARbS REDUCING THE INSURANCE
COSTS OF OUR MEMBERS. WE ARE ALSO STUD&ING:OTHER WAYS AND MEANS TO CUT
MEMBER'S COSTS AND INCREASE THEIR SALES, RANGING FROM-MERCHANDiSE
SUPPORT PROGRAMS (E.G. FLYERS, SPECIAL PROMOTIONS ETC.) TO CUTS IN
TRANSéQRTATION COSTS, TO"DEVELOPMENT OF INFORMATION INTERCHANGE

% PROGRAMS AMONGST MEMBERS TO AiD THEM IN IDENTIFYING AND- ADJUSTING TO

TRENDS ‘-IN THE. MARKET.
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OUR STORES ARE BECOMING ENTHUSIASTIC. TO DATE IN 1981 WITH ONE
MAJOR SUPPLIER OUR PURCHASES ARE UP SIGNIFICANTLY. THE FUTURE, WE
BELIEVE FOR C A P INC. IS ENCOURAGING. THE CHALLENGE LIKE ANY

CORPORATION IS TO ACHIEVE OUR GOALS.

THANK YOU !
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ADDRESS TO BUYING GROUP SEMINAR
Kitchener Public Library
Monday, May 25, 1981

Good evening ladies and gentlemen:
By reference to the programme you will note that I have been
asked to cover legal considerations applicable to the main
topic under review "How to Form a Buying Group". Because of
the necessary time constraints I will attempt to highlight
what I think are the importanf legal considerations. I under—
stand that there will be some time for questions at the end of
thig discourse, and I will attempt to deal with them at that
ﬁime. Please note your questions and feel free to ask them ét
the conclusion of this talk.

For some years I have acfed for Home Hardware Stores Ltd.,

a dealer owned hardware cémpény which was originally formed

essentially for the purpose of acting as a buying group for the
individual home hardware dealers: I had a fair amount to do.
with the structuring of that aoﬁpaﬁy and have had some experience
with the formation of buy%ng érpups. Home Hardware Storés.Ltd.
has been in existence since abo&t 1964 and it is one of the older
established buying groups infOnéaréo, althouéh at the time that
it was formed we had qccasidn to look at several other groups
that had been put togethef a£ that time.

More recently, I also acted fof Cap Appliance Purchasers
Inc. which company was recently incérporated for the sole purpose
of forming a buying group covering certain appliance dealers in

Ontario, and at the time of formation were essentially dealing
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with General Electric Appliances. The main purpose of the
formation of that'company was to take advantagerf volume
purchases from General Electric Company in order tofbe en-
titled'to‘the rebatés which would develop and the pricing that
would arise from volume purchasesa This group has been in
existence for a little ovef a yedr and appears to be operating
very successfully, and the partlclpants therein are qulte happy
with what they are ach1ev1ng as a result of ]01n1ng in it, and
I understand that the,participation has expanded somewhat rapidly
by new members comlhg in as shareholders of that company Even
though I have had some experlences of that nature I hasten to
point out that I do not nedesaarlly hold myself out as an expert.
Assuming the decision is made to form a buying group, there
are basically two ways:to prbceed° If the group was a fairly
small one, you could proceed by way of a partnership agreement,
and thisg wbula mean. simply the formation of a partnership among
the part1c1pants in the group. The other alternative,'of course,
is to lncorporate a company. In my view, while partnership‘is,
an alternative/ I would not recommend it even thought it would be
the least:inexpensive manner of proceeding._lI do not.recommend
the entering into_a'partnership‘agreement for those interested
in a\buying group for various reasons and probably the most
important of which 'is that each partner is liable for the aebts
and obligations of the other partners, and I think that there
are several advantages to proceeding by way of incorporation,
and T will highlight some of the advantages in.proceeding with

the incorporation of a company as opposed to setting up a
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partnership. I, of course, do not have time to cover éll of
the aspects but I think I can make out a very strong case that
the proper way to proceed is by proceeding to-incorpofate a
company. |

Firstly, in the case of a company incorporated either

federally or provincially there is a limited liability of the
shareholders as opposed to a joint»and gseveral liability of
the partners. Likewise, a corporation never dies; it goes on
forever. Some of its shareholders may die, some of its officers
or directors may die but others can be appointed to rep;ace them.
Whereas a partnership usually terminates on the death of any of
the specific partners. zlﬁ aéditioﬁ,.éhares of a corporation or
company can be transferred withdut;difficulty whereas if changes
are made in a partnership structure, it involves usually the
dfawing of a new partnersﬁip‘agfeegené,.\Likewise, an individual
partner may bind the partnership firm contractually, but a share-
holder alone cannot necessarily bind or- obligate the corporation
or company. A ghareholder of a:coﬁpany can contract with or sue
a corporation where a paftnér éannot(sue oxr contract with his
own firm. Methodé of financing whichAare available to a corpo-
ration or a company to éecure‘additional capital, if necessary,
are not necessarily the same thch would be possessed by a .
firm of partners. In addition to these points,. there is usually
much more ability to structure the ‘profitability in the company
in order to aﬁoid payment of taxes in the year that profits are
earned. In this respect, a company is a separate entity separafe

and apart from its shareholders. Whereas in a partnership the
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pértners must report all of Ehe'income for the specific period
in question, and the corpofation has the ability tovdefer some
of its income and pay a corporate rate of tax on the income

but does not have to disperse its total profits in any one year,

and accordingly, the participants are not liable to pay tax on

all of its income in any one yeax. ‘There is much more flexibility
in dealing with thé fingncial.affairs of a company.

Assuming that you érefproceéding to incorporate a company,
the next important decision to make is to whether a specific

group would be advised to incorporate under The Canada Business

‘ : L N YO P » .
Corporations Act or provinéiallyéunderﬂThe,Buslness Corporations

Act of thée Province Jf Ontario. If it is anticipated that the
business of the Euying group will only be in the Province of-
Ontario, I would strongly recommend that the corporation. be

under the provincial statute. Even if it is proposed to carry.

" on business in several different provinces of Canada, and if

the buying group is‘likely to be holding some_real estate,-I:;
think it ié sbﬁeWhat lESé-expensive to proceed under the pro-
vincial statute rather than proceeding federally. The reason
for this is that an Ontario corporation or company does not
require a license in mortmain to hold real estate. One of the
incidents of its powers granted by the province is to'ho;d
réal.estate in Ontario. Whereas a company which is federally
incorporated and propoéing to do business in Ontario and will
own property in Ontario would have to apply for a license in
mortmain in order to be able to have the legal capacity to

hold real estate. There is a substantial fee payable for the
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mortmain license, and therefore, I think in most instances

it would probably be advisable to proceed under The Business

Corporations Act of Ontario. Likewise, 1if you incorporate
federally, there is a provision that all companies with gross .

revenues of ten million dollars in a fiscal year or assets

having a value of five million dollars at the end of a fiscal

yvear must file annual financial statements with the Department.
of Consumer and Corporate Affairs, while there is no similar
requirement under The Business Corporations Act of the Province
of Ontario. The annual meeting at which directors of a federal
company are elected must be held within’Canada,'whiie provision
may be included in the articles of Ontario companies authorizing
the holding of meetings at one or more pléces outside Ontario.
Other than the real estate oxr lan& ccnsideration( the cost of -
incdrporating a fe&eral company is.réugﬁly equal to that of an
Ontério company. In some instanées peéple wish to have a cfoss
Canada presence and wish to incorporate federally, and then it
is necessary to have the corporation registered in each province
of Canada, Likewise, an Ontario"coﬁpaﬁy doing business in other
provinces of Canada must register in these provinces as well.

So then in summary, most of tﬁe same things must_bevdone,for 

a federal company just as they would be for én Ontario company,
but probably it is simpler to proceed by way of an Ontario
company, but the company can be structured'in-the most deéirable

way having regard to what the actual objectives of the buying

'S

group are.
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Having made the decision to proceed to incorporate,
whether it be provincially or federally, it is necessary to
give considerable thought to the form of the by-laws of the
company. The by-laws, of course, is the legal structure under
which the company will function. The by-laws provide for
number of directors and the meetings theréof; shareholder's
meetings and all of the things necessary in order that the
company can carry on business. As you can appreciate, a
company in effect is a legél ficﬁion, and it is a creature of
the law and operates separately from its shareholders. While
its shareholders and directors direct its activities the
company contracts and acts in its own right, and therefore.
must do so under a fairly comprehensive set of rules=f£he by;iéﬁs;.
I personally have a strong cdonviction and opinion that a company
carrying on business as a buyiﬁg group must be~kept'strong,
and accordingly, the by-laws play a most important part in
the structuring of tha£ company . Ip the‘buying;group companies
which I have. dealt with there is a fundamehtal question of
trying to keep all the participants in the buying group, that
is the shareholders in the ébmpany, on an equal footing. By
this I mean parficipants all should subscribe fof the same
number of shéres so that no one person can be in control of
‘the company, and each participant has an equal voice with
respect to the election of directors and accordingly, has an
equal say in the affairs of the corporation. The by-laws, of

course, must be tailored to provide that the benefits flowing
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to the individual shareholders may be in rehatidn to the actual
purchases which the individual ghareholder has made through fhe
buying gfoup. The bywlaws can also specifically provide that
the surplus or the net profits of the company, after meeﬁing‘
the company's expenses, be allocated, credited or paid to the
shareholders in proportion to the business actually done by
each shareholdexr through ﬁhe company. They can also provide-
the surplus can be computed at a rate in relation to the
quantity, quality or value of the goods or products acquired
by each pgrticipant during the fiscal year in guestion. This
sometimes is referred to as a patronage dividend. Likewise,
different rates can be applied for different classes or.quality
of merchandige acquired by each individual participant from the
company. In my view, I eﬂphasize the by-laws very much as I
'think thét they are the main part and are most important in the
setting up of the company to act for the buying-grqup and that
. very much care should 5§ ﬁakén in the drawing of the same. The-
genefal philosophy andﬁru;es of the buying group should be set
out ih'the by~laws so éhaé né guestions will arise later, and
each participant will know where they stand. Having drawn the
necessary by~laws, apd
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following its preliminary organization it is in a position to

the company having been incorporated and
P ' : ' "
carry on business, and I think it at that point generally
advisable to structure a form of dealer agreement so that each
participant will entér into a contractual arrangement with the

corporation. In it you can set out the terms and conditions
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upon which‘shafes are to be transferrablé,_thevterms of purchase
and the obligation of the shareholdef as‘a mémber 6f the buying
group in relation to the company itselfkinsofér gé paying its
accounts, etc., is concerned. In this respect Ivthink it is
very important to keep the buying group éompany in a veryvstrong
financial position especiaily whén you are first getting_started.
For example, if one of the ;participants buYs a great deal oﬁ
merchandise from the company and presumably‘is getting a much
better price because of the volume puréhase which it is making
as a membef of the buying group, and that’individual participantl
doés not pay éhe company, the compaﬁy could be put into bad
financial straits an& not really have the resources to live
through many such experiences. Accordingly, it is very advisable
when choosing participants in your buying‘group to be share-
holders oflyour company it behooves you to be very careful'that
they aré,on a sound basis financially. In some instances, in
ordex tq_ensuré the.financial capability of the participants,
the éomﬁany.could require the filing of letters of credit from
a Canadian‘chértered bank with the company so that the company
will know. at all times that the participant making purchases
through the buyihg group is financially sound and able‘to meet
his obligations at least to the extent of the letter'of credit -
filed; |

Combines Investigation Act

Another importént consideration when forming a buying group
is to make sure that the company is not so structured that its

activities contravene The Combines Investigation Act. As you
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probably‘know, a new competiﬁion'act has been brought before.
Parliament on several occasions; but it‘ﬁae died on the order
paper. I understand that it will be reintroduced in modified
form in the near future. Since it has been the sﬁbject of a
fair amount of comment and amendment; I can oniy.speak to you
on the basis of the existing Combines investigation Act which
is presently in force; Generally speaklng, I do not thlnk the
formatlon of a buying group in itself contravenes any of the
prov1s1ons of the Combines Investlgatlon Act, but it is, of
éourse, an offence under Section 34 of the Act for a pefson or
corporation to assist in any sale that dlscrlmlnates dlrectly |
or indirectly agalnst competltors of a purchaser of artlcles
from that person by granting any discount, rebate, allc»wanc:e,"‘~
price concession or'bther advantages not similarly granted to
the'competitors. Accord1ng1y, it is most essential in the
buying group to keep all part1c1pants on an equal basis, and
therefore, avoid contravenlng that section of the Act.. There‘
are also proVisions in the Act'dealing with promotionai allew-
ances and price maintenance, and you must be eareful to avoié
these pitfalis as well. Insofar as the prémotional allo&ances
concerned, and provided you Ereat all members ef yoﬁr buying
group on an equal basis, it would appear to me that you.WOuid
not be in contravention of Section 35 of the Act. Under Section
38 dealing with price maintenance“it is an ofﬁence to'directlyyx
or indirectly attempt to influence upward or to discourage

the reduction of the price at which any person supplies or
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offers to supply or advertises the pfoduct within Canada.

In this respect the Act provides ﬁhat a suggestion by a

" supplier of a product of a resale price or minimum resale
price is an offence unless thé'pefson ﬁaking the_suggestibn
also makes it clear to the person to whom the suggestion was
made t@at such person was under no obligation to accepﬁ the
suggestioﬁ and wouid in no way sufferAin his business relations
with the person making the suggestion if he failed to accept
it. Accordingly, it is necessary, if tﬁere is a suggested -
price provision on the ultimate sale of the products purchased
through the buying group, that you make.surg it is oniy éug~
gested and nO'pehalties foi;ow from}the faiiuxe to fdllow the
suggestion. .However, in‘my view the buying group is quite'
ﬁithin its rights and:is acéing within the provisions of the
Act if it stipulates or suggests a maximum price at Which the
‘ products méy be ultimately_soldg however, yoﬁ,must also be
.very Carefuliin adopting this type of practice as it could -
lead to.a charge of brice fiﬁiﬁé°

Trade Marks

I would like'to.éay éométhing to you about trade marks.
Vefy_often bﬁying groupé in themselves can develop, Qf course,
various trade marks which are'duly'registered and gréntéd uﬂtd
the Trade Marks Act. Theibuéing gfouﬁ cémpany can be an
épplicant and can own and use a trade mark. If it is intended
that the éarticipant in the buying groué, tﬁat'is the individual
shareholders of the company; to have the right to use those

trade marks it would be advisable to enter into what is
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normally called a Registered User Agreement which stipulates

the terﬁs upon which the trade mark may be used.

"Securities Legislation

In Ontario we have the Securities Act of 1978, and we
must also be careful that we live within its provisiéns and
do not violate the Act. There is legislation of similar effect
in force in most other provinces of Canada, and when originally
forming your buying group you must be careful how you solicit
your membership. Under Section 52 of the Securities Act no
company shall trade in a security or offer it for salé unless
a preliminary prospectus and a prospectus have been filed and
receipts have been issued thereforé frqm the Securities Com-
mission. Now in some buying groups where the participation
is not at all that large it can be quite expensive to comply
with these prosgpectus requiremehts of the Securities Act, and
accordingly, if you come within the definition of distribution
to the public, you must of necessity be conéerned with the
applicable provisions of thevéecﬁrities Act. Distribution to
the public is defined in the Act and means a distribution thaﬁ
is ﬁade for the’purpose of distributiﬁgito;the publié securities
iséued by the company so that technically speaking as the com-
pany is formed to be the buying group sells its shares to the
various participants it would be a distribution to tﬁe public,
and therefore, fall within the provision of Section 52 of the
Sécurities Act to which I have referred. However, in the

Securities Act there is also a provision whereby a company can

apply for an Exemption Order so that it can be exempted from
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the prospectus requirements. and consequently éave the expense
thereof. for most émall buying group companies this would be
the advisable course of action to follow. To obtain.the
ekemptionAit is necessary to file a formal application with
the dﬁtario Securities Commission, and in the event that you
have participants from other»provinces of Canada you would .
more than likely have to apply for a similar Exemption OrdefA
in the other provinces as well in order to avoid the expense
of the prospectus requirements.- If you are unable to obtain
an Exemption Order and it was necessary to file a prospectus,
the buying group company would be incﬁrring_substantial ex-
penses as it is necessary for a prospectus to be printed and
a great deal of information has to be put together and YOu
wbuld incur substantial legal fees in complYing‘with these~'
prospectus requirements.
Other Laws

Other than the specific instances which I have given you
I should point out to ypﬁ that a buying group company is:thé
same as any other incorborated company and must, of course,
éomply with all other laws that are applicable. It must,
course, file its téx returns, and do everything that any
other company would have. to do.
Enggensés

I suppose ybu are interested_in having some idea of the
expenses ihvolved»in putting together a buying group and |
incorporating a company. In this respect I think that‘aw
company could be formed,»by—laws could be drawn, an Exémption
Order could be obtained under the Securities Act and the com-

pany could be generally organized at an expense which I would
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estimate not in excess of $2,500.00. There, of. course, Qould
be ongoing expehses incurred with respect to the strucﬁuring
of a dealer agreement and some other ancillary matters. But'
generally speaking I £ecel that the company would basically
become operative on incurring expenses not in excess of
$2,500.00. I see that I have just about run out of time, and
I appreciate that I have not gone into too much detail, but I
have tried to put before you some of the basic legal consider-
ations involved in the formati;n of a buying group and of
necessity they are quite basic and I havelaétempted to give
you an overview and~cextainly I would be most pleased to
attempt to answer any questions which you may wish to raise.

