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	Setting the Stage


	
Once the ideas for new products have been identified and vetted and the product development process is largely completed, the full attention of the company should be focused on the activities directly related to promoting and selling the products and tending to the post-sale needs of customers with respect to service and support.  In the initial stages of the company’s development reliance is often placed on one or more of the members of the founding group with significant experience in sales and marketing and, in fact, many companies are established in order to meet a need in a specific market where the founders have worked in the past.  However, as time goes by, and the company matures and expands, experienced professionals will be brought in as senior managers of the sales function to create and develop sales channels for the company’s products.  Even when companies have brilliant ideas about solutions for their customers, they will not be successful unless and until they figure out the best way to close the sale.






	Key Topics Covered


	
Key topics covered in this Guide include the following:



	Sales and distribution strategies

	Legal and regulatory considerations for sales activities

	Strategic planning for sales and distribution activities

	Choosing between in-house sales and outside agents

	Management of outside sales networks

	Organization and management of the sales function

	Sales compensation plans

	Direct sales contracts

	Sales agency and distribution agreements

	Customer service and support















	Learning Objectives


	
After reading this Guide, you should be able to:


1. Understand the process for selecting the best method for selling and distributing the initial product.  

2. Explain the advantages and disadvantages of outsourcing sales activities.  

3. Recognize the legal and regulatory issues associated with sales activities.

4. Explain the strategic advantages available through sales activities and the elements of the business plan for sales activities.

5. Recognize the factors to be considered in choosing between an in-house sales force and outside sales agents.  

6. Understand the specific terms of various types of outside sales relationships and the steps that should be taken to effectively managing outside sales networks.

7. Explain the key principles for organizing and managing the sales function.

8. Understand how to design an effective sales compensation plan.





§1 Introduction

Once the ideas for new products have been identified and vetted and the product development process is largely completed, the full attention of the company should be focused on the activities directly related to promoting and selling the products and tending to the post-sale needs of customers with respect to service and support.  In the initial stages of the company’s development reliance is often placed on one or more of the members of the founding group with significant experience in sales and marketing and, in fact, many companies are established to meet a need in a specific market where the founders have worked in the past.  As time goes by, and the company matures and expands, experienced professionals will be brought in as senior managers of the sales and marketing functions.  While their activities are often complimentary, sales personnel focus on the creation and development of sales channels for the company’s products and marketing personnel concentrate on promotional messages to be delivered to prospective customers.  In addition, marketing is the engine for identifying customers, ascertaining customer needs and requirements, selecting the proper mix of new products and services to create customer satisfaction, establishing pricing strategies, and building and maintaining a unique company identity (“branding”).

The first step in the identification, description and execution of all of the necessary sales and distribution activities is the creation of the appropriate sales strategy for the company.  Once the strategy has been finalized it is up to senior management to design an organizational structure that is fully aligned with the strategic objectives.  Among the issues that must be resolved in selecting a structure that maximizes interaction with the company’s target customer groups and making sure that the company makes the right choices with respect to the sales channels that will be used for each of these groups (e.g., direct sales, telemarketing, sales agents, distributors etc.).  The structure must also be based on the appropriate dimension—products, geography or industries—so that all of the resources allocated to the sales process will be efficiently deployed and that activities of various departments can be coordinated and must include sufficient resources to properly serve the target markets identified in the company’s sales strategy.  Regardless of how sales activities are organized the company must also implement appropriate sales and management processes.  Sales processes include lead generation and qualification, sales techniques, contracting and activity tracking.  Sales management processes include hiring and termination of sales personnel, training and development, design and implementation of compensation plans, performance measurement and management and the sales culture.  Finally, companies must invest in the technological tools necessary to ensure that its sales force can operate effectively and satisfy customer expectations.

§2 Initial sales and distribution strategies

One of the most important strategic decisions for any business is choosing the best method for selling and distributing its initial product.  Since most of the focus at the time the business is launched is on new product development, decisions regarding allocation of resources to sales will often be deferred until the development work is close to completion.  During that interim period, the founders and other senior managers will spend a good deal of their time calling on prospective customers, often looking to either land one large initial contract or build a small set of reference customers that can be used to test the product and build credibility in the larger market segment.  While direct involvement of senior management in sales can be an important plus factor at this critical stage, the firm must ultimately build a sales strategy that relies on others—both inside and outside the company—since senior management must be freed to tend to the other aspects of managing a growing business.

Among the key factors to consider when developing the initial sales and distribution strategy is the nature of the product and required sales effort and the size and composition of the target market.  For example, if the target market for the initial product is relatively narrow or the sales effort is focused on a small number of potential OEM customers, then it is likely that the firm will elect to emphasize a direct selling effort using either in-house personnel or “manufacturers’ representatives” who are compensated on a commission-only basis.  Before recruiting and selecting the sales personnel, the firm must carefully evaluate the way in which the prospective customers will approach the procurement process and the type of information they will need in order to make their decisions.  In some cases, customers will want more assistance in understanding the technical aspects of the new product.  In other situations, however, the technology will be less of an issue and the optimal sales approach would focus on educating the customer about how the new product can be integrated into the customer’s product line.  Since each sales approach requires different sales skills, the firm will want to be sure that it hires sales professionals that are best suited to the particular selling effort.

There is evidence to the effect that smaller companies will experience more rapid growth if they can establish close contacts with customers and minimize their reliance on the use of outside sales agents.  However, although it is certainly possible for one company to possess the financial and technical resources for internal development of products and direct sales of the products to end users without the use of intermediaries, it is more likely that one or more outside partners will eventually assist in distribution.  Engaging with sales representatives and distributors allows companies to minimize the costs of creating and maintaining an internal sales force, the cost of which can exceed the cost of developing many products.  In addition to the cost involved, creating a sales force is a time-intensive and prolonged process.  Time estimates are generally one to two years to create a sales force covering all of a market.  The risk is that the time spent in developing the sales force may mean that a company’s products may miss the market opportunity, and that senior executives are wrapped up in only one issue—developing a sales force—instead of attending to all the other pressing issues facing the company.  Creation of an in-house sales team is also not warranted, or cost-effective, when the firm is entering a market in which the customer base is fragmented and individual sales transactions involve relatively small dollar amounts.  In those situations, the firm must base its sales strategy on developing a network of independent sales representatives and/or distributors that already handle a broad line of similar products in the target market and who are willing to carry the company’s products as additional items.  

The advantage of outsourcing sales activities is that sales representatives and distributors are in the business already, have established accounts, and can accelerate the time to market.  Even if such sales representatives or distributors are asked to handle the company’s products on an exclusive basis, and not sell any other products, their experience will make the roll out much faster.  A side benefit of hiring individual sales representatives as independent contractors is that they are not employees, and the restrictions in many jurisdictions on hiring, treatment and termination of employees do not apply.  On the other hand, selling through outside agents can be a challenging undertaking for small firms with no track record and little initial bargaining power with the agents, particularly larger distributors who prefer to focus on products that have already established themselves as high volume items and the distributor’s sales personnel rarely have the time or qualifications to engage in the direct sales effort normally required to inform customers about the attributes of a new, and relatively unheralded, product.  In fact, the knowledge base of the distributor is typically limited to the information on product data sheets; however, the firm will usually have an opportunity to brief the distributor’s sales force in live presentations at the time the distributor agrees to take on the product.  The relationship with any distributor will usually be conditioned upon attainment of agreed minimum sales volumes and slow moving products will generally be dropped by the distributor after an initial trial period.