I wish to thank you most sincerely for the'aﬁtention;that you
ha&e given to me and trust tﬁat you know something more about

the legal considerations than when I started to address'you;

Thank you very much.
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We have Just heard a dlscusslon of the

mer Its and advantagés of belonging to a

buying group. Thls presentatlion proceeds

from the assumptlon that yes, you have

~ declded to go ahead and form a buylng
group.

Before proceeding with an overview of the
tasks Involved In the formatlon.of a viable
buying group, 1 would llke to make a few
polnts about the large bar charts you have
recelved which will be used during this
presentation.

How to use the planning charts.

These charts were developed in order to
asslst flrms In planning the development of
a buying group. The charts ldentify, step
by step, varlous tasks that should be com-
pleted or at least consldered In the forma-
fTlon of a buylng group. They have been
reviewed by a number of persons involved In
buyihg groups and Incorporate modlflcations
t+hey have suggesteds Suggestions from the
audlence concerned with Improving the
charts, are most velcome.

1. These charts [1st approximately 70 .
steps or tasks Involved In the creatlon
“of a buying group. However, the charts
must be adapted or "customlzed" for
each buying group; some of the steps or
tasks will not pertaln while some ad-
ditlonal steps or tasks not presently:
on the charts will be required.

2, For ease of use, the steps on this
chart have been grouped together under
functional headlngs such as
Organlzational Sfrucrure, Legal,
Financlal and SO Ohe

3. You wlltl note that a column has been
Inciuded for the assignment of personal
responsibillty for fhe comple+ion of
each step. .

4, The shaded bars shown on the charts
Iindicate the time requlired to perform
the work Involved in completing each
step or task, as well as the approx-
Imate dates on which such work will. be
started and finlshed. These time
perlods are estimates only and are
un!l Ikely to be sultable for all groups,
without some modificatlon. |+ should
be noted that a number of the steps
outlined can be done concurrently,
while some others wl!l! be dependent on
the compleﬂon of preceding steps.

5. The numbers along the -top of the chart
golng from 1 fo 26 Indicato elther one
or two week blocks of tims. . | chosen
to represent one weck tIime blocks, the
chart will cover a six month perlod.
If chosen to represent two week time’
blocks the chart will cover a one. year
perlod.

6. There are more detalled planning sys-
tems whlch can be used to plan a buyling
group, such as PERT (program evaluation
review technique) or CPM (critical path
method). These more complex systems
can be developed uslng the bar charts
as an Input; that Is, the bar charts

" can serve to inttlally structure and
organlze the workload and +Iming for
the preparation of these other more
canplex sys+ems°

We will not cover every step .on the charts
In detall since some are relatively simple
and self-explanafory. Are there any ques-
t+ions? ' .

| also wish to draw your attentlon to ‘the
consulting paper on buylng groups prepared
by Cogem Inc. for ‘the Government of Quebec,
a copy of which Is contained In the semlinar
documentation bookiet. That paper is a
valuable ald for those engaged' In forming a
buying group.

We w1 now discuss the flrst sectlon of
the charts entitled "Objectives and Scope
of the Buylng Group".

AsDbJettlvés and Scope of the Buyling Grotp

As with any new organization, I+ Is very
Important at the outset fo clearly define
+he objectlves and scope, and to make cer-
tain, that all. members undérstand and agree
WI+h such. Thus +Ime should be taken to
obtaln a clear understanding and agreement
on the part of all buylng group members,
concerning both what +he buying group Wil
do and also what ‘It will not do.

"Members should also be well aware of +he
time element Involved In developing the

var Jous services that will eventually be
offered by the buyling group; a new buying
group will require time for negotlatlions,
the development of systems and so on. A
concerted attempt at gaining such agreement
and understanding hopefully will ald. in
estab|Ishing harmony amongst members.

The steps In this flrst section of the
planning charts have been desidned 1o ald



you In the process of setting and defining
the objectives and scope of the new buyling
group, of determining what the buying group
will and will not do for 1ts members. It
is also concerned with the development of ‘a
+Imetable for the provision of the varlous
services.

The varlous steps are self-explanatory In
nature. However | wish to make the
followlng comments.

First, as indicated by the steps In this
section, buying groups may provide quite a
wide range of sophlsticated services to
members. However in your particular case
1+ may be appropriate to resirict your new
buying group solely to fthe purchase of a

| imited range of items. Do not
automatically assume that your new buylng
group should attempt to provide a wide
range of sophisticated services. Also be
well| aware of the fime element In

" developing your new buylng group to the
point where It can provide a wlde range of
services to members, 1f such ‘1s deslred.

The last step In thls sectlon ralses the
question of whether there Is an Intention
1o develop a franchise system based upon
+the buying group. There are examples of
buylng groups which turned into franchlse
systems, such as "Sportexperi". The
publication "Seminar Documentation for
Expanding your Business Through
Franchising", which was deveioped by the
Department of Industry, Trade and

and Commerce, will help you to evaluate
this option.

B. Financial Justification

Obviously a buying group should not be
formed unless the expected financial
benefits to members are greater than the
financlal costs involved In forming and
operatling the buying group. The steps In
thls section are concerned with determining
whether there [s sufficient financlal
Justification for forming your proposed new
buying group. The asslstance of a
professional accountant would likely be
helpful in resolving the question of
financial Justification.

I+ should be noted that accurate estimates
of the volumes and dollar values of goods
and services that will be purchased for
each member by the buying group (e.g. per
month, per quarter, etc.) will be requlired
to determine the financlal justification of

the proposed buying groups The volume
discounts and other savings generated by
buying groups wili usually be directly
related to such volumes and do!lar values.

C. Organlzational Structure

The first step In developling a proper
organizational structure is fo elect a
Board of Directors and a Chalrman. The
Board of Directors should subsequently
define staff requirements and choose a
managlng director to run the buying group
on a day-to—-day basis. The managing
director may only be a part-time position,
at least Initlally. Similarity, full-time
support staff may not be necessary.

The managling dlrector should be able o
accept and Implement decisions made by the
board of dlirectors, have a sound knowledge
of purchasing and finance, be a capable
negotiator, and possess very good-
Interpersonal skills.

Reference shouid also bé made to Chapter 5
of the consuiting paper prepared by Cogem
Ince.

D. Légal

Since we have a lawyer on the program to
discuss the legal aspects, | will not dwell

‘bn +his sectlon other than to emphasize the

impor+ance of involving a lawyer In +he
inl+ia| planning sfages.

E. Financial

The services and advice of a professlional
accolntant are suggested for guiding the
planning and decision making invoived in
this sectlon. Financial advice may also be
obtalned at financlal Tnstitutions such as

" the Federal Business Development Bank.

The capl+al requlred to establish and
operate fhe buying group (e.g. working
capltal) may be ralsed In. a variety of ways

such as:

1.‘ an Initial membership fee, plus a
continuing (monthly, annual) membership
fee, may be levied.

2. issuing shares (dlscuss the legalitites
of such with your lawyer)

3. +the accumulation of volume purchase
rebates from suppliers.




4. adding a surcharge to member s!
Invoices. -

We will hear more on this +oplc from other
speakers.

1+ should be noted that the amount of
caplital requlred by the new buying group
will obviously be greatly affected by
whether the buying group Intends to
establish and operate its own warehouse and
distributlion centre. If the declsion.ls
made to do so, the buying group should
contact appropriate federal, provinclal and
munfclpal officlals to determine if
financlal assistance (e.g. loan guarantees,
low interest loans, asslistance In tralning
staff) programs are availables

F. Membership Recrulitment and Relatlons

1T+ s generally agreed that the number of
Individuals Involved In "founding” a buying
group should not exceed 8 to 12. It Is
desirable that there be sufflcient
"founding members" to do the work finvolved
in setting up the buying group, but not so
mahy t+hat co—ord!né+lon problems develop.

It ts also Important +ha+ +he "foundlng
members" are all .able +o work effec+lvely
in a group situation; Individuals who have
difflculty in accepting group decislons,
comproml ses etc. and are generally
"difflcult", can Impede the formation of
the groups Geographlcal distance must also
be taken into account, as distance
Increases the difficulty of getting the
Yfound Ing members" together to get the new
buying group "off the ground".
Consideration must also be given to the
finahctal strength of members, to ensure
they can contribute to the Initial costs
lnvolved In esfabllshlng the buying group.

The individuals Intendng 1@ become

"found Ing members" of the new buying group
should indicate their commitment by sligning
a fetter of Intent and making ap Inttial

. contr Ibutfon (typically less than $500) to

cover expenses Involved In Iauchlng the new
buying group.

After the buying group Is established, con-
slideration should be given to establlishing
a procedure for recruiting additionai
members. For example a. letter could ‘be
sent by one of the "founding members" to a

business person that the board of directors’

ot the buylng group has selected as a
desirable new member. The letter should

describe the nature of the buying group -
together with the advantages of membership
tn the group, and adviss that the "founding
member" will telephone for an appointment
+o discuss the buylng group. Durlng the
subsequent appolntment the prospective new
member might be .Invited to submit a letter
to the chairman of the board of directors,
+oge+her with a cheque for the Initial

fees-

As Is lndlca+ed ln this section of the
planning charts, criteria should be
establlshed for selecting additional
members. A number of factors must
obviously be consldered when establishing
criteria, such as financial strength, sales
volumes and geographic location. :
Cons Ideration should also be given to the
closeness of new members to +he market

" areas of exlisting members, to avold

potential . confllc+ I f +hey are "+oo close
for comfort's : .

Communlcaﬂons are ex+reme|y- lmpor+an+ In
order ‘to matntain a- high. tevel of Interest
and Involvement, particularly In the -early,
formative stages. A frequent newsletter or
bul letin keepling members abreast of
progress Is an excel lent and Inexpens ive

"commun lcattion vehlicle.

Inttial meetings of the founding members
will be frequent and ad hoc, however the
group should ‘establish a ‘long=term pollicy
regarding members meetings and quorums
required to make Important declsions, and
to maintaln a heal+hy "esprl+ du corps".

G. Purchaslng

Ecoriomies of scale In purchaslng Is the
maln catalyst in the formation of a buying
group and no doubt the greatest benefli+ to
be derived from membership In such a
group. In order to maximize thls benefit
I+ Is imperative that effective purchasing
po|lcles and s*ra+egles be es+ab||shed.

When determining the servlces o be offered

. by the group, consideration should be: glven

Yo such items as heating oll contracts,
Insurance, professional services, and
barking services. For example, some buying
groups have managed to negotiate signifi-
cantly lower service charges with the Visa
and Master Card organizations, and others
have negotlated sligniflcantly lower Insur-
ance premlfums. = For example there are
reports of/ some members saving upwards of a
t+housand -dol lars per year In Insuance



premlums as a result of membership In a
buying group. Also [+ may be possible +to
provide members with coverage which
previous!y had not been affordabie on an
lndlvldual basls.

However It wlll be necessary fo schedule
when these varlous purchasing and other
services will become avallable; I+ Is
untlkely t+hat a new buylng group will be
able at the outset to offer a number of
servlces to Its membersc...time wil!l be
required for negoflaflons, developmen+ of
systems and the |lke.

With regard +to the purchase of products by
+he buylng group the following factors
shoud be glven conslderation:

1. Varlety

The varlety and scops of products purchased
by the buyling group should perhaps be
carried/used by the majority, If not all
the group 's members. Procurement of small
quantities of spaclalty Items for a few
members may not generate sufflclent savings
to cover the admlnlsfraflve costs

Incurred. .

2. Prilce

The price ranges of products/services
selected should also be approprlate for the
majority of the group's members, (e.g. low,
medium or high price range). There may be
[i+tle polint In negotlating lower: prices
for high-priced luxury lines 1f most group
members deal In the low and/or medium prlce
ranges.

3. Brands

Brands fo be carrled should have the
support of the entlire group. Some
suppllers , ‘assured of a slgnlflcant
volume, may be able/wllling fo produce a
private label ‘exclusively for +he group.
Private label |lines may possibly be
obtalned and promoted at prices
advantageous to both buying” group members
and thelr customers.

4, Types' of Suppliers -

A cholce can be made from amongst
manufacturers, agents, Importers,
wholesalers, etc.” Which type or types
offer the best blend of prlce, service and
abll 1ty 1o supply? Wil Imported or
domestic goods be purchased, or a

comblnation? Wil import quotas affecf the
group 1f Imports are used? .

When these points have been resolved, a
11st of potential suppllers and the
benefl+ts offered by each should be drawn up
1o enable comparison. In evaluating
suppller's prices, the group should request °
the discounts applicable at varlous volume
levels, e.g. $100,000, $500,000,

$1 mtillon, etee This will asslst In
financlal forecasflng as well as Inter-flrm
compar tsone

5. Rebates ana Dlscodn+s

A pollcy declslon wlll obviously be
requlred concerning +he allocation of
rebates, discounts and al lowances from
suppllerse WIIl all of these be passed on
fo group members or wil} some be retalined

~as worklng cepltal? This Is a most

Important step and should be *reated
accordingly.

Afifer esfabllshlng the 11st of suppllers
and a standard stock |1st, a system for
central ized ordering should be desligned
which wlll take Into account the frequency
and timing of orders, an order gulde and
recommended Inventory levels for varlous
producf categories. - In consul+tation with
suppllers, the group should also develop
+ime~ frames for order processing including
deadl ines for order placement.

A flrm policy regarding exchanges, returns
and damaged goods should also be developed
In concert wlth varlous suppllers.
Netural ly T+ Is Important that this pol ley
be well understood by all members +to
prevent unnecessary frliction, not to
mention unnecessary shipping charges.

He Disiribution

As we mentloned earllier, the buylng group
will have to declde whether 1t wll operate
i+s own disiribution centér or have

suppl ters ship directly ‘o members'
establ I shments.

Elther way a policy should be devel oped
regarding distfribution methods, f.e. truck,
rall, efc. In the case of truck transport,
1+ must also be determined If +he buylng
group wlll use i+s ouwn fleet of frucks,

" elther owned or leased, or an Intermediary

shipper.




1= Accounting Services

The development of accounting. and control
systems for the buying group will be
similar to the systems already In place: [n
most progressive smal| businesses. The
maih difference will be in the voiume of
accounts payable and recelvable as well as
tn the coordination and control of incoming
orders and Involces. Tlming and accuracy
of payments by members and rebates from
suppliers- are extremely Important in
keeping the buying group in a positive cash
flow position.

As membership in the buying group Increases
and working capital accumulates, i+ may be
worthwhile to consider computerized
accounting services ¢n a contract basis.

Care should be taken 1o ensure the
membership agreement contalns approprlafe
provislions with respect to member -

compl lance with the requirements of the
accounting/control systems, lncludlng

mod i fications whlch may be made from- +Ime
to time.

J. Tradenames/Trademarks/Graphics

Thls section and the next one entitled.
"Advertising/Merchandising". go beyond. the
normal bounds -of a strict "buying" group,
however, we will dlscuss Fhem briefly since
many buying groups tend 1o evolve into
groups wl+h a marketing orlen+a+lon°

Appropriate |egal pro+ec+lon should be
sought for the buylng group's name(s)

and trademarks. Tradenames and trademarks
are ceniral to the recognition of any
organization by Its clientele. To the
consumer they !ndlcéTe standardization of
the qual [ty of the goods and services
fnvolveds Therefore, it Is essenttal that
trademark approval be applied for In- all
markets [n which the buyling group may
conslder operating.

1f standardization is to extend to exterior
store signs and logos, a graphics

special ist will be required. {n the
Interests of unfformlty and a common Image,
qual ity control rules should be estab!ished
1o cover such areas as graphlic designs,
colours and the manner in which +he
corporate logo Is used. »

Ke Adverfislng/PubIlclTy/'
Promotion/Merchandising

One of the mgjor financlal benefits
resulting fram the formation of a buying

group, may be a significant ImproVemen+ in
+he nature of the advertising/publilcity/
promotfon/merchandising activities
avallable to buying group fembers, due o
cost-sharing by the members. A television.
conmerclal or full page newspaper
advertisement which Individual members
could not afford, may be possible with all
sharing the cost.

Buying groups may also be more able than
Individual members to attract (and afford
thelr share of) "co-operative advertising"
avallable from suppllers. Thls type of
advertising Is a shared-cost type between
the supplier and seller, with both belng
identifled in professional guality ads in
such medid as radlo, tetevision, newspapers
and magazines.

Buylng groups can atso aid members by
developing flyers and: catal ogues which .were
previously beyond the flnanclal reach of
Ind!vldual members.

The buying group might poss!bly furfher
assist It+s members by developing
polint-of-sale.merchandising: alds and
display formats as well as methods of

_evaluating the effectiveness of advertising

and merchandlsing efforts.  Promotlonal.
prograns for launching new member stores Is
gnother valuable service which can be
offered by the buying group.

In.closing, it should be noted that

cons lderable friction may be exper!enced
between the group and I+s members over the
level of advertising levies collected and
+heé Use of such funds by +he group's
management. Al location and expenditure of
funds for advertising should -therefore, be

‘openly dlscussed and wel I~documented.
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INTRODUCTION

Dufing the 20's and'again during the pbst«wap years the creation
in Quebec pf groups of businesses.grew out of the vitdal need that business-
men felt Lo counter chain deve;opment; a new kind of competition. The
rapid growth of this kind of store aﬁd Ehe high>efficiency of this market-
ing mode seriously Lhréateneé the existence of émall independénfyreféilers

in most sectors., Those in the food and hardware sectors were the first

to react.

wholesalers experienééd‘an immediate reduction in their turnover.
To correct this tendancy;'théy created groups like RO-NA and IGA,in
order to turn multiple chain store marketing techniques Lo thuir own

advantage; examples are Steinberg and Dominion and Pascal Hardware.

With the passage of time thése first steps snowballed. New kinds
of associations between suppliers and clients allowed wholesalers and

retailers to form 'chains' using 4 common business style.

Subsgequently, groups adopted.different formats: Provigo gavc
birth to Provigéin, Provibeb and Provipop; Hudon and Dandelin kept-the IGA-
- Boniprix format; Pharmacies Universelles gathered around the Uniprix style;

Pro Hardware Canada Ltd gave birth to Quincailleries Pro, etc.

The main characteristics of these groupings were that they gathered

all the clients of a wholesaler in a single structure, links between




the suppliers and the wholesalers were strengthened and the requirement of
both parties - were safeguarded. - Thus the first steps were taken towards
the implemeﬁtation of a format which, as it developéd. bccamevan

almost essential element in the development of independant merchants.

These Forérunners quickly saw the beneficial results of this
format, both for themselves and for their clients. So successful was.
it that they progressed as far as possibie‘using this format to
establish retail outlets under the same style,'in competition with their
own blienté.‘ The latter occasionally Qiewed.this activity as a confliqt

of interest.

Concurrent with steps talken by wholesalers,Asomé indcpendant;
retailers in the 20's (Epiciers de Monﬁreal Iné.) fhen latcr in‘the \
40's (Richelieu) saw the opportunity to provide their bwﬁ businesses
with a wholesale division, based on a cooperative format. Thus their
efforts wereAcombined to counteract the competition of chain food

stores.

These groups of retailers, who werd.ét the same time wholesalers,
were created for the purposes of centralising buying. Meanwhile,
groups directed by wholesalers were seeing encouraging resultS'from.'
their advertisiﬂg campaigns. This success quickly-convinced the new
groups to imitqte them and to oriént their qfforts towards saies.
Between 1958-59 the Lasalle-Maisonneuve group took the lead agd becaﬁe
MCtro, followed by Richelieu, Régal, Société Provinciale dcs Epicier;,

Epiciers~Unis Ltée, etc. in succession.,




~ When agreements with wholesalers expired, merchants’rallied
around groups of this kind. Their operating format is based on
knowledge and experience acquired in their dealings with wholesalers, -
but the merchants themselves control the organisation and draw profits
both as retailers énd as co~owners of a collective cnterprise which for

them fills the role of wholesaler.

This format is at present enjoying general popularity in
all sectors. Results of its implementation show that it is the key

point in a progressionvwhich now cannot be turned back.

Grouping under the wholesalers' banner is now in a period of
apparent regression, since it is not possible to attract the most
dynamic clements of business to. the cause, It will no doubt remain
in existence, just as the wholesaler/supplier system will for some
merchants who, for pérsonai reasons do not wish to have dealings with

competlitors,

\ .
The future of independent businesses is to be found in a
group format in which members can exercise democratic control over the

collective services which they provide to each other.

The éim of this pépef'is fo bring the-advantages of groubing tu‘
the uttcntion.of merchantsrénd’to shggest efficicnf'proécdurcs.leading
to the éreation and'deVelopment of grouping formats. Emphasis will
be pfaced on finding grouping formats which ufc both thcfmost‘practicul

and the most'profituble.




Chapter ¥ WHY FORM A GROUP

The business grouping format has undeniable advantages.
The aim is to increase the sales volume and the profits of the -
participants. Many merchants owe the survival of their business to

the use of this format.

The first steps in grouping are too often taken to correct
an already seriously deteriorated situation, whefeas in reality these
steps should be regarded as preventive measures and steps'towards'

growth.

The reasons wﬁich lead ﬁérc%ants to.beCOM§ members of a ‘ )
proup vary according toAindividda] sitdatﬂqhs.nnq the'gouls of each
'buminess; ACCUrding.to.the model choééﬁ, one or several of the ' ‘5“}
. Fulluwjnu bcnofits can be -obtained: , . » . N
- scale cconomies; | | ‘
- common style or lbgo;
r‘knowlcdgc and use of speciuliscd instruments

and techniques; | |

- better resistance to competition.

1.1 Scale economies

Scale economies is one of the principal advantages of large

~ commercial enterprises with ﬁultiple'outlets.
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Likewise, centralisation of buying for a group provides .
purchasing power which can pive considerable discounts to the members,
as well as other economic’ advantages not. available to an independent

merchant,

The following are some'éxamples:

- agréed discounts on the purchase of pfoducts in éixed
amounts (from 3 to 10%);

- reductions given when a new pfoduct is launched (allowances’
given for adverxising‘cos;s éﬁd %or spéciai promotions,
cost-sharing for spécial displays,'etc‘).' These reductions’
can-be as high:asiso% of_ﬁost for a. first contract;

- rental of,high coat.space'ih the Stére. in order'tg'promote
certain prﬁducts (strategic 1ocatiops.in displays, exhibitiohs
signs, eté.); | - | |

- participation in publicity’campaigns dréwn up to promote
a certain product (aiséounts proportional to ahounts
purchased); | | N

- negotiation for the manufacturing of house brands.

High turnover and rapid stock rotatidn can attract discounts
sometimes up to 10% of purchasing'value. The more skill that the
group shows in the execution of its plans, the .greater are the dis-

counts it obtains.

The volume of purchases and the number of members in the group

are also factors which will allow the group to reduce certain expenses;
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such as:
- purchase of equipment;
- insurance;
- purchase of heating ofl;
- advertising expenses;

- professional services, etc.

The grouping of expenses puts goods and services within the
reach of merchants at prices as advantageous as those obtained by

chain operations.

1.2 Knowledpe and use of specialised instruments and

techniques

Large chain operations can retain the services of Better
gspecialists in financé, ﬁarketing, warehouéing, transportation, etc.
In the same Way, it is poséib1e fbr the members of a group of
dynamic businesses to benefit from the serviceé of experts at

reasonable cost.

For example:

-~ market surveys;

i

procedures for business expansion (including the selection

of new sites);

1

the services of experts in selling techniques (store

decoration, interior planning, display placements, etc.);

personnel management services;
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- job planning and analysis;

promotion and publicity campaigns; = . ‘ ‘ -

i

information systems;

1

1

‘anti-theft procedures. o . |

1.3 Better resistance to competition

Facing the coypetitioq from retail chains and franchise-holders
is onelof the biggegt challepgéé assoéiated wifh managing a business.
With much greater ease thén independenf merchants, memﬁers of a group‘
can improve the profitability of their business by incréaéing sales

and marketing efficiency..

Due to the shared krnowledge of a team of speciaiiété they have
the possibility of'identifying»aﬁd-correcting the problem areas of
their management, 'Nonaaffiliated_merchants have doubtless the
advantage of being able to deal with their clients in a more personal
way, but ihose in agroup format %ay'better benefit the consumer

by using proven selling techniques and more professional services.
Y 4 P

When, in a particular aéeaf coﬁpetjtion among merchants s
particularly keen, the group,estabyishgs special bfices for the area
experiencing difficulty. 'They'drawiup marketing plans esbcciully
desipgned to face the pa;ticular'threat; With this support, merchiants
can résist'competition,'even'if the plan has to be implemented for a

yoe

considerable time.




It can be seen that merchants prosper by the strength resulting
from the association of several merchants, by improved purchasing power,

by the use of up to date techniques and by the sharing of serviées.



Chapter 2 HOW TO FORM A GROUP

The establishment of a grbﬁp requires six sleps:
- the choice of grbﬁping féfmat;

- the starting point;

- assessment of the relevance of the project;

- preliminary implementation progedures;

- recruiting membefs;

- establishment of operational procedures.

2.1 The choice of prouping format

The orientation of a group wili be deéided according to its
aims and the function intended. Each merchant has his own problems
and his own ambitions. It is essential then that the group to which
he belongs respond to his needs and that the members have the same

objectives,

2.1.1 Two formats for two kinds omeerchants

Some merchants have carried on successful businesses for
years. Their businesses have achieved stability and they have échicvcd
a degree of affluence. They reject affiliations which restrict their
independence, However, they look favourably upon Jjoining a group
"which would give them savings by éollective buying, even if they have
to operate under a common style.  For this kind of member, maximum

recruitment must be sought to reach a satisfactory turﬁover.




15

Membership fees are low and individual responsibilities are -
minimal. Even if market domination is not the principal objective
of groups:of this kina, this format does not prevent several services 
from béing offered to membefs. However,‘it‘is generally seen that

in this kind of association marketing is weak.

.Experience shows; however, that several gréups, whose prime
objective is the centralfsaéibn of éurchasing, have gfeat succeés
even if they do not erriy concern thémseives withAmarketing. For
example, the buying group Epicefies de Montréal Inc. (super group)‘
in which.Métro;RichelieuD Coo% Stores Federatidn and a nuﬁbep of other
groéery wholesalers in Q;ebéc pgrticiﬁate, This is also the case
with the United Hardware’ Group Awhich includes RO-NA énd other-

A S .

Cunadien hardware and construction material wholesalers) with Matrecp
(thch supplies BMR and other dgnadiaﬁ grgupé) and BID (supplier to

pismat and many distributors).

The decision to form a group whose principal objectivg'is
the centralisation of purchasing is not a bad one. Nevertheless, one
cannot ignore marketing which is a determining factor in increasing
turnover. In many cases, when members of a group determine that thé
marketing aSpcc{ has*Been negleeted, the most astute amohg them look
for oﬁtside-assistance. .In the long term there is a risk that this
clcmeﬁt will become the weak link of the organiSation faced with

competition from other groups.



16

Other merchants are more dynamic an@ seek outvinnovation.
They, of course, wish to benefit,qum the adyantages of grogp‘puréhasing,
but they are also in search of_assistance on thé techndlsgical lévél |
with a view to expansion. = They wish tolbg_associated with a proéressive
group‘dapable of supporting theip_own.pnogressive_efforts,_in much
the same way as if they belonged to a chain. They are content té be
in a group which aims to bcnetrate'thé.market through .the most
competitive meéns, by being in thé forefront of technoldgiéal'bfégreés.'
Recruitment is very selective. Mémbership is made up of merchants
desirous of winﬁing suqcéss as a %esylt of the:quality of the
organisation rathef than’thréugh strength of numbers.

;
. ;
§.0.0

In such a. case, thé salgetidn:criteria are very strict.‘ The
first criterion for memberéhiﬁ is thé determinétion to apply véry
precise marketing sfrategiés. Contributions‘to,the group and dbcasionai
advertising, promotion, research costs, etc., can be high ahd are
ACSigned to obtain considebable financial and technological support . in

return.

!

The regulations are strict. Organisationally the group
resembles chain store enterprises and franchise networks and has similar
characteristics, In order to increase turnover the aim is to have cach

member increasc -sales rather .than to increase the number of members,

These two types.of merchants will have difficulty in meeting
their goals as members of the same organisation. ‘Groups have, however,

overcome this problem by creating multiple styles: Metro and Richclicu,
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" Provigain and Provipop, etc. Some even accept in their membership members

who can buy through the group but who do not use the same style.

2.2 The starting point

One or more of the following circuhétanceé occasion the

formation of a group:

-~ meelings of member; of associations of speéialty merchants’
associations whichihave piayed a role similar to that of
merchants ' associatiors;

- anouragemcnt from government agencivs, such as the Quebec -
Ministry oF‘InQuétry, Trade and Tourism, and inntju@iygs
of public servants to strengthen links between merchants;

- creution of gréups by wholesalers, aiming to promote

sales and to be more competitive.

A progressive merchant can himself become the promo@n~ of u
.group creation projecta. Hi; fi;st task is to identify and gathef.the
-merchants together, cpnvincg.ﬁhem of the viability of such a projeét.
and pcrsuuac them to put out étheffort necessary to start operations.

id any case, the first step is to get belween 8 and 12 dynamic
merchants‘fogether, geographically representative and capable of

investigatihg the viability 'and implemenﬁatiqn possibilities in depth.

These merchants have 3 precise objectives:
- to define the role and the objectives of the prospccti&c

group;
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- Lo dcucvihc>the gservices which the pgroup will proyide
to accomplish the objectives;

- to study operating costs, relevance of scrvices to be
offered and expenses to be incurred as well as financial.

benefits which will accrue.

Up to this point, the project budget will be very niodest.

The promoters' investment consists mainly of time and effort.

Following preliminary studies, if it is decided to follow through,
an organisaﬁional structure is drawn up. This tempdrary structure can
be a businessmen's association, and need not be precisely constituted

since it is a transitional phase.

1t is advantageous to engage thé services of a consultant
specialising in this area, When the group begins operations, honoraria

will be paid to cover the expenses of‘thetpromotérs?,

2.3 Assessment of the viability of the'pnojeht

The viability of the projeét willlaiready have been studied to
some degree before the intérim organisa&ioﬁ was created. These
studies are further developed if_neqesséry, to make thqm,more.efficient
if tﬁey are to be used as recruiting instruments. What must be
emphasiséd here is the economic impact expected‘to regult frpm the
‘ gfouping: the objgctives are clearly enunciated and’the services the
group will provide to members afé défiﬁed (cehtralised buying,'mérkéting

studies, accounting methods, ete.).




2.4 Preliminary implementation. procedures

In a meticulously-prepared plan, the following will have equal
value: finance, recruiting, registration procedures. The priﬁcipal

stages of the plan are: (
- the preparation of financial st#temenf models, drawing up
a budget for the first year, identification. of means of
finaﬁcing, determination of membérship fees and members' dues;
- the preparation of a membership contract for new membefs;_
- the choice of name and the registering of the name to be
used; |
- the preparation of a list of merchants to be approached.
Itxis tempting to submit the‘request for final registration of
the company immediatély. However, the problems a;d the expense
involved can bé delayéd until.a sufficiént number of members have been
.recruited. ‘ » »i o

3 ¢ b
$ H :

in this way the promoters can be sure that the group will
function. At this sﬁagd;.the crganisérs will ha?e sufficient
financial resources to be able to utilise the services Qf experts such as -
management.éonsultanfs, iawyers, marketing specialists, gdyertising
agency, etc. These Services incur.éonsiderable ekpense (someAtens of

thousands of doilars).

4

2.5 Recruiting members

This is a decisive stage, for it involves the actual creation



of the group. The situation should be approached in a very professional
manner. Further, cqntinued promotional effqrts are required. This is

done in the following way:

2,5.1 Preparation of recruitiqgrmaterial

~ Letter of introdﬁction;

- newsletfers to merchants approached to give details of
cirdu&sténces qufrounding thelﬁrojeqt; |

- explanatory brochure;

~ liaison newsletter/bulletin distributed to interested

merchants.

The newsletter is used throughout the preliminary stages.
It is a valuable tool for those who haVe the reSpon81b111ty of mLCtINL

ulurc members and of convincing them to J01n.

2.5.2 The recruiting campaign

4
:
!

Reeruiting must be effected following a scries of plans of
action which aim at the definitive-Joiﬁing of members to the group.

As activities take place, efforts increase and Lhe membership increases.