§3 Legal and regulatory considerations

A sales transaction is a contract for the purchase and sale of goods.  Assuming that the seller and purchaser are both US parties their legal obligations will generally be governed by rules set out in a state-specific version of Article Two of the Uniform Commercial Code ("UCC"), which is a model act that has been adopted with certain variations in all of the states except Louisiana.​[1]  Article Two of the UCC deals with all of the fundamental issues that arise in a sale of goods transaction, including the following:


	Formation of the sales agreement, which can occur by using standard forms that set out the basic terms of the transaction, through negotiations leading to an agreement that is customized to the needs of the parties, and by oral discussions and negotiations that ultimately create an enforceable contract​[.
]


	The time or event when the risk of loss or destruction of the goods passes from the seller to buyer.  If the parties have not reached their own agreement regarding the risk of loss, the default rules in the UCC will apply and, as a general rule, the UCC provisions place the risk of loss on the party who was in the best position to have prevented the loss, on the party who was at fault, or on the party with the broadest insurance coverage.​[2] 

	The general obligations of the seller under the contract of sale, including the seller's obligations to tender the goods in the manner provided in the contract and to provide goods that conform to the specifications set out in the contract.​[3]


	The warranty obligations of the seller, including warranties of title, non-infringement, merchantability and fitness for a particular use, and the manner in which the seller might disclaim any warranty that is otherwise provided for under the UCC.​[4] 

	The general obligations of the buyer under the contract of sale, including the obligations to pay the purchase price when it becomes due and to accept goods that conform to the specifications in the contract and that are tendered in the manner agreed upon by the parties.

	The remedies for breach of the contract of sale.  For the seller, these might include the right to receive from the buyer adequate assurances of performance, the right to retain a security interest in the goods, the right to sue for the contract price, the right to receive damages for non-acceptance or repudiation and the right to resell any conforming goods that were not accepted by the buyer.  For the buyer, remedies include damages for non-delivery, the right to reject nonconforming goods and the right to purchase substitute goods and recover from the seller any additional costs incurred due to the need to purchase such substitute goods.



A number of other legal issues should be considered when offering and selling goods, either directly or through intermediaries (i.e., independent sales representatives and distributors), including federal and state product liability laws that expose manufacturers and their resellers to substantial financial risk and which often require modifications to product designs; government product testing requirements; antitrust laws, which might consider an arrangement with a distributor or other type of reseller as creating a restriction on competition; intellectual property laws that determine the protection available for the company’s patents, trademarks and other intellectual property once its products have been sold into the market; federal and state laws proscribing the use of deceptive acts and practices in the sale of goods; consumer credit laws and regulation; and laws and regulatory guidelines that determine whether a sales representative might be deemed an employee of the company and thus entitled to the protections and benefits available to employees under federal and state labor laws.  When selling products outside of the US, either directly or with the assistance of a local sales agent or distributor, companies must consider US export laws, as well as the import laws of the foreign country; foreign laws relating to the relationship between foreign manufacturers and any local agents, including laws regulating the term and termination of the relationship, compensation and restrictions on activities of local agents; foreign competition laws; local laws designed to regulate the quality and safety of imported goods; and US and local anti-bribery laws, including the US Foreign Corrupt Practices Act.

§4 Strategic planning for sales and distribution activities

Each function within a company should develop and execute its own functional-level strategy to acquire and develop the resources necessary for the function to create and sustain a core competency that can be converted into a competitive advantage for the company as a whole.  Functional-level core competencies generally fall into one of two major areas: (1) the ability of the company to execute specific functional activities more efficiently and a lower cost than competitors (“low-cost advantage”); and (2) the ability to perform specific functional activities in a way that clearly and positively differentiates the products and services of the company from those offered by competitors (“differentiation advantage”).​[5]

Sales activities are one of the most important issues and concerns in the overall strategic planning process for any company.  The sales and marketing functions can lower production costs by increasing demand for the product.  For example, if the sales and marketing functions conceive and execute a successful marketing campaign for a product that increases sales and market share the company can be more comfortable with expanding manufacturing activities to the point where the manufacturing function can begin to realize the benefits of economies of scale and thus decrease per unit costs of production.  The lower costs can be converted into higher margins or lower prices that contribute to even more success in the volume of sales and the level of market share.  While sales and marketing campaigns typically focus on existing markets it is often even more productive to achieve higher sales volume by entering new markets and many companies launch globalization strategies as a way to develop new outlets for their products.​[6]