These ére thé principal elements of this programmc

- sending of a personal lcttar to cach merchant chosen.
This letter, the first approach, details the.advantagos and
the benefits of the future group. Too much emphasis should

not be placed on the financial obligations of members.
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This letter gives advance notlce of a representatlve s visit;
« vigit of one of tho 1n1t1ators of the prodect (one of the
elght to twelve merchants form1ng the 1nter1m organlsatlon)
As new members join the group, the number of‘representatlves
increases. In this-way‘new members-participéte in recrui£ing.
When he makes a call,  the representative iays émphaéié oﬁ Lhe
benefits which are aimed at. He emphasises the advantages
nf.being-a member from the_beginﬁingvand.thus uEIe_to‘take
advantége of reduced membership lfees. It is dcsiragle‘thui B
'_ihu>meréhant wﬁd haé beeh abéﬁoached indicute‘hié'Firm jnt&ﬁtion.
to become a member by §1gﬁ1ng a. JeLtcr u[ lnltnl _ _*~lh6n.
makes a flrst.oontrlbut;onb(less‘than $500.00); A oopy of'
tﬁe.proJectéd‘contﬁact is‘delivéred 1o him; 
- calling oan meeting of fﬁfufe membefé to outlince advantugos
which all members will«enjoy; "All details of thé»organisation
are explained at this time;‘ This is the opporthne'timé to
havc.membcfs.ratiﬁy their underfaking and the balance'ofithu
membership fee is levied The ihitial-pecruitment'phase of
“a group ends with the legal and flnan01al contracLing of' Lthe
Firet membeérs, . These contracts are very 1mportant for the
establishmgnt-of thevgroup.q.Theysshould.be<complpted without

delay. An agreement in.principle is not sufficient.

. Normally ‘the monies gathered from membership fees are used to .-

pay iﬁ whole or in part the expensé§ iﬁcuff@d by ]aﬁnChing the pfojcpt.



D

New members should be welcomed by the foundiﬁg'merchants.
These are the most appropriate persoﬁs to fili this role: The : ' , .
interim organisation formed by these merchants at the staft of the
project serves as a cqrher«stoné and expands as the gro&pVinéreases

in size.

2.6 The establishment of operational procedures

This stage haé several aspects. On the one ﬁand fhe members
who have contributed funds will wish to see operations begin as soon as
possible and will wish to be reassured that they made a corréct decision.
On the other hand, it is important to avoid undue hasfe since operational
procedures must be planned<énd adapted to the needs of the groﬁp. These

should be subject to adaptation to suit different conditions.

Operating procedures are:

2.6,1 The constitution of the permanent organisation

The procedure to.Be féllowed to coAstiiute tﬁe perménegt_
organisation- is established: R ;

~ the establishment of a properiy constituted company;

- the liquidation of thé interim éssohiaéion; |

- the buying back of licenses by the new company.

It must be ensured that the clauses of the constitution and
the disposition of capital reflect the objectives and the aspirations
of the members. This is a complex procedure containing among others

the following elements:




- the instrument cohstituting the new compény.(charter);

-~ the election of a board of directors; | o

-~ nomination of an auditor;

- - issuing of shares (members' stocks) to each member;

- selection of a bank;

- the manufacture of an official seal;

- registration with ministries and government agencies;_

- the obtaining of required permits (sales tax,
liquor licensing board, Health Boérd, Workmen's safety
association, employment standards,:uhemployment insurance,
etec.);

~ transfer of accounts of interim association and liquidation.

Each state in. the legal process for the establishment of the

corporate entity is performed by a legal specialist.

2.6,2 Communication with members

An information bulletin ﬁafntains contact between members
and keeps them, informed of the development of the project. An expert
in communications will ‘adapt this to suit circumstances and ensure

that motivation is maintained.

2.6.3 Identification of members

* From the beginning, groups decide upon a means of identification.
This involves the design of the official logo, and the design of graphic

standards for letterheads, posters, signs, advertisements, uniforms,
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vchicles, cars, etc.

Thesec steps are most important. It is by their use that the
group becomes publicly visible. To obtain maximum return, members

adapl to use these effects by modifying their business mecthods.

Certain groups skilled in marketing ensure that each member
observe the standard requiréd to have the desired impact. If necessary,

they will even delay introduction of their new style,

2.6.4 Preliminary activities

a) Planning:

-~ establishment of objectives and the grieﬁtafion of

. the management teém;

~ determination of thé priqrity operétional activities;

-~ definition of administrative ahd business policies;

- analysis of financial reéouﬁces avsilagle and
preparation of a first operating budget;

- drawing up of a plan and a Limclable for implementation;

- approval by board of directors of objectlives policices,

a plan of action and budgets;

b) Organisation:
- design éf the administrative organisafion necessary  to
meét objectives, both long and short term;
- definition of the functions and duties of the person reééonsible

for each sector of activity (finance, marketing, distribufion,




human resources, sales, etc.) This operafion cleafly establishes
the level of authority and the powers related to each position
on the board of directors;

- Jjob description for the ihcumbcnt of each position. (For
example, ﬁurchasing manager, buyers, éccountants, fepresentativcs,
secretariat, etec.);

- upproval‘by the board of directors of the powers and

responsibilities of the members of the managemcnt team.

2.6.5 Launching the group

In most cases, the organisers of new groups call on the
services of' external consultants or they hire tcmporary personnel:

This ensures that the organisation starts off on the right foot.

Depending on the activities determined at the beginning and the
size of the group, human resources requirements are established. In
the beginning it is.possible that the ﬁrganisation starts with only

centrulised buying which needs no warehousing services.

In this case, personnel required include a qhief buyer, somc¢ sules
staff and a small number of accounts Stéff. Human resbufccs requirements
are closely related to the characteristics of the group It even happens
that members will carry out some of these funct1ons, under COhdlthNb

»

agreed to by the other members,

This stage includes the following: -




- physical placcmen£ and initial idstallution;

~ employment of the members_of the management team and
clerks responsible for start-up operatioﬁs;

-~ the implementation of adm%nistraﬁive prbcgdures and

operational procedurées referred to above;

~ the beginning of operations.

The'begihning of operatiéns’can’be effected gradually,
beginning with simple services. Costs incurred by operating these
services are easy to justiﬂy and to'recover; Normally the first service
established is buying. The discounts thus eaéned'producg surpluses,
which can be used to finance other activities.

[y

SUMMARY OF PROCEDURES

The following is a brief Summary of the opérational timetuble

described in the pfeceding chapter:

a) Starting point of the project:

- first grouping of merchants andfplanning‘ .3 to 4 weeks
meefings |
~ preliminary study of viability and
.profitability of project 3 to 4 weeks
- decision to form a group | A 1 to 2 wecks
-~ creation of interim society and’
description of terms of reférencé - 4 to 5 weeks

-~ total period ' ’ , 2 1/2 to 4 months




b) Preliminary operational activities

- detailed study of felevance and
profitability of project

- preliminary plan & 6rientation

- preiiminary financial anélysis

- preliminary list of members, contract
outline, selection and registration
of name

- total period (several activities can

proceed contemporaneously)

c) Recruitment of members

Y

- preparation of recruitment material
- recruitment

- total period

d).Establishmént of operational procedures

i

- creation of board of directors
- establishment of a communications
‘system
. = creation of groﬁb and placing of
structures:
. planning
organisation

. start-up

i to

to

to

 to

to

to

to

to

to

" to
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weeks

‘weeks

weeks

- weeks

weeks

weeks
weeks
1/2 months
weeks
weeks

weeks

weeks

‘weeks
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D
-~ identification of members 3 - 4 weeks
- Total period (certain activities
can be carried out contemporaneously) : 4 - 5 months

The creation of a group can therefore extend over a period
from one year to a year and a half. This outline of the creatién of
a group is based on the performance of group of dynamic organisers Qho
possess well-founded working procédures. In the case of a less

efficient team, this period can be longer.




.Chapter 3 EVOLUTIONARY PHASES LEADING TO THE FULL

DEVELOPMENT OF THE GROUP

3.1 The first functions to-be developed.

According to.the'objectives.of:the group, budgets, and the
number of members, gservices will differ. Thelfirst services tg be
established wili be self—finanbiﬁg é;ﬂ will allow other sér;iﬁes to
be implemented. Simiiarly, priority Wili be giveﬁ to.éervicés mBSt

in demand from the membérsvand fo; which costs are paid directly.

These services are! ; o

i

3.1.1 Collective purchasing 'of merchandise

This first operation does not iﬁblu&e ﬁarehouéing but only

purchasing negotiations.

For supply, the services of Qholesalers can be used and pricés
checked to sée if they remain advaﬁtaéeoué. .Générally'betéer terms
can be obtained if direct negociatio&ywith thé‘supplierAare comb ined
wilth the services of the wholesaler. Based on costs and'disdounts

the most economical formula is chosen.

3.1.2 Advertising and prohotional cahpaigns‘

' Campaigns such as these are ‘interesting for thc¢ considcrable
savings and for the possibility of their being financed in whole or in
part by advertising discounts. (shared costs) negotiated with suppliers

(collective advertising).
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3.1.3 Purchase of services and equipment

Substantial discounts can be obtained which will sometimes

, ,
reduce normal costs by between 20 and 25%.

3.1.4 Members' visits and markétirg committees

This service can be déveiopéd as required to correspond tu the
objectives of the organisation and the professional ekpertise of those
responsible for visits. This point is dealt with in a later section

under structural analysis,

Many groups, however, limit their actiVitieg to those few
services which are self-financing and neglect othérs just as important
but which accrue long term benefits; such as: market surveys, daily
confrol technology, employee training ana mofivétion, financial and

accounting systems,

3.2 Normal evolutionary phases

3;2.1 The first year:

-~ the establishment of principles stimulate discussions;

- the original staff have little experience;

- the services have difficulty in operating and cause
frustration;

- conflicts betwéen,the authority of the Board of Directors
and the ménagement team are fréquent;

- lack of experience is evident at all levels;
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- suppliers resist implementation and progress of the

group.

Thus the first year is & difficult one. Benefits are not
commensurate with expenses. Many members are dissatisfied and

criticisms are frequent. Many points are questioned.

3.2.2 The second year:

- gervices operate more satisfactorily;
- budgets are adjusted and benefits are more encouraging;
- more sophisticated services are implemented;

- methods oft the management team are improved.

During the second year, the operation of the main services
improves. Employees and members understand each other better. Criticisms

are less harsh and the benefits become'moreAand more interesting.

3.2.3 The third year:

- the services reach a highe; ievel of efficiency;

- the benefits to mgmbers ére;substantial;

~ the gfoup aims at consolidating fhé organiéation and can
hirg more qualified séaff;

- the Me@bers of the management team aSsess their actions
and decide to expand_and‘improve their services; |

- real problems of the group and of the market arc perccived

more clearly and the scope of action can be adjusted.




‘The third year is one of consolidation and greater awareness

of internal weaknesses and external ‘influences. First directions are

corrected.

3.

2.4 The fourth year:

the group attaing a satisfactory rhythm of viability;
several services are added to those already in opérati&n;
marketingvorientation is greatly improved and new

plans are drawn ub;

the group is truly on the way to becoming the
cornerstone of success for members;

general performancg_is satisfactor&;

consumers are aware that they are recciving hetler service.

The principal characteristics of the fourth year are a high

level of cfficiency and better integration of the Board of Directurs

and members of the management team, all better cquipped Lo recognise

problems and solve them,

3.

1

2.5 The fifth year:

‘the group stabilises and achieves full performance;
the management team acts with more assurance;

the level of efficiency is high.




The fifth year is when membeéis can truly_appreciéte the

advantages of the group and congratulate themselves for having Joined.

In the wost propitious circumstances, it is.unlikely that a
well-structured group can achieve full performance hefore four or
five yeurs of operation. 1In fact, many groups which have.been in
existence for more than ten years still experience major munagqmcﬁt
problems. Some of the common causes of difficulty ure analysgd‘jn

the following chapter.
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Chapter 4 PRINCIPAL PROBLEMS OCCURRING AS THE

GROUP EVOLVES AND THEIR SOLUTIONS

4.1 Organisational shortcomings

Many groups are characterised by a weak internal management
structure. The dynamic members have the impression that the
organisation is marking time and is looking for direction. Possible

reasons for this situation are the following:

4,1.1 Vague orientation

In any enterprise, brientatibn is a,funaaméntal factor
contributing to success. Itfmust be conceived in such a way as
to meet both long and short-term needs. It must also take into account
the necessity of enguring a high level of performance. It is only
when measured'against very precisé'salés 6bje§tives and bﬁdgets which

arc strictly enforced that orientation may rqvéal its efficiency.

4.1.2 Lack of continuity and inequality

of influential groups

Groups sometimes have to face periods of uncertainty caused
by too frequent changes in the membership of the Board of Direclors.
The stability of the organisation ‘depends on the dynamism of the Boaprd

and on the leadership of the Chairman.




¢

In any gfoup, there are two distinct équrceévof'pow¢ff The
first derives from the member merchants thrOugh_the Chairman and the_
Board of Directdfs, The other originates in the management team
constituted by cenfral services and thié is managed by persons not

normally members of the group.

Each influential group possesses its own strengths, pursues

its goals which are sometimes different and sometimes correspond to

those of others.
Problems of relationships develop in many ways:

-~ the chairmhn who is both merchant and membgr is often pressured by
"his colleagues to take centain actions or to ﬁemeay instances where
dissatisfaction is evident. Too often this person abuses his
power: he takes the place of the managing diréctor or demands that

he take corrective action with too little Qarning;

- being merchants with the same pri&ileges as other membeﬁs, the
administrators have relationships with the dthers, deal with' their
complaints seriously and bring pressure to bear to implement
corrective measures. Their attitude towards the management“-
team is sometimes biased and 1acking‘in pefspicuity; Their
inexperience in senior management.is Sometimes the causeiqf frusf

tration experienced by the managing director and by cmployces.

The result of such attitudes is that.the morale of the permanent

stalf  is lowered. This makes staff recruiting difficult.

35
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Some groups aré caught up'in a veritable vicious circle.
The pitiful quality of the management team justifies interference by
the members and the relationship between the two orggnisétional levels
is soured. Motivation declines, with a subsequent reduction in

productivity.

The success of the grodp depehds largely on the quality of the
permanent staff. The membership Qénnot count on the efficiency of a
tcam slowed down by the weight of the Board of Directors. The Chairman
must be the stabilising element between the two groups of influence

which must complement each other.

The management team forms an eﬂtity which reports to the
managing director. 1In order to function, this group must be:motivated

nrd must completely understand the objectives of the arpanisation,

foficultics resulting from conflicts between the two sources
al powur cun he resolved. They require an cffort to pel to the heart
of the problems on the part of the mgmbers'énd of fhé gdministrators
and sufficient determination to take actions which arc required to

corrcet them.

Solutions are generally found in the following arcas:
- decentralise authprity and replace appropriate powers in ‘the hands
uf the management team;
- clearly define the authority and the powers of the Board of Directlors
and the management team respectively. This actién will permit thc

establishment of channels of communication and the elimination




of any direct interference;‘

- provide the means necessary for gach person responsible {or a certain
function to carry out the assignedltask efficiently;

- use the system of management by objectives.(MBO) to ensure that
goals sel are pursued by the managemenl leam and that the efficiency
of cach is assessed;

- provide a salary scalé for the permanent staff coﬁmensurate with the

duties performed.

4.2 Errors made in the setting-up phase

4.2.1 Selection of members

From the beginning, a poor selection of members can cause
immobility in the organisation at the marketing level. The success

of the group and the future of the membership depends on this.

4.2.2 Individualism of members

Individualism of group members is proverbial. Many members
have joined a group without realising that their interests are bound to the
interests of others. They automatically reject any decisions liuble

to involve expense which do not:bring direct concrete results.

Thus a merchant whose financial situation is stable and who
does not aim at expansion will oppose any marketing or service policy

which he feels -he does not require.



This individualism is probably one of the most serious obstaclcs
to the evolution‘ahd the dynamism of groups. Thpichairman must be
able to correct this tendancy by organising frequent familiarisation

campaigns. : . .

4.3 Imprecise marketing programmes

The principal role of the management team is the establishment
of realistic marketing programmes. Wcékhcss in this area is

frequently noted.

The success of any commercial enterprise rests principally
on the turnover and profits which can be réa}isqd in a certain market.
Two elements indispensable to a management team are the exact
knowledge of market characte}istics and the holding of sufficient

information concerning competitive procédures.

Only when this knowledge is secured can a plan of action
be drawn up. Many groups do not have any redl strategies which allow
'them to win new markets and have negiécted_to prpvide themselves with
the means whereby they can attain and maintain these ncew outlets., On
the other hand, some groups are content to offer a minimum of required .
services. Consequently, it is of ca?itql importance to raise the level
of awareness of members by organising marketing seminars und‘by the

publication of information on market deQelopment and competition.

4.4 Points to watch in general programmes and in

services offered to members




4.4.1 Nature and quality of services

Few groups aim at being in the forefront of progress in the

areas of marketing and technology.

The large chain store companies which they have to compete
with are generally abreast of progress in these two areas and no group

can hope to really progress if it does not édOpt a similar orientation.

4.4.2 Saving adapted to the situation

In -their early stages, groups show too much tendancy to
economise on everything. = They do not understand that certain .

services, to be really viable, must have efficient means aVailable.

The control of expenses and the élimination of waste ure

necessary, but too much of a parsimonious approach can cause problems.

AL Lhe heart of any modern organisalion, efficicent cyuipment
slimulates the morale of the employees and increases output. Also,
the relevance of all requests for corrective action formulated by Lhe

management team must be rigorously assessed.

4.5 Insufficient financial resources

Unlike what occurs in the management of chain stores, luck of
sufficient financing is one of the principai problems which has to

he aced by independent merchants. : . _ .
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A group must encourage its members to upgrade their places

of' business. It should be capable of providing financial assistance

when members have valid expansion and develdpmént plans.

The group can provide financial assistance in several ways:

by being the secqnd signatory to a long-term lease signed

by members;

by guaranteeing loans taken out by members té do

renovations;

by creating a fuhdAfor fiﬁancfng or comminal aid thfough
contributions made by members (for example: 1% of purchascs);
by”assisﬁing members in the drawing-up of finéncing schemes;
by lcnding money in the form of second morigapes al a lower

than current rate of interest to merchunts who own property.

This aspcet isAdealt with in detail in the annex.




~ Chanter 5 CENTRAL ORGANISATION OF A GROUP

5.1 - The operating and efficiency of peneral structurcs

A proup must evolve with a sound structure capable of ensuring
healthy internal administration. This organisation must be sufficicntly
efficient to provide members with a range of services in terms of

planned objectives and manifest needs.

This double requirémenf does hot necessarily mean that two distinct

teamé-have to be set up. Most specialists will assume responsibility
for_théir'area of éxpertiae whéfe'it affec£s the central Qrganisation-
or the membership. Descriptions of functions which are given below
reflect this dual responsibklity of the dirgcfors in the areas of

internal organisation and -of services provided to members.

- The structﬁrﬁ pfopbsed here corresponds to one which would
be used by a iarge operation,offering a wiae range of services.
Depénding on the number of memberé. financial resourées and the
"requirements? séveral administrative positions can bé combihed, for
example, financial énd peréonﬁei services. The ideai struéturé is one

that meets the demands of efficiency and sound management of resources.

!



5.2 A DRAFT ORGANISATIONAL CHART

MEMBER -SHAREHOLDERS

BOARD OF DIRECTORS
ELECTED BY

THE MEMBERSHIP _

CHAIRMAN OF THE BOARD

" MANAGING DIRECTOR

EXECUTIVE' SECRETARY
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FINANCIAL
MANAGEMENT

. Finance

. Accounting and
control systems
Information

HUMAN RESOURCES

. Accounts control
. Salaries

Staff relafiohs
Training and

upgrading progfammeé'

EQUIPMENT AND
FACILITIES

- .. Construction and
. Supervision

. Repairs and
maintenance

equipment standards‘_

- . Equipment.purchase

-BUSINESS PRACTICES

. Interior design
. Inspection of

operations

. Business programs

planning

. Loss prevention
. Special assistance’

MARKETING AND
DISTRIBUTION-

. Business strategy

. Buying

. Sales and promotio
Freight and
warehousing

. Communications

. Expansion and
development




5.3 Functions

In the sections which follow, parallels are described between

internal administrative activities and those involving the membership.

5.3.1 Financial management

a) Finances

~ The advice of financial
consultants is indispensable
when a financial enterprise
is sfarted up. Following
the'advice‘of these
specialists, the group can
be assured.of having long
and short term fundihg
available to achieve

deectives.

1]

b) Accounting and control systems

- Development of accounting

and planning systems;

-~ application and updating
of accounting sttcms and
operation of the group.
(Thesé can be either manual

or mechanical systems.)

- When members.require
finanéial backing,
financial cbnsultahfs prove to
be valuable assets. ' Their
-opinions are useful also
“when expansion is to be
‘implemented. Management
specialists can mect these

needs.

~Adéptation and distribution

| of accounting systems for
members; |

-when the central office
uses (5:.\ La processing,
often various services can

be offered to members:



¢) Data pfocessing

- Development of a
me thod of electronic

data processing. .

5.3.2 Human resolurces

a) Files
-Updating of personneln
files of managehént

team.
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. general accounts;

. salea ananlysis;
;1éa1éry & wéges;

. inventory control;

. pgrchases analysis;

. etc.

i

- Adaptation of mechanical
procédures'as required by

members;

- standardisation of

ceguipment; : , .

- staff training or courses
in conjunction with

equipment suppliers,

sugpestion of models
for personnel management

systems for members. ' .




b) Remuneration

- Salary policy for

group employees.

c) staf? relations

- Contract hegbtiations

for group employees;

- grievance procedures.
(Note that most

businesses do not have

to deal with these problems

at the union level).

d) Training programmes

- Planﬁing and updating
of training programmes
for employees and
management personnel

of management team.

¥

- Advice and assistance

to members to draw up

and apply policies;

Assistance and expert

advice enabling members

to improve staff felations

and to assist thém to
negociate collective.
agreements (wheére

necessary).

Implementation of

training programmes and

holding of seminars for
employees engaged in

marketing, personnel

management, communication,

etc.
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5.3.3 Facilities and equipment

a) Architectural, construction and equipment'standards

- Updating of architectural

b) Supervision’during construction

=

standards and store
construction standards

according to a model;

prepafation of plans

and model.estimates;

.preparatioﬁ’of'staﬁdardiséd

lists of'eqﬁipﬁeﬁt and

installation specifications;

updating supervisory
standards for construction
and equipment instéllation
required for each group

member,

Supervision during

construction or renovation;

Supervision during

cquipment installation.

~ Application of standards

to facilities of each member;

--Assistance to members for
“installation of fixtures,
renovation or equipment

installation.




c¢) Purchase of equipment

- Centralisation of equip-
.ment purchasing for the
group. (It is to be
remembered that the
fact of belonging'to
a group brings consider-
able reductions to all

purchases.)
d) Maintenance and repairs

-_Updating of maintenance
and rgpair standards
requiréd by properties and
equipment belonging to

group members.
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~ Reduction in cpst of

individual purchases by members
thus allowing considerable

saving,

Group negociation of .
maintenance and repair

dontracts;

establishment of a special.
group capable of providing
immediate assistance in

emergencies.’



5.3.4 Business operations:

a) Interior fittings
- ?reparation of model

plans for fittings;

- drawing-up of space
utilisation criteria to

ensurce maximum viability.

b) Supervision of operations

-~ Drawing-up of operational
‘standards in the affiljated

members establishments.
c) Business techniques

-. Systematic study of the
development of retail

trade in the area affected.

i

- Adaptation of memBers!*
stores to model plans for

fittings;

- assistance in applying
criteria for space-

utilisation and arrangement.

-~ Supervision of implementation

of established standards.

- Information and facilities -

slipplied to members to enable

them to be in.fhe forefront of

development;

- AdviCe_to members on various
aspects of munagempnt,:

operations, ‘presentation, etc.




d) Loss prevention

- Drawing-up of anti-theft,
anti-fraud and other

* loss techniques;

- implementatidn_of these
techniques. by the

management team.

¢) Special assistance

- Assistance to members in
special circumstances:
store opening, renovations,

fire, etc.

5.3.5 Marketing and distributién

a) Business strategy

- Detailed studies of market

coﬁditions;
- definition of objectives;

- drawing-up of strategies
designed to ensure implement-

ation of objectives;

- Information distributed to

members on recqmmended
techniques and training of
members to enable them to

implement techniques;

- assistance and enquiry in

cases of theft and fraud.

- Implemehtatiop of plan by

members.

49 .
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- preparation of a marketing

plan;

- organisation of distribution

nefwork.‘

b) Purchase of merchandise

- Selection of products and -~ Implementation of systems
suppliers; R allowing members to stock up
easily:i

~ negociation of prices;
. order books;

-~ preparations for marketing; . retail price lists;

. promotional literature;
- planning of an annual’ S
. , . stock rotation studies;
marketing programme;

i . ete.
bt etC.
c) Sales and promotion :
- Technical aid for members '~ Implementation of
to enable them to maximize promotional campaigns;
sales increases;
- analysis and research of ~ implementation of sales

special cases (product ~ techniques.
categories, geographic
areas, population groups,

etc.);




- preparation of promotional - courses on sales

campaign. , ‘ techniques;

- - technical assistance for

promotion available to

members.
d) Freight and warehousing
- establishment of prefentigl -~ Information supplied to
tariffs for freight and members on tranSportutiGn
merchandise purchased; - and warehousing procedures;
- implementation of freight - assistance to solve problems
services enshrihg feliable related to transportation.

and rapid supply services

to members;

- settlement of all questions
3 j
related to insurance
¢laims related to
Lranspoftat;on;.
oL .
- administration of activities
related to transportation
and warehousing of mer-

chandise for the group.



e) Communications

-~ Definition of objectives
and identification of
clieﬁﬁele to establish
a visible, coherent and

personalised identity;

~ selection and manufacture
of various elements to
publicise the group

image among clients;
- establishment of publicity
campaigns and delivery

procedures;

- preparation of group contracts -

for the implementation of
advertising methods selected
and advertising placement.
(EXample: printing‘of.
circﬁlars and catalogues,
leasing of newspaper space,

reservation of air-time on

radio and television, manufacture

of uniforms, etc.);
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-~ Implementation of

advertising programmes

drawn up for members;

operation of visual idcntity
standards of the group
(stationery, uniforms,

vehicles, ete.);

distribution of ‘information
of use to the group as a

whole;

advice given to members
concerning relevant -
procedures to retain customer
interest and to iﬁproye'“

the group imagc;




definition of criteria for
use of elements of visual
identification or

publicity:materialf

establishment of liaison
procedures with members
(newsletters, electronic

message centre, etc.);

analysis of results of

advertising operations;

distribution of ihformation
on the developnient of
markets relatéd to group

activity;

interpretétioh‘ofvdata

gathered.




f) Expansion and development

- Detailed studies carried - Assistance given to members
out to open up new avenues who wish to expand by
for trade and to expand making advance market studies.

the market to facilitate the
establishment of new sales
outlets. (These studies
will tgke into account
expansion guidelines as
decided by the managemént

team.)




CONCLUSION

"Since the post-war period, it appears that the business

grouping format has been proved in a large number of cases. A glance

at the styles of groups‘like Métro-Richelieu, RO-NA, Sports Experts,
Uhiprix, Provigo and others is sufficient to convince us of the -
efficiency of a combined effort. Many pther‘éxamples of.prospérous”

business gfoups may be cited.‘A

KTheisuccess obtaihed'by.all these grOUpg demoﬁstrates thét
céllective effort ié an excellent way to o?fset_competitiqn_byllatge
companies whose strpcﬁures are solidly established. All merchants
who have agreed - to pnite their.gfforts énd form'éroups ré;Ognise
thn£ this decision has been a Qital'éne for £he péosperify'of théir

businesses. - H

This paper has set out an analysis of many of the
_diFFicul@jcs;which merchants are faced With;. Iﬁ‘suggésts that the
modern husinessman can solve his problems through usc of the.busincss
grouping format. Tt is truc that membérs of this kindf(ﬂ‘orguniéﬁﬁion
mdstfﬁacrifice a‘iittlg of_tﬁéir personal ihdependehéef‘ Ho@évéf,‘
thei{ participation in such a group brings many advantages and ¢nub1cs

their businesses to reach full potential.

55
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ANNEX

GROUP FINANCING

Financing groups is difficult to achieve especially during the

starl-up period.

1 The initial phase of the project, '/ y

The level of funding required at this stage is not high. The
few hundred dollars needed are cbntﬁibutcd;by'thclfounding members.
The most significant cost is time devoted to the organisation. It

is common for each person to take responsibility for one area and

to use his own secretarial services,’ printing, telephone, etc,

2 Preliminary development phase

Expenses related to rqsearch;-prinﬁing, hecruitment,
communications, etc. can be considerable. The phasc preceding
the éollection of membership %egé ca; oécasjoﬁ costs between
fifteen and twenty-five thousand‘dbl)aré, depending on tﬁe .

4

number of members to be recruited.

It is essential that expenditures'be recorded in detlail,

so that the group can make repayments after its establishment.




Fihancing this phase can be done in several ways. -In any
case, founding members must assume responsibility in the following

ways:

- proportional membership fees to pay staft—up costs.. These Céh

be between $2000 and $3000 per member;
- members' endorsement of bank loans;

- payment to the group of a percentage of discounts obtained

through centratlisation of purchases;

Establishment of the group.and initial operations

This phase involves considerable expense: equipment purchase,

hiring of staff, rental of;spéce,ieté.

It is desirable that the ﬂajo}ity of these costs be paid
by membership fees.: These can be set at $1000 or higher, giving

available funds of $100,000 or more,

In all situations, it is extremely important that an assessment
be made of the start-up costs and the expenses incurred in initial
operatiéns'(a few mont@s).. It is necessary‘té establish the
mechanics of paying such costs through the.membershié fee collection

procedure,
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Financing regular operations

Wegular operations of the group are financed in several ways:

a) General marketing, purchases aﬁd distribution

These expenses are financed from a percentége calculated on
members' purchases set aside for this purpdse; The percentage

will vary according to the nature of the services.

If it is a question of a complete warehousing and delivery
service, costs will be between 5% and 12%. depending on

inventory turnover and the volume of purchases.

When members are located in a denseiy represented-area;
members can make their own arrangements for freight and can
take delivery of merchandise at the depot. This cost lies

between 4% and 6%.

+
In certain situations, the depot is.operated on a 'cash and
carry' basis. Thus the member is responsible for preparing
his order and for taking delivery.  Costs can be as low as 2%

to 3%.

b) Promotion and advertising'campaigns

Annual general expenses can be shared betwcen members depending

on the value of their total purchases or the number of thcirA'




c)

d)

¢)
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stores. Advertising costs are collected through a monthly

fee Lo which costs related to special advertising or promotional

drives are added.

General administration and services

offered to the membership as ‘a whole

Several formats can be Lseé. For exgmp;e fhesevcésts'cah be
added to marketing expenses and assess them té members pfo-ruted
to purchases., Administration costs are assessed as a percentage
and added to sales Whefé they are-calculated in the prOdﬂdt

price.

13 . H : ! X . . V
Special services related to renovation, architecture,

market studies, etc;> . ;

New members using these services arc billed dircetly and
anscssment. of thesce services is cslablished according Lo a

pre-sel tariff scale.,

Warehousing and distribution

i
If the organisation wishes to establish a distribution sevvice
capable of offering all possible bcnefits, financial resources

which can be invested long term must be identiflied.
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These activities are usually financed as FollpWs:

-~ gpecial fees levied on members;

- loﬁg term share finaﬁcing;

- collective endorseﬁent by members;

- shorter credit terms offered to members;

- current charges added to bills.

Operations are organised from a rented depot and
centralisation of purchases proceeds as it becomes viable.
Financing can be provided from a fund establiéhcd_by contributions

based on a percentage of purchase volume.

The most widely-used format is the one iﬁ whf&h a pereent-
age Lo cover current administrative and murkctinu'costs is'iﬁcludcd
in the selling price. This procedure avoids the necessity of
cQLab]ishing a separate account and avoids the necessity of
constantly reminding members that administrative funds are

cquired. Criticisms are thus avoided.

5 Financing for cxpansion and development programmes {or the group

and its members

The abscence of financial backing and support scrvices for

members!' expansion is a major weakness in many groups.




It is possible for the gfoup to create a financing reserve,

Thclcupital'of this reserve can be established in scveral ways:s

-~ a fixed percentage of members' purchases is placed in this reserve
and constitutes an investment for which cach member receives an

interest-bearing negociable certificate; ' ' oo

- cach member supplies a loan endorsement which will facilitate a

collective loan;

- specialised financial institutions (trust companies, ctc.) are
approached to provide part of ‘the capital, cither by the purchase

of vertificates or by directly financingvé project.

The financing reserve: cah bdgin study of expansion projects
' L
submiticed by members., . It can also plan the financing of these
projecls and participate in them in various ways, for example:
- lending funds at a preferred rate;

-~ puaranteeing members' loans;

- approaching lending institutions.

The P'inuncing reserve can also guarantee members' leasces so
that they can have access to locations for which certain finanerval

puarantecs arce required from tenants.
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The sign of
the times ' .

| ... across Canada




Walter Hachborn, President and General Manager

Home Hardware—100% Dealer-Owned

Home Hardware Stores Limited is a completely dealer-owned mutual
company, owned and operated by independent hardware, building supply
and furniture dealers across Canada.