The sales and marketing functions can create differentiation advantages by creating and implementing sales and marketing strategies for targeted customer groups, tailoring product designs and features to customer requirements, and developing and promoting brand names.  For example, by conducting market research the marketing department can identify the specific requirements of particular customer groups and pass the information along to the research and development department so that product developers can design new products with features that will be perceived as valuable by a larger group of potential customers.  In addition, by staying in touch with the needs and demands of customers the marketing group can support the overall efforts of the company to build a reputation in the marketplace as being responsive and innovative.​[7]

The efficacy and strength of functional resources depends heavily on the ability of the company to coordinate the deployment and use of those resources, which means that structure must be also recognized as an important element of functional-level strategy.​[8]  There is no single structure that be considered optimal for every functional area and it is important for each function (e.g., research and development, manufacturing and sales/marketing) to create an internal organizational structure that is specifically suited to its resources (i.e., personnel, technology, plant and equipment, etc.) and the functional domain in which it operates.  Functional-level organizational structures fall somewhere on a continuum between “mechanistic” and “organic” and managers making design decisions for their department must determine how many hierarchical levels of management control are necessary to achieve the optimal level of control and coordination for the department’s activities, what amount of decision making authority can and should be decentralized and pushed lower in the departmental managerial hierarchy, and how much reliance should be placed on standardized rules and operating procedures as opposed to granting managers and employees throughout the department the flexibility to make choices regarding the use of the department’s resources based on the specific circumstances they are confronting at that time.​[9]

The organizational structure implemented as part of the functional-level strategy for the sales department typically falls midway between the mechanistic structure typically used for manufacturing and the organic structure preferred for research and development activities.  Since salespersons are generally compensated using incentive-based pay systems there is a built in method of control and motivation that reduces the need for overbearing direct supervision by layers of managers.​[10]  Accordingly, the organizational structure for the sales function generally tends to be relatively flat and decentralized and managers and employees rely on standardized reporting systems to exchange information on sales activities and the changing requirements of customers.  Since salespeople usually work on their own rather than in teams there is little need to rely on mutual adjustment.  Salespeople do have some discretion in tailoring the tone and content of their sales pitch when dealing with specific types of customers; however, standardization still plays a dominant role in that salespeople must adhere to the messages developed by the marketing group and follow uniform guidelines regarding pricing and bundling of products and services.​[11]

When designing the organizational structure for the sales function managers must take into account the unique requirements of important specific customer groups and ensure that the functional structure is configured in a way that motivates and encourages salespeople to use the most appropriate form of sales approach for the targeted customers.  For example, a retailer providing products and services to a wealthier clientele will generally want the members of its sales team to use a patient, courteous and satisfaction-oriented approach when interacting with those types of customers.  In that situation, mutual adjustment, rather than standardization, should be a preferred value in the organizational structure and salespeople should be steered away from hard-sell sales tactics by eliminating strict incentive-based compensation structures.  On the other hand, if and when the retailer is dealing with mass market customers the sales team may simplify its approach by relying more heavily on a standardized sales pitch and limited exceptions (i.e., discounts) to fixing pricing and product/service bundles.​[12]

Companies can select from among a wide range of strategic and organizational options for their sales activities. For example, companies should consider, and often adopt, one of the traditional organizational structures that direct sales managers, salespeople and supporting resources around dimensions such as geography, products, markets or type of sales activities. The choice of a primary dimension by a company should be driven by strategic considerations. While these traditional structures are generally based on the principle that interaction between the company and an account will be initiated and nurtured by a single salesperson employed by the company, companies may also use outside (“independent”) sales agents or representatives in appropriate situations. 

Another option that is growing in popularity is the concept of “team selling,” which retains the salesperson as the responsible party for exchanging information with the purchasing agent for the account but also brings in specialists from other functional areas (e.g., marketing, manufacturing, product development, engineering and logistics) to work with counterparts within the account's own purchasing organizational structure to design a unique solution and build a strong and lasting relationship that will hopefully lead to a sustainable stream of revenues and profits. A basic team selling model includes the lead salesperson for the seller, a team of functional specialists from the seller that are specifically trained to support sales activities and long-term customer relationships, the leader purchasing agent for the buyer/customer and a team of functional specialists from the buyer/customer focusing on ensuring that the procurement decision and relationship meets the requirements set by the buyer/customer. The lead salesperson and purchasing agent ensure that information flows smoothly between the parties and the appropriate specialists are involved in defining the products and services to be sold and purchased and resolving technical and business issues. The idea is to build and maintain friendship and trust between the participants on both sides of the process.