The company was founded in 1964 by a small group of independents who
found that they could not compete profitably by following the traditional
methods of distribution. Their objectives were to eliminate the middleman'’s
profit, purchase their products for less, and at the same time develop an
equity in relationship to their purchases, building a strong base which would
allow them the resources, facilities and staff to compete with any form of
competition.

By the end of 1980 the company had a membership of more than 650 stores
in eastern Canada, and sales of $200,000,000. On January 1, 1981 a merger
between Home Hardware Stores Limited.and Link Hardware Company
Ltd, a similar dealer-owned company headquartered in Edmonton,
Alberta, brought the membership to more than 1000 stores, in every
province from Newfoundland to British Columbia, from Labrador to the
North West Territories.

Home Hardware operates as a co-operative, serving only those who own
the company. There is only one program—one of equality where all dealer-
owners share and participate as equals. The company is non-profit and
operates on a "cost plus” basis.




Financing for continuation

Home Hardware's “cost plus” program starts with a basic merchandise cost

that is among the lowest in the industry because of the enormous volumes -

purchased by the company. Surcharges, or add-ons, are added to the
'merchandlse costs to finance the company's expenses and growth. The
company is non-profit and budgets only to break even.

Warehouse and haﬂdlmg
surcharges

Surcharges rangmg from O to 6% depending on the type of shipment are
added to the invoice. These surcharges are funds required to cover the

company's operating expenses. The surc¢harge percent varies with the .

degree of company involvement. Watehouse shipments, requiring
receiving, holding and handling, carry the hlghest surcharge. Direct
shipments involving the company only in the invoicing function, carry the
lowest surcharge.

Share pemenpa’uon

In every company it is necessary to build equity to properly finance for '

inventory, accounts receivable, etc. The directors of Home Hardware have
determined a program whereby the dealer-owners assist in financing their

company through the purchase of shares in direct proportion to their

merchandise purchases. Dealers dedicate from 0 to 4% of purchases to
shares in the company, and receive the face value of all accumulated
shares in cash on retirement.

Building loan notes

A small percentage is also-assessed to assist with the continuing expansion
and upgrading of the company's fixed assets. The building loan notes are
invested in the company for a period of five years, bearing interest at 2%

above bank prime. Dealers receive interest on the building loan notes each
year until maturity, at which time the principal amount is repaid.

Advertisin

A surcharge is also added for advertising. A portion of this surcharge'

finances the company’s national advertising program, and the balance is
credited on a co-op basis against the dealer’s local advertising.




Homelaod Furotture aod HomeAtt
Building Centre Divisions

The HomeAll and Homeland divisions .of the company were formed to offer
to building supply and furniture dealers the same benefits and services that
are available to hardware retailers, but under a separate and distinct identity

to avoid consumer confusion. Both divisions are managed by -

‘knowledgeable professionals with wide experience in their field, but the
divisions utilize the company’'s administrative staff, computers, and

distribution -and communications network to mrnrmrze overhead and'

achieve maxmum efficiencies. -

. The building supply and furniture: divisions have developed buylng group
programs with all major .suppliers. A separate advertising program is in
force. The Board of Ditectors includes representatives from both the
HomeAll and Homeland divisions.

Within the HomeAll division a lumber service hotline is operated to provide

up-to-the-minute  quotations to dealers -on lumber and pIywood
requirements. This allows the dealer to spend his-time productively in the
daily operation of his business, and eliminates the necessity of numerous

telephone calls to various sources to determine competltlve prrces and

current information on market levels.

" Whether a business specializes in hardware only, building supplres furnlture
or-a combination of all three, Home Hardware Stores Limited and ‘its

divisions. can provide all the goods and services an independent retailer -

requires to allow him to compete profitably with charn department or
drscount stores. t



Home Hardv__
Board of Directors
Elected annually by the
dealer-owners, and repre-
senting hardware, building
ply and furniture
retailers accross Canada

(scated) Gordon Mackay,
Mackay, Kirvan, Seilz,
Barristers and Solicitors —
Assistant Secretary,

Paul Straus,

Home Hardware Stores Limiled,

Edwin Norman,

Allandale Home Hardware,
Barrie, Ontario — Secretary
John Kala,

Kala's Home Centre,

St. Catharines, Ontario —
Treasurer.

Allan Sinclair,

Sinclair's Home Hardware,
Collingwood, Ontario —

Wailter Hachborn,

Home Hardware Stores Limied
Ray Gabel,

Home Hardware Stores Limited,
Glenn Young,

Leamington Home Hardware
Leamington, Ontario;

Fabian Aylward,

Aylward's Limited,

St. Lawrence, Newloundland,
John Wakulat,

Pollocks Home Hardware,
Toronto, Ontario

(standing) Donald White,

G S White & Son Ltd,
Oshawa, Ontario,
Robert Geggie,
Geggie's Hardware,
Winchester, Ontario,
Donald Schott,
Simcoe, Ontario;
Howard Polk,

Dryden Home Hardware,
Dryden, Ontario;
Frank Gow,

Gow Brothers Ltd..

Bridgewater, Nova Scotia;

Murray McDermid,
Manitoulin Home Centre,

Harry Lowther,

Southport Home Center
Charlottetown,

Prince Edward Island

John Blake,

High River Hardware Limited,
High River, Alberta,

Harry Blight,

Pulham & Blight Lid.,
Vancouver, British Columbia;
Charles Reid, .
Reid's Hardware Lid ,
Saskatoon, Saskatchewan

Chairman; Providence Bay, Ontario; P
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Leadership and Direction

The company is governed by a dealer Board of Directors who are elected
on a regional basis by their fellow dealer-owners. All decisions made by the
Board directly and personally affect the Board members themselves, since
one of the criteria for becoming a director is that the dealer-owner be

actively involved in the ownership and management of a Home Hardware .
Store.

The company is professionally managed and staffed by dedicated

personnel with a broad background and wide experience in the industry. -

There is a close personal relationship between the distribution centre staff
and the dealer-owners. The staff is never farther away than a telephone call,
and throughout the year at various meetings and functions the dealer-
owners have many opportunities to deal with the staff members face-to-
face.

The company's district managers call personally on each store several
times a year, and are on call at all times to assist the dealer-owners with
problems and special situations.




Distribution Centres across
Canada

The company's head office and original distribution centre is in St. Jacobs,
Ontario. This is the nerve centre of the operation, reaching across Canada
through its satellite centres in Debert, Nova Scotia and Edmonton, Alberta.

The central distribution centre in St. Jacobs covers more than half a million
square feet and operates on a 24-hour-a-day basis. It was one of the first
hardware distribution centres in Canada to employ an automated picking
system to make the most efficient use of building cube. Dealer-owners in
Ontario, Quebec and Manitoba are served from this centre.

The warehouse functions at the Debert distribution centre are completely
computerized, and are the most modern in the hardware industry today. The
facilities incorporate several different picking systems integrated by a
conveyor system of more than 1700 feet which takes the merchandise from
various areas of the centre directly into waiting trailers. This 270,000 square
foot distribution centre serves the dealers in Atlantic Canada.

Plans are well under way to replace the present 200,000 square foot
warehouse in Edmonton with a larger, more efficient centre. Merchandise
destined for stores in Alberta, Saskatchewan, British Columbia and the
North West Territories is shipped from this centre.

The company’s distribution centres are among the most modern and
automated in North America, designed to handle large volumes of
merchandise quickly and efficiently. Constant studies take place to
determine the facilities’ maximum levels and to provide for future
expansions as they are required.



Beauti-Tone . . . more than just
a pretty paint
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In today’'s highly competitive paint market, it became prudent for the
company to be able to control the quality and cost of its private label paint,
and to be able to offer to the consumer all the benefits of the popular brand
name paints at very competitive prices, thus increasing Home Hardware's
share of the growing do-it-yourself paint market. Home Hardware dealer-
owners are assured of realistic gross margins, even with frequent national
paint promotions.

The modern paint factory in Burford, Ontario is highly automated and
designed to meet sales projections for many years to come, It is staffed by
an experienced, professional team with a broad background in the paint
industry.

Home Hardware's ultra-modern colour system has enormous consumer
appeal, and has been designed to meet the demands of the changing paint
market by being flexible enough to be able to introduce new colours as
preferences change.



Shopping World Markets for a
Merchandise Assortment

Home Hardware is a one-stop source of supply. More than 24,000 items are
carried in warehouse inventory at all times, making a full line of hardware
and building supply products readily available to all dealers.

The product selection includes popular national brand names as well as
quality private label merchandise. Warehoused lines include hand and
power tools, paint and decorating supplies, adhesives, fasteners, plumbing,
electrical, home entertainment, traffic and major appliances, cookware,
housewares, cleaning supplies, garden tools and supplies, farm hardware,
winterizing and heating products, sporting goods, toys, automotive
accessories, and builders hardware.

Home Hardware also makes available to the dealer-owners, through a relay
program, thousands of items that are not carried in inventory. Virtually 100%
of an average store's needs can be purchased through the company at the
best prices available.

Dealer-owners with the capability of making direct purchases also benefit
from Home's established cost structures with the various manufacturers.

Only the dealer-owners of the company can purchase through the
company. On warehouse and relay shipments, every dealer pays exactly
the same base cost. No matter how much or how little is purchased, all
goods are sold at the same low cost.




Cross-Country | :
Delivery Network

Home Hardware's own fleet of trailers make regularly scheduled weekly
deliveries to all dealer-owners. There are no minimum order requirements to
guarantee this weekly delivery. On the return trip the vehicles pick up and
haul back product from the suppliers to the various distribution centres, to |
keep the cost of merchandise as low as possible.
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Total Advertising
Coverage

Television
Complete
saturation on
special promotion
items.

Direct Mail
Catalogues and
flyers distributed
by dealers in all
trading areas.

Newspaper
Flyers inserted
nationally in all
major newspapers
across Canada.
Newspaper
advertising placed
locally by dealers.

Radio

Advertising placed
regularly by dealers_
on local radio N\
stations, using
Home Hardware
jingles for
consistency.

Powerful Advertising

The company's dynamic, traffic-building advertising program is planned
each year by a rotating committee of dealer-owners. The program includes
flyers inserted in national newspapers across Canada, powerful full-size
catalogues twice a year, a Christmas gift book, optional flyers, a consistent
television campaign, radio in certain trading areas, plus the in-store tools
such as banners, price cards and other display material to support these
promotions. The entire program is available in either English or French to
suit the needs of dealers in all parts of Canada.

HomeAll Building Centre and Homeland Furniture dealers also enjoy a
complete advertising program of flyers and catalogues.

The national program of newspaper inserts, television and radio is
supported by the portion of the advertising surcharge retained by the
company for this purpose. Each deéaler contributes the same proportion of
his advertising surcharge towards this program. Optional portions of the
program are paid by the dealer, offset by co-op credits from his individual
advertising surcharge account.

Audio-Visual Aids

Today's consumer is preconditioned and susceptible to the sight/sound
approach of electronic communication. Home Hardware’s program offers
information on the most effective use of audio-visual equipment, both as a
product information and training tool. Each dealer on the program is
charged a monthly service charge and is automatically sent a selection of
product films. Educational and staff training films are also available.




Electronic Ordering

The weekly order is entered on an electronic order entry system and
transmitted via toll-free lines to the head office computer. Orders are
shipped in as little as 36 hours from the dealer's order deadline.

Up-to-date Pricing

The most complete and up-to-date microfiche catalogue service in the
hardware industry is available to all dealer-owners at a very low cost. Each
month dealers receive a complete set of illustrated fiche showing each of
the 24,000 itemms regularly carried in inventory. A weekly price update fiche
is also issued, listing updated prices and stock on hand in the various
distribution centres at the time of printing. Manufacturers’ illustrated
catalogues and price lists are also issued on microfiche.

Automatic Funds Transfer

Invoices are due and payable in full within two weeks of invoice date. Liberal
dating terms are often offered on merchandise shipped in advance of the
season. Payment is made by automatic bank transfer direct from the
dealers’ accounts to the company’s account, guaranteeing equality among
all dealers, and improving the company's cash flow to keep bank lending at
a minimum.
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Store Piannrng

A professional plannlng department assrsts wrth modern store Iay -outs and

designs. This service is available for new stores or for the renovation or .

modernization of existing stores. A store set-up depaitment, staffed by a
hard-working, experienced merchandising crew, travels from area to area

setting up new stores, modernizing, renovating or remerchandising on a -

continuous-basis. They have the resourcefulness to set up a complete store
quickly and professionally, saving hours of time and money. These services
- are charged at a reasonable hourly rate which covers all transportatron and
accommodation expenses as well.

Financial Services

_ Financial counselling and business forecasts are vital services offered by o

“people who know the business and the value of these projections when
planning major business changes. A dealer need only ask for this lmportant
assistance.

The company has also developed a special bank loan package with its
bankers, the Royal Bank of Canada, to assist dealers with building loans,

inventory and fixture loans, and operatlng loans in ‘amounts that would not

be available to the individual businessman. These loans are also avallable
to existing dealers who wish to expand or relocate.

" Home Hardware Stores Limited, however cannot offer to one dealer-owner
~what it is not prepared to offer to every other dealer, so each one must be

solely responsible for his own initial investment and contmumg flnanC|aI :

health.

Computenzed Accountrng
Services

'Today s businessman must know at all times where his busmess stands on

a current basis. Historical methods of accounting no longer give. him the
information he requires to react to changing conditions. The computerlzed
accounting package provides to the dealer such benefits as timely
information, inventory control, time savings, financing asslstance fewer tax
problems and comparative data :

In-store Credit Control System

This program provides a fast, accurate up-to-date facility to write and
process credit orders at the point of sale, and Irmrt credit prlvrleges to
qualified customers.

Computer Reports

Each dealer has available individual item purchase reports, gross margin
reports, inventory reports, price stickers and location tickets, price update
- stickers, and a comparatrve financial analysis based on- statement
information. .



A recognized, respected identity
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The day a Home Hardware, HomeAll or Homeland dealer opens his doors
he begins to take advantage of the years of advertising and promotion that
have gone into the development of the company's image. These store signs
are very popular and well respected in the communities they serve, and
unify all dealers into a single, powerful consumer-accepted source of
supply.

The yellow Home Hardware truck is seen and recognized on highways all
across Canada and functions as a moving billboard, proudly displaying the
Home Hardware name.




Protected Trading Areas

New store locations and existing businesses wishing to become Home
Hardware, HomeAll or Homeland dealers are studied carefully to avoid

competition between dealer-owners. Each location must be a separate and

distinct trading area.

Markeis, Meetings, Wm‘kshaps
and Seminars

Twice each year the company stages seasonal Markets in the convention
facilities at the St. Jacobs distribution centre, where the dealers view and
purchase pre-season merchandise. The Markets also feature special
meetings, product knowledge workshops and displays to assist the dealer
with ideas and knowledge in the operation of his store.

Two district meetings are convened each year in more than thirty locations
across Canada. The meetings deal with company information, special
programs, product information and special prespntatlons to assist the

dealers.

Workshops and seminars are conducted each year on management skills
and product knowledge.

New Dealer Training Seminar

Each new dealer-owner is required to attend a week-long seminar at the |

head office in St. Jacobs to famiiliarize himself with the company’s personnel
and systems. An introduction to basic finance and accounting, expense
management, inventory control, effective merchandising technigues and
mterpersonal relations are also offered at this seminar.

Insurance Programs

A collective insurance program is available to all Home Hardware dealer-
owners t0 provide the best possible rates on all-facets of insurance
coverage. Premiums are paid monthly with regular remittances.

Preferred Visa and
Masier Card Rates

Because of the volumes achieved, Home Hardware dealer-owners obtain

these services at the lowest discount rates available. Drafts can be

deposited daily at many local bank branch offices, or remitted weekly to
I-Iome Hardware head office and credited against the dealer's account.

N.C.R. Cash Registers

Today's cash registers do much more than record sales-and cash recelptb
They are a complete point of sale terminal, capturing departmental sales
and assisting with inventory control. The registers that have been selected

by Home Hardware can be expanded to tally individual product sales, and

provide automated ticket scanning, automated ordering - and other
capabilities as they are required. .




SURVIVAL INSURANCE

" THE CAROLINA CLOTHIERS

'MERCHANDISING PROGRAM

A merchandlsing
program designed

to help you beat
your'ghain«discount
gtore competition

at thelr own game - . »

AT A PROFIT FOR YOU.