Finally, companies obviously have alternatives to direct face-to-face interaction with potential customers during the sales process. A good example is the increasing reliance on e-commerce and telemarketing.  Telemarketing can be used for a number of different activities relating to sales and customer service including identification of prospective customers; screening and qualifying prospects; actual solicitation of sales from smaller customers and solicitation of reorders from non-major accounts; order processing; product service and support; and account management and customer relations.

§5 —Elements of the business plan for sales activities

The important elements of the business plan for the sales activities of any company should include a statement of the overall mission or purpose of the plan, identification and description of specific goals and objectives and an explanation of the strategies and tactics that will be deployed in order to achieve the stated goals and objectives.  At the highest level the mission of the sales function should be to create customers, retain their loyalty and build relationships with them by offering value that results in the generation of revenues necessary for the company’s business to survive, prosper and grow.  All this may be more simply put by stating the obvious—the mission of the sales function is to maximize revenues.  The goals and objectives associated with this mission might include developing new business, retaining and increasing current business, increasing customer loyalty and improving the level of service provided to customers.  In addition, of course, the company should establish objective performance goals and objectives with respect to revenues, profits and market share.  As for strategies, they can be broken down into sales strategies, which are the actions to be taken by salespersons to support achievement of the stated goals and objectives, and sales management strategies, which are the plans chosen by sales management with respect to acquiring and allocating the resources needed to execute the sales strategy and the positioning of the company in the market.  Creating an effective strategy is not an easy task and calls for consideration of pricing, promotional techniques, negotiating strategies, opportunities for adding value for prospective customers, service and support capabilities, technology relating to sales activities and internal processes for reviewing and approving sales transactions.  In addition, the sales organizational structure must be properly aligned with the favored sales strategies.  Finally, strategy dictates the type of sales compensation plan that should be adopted and the preferred skills and personalities of the members of the sales group.

§6 —Factors for consideration in developing a sales strategy

Smaller companies, particularly when they are first starting out, often dispense with a formal strategic plan for sales activities and will either use a “shotgun” approach that seeks prospects among a wide group of potential customers or focus all of their efforts on doing whatever is necessary to close an initial sale with one or more key accounts identified by the founders.  As the company grows, however, it is important to implement a more disciplined approach to the development and implementation of a sales strategy that takes into account the following factors:


	The company must have a solid understanding of its current market(s) and any additional markets that might be good opportunities for the company’s products in the future.  For one thing, the company should know why its current customers are purchasing from the company and why other potential customers might be looking elsewhere for their requirements.  The company should also examine what might be done to entice current customers, particularly the most profitable, to increase their sales.  As for additional markets, the company should determine whether its products might be viable in those markets and develop strategies for penetrating those markets. 

	The company must understand its competitive position in each of its markets including how the company ranks in terms of market share, profitability, product line, quality of service and reputation.  Competitive analysis should be broad enough to include firms that offer products that are not the same as those offered by the company but which may serve as effective substitutes in the eyes of customers.

	The company should examine its distribution strategies to evaluate their effectiveness and should also prospect for new ways to get its products in front of potential customers.  For example, it may be feasible to bundles products with those of other firms in order to tap into the distribution network of the business partner.

	The company should examine its supply chain to determine how well it supports the company’s sales strategies.  For example, by negotiating better pricing for raw materials or product components the company can put itself in a position to offer more aggressive pricing for its finished products to its own customers.  Similarly, improvements in quality controls along the supply chain allow the company to offer products that have higher value in the eyes of customers.

	Using the information obtained from the competitive analysis, the company should determine the position that it wishes to occupy within the relevant markets.  For example, the company could elect to offer a broad line of generic products or focus on a small group of high end products that are clearly differentiated from the offerings of competitors and which can command a premium in terms of pricing.