Hembers of Carollna Clothiers and other independent menswear r@tailars L35 A
being squeezed to the point of becoming an endangered species by new forms of
conpetition based on business practices that have not been available to the
typical smalley stors merchant. |
Eackground
o In recent months Carolina Clothiers members hgve-found:Department
8tore competition ralding our linéa9 taking on and cutting established
prices of brands of resources we have hiatéripally bought from and
f@lied on. This competition appears to be ehgaged in a deliberate
policy of "Brand Bustdng." o
@ Digpount stores are springing up in major ciﬁies of the Caro1ina8>
featuring brands in new, seasonable merqhandise at discounts of 20%
and moyre, Thesse minimuﬁmservica stores rabresent a major threat to
sexrvice-oriented smaller independentso
o TIncreased evidence of "Brand Bodtleggiﬁg“'by outlets unable to‘ﬁbtain
dogired lines through nornial channels, represents another drain oé,
emaller store survivdl capaﬁili%yo Like it or not, this type ofAnew A
compétition , Wwhatever the business ethics inirloived, operates with the

full protection and the encouragement of federal businsaa regulaticnso

WHAT CAN WE DO ABOUT IT?

If we cannot stop this compatition frum stealingvand destroyihg the national

brands we haveflong relied.on, WE‘CAN‘DEVEIOP AND PROMOTE OUR OWN EXCLUSIVE

BRANDS, SUCH AS "CAROLINA TATLORS" and our alternate brands, "GENPLEMEN CLOTHIERS

AND CARGLINA GENTLEMEN . "

Aftexr considerable work in New York and consulting calls to Menswear Retailers
of America, Cavolina Clothiers has come ﬁp with a new brand name merchandising
program that can help you compete with the Brand'Busters, Brand Bbotleggers

and Discounters on equal terms o . o and at a profit o you.
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The PROGRAM 18 simple, covering 30 to 35 6f the m;st important basic items
most of us would normally stock and promote, made possible through ACBG
Progrqm of lkey merchandiss under ACBG'owned private labels.
Tho. Group Buyling Program Werld:
lo Provide partlclpants with a price bresk on Quaiity mepghandise bought
in quantity by the grovp, |
2o Engbie gtores to meet lower price competition without sacrificiﬁg
proflt marginag, |
3. Insure that yburfeature Atlantic Coast owned brands Eéﬂlg 223'
ghoy up on the shelves or racks of your dapariment stqre’or |
discount competitione |

WHAT WILL IT COST?

Tho progrom will be offered to member storea of Carolina Clothiers and other
selected gtores for $250.00 per year,

HOW WILL IT DEVELOP?

The program will be developed through our own PRIVATE LABELS and placement
of ads in key newspepsrs. These ads wi;l list the stores wbere the CAROLINA
TATIORS or alternate-label merchandise ;111 be available. Through these
promotional efforts; plus a store's own.personal promotion, these labeis
wlll fast become established as YOUR major brand,

WHAT WILL WE OFFER?

Under our group purchasiﬁg plan, we wiil be able to offer substantial
gavings %o our pérticipan‘bs° Initially we plan to offer:
o VWe will have three or four lines snd price ranges In suits, sport
coats and pants. There will not be a complete clothing lina but
basic ldeas from each line at diffarent price points. They can bs

bought under the brand nsme or with a private label.
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o We will have rainwear, cloth and leather outérﬁear, dﬁpé and c16th~
hats with_' private label, |

,c_ff_; We will have all categories of furnishings nn(d _gportewear in both
branded and private labole |

o All thru the season we will advj.se menhers of Special Emys 80 members

Bhould KEEP EXTRA 0PIE\T=TO-=BUY money availeble for thesa profit«making

purchases, , :
In the future we plan to shop for store supplies as miit bagsa, other type
bags, boxea and of fice supplies, A1l thesé bought in large amounts will

save money and increase proflis,

To use our buying group and to make & profit you MUST :S{CP THE BUYING GROUP!'S
lines befare you purchase i‘rpm your regulaij lmés_eagh .sféaégx’}'g

Por the ATLANTIC COAST BUYING GROUP to bs STRONG you mist comnit eagh"

each ée,ason and advisg ACEBG your étOra's.me:rchandi:é'e ‘noéd}_@before eag.h season
by ﬁll:i.ng out a questionnaire that will go to a.ll‘zmemb;érse:

"HOW ABOUT QUALITY?

Al 'iterms will be equal to or batter than most of the r(?gulzlar‘branda you now
stock., Actually, some of these l:}nes may be brands tha't_-ydu aré‘curzfentiy
carrying, but through our purchasing program we will be able to offer it to
ydu cheaper under our label, Firms that are selling to this program will be.
revealed only to rrembers who join ths buying groupa

HOW WILL IT BB PURCHASED"

-The basic merchandise and resources will be selected by ATLANTIC COAS'I‘ BUYING
GROUP a_nd of fered to subscribers in a shouing at all MAC apparel shows. The
. line will be shown in Charlotte FOUR TIMES a year and at ths Carolina Glotﬁiers
Comvention. You will not work with a salesman but by looking at merchandise
that will be on display and presented by ATLANTIC_COAST BUYING GRC)'UP° Buying

in this manner should be simplified fram the way we now do it



We are not attempting to damage estgblished brands and the label-atore
relationship by this PTOgTEm o However, oncs you ges the program laid out,
it should fomm 10-15 per cent of your open-to-buy, giving you additional
leverage that will help you to absorb markdowns on brand names being prosti-
tuted and footballed by.department stores, |

TO YOUR ADVANTAGE is the private label. You will not have to put.these goods

on gsale ~a.t the end of the season at tremendous markdowns, i1f they have to be .
put on sale at all . « . because they will be YOUR LABEL goods,

"HOW TO GET IT GOING?

Getting in will bé your own decision, but a decision must be made quickly.
If you attend a ehowing and do not think ’r.ﬁe merchandise is for your store,
wo will refund your check of $125, Otherwise the contract you .bién will be
binding for one yaar,

53 IT WORYH IT?

Each store will make up its own mind, weigfling thelc’ompetitiye factors, long-
range implications and snnual volume . . . BUT simple arithmetic shows the
plan can pay for itself, as previously noted. For example, one purchase in a

certaln line of pants could take care of your dues for half a year.




ATLANTIC COAST BUYING GROUP
MERCHANDISE PROGRAK

We agrese to join the Atlantic Coast Buying Group, P. 0. Box -hes, Gastcnia,'
No Cog that represents the Carolina Clothiers Merchandise ngram.

'Pho itens will be sel@cted by ATLANTIC COAST BUYING GROUP'S BUYERS and
presented to the group for pux’chaseo

The coat of this program for members is $250 per year, paid aemi-»annually,
due November 1 and July, For this year, 1980, dues are dus imadiately.
Pirst steove $250 500, additional stores $10 per store.

All billings will ba pwabls %o Atlantic Coast Buying Gmupe

The first semi-annuel payment is .due now and is to accompany‘ this signed
contract. Plsase sancloae $125 OO with your application.

Name

Store Name

Street or Box Ngo R

City S . State 24p
Date | o

Signature

If person other than signee doés 'tf?uyjng,l: please indicate names

‘Return to:

" ATLANTIC COAST BUYING GROUP, Box L28, Gastonia, N. C. 28052
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ACBG Keeops Iindependents Competitive

BY BRENDA LLOYD

GASTONIA, N ¢ The small n:
dependent men's wear retailers
in the Carolinas are pulling that
adage about strength in numbers
to good use as they compete with
the major department stores.
They're joining the Atlantic
Coast Buying Group (ACBG), an
exclusive group for independents
only

The independents complain
that the major stores have been
usurping their basic identity,
brand name clothing. And worse,
the majors are marking down
these brand names in the middle
of the season, which the in-
dependents can't afford to do. To
compete, the ACBG was
established aboul a year and a
half ago by Warren (Dusty)
Gardner, Jr, owner of Warren
Gardner's men's store in
Gastonia and execulive secretary
and treasurer of Carolina
Clothiers, a post he's held for
about 30 years, and by his son,
George, who i1s president of the
ACBG The group is
reestablishing the independent
retailer's identity by crealing
new quality brand name clothing
available to members only.

Gardner said thal for years the
major chains primarily carried
their own private labels, whereas
the independents were ‘‘very
brand conscious "’ Then, over the
past five or s0 years, the major
rhains began dealing more and
more in brand names, and mark-
«d them down in the middle of the
season  The independent, said
Gardner “can’t cut into the mid-
dle of the season. He's got to have
his two gales a year, and that’s it.
They (major chains) have things
that can offset their markdowns,
but we can't We just can't cul the
prices, because we give better
service than the department
stores.”

These special services include
better taiors, full service from
the sales staff, better boxes and
gift wraps, suit bags and
hangers.

Besides establishing new brand
names that are patented and
available only to ACBG
members, the group also enables
members to buy merchandise in
large ntities al lower prices.
A tie g& might cost a retailer
$7.50 is small guantities might
cost only $5 if bought in bulk, and
the retailer can still mark up that
tie to $15 and make a larger profit
on it. And occasionally a
manufacturer will make special
price arrangements, an ‘“early
bird price.'’ with the ACBG

Though this is a definite advan- ;

tage, Gardner stressed that the
main purpose of the ACBG is to
fight the major chains to main-
tain the brand name identity
“Longer terms to pay your bill
and the exclusive label are really
more important than price
alone,” Gardner said. “These
stores have never been price-
operated, that's what they're try-
ing to get out of. We want to keep
our identity and stay in business
with quality merchandise,
recognized and build a new brand
name.”

The ACBG was originally form-
ed through the Carolina

George Gardner

The ACBG pitch

Clothiers, but to be exclusive it
was later incorporated. "If we're
an association,” Gardner ex-
plained, “we’d have to sell
anybody.”' Although a store
doesn't have to be a member of
Carolina Clothiers to join, Gard-
ner said that about 99 per cent of
ACBG members are also
members of Carolina Clothiers

Gardner said he got the idea for
the group as a member of the
New York buying group. I
wondered why we couldn’t have a
regional buying office. Why
couldn’t we gel 100 or 125 stores in
the Carolinas and go to the
manufacturers and say we wanl
to label — an outstanding label
like Carolina Tailors and
Carolina Gentlemen (two of the
ACBG labels). | started the word
of mouth talking about this and I
had so many of the different
retailers complain to me that how
could they compete with the
department stores when they put
these sales on."”

So by word of mouth, Gardner
attracted 64 members at the
beginning, a number that has
now reached about 125. He ex-
pects o attract another 12 to 15
this month. Members are charg-
ed an anoual fee of $250, which is

used to pay all expenses of the
group, including a showroom at
the Men's Apparel Club shows at
the Charlotte Merchandise Mart
and trips to New York shows
where Gardner looks for good
lines to private label and
manufacturers who are willing to
work with the ACBG. The biggest
expense the group has, Gardner
said, is the Charlotte MAC show.
The fee also pays for mailers that
Gardner sends to members

show a recent advertise
ment of markdowns by a major
store that has been copied by
Gardner, and elsewhere on the
sheet of paper, Gardner writes
cCommenis, such as. Does ths
hurt your business” Why not use
our Carolina Tailors label”"

Member stores buy no cerlam
quantities, except in hes, where
there is a minimum of about
three dozen. The stores call the
Gardners when they need
something, and the Gardners
handle it from there Gardner is
not sure how much of a member's
buying is through ACBG but said
that the group sold more than
$500,000 worth of merchandise
the first season

Gardner said that the only pro-
blem the group has is that many
of the stores don't know how to
use it. “Now we've got about 125
members and we've got about 70
stores that are now really using
the thing,” Gardner lamented
“The others still need lo be
educated on how to use it." The
mailers he sends out are the
educational material he uses
“'As we teach these stores how to
use it, we will become more im
portant.”

Gardner has high ambitions for

Warren Gardner

"BUYING

the ACBG In the future. perhaps
a year or so off, he wants the
group to start buying bags,
janitonal supphes, envelopes and
stationery in hulk so that
member stores can further cut
down on their overhead Later
*“if we become more and more
important to the manulacturer.’
Gardner would hke to see the
manufacturer  give the group
quality adverbising in key
newspapers  around  the
Carolinas  The dea 15 that the
brand name clothing would be
advertised and that stores carry
g the merchandise would be
mentioned “When we <tart dony
enough  bosiness with  these
manufacturers,”  Gardoer mus
ed, “they will ive us cooperative
advertising money to o things
hike that ~ The ACKEG alreardy hae

buying arrangements aith
manufacturers

And even further down the
road, Gardner wanls 1o see the
group pu! oul a Chrnstmas

booklet showing the AUBG hnes

The ACBG has alrcady been
successful, and Gardner 1s op-
timistic about its future I cer
tainly didn’t have to mark down
anything untl markdown time
and 1 haven't heard of anyhody
else that had te take
markdowns,” he said. A major
store neighbor of his at Eastndge
Mall had marked down its Palm
Beach line in the middle of the
season, he pointed out. “And
there's a lot of specialty stores
that carry Palm Beach'™ But
with that private label that only
the specially store can carry as a
member of the ACBG, the in
dependent  wouldn’t have 1o
worry aboul competing with that
markdown
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DON’T LET THE DISCOUNT STORES
HURT YOUR SALES AND PROFITS
WE CAN HELP SOLVE THAT PROBLEM

More For
Dad

Levi® Action Sportswear
» more affordable with greater
» 7 selection than ever before

Levi's® ACTION SLACK

Perhaps the mos! com'artah'e < ¢k a
man can wear “'gh gual

j lets him move freely Ea<y o, » machine
washable. Beltlooped

black. grey, brow:. 13
blue, green and white. Sices 3.

Levi's ® ACTION SLACK JEANS

Shm and trim styling add 15 easy

e ana comlort, making hus jean
amust for every man {ight blue
solt demm Tailored lor Men in sizes
30-42.

il IMOLE

famous brands for less

Free Father’s Day gift-wrapping
all day Saturday!

SEE US FOR A PRIVATE LABEL PRO-
GRAM OR OUR CAROLINA TAILORS
LABEL.

90
)
@WM‘ =

P.O. Box 428 Gastonia, N.C. 28052
704 865 3445




MID-SEASON SALE HURTING YOUR
BUSINESS?

25% ot
~ - Entire Stock Suits and Sport Coats
GOLLIN'B

Father’'s Day-
| June 15th

All Two and Three Plece
| suits, and Sport Coal.s
Reduced Until Father's Day

Collins Locations in Cotswold,
Freedom and Tryon Malls,
Open Nightly til 9 PM . . .
pri\ Cotswold Open Tuesday, Wed-
Ml ' nesday and Saturday till 6 PM. ®

YOU HAVE NO WORRY WHEN YOU USE
CAROLINA TAILORS LABEL OR YOUR
OWN PRIVATE LABEL.

LET US INCREASE YOUR PROFITS

P.O. Box 428 Gastonia, N.C. 28052
704 865-3445



THIS TYPE SALE HURTING YOUR BUSINESS? -
EARLY SEASON SALES CAN!!

LET US SHOW YOU OUR PRIVATE
LABEL PROGRAM. MORE PROFITS, NO
MARK-DOWNS IN MIDDLE OF SEASON,
QUALITY MERCHANDISE AT PRICES
YOU WON'T BELIEVE.

Ollanteo Loast,”

P.O. Box 428 Gastonia, N.C. 28052
704 865-3445




NEED YOU
WE CAN SOLVE

R OWN PRIVATE LABEL?

THAT PROBLEM

Specialiy Stores Mowving More to Private Label

NEW YORK — Men's specialty stores are incrensing
their purchases of private label apparel in all classifi-
cations, contending that they can‘t compete with dis-
counters and department stores that constantly pro-
mote branded goods at reduced pricea.

Retail executives attending the spring sportswear
and furnishings meetings held by Romano Clothiers
Monday morning at the New York Sheraton Hotel,
also pointed out that the move toward more unbrand-
ed merchandise will allow them the opportunity to in-
crease their profit picture.

In most instances, Romano members were empha-.
gizing private label merchendise in more popular price
ranges, explaining that higher priced goods most often
need the pulling power of a brand or designer label.

Although these retailers said that they were buy-
ing more quantitiea of privaté label apparel, they em-
phasized that they weren’t abandoning the branded
buzinesa.

Many pointed out that they still must caxry such
powerful brands es London Fog rainwear, Izod knit
ahirts and Levi Jeans, to mention a fow. ’

Rick Insloy of Puritan Clothing Co., Hyannis,
Mass., kicked off the subject of privato label marchan-
dising by tolling the meeting that, "'we arve doaling
with a climate of price-cutting Jf brands by discoun-
wm’F .

He added that since specialty atores can’t compato
with them on that level, “thoy can't compete with us
whon it comes to quality and service.” Insley said that
his company has tried “to develop our own nams, Puy-
itan. We want our customers to come in and ask for
Puritan chirts — our Puritan label, not negessarily the
ene that’s a familiar brand to all of us. With privato la-
bel shirts, for example, we can get extra markupa —
we start at 58 per cent. And we promote the items all
year around. Private label is the only thing we spacial-
ty stores have going for us. Nobody can cut prices on
your own label.”

In emphasizing the importance of private label
merchandising to mqre than 100 other members of the
buying office, Insley added that,. “without private la-

_belmerchandise you won’t survive.”
Bud Leviss of Nateleon's, four-store group based in

Elizabeth, M.J., stressed the ‘importance of having
“quality” merchandise in private labels.

“Private labsl merchandise hos to be a quality
product, since you have your own name on it,” Leviss
told the meeting.

Following the formal discussion — conducted by
Romnno's Laura Romano and Bill Tours — Leviss
elaborated on his store’s private label program to
DNR.

“Since we can’t compete with the giant stores that
obtain huge quantities of off-price branded goods,™
said Lovirs, “we have to have quality private label
merchandize,”

He inid that Nateloon’s doesn’t carry branded
ehixts in popular price brackets. “Gur $15 to $20 shirts
aro all private label; over $20, the shirta are branded.

[ -

“Without private label m&fzrchoﬁndise
you won't survive,” Rick Insley, Puritan
Clothing Co., Hyannis, Mass.

Tho highor prices require a.strong hrand or deslgnor
Inbel." Levirs eaid that his pive-finighed bottom alaclks”
— alzo at popular price points — dro all private labal
morchandisa. : :

But, he wos quick to mention that, "we are brand-
ed in-many classifications in better gooda, We carry
London Fog, Pendleton, Hathaway, Izod and Hatha-
viay for ezample. We find that our private labal pro-
grams complement our branded lines.” :

Sandy Emhoff of Breeches, Frechold, N.J., told
DNR that when he started his specialty store some
four years ago, 10 per cent of his merchandise was pri-
vate Inbel, but today the figure has ricen to 40 per cent.

“We want that percentage to get higher,” Emhofi.
snid, explaining that “as an independent, we can’t
compete with department and disceunt atores in the

He said that he tries to buy as much private label
morchandise as he can — both at high and low prices
and in as many classifications as he can.

Embhoff noted that his first successful private label
program was in dress shirts; most of his neckwear is
pnvate label, and clothing is evenly divided between
brands and private labels.

Another strong believer in private label programs
is Richard Ginsburg, of Quicksilver’s, five-store group
in Lubboc, Texas.. ’

Ginsburg said, "We're 60 per cent private label in
dress shirts and 50 per cent in clothing. Sportswear
varies in percentage from season to season — usually
basics are available in private label programs, but it’s
difficult to get fashion sportawear that isn't branded.”

He ndded that all of his dress shirts below $20 are
private label. In fact, Ginsburg said that he carries pri-
vate label dress shirts in two price ranges, $12.50 and
$15.

Jack May of May's, four-store group in Easton,
Pa., eaid that his stores now have a 75 per cent brand-

cd and 25 por cent private label merchandise balance, -

"*We were traditionally a branded erchandise store,
but in the post few yenra we have moved more into
private label merchandise, particularly clothing.”

May eaid that one of the problems of gotting into
the private labs! business in shirts, for example, is
that manufacturers often require large minimum

quantity orders.

- “Fve had an instance,* May said, “where the shirt
manufacturer would only accept a minimum order of
36 dozen of a color.-As a-small retailers, I couldn‘t
place an order for that size.” .

Neil Ehrenreich of Riverside Men's Shop, Butfalo,
said that, “I think that private labels will become
stronger for us because the discounters are getting
more into brands.” He said that one of his best selling
clothing lines is a higher-priced unbranded line and he
does take advantage of private label sportswéar pro-

branded businez.” .. .. ... sai e aas e oo grems putiogether by Romano Clothiers,
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Specialiy Stores Movinmg Morve to Private Label

NEW YORK — Men's specialty stores are increasing
their purchases of private label apparel in all cloesifi-
cations, cantending that they can’t compete with dis-
caunters and department storea that constantly pro-
mate beanded goods at reduced prices,

Retail exccutives attending the spring sportswear
and furnishings meetings held by Romano Clothicrs
Monday morning at the New York Sheraton Hotel,
also pointed out that the move toward more unbrand-
ed merchandise will allow them the opportunity to in.
crease their profit picture,

In most instances, Romano members were ernpha-
sizing private label merchandice in more popular price
ranges, explaining that higher priced goods most often
need thn pulling power of a brand or designer label.

Although thege retailers said that they were buy-
ing mor: quantities of private label apparel, they em-
phasized that they weren‘t abandoning the branded
business.

Many pointed out that they atill must carry such
powerful brands as London Fog rainweat, Izod knit
shirts and Levi Jeans, to mention a few, - .

Rick Ingley of Puritan Clothing Co., Hyannis,
Mass., kicked off the subject of private label merchan-
dising by telling the meeting that, “we are desling
with a climate of price-cutting df brands by dizcoun-
tors.”

He added thut since gspecialty etores can'’t compete
with thern on that level, "'they can’t compete with us
when it comes to quality and sarvice.” Innley said that
his compnny has tried "‘to dovelop our own namao, Pur-
ftan. We want nur customors to come In and ank for
Puritan shirts — «ur Purltan label, not nogorsarily the
ono that's o familiar brand to alt of un, With pilvate la-
bel shirts, for exnmple, we can got extra markups —
we start at 68 per cent, And we promote the items all
yoar around. Private label is the only thing we special-
ty otores have going for us, Nobady can cut prices on
yaur own label.”

In emphasizing the importance of private label
raerchandising to more than 100 ather members of the
buying office, Insley added that, “‘without private la-
bel merchandise you won't survive.”

Bud Leviss of Natelson's, four-store group based in

Elizabeth, N.J., stressed the importance of having
“quality' merchandizsz in private labels.

“Privoto label merchandise has to be a quality

. product, since you have your own name on it,” Leviey

told the meeting.

Following the foxmal discussion -~ conducted by.
Romano's Laura Romano and Bill Tours ~~ Leviss

elaborated on his store’s private label program to .

DNR.

“Since we can't compete with the gisnt stores that
obtain huge quantities of off-price braaded goods,”.
eaid Leving, “we have to have quality private label
merchandize.”

He snid that Natelson's doesn’t carry branded
ehirts in populer price brackets. “Our $15 to 520 shirts
are all private label; over $20, the shirts are branded.

[—— — - S =

“Without private label merchandise
you won’t survive,” Rick Insley, Puritan
Clothing Co., Hyannis, Mass. :

& X S

The higher prices require a strong brand or designer
Iobsl” Leviga aaid that his pre-finished bottem slacls
— gleo at popular price pointy — ave all privato labal
morchandiss. . . - )

But, ho wan quiuk to rhontion that, “'we nro hrand-
cd in mony clagsifieations in battor géods. We carry
London Fog, Pondleton, Hathavay, fzod and Hatha-
way for axample, We find that our privato label pro-
groms complemont our branded lings.”

Sandy ¥mhoff of Breechen, Frechold, M.J., told
DMR thst'when he started his speciolty store nome
four years ago, 10 per cent of his merchandice was pri-
vate label, but today the figure has risen to 40 per cent.

"“We want that percentage to get higher,” Emhoff
gaid, explaining that "as an independent, we can‘t
compete with department end diseount stores in the

branded businesz” ... ... e

He said that he tries to buy as much private label
marchandise as he can — both at high and low prices
and in as many classifications as he can. -

Embhoff noted that his first successful private lahel
program was in dress shirts; most of his neckweor is
private label, and clothing is evenly divided between
brands and private labels.

Another strong believer in private Inbel programs
is Richard Ginsburg, of Quicksilver’s, five-store group
in‘ Lubboc, Texas.

Ginsburg said, “We're 60 per cent private label in
dress ghirts and 50 per cent in clothing. Sportswear
varies in percentage from season to season — usually
basics are nvailable in private label programs, but it’s
difficult to get fashion sportswear that isn't branded.”

He added that all of his dress shirts below $20 are

private label. In fact, Ginsburg said that he carries pri- .

vate label dress shirts in two price ranges, $12.50 and
$15. -

Jack May’ of May's, four-store group in Baston,
Pa., gaid that his stores now have a 75 per cent brand-
¢d and 25 per cent private label merchandise balance.
“We were traditionally a branded merchandise store,
but in the past few years we have moved more into
private label merchandine, particularly clothing.”

Muy caiil that ene of the problems of getting into
the privato labe!l business in shirts, for example, ix
that monufacturera nften require large minimunt
quentity ordors, '

“I'vee had on instance,” May neid, “where the shirt,
manufacturer would only aceept a minimum order of
36 dozen of a color, As 0 small retailers, I cauldn’t
place an oyder for that gize.”

Neil Ehrenreich of Riverside Men's Shop, Butfalo,
said that, “I think that private labels will become
stronger for us because the discounters are getting
more into brands,” He said that one of his best selling
clothing lines is a higher-priced unbranded line and he
does take ndvantage of private label sportswear pro-

+ + « grams put together by Romano Clothiers,
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Wednesday, July 23¢d

 DOESTHIS
~ HURTYOUR
BUSINESS?

men's famous maker
-~ sults and sporicoats

Wadnesdoy at Eastridgo Mall Only
Yoo the 2nd lavol f2on's Entronca
Doauts ond coftoo villl bo sorvad from 7 a.m.
tetda.m.
shap eady far this yoar's icit buys on soloct
graups of maa's spring and summar sulte ond
sporteoatsl Ve <on't pramire ovory slse In
ovary syl and color, but our solsctlans are
gract and te prices oco right, 10 huny nt
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Soloct Group of Suits

Tramondous savings on this hond . pcksd
soloctian of sults n ossarted fobnes. Limitod

N\mnhlmxl

Sulia, rog. '105 10 '310. Astorted  fabrications,
tomo of which can bo worn year raundt

rog. 190 %2¢0

-WHY NOT USE
OUR CAROLINA
TAILORS LABEL?

Sportcoots, rog. 70 to *238. Tradhionally classic
stylas in vorious fabrics and colors.

Sova % on Slacks, reg. $20 to $40. Our exportly
toilored botier siocks in spring and summier
fobrics. .

YOU GAN STILL
MAKE A PROFIT
IF YOU SEE US ...

Blsa’s Decea Shints

6.88  wpmns

Fomrows rokers drona shirts
with helf eleanca. Polycater
ond cotton Blonds in tolids
and fancios ovollobls in
mat svery tlro.

| femorsictonisde

1.08 - 4.88
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CLOTHING SALES OFF?

TOO MANY HIGH PRICE @UHTS AND
SPORT CO/\"H ol TO@K

ARE Y@U LOOI H)\” FOR .
| V@St@d suit *135 - 8195"

;

. A distinctive, classic soft shoulder
Ime of men’s suits, sport coats and blazers

VANJULIAN features: S

o 183% Cam’aﬂ Fair, 103)% Cashmer@ Liama, Sueds,
Wes-Moholr, Winter Weight Cottons, Texturized,
Bleaded and All-Worsted Fabrications

o Sublle lapels and fronts with a fleating chest-piece
e Finest 120 count contrast pi[peéﬂ kody lining

o Strige “Bemberg” sleeve Imingc‘

o Urea, horn, 2nd real impmued !eametr buttons

» Sell-trisnmed lnside breast et pacm and self-.
triemied cigarelle psc!*eﬂ ;

« All models tned i m tothe riost durrent fashion trends
wiin an exceliznt filing and wel] balanced coat, vest, and
suit trousers unequa!led in ils émce field. Al combined
with fine undar- pi‘essmg and pmfes.;mnal handiing for
a great Intvinsic value.

o A line forcofully ainted at the v vesled 5135 to %195
vetail marlet on suits, and 575 to 115 on domestic :
spont coats and blazers. — 135 1o $195 retail market
on super luxury imported coat {abrications.

THIS QUALITY LINE @AN SOLVE THIS PROBLEM ...
USE THE CAROLINA TAILORS
LABEL OR VANJULIAN LABEL

LdL 2/0@< b
BUYING cRoUpP /&

- P.O. Box 420 Gastonia, 0.C. 20052
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Small Independents Seem Tested This Decade

NEW YORK — The casy feoi-
nom conditivns enjoyed by 3
tr indoprndeat rotallens dhoing
the 15708 will end elrupily dure
ing the acw decads, a retail oone
sultant 'told a Nationel fletail
Merchants Assodiztion i

peminar

on “Improving Groso Mergin®
Tusaday at the Boasevelt Hotel.
n § Deavidoms Py

prriven,” he said, “Independents
are going to be teated o ot during
the next few yewrn.”
1n eddition o this new compe.
tition, independents will be hurt
by tightemng avoilability of cred.
it he noted.
One iroaie edvantege Lo thiz
fa that docings xod merg-

" era wilt make indepeodenta fewer

n numbry, eod, £3 8 recult, more
dcs;lmk',le o developere, andlords

from d

touns will 3 targat.
o for expaneion by larger vetnil
cancerns during the 19608, ¥
trond which will coincide with &
tlawdawn in dwpping conter de-
“éé,;aﬁl starting in or around
N 0

“Lots of gmsHer starea are
dafeg well now, but the test
comen whan 2 oali or lrge stare

, ™
and discount operations in major
citiea in curreatly £o tteep, Davie
dowity said, that, " § wea an in.
dependent ia & majar city, 'd seft
tight now N

waney hyve made a wore vophis-
ticated and sysiensalic approsch
critica} for cmaller independents,
heraid.

Ta curvive end grow, these re-
taders were urged Lo recuznize.
© The need to “throw off veal
cash flow” will hecome pars.
mount in the ntw decode & fin-
antial institutions ook st cash
flow per shte 55 8 more iMpos
st messure in evalukting 8
tiores elixibility for Jong-term fi-

naricing.

© The increased desivadility of
tadented management, including
« xtrong board of directars, ta
belp entrepreacurial chiel execu-
tives dnz-c\“m‘imba and prevent

Hew campetition in winos
markets, the continuing gromh
of the msjors through scquisition
and the tighter svailshifity »f

ey g

'y .
A°The imporiance of capital rein-
vestmant in new technolagy, such
ts computers snd nther equip.

went, in spite of the difficultis
that tuch nssterials present st

fst.

& The grawing rale of 2 well-
maintained physical plant an the
vizual zspocty of retailing take on
more meaning.

He cautioned thoss sttending
that, "there ase po casy wnawers
for the independent” but that at
tenting to the arzax covered
would subance the atore’s
chances for qurvival,

“You can"t survive uniees
you'rs unique today,” he mid,
“I's my behef that the bottorm 20
per cent al companies are going
to go by the seayside in the uert
Gayeem™
« Ue endorsed & “grow ar per-
™ dictum for retaiers and said
that there are already signs that
thiz philosophy iv being edopted

by indeprodents.

Fos example, be ponted ta the
receatly annaunced agreement
whereby Marchall ¥ield and Co.
would 2cquire .18, tvey & Co. for
about $28 millinn.

“The advantage for the buyer
is that it w chenper today ta ace
quire than o ix ta buld.” he sald.
“Why did fvey's sell sut? They
have u huge investment program
and § don's knost if they can ser-
viee it

e farecast & decrease of 15 o
20 per cent in retadl net carnings
for 1950, adding thay, sithough &
drop in inflation is expected, nn
increase in uoemplayrent, prob.
ably to about $% per cent, is alto
conridered probahie ‘The butiook
for the mext {wn yessa, be con.
duded, & vesy tough,

- “The compaoies mast affected
b thia are thosa without aceess
to capital for reforhishing, stafl,
systems snd merchandise,” hr
added

tn wnalvung the swategies of
ihe larger departmens slores, he
}u-mnd nut that many, including

tavtan $iudsan, Atled and Car.
ter Hawley Hale, were inveating
hexvity i apeciafty stores he.
canpe of their superior metim.
mansetarnt potenting

He predicted an exploaum in
fler ronrkete nattonvede ax din
tonnters raphinne 1 upgrade and
g nfier hrandefl merchandive., »
Aaothés ases of hiajor growth, he
asil, is the mat arder hodiness,
which will be unr af the saviog
gracer for the peneead merrhan.
dioy chrons, surk ax Seary, which
he chorscteneed a9 being in the
midat of 8 costly dleatity ens

1 Davidowitz is right, watl ar.
der shupping won't be thr anly
method of home marketing 8§ chr
drcade's end. He ansd be expects
technology Lo got in an the Aet as
well, and cited new develogunents
in cable tefevision shopping, ruch
2x the thube, a9 2 sign thet such
conramier sctivilies were imme
fent,

He said that epecialty state
groups have tiaditionally offsat
their high rents with inw or non.
existent qd bundgets, Ay malf
counts (of customepst go down,
the apecinlty stores mny havo ta
adventise, sd thix will hurt their
eronomica,” he maid. y

He also forecasd the arrival of
off-price retailers in malls durdng
the 80s.
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