	The company should determine which promotional tools should be used to disseminate the desired messages regarding its products to the target group of customers.  While promotion falls largely in the domain of the marketing group the sales function should provides its opinions on what it believes is necessary to build customer awareness of the company’s products so that the sales process can proceed more smoothly.

	The company should evaluate its pricing strategies in light of the cost structure associated with its products and conditions in the marketplace.  Consideration should be given to implementing variable pricing models for different markets and/or customers and to creating financing programs to allow customers to access credit offered by the company.

	The company should evaluate the quality of the service and support provided along with its products to determine whether it is perceived by customers as having value and how it compares with the offerings of competitors.  The company should establish procedures for monitoring the quality of its service and ensuring that adequate training and other support is available.



§7 —Measures of performance of the sales function

As with every important business area the company should set sales objectives or benchmarks and implement appropriate quantitative methods for measuring the performance of the company against those objectives.  While revenue and profit goals, as well as targets for the number of product units to be sold, should always be identified it is important to gauge how well the company is doing in relation to competitors and economic conditions in its marketplace.  For example, companies can focus on market share and track how well their growth performance compares to the relevant industry or sector.  Period-to-period comparisons should also be made and each of the measures should be evaluated against various qualitative factors which might have an impact on the success of the sales strategy including overall economic conditions, competition, marketing strategies, changes in technology or product offerings, changes in the size of the target markets, seasonality, disruptions in the supply chain, and the skills and experience of the sales group.

The appropriate scope and detail of sales data should be carefully determined by senior management to ensure that they have sufficient information to track the progress and effectiveness of the company’s sales strategies.  In general, companies should collect information regarding total sales; sales by product/brand or department; market share; seasonality of sales; geography of sales; target market segment sales; locations sales; product/service type sales; and sales by employees.  Many companies create and track various ratios of sales efficiency such as “sales per sales employee” and use these to compare performance within the sales group and establish minimum performance thresholds that salespersons must exceed to avoid termination or other form of discipline.  The performance of salespersons may also be measured by other factors such as number of sales calls; number of inquiries/leads; number; size, or value of orders; number of new customers.  Sales data should also be available to allow tracking of particular strategic initiatives such as focusing on new products and/or customers.  Finally, additional information on sales activities and customer relations should be collected from customer surveys, reports on customer complaints and sales reports from sales personnel.  Salespersons may be required to prepare a variety of reports including call reports, expense reports, new and lost business reports and reports on business and economic conditions in the market served by the salesperson.

§8 —Sales and product development activities

Sales and distribution activities should also be analyzed by reference to how they fit into the company’s overall product development and commercialization process and the process of developing and implementing an overall strategy for the company.  For example, sales and distribution, along with pricing and promotion (i.e., marketing), may be placed within a customer fulfillment team that is one of several key groupings within the organizational structure including groups focusing on product design and development, manufacturing, customer support and strategic planning.  In this type of overall organizational structure the customer fulfillment team would take direction from the strategic planning team, including the CEO and other senior executives, with regard to sales objectives and market focus, and interact intensively with the manufacturing and customer support teams on important issues such as quality control, production scheduling, training, customer service and customer research.  As appropriate, the customer fulfillment team should also provide feedback to the product design and development team in the form of information gathered from customers regarding their requirements and preferences for product design and functionality.  Communication and collaboration is essential for this type of model to be successful and the senior management team must establish processes for ensuring that the various teams work together as necessary and share all information that might be needed in order for all of the teams, acting together, to satisfy customer demands and expectations.​[13]

OEBPS/d2d_images/cover.jpg
Sales and Distribution for
Sustainable Entrepreneurs

e T
m ‘4 ‘/1? Sang

e

X, g W e =

Alan S. Gutterman

|5





OEBPS/d2d_images/chapter_title_above.png





OEBPS/d2d_images/chapter_title_corner_decoration_right.png





OEBPS/d2d_images/chapter_title_below.png





OEBPS/d2d_images/chapter_title_corner_decoration_left.png





