IUL UUH“”“M@M& Successtul re

-ause both parties make credible com
p Jnvestments in, the relationship, The
nd just making the hollow statement,
:thcy :n.\*olvc spending money o improve the products
iwes provided to the customer and on information tech-
10 improve supply chain efficiency." As our chapter
described. Amazon and P&G have worked closely 1o set
heir Vendor I"Ie:'c program, enabling Amazon to npcr;-nc ful-
il centers within P&G's own warehouses and thereby
psportation expenses. ’
lar to many other clements of marketing, managing the
channel can seem like an easy task at first glance: Put
merchandise in the right place at the right time. But the
elements and actors involved in a marketing channel cre-
ique and compelling complexities and require firms to
2fully to ensure they are achieving the most efficient
ive chain possible. We now turn our attention to how
and merchandise flow through marketing channels.

lationships de-
mitments to, or
S€ commitments
“I want 1o be your

feheck yourself
'(‘_Is the difference between an indirect and a direct
arketing channel?
are the differences among the three types of verti-
eting systems?

do firms develop strong strategic partnerships with
marketing channel partners?

Describe the flow of information and merchandise
the marketing channel.

ING INFORMATION

KETING CHANNELS

3 flows from the customer o stores, (o and from dis-

s, possibly to and from wholesalers, to and from
facturers, and then on 0 the prndutjcrx' f’f any
and the suppliers of raw materials. T.o :-":mp.hfy our
and because information flows are similar in other

s

Universal Product
Code (UPC) The
black-and-white bar code
found on most merchandise.

marketing channe] Jinks and B2B
channels—we shorten the supply
chain in this section o exclude
wholesalers as well a4 the hink

f'rum xgpplicrs 10 manufacturers. Exhibit 15.7 illustrates the
flow of information that starts when a customer buys a Sony
HDTV at Best Buy. The flow follows these steps:

Flow 1 (Customer to Store): The sales associate at Best Buy
scans the Universal Product Code (UPC) tag on the HDTV
packaging, and the customer receives a receipt. The UPC tag is
the black-and-white bar code found on most merchandise. It
contains a 13-digit code that indicates the manufacturer of the
item, a description of the item, information about special pack-
aging, and special promotions.” In the future, RFID tags, dis-
cussed later in this chapter, may replace UPC tags.

Flow 2 (Store to Buyer): The point-of-sale (POS) terminal re-
cords the purchase information and electronically sends it to
the buyer at Best Buy's corporate office. The sales information
is incorporated into an inventory management system and used
to monitor and analyze sales and decide to reorder more
HDTVs, change a price, or plan a promotion. Buyers also send
information to stores about overall sales for the chain, ways to
display the merchandise, upcoming promotions, and so on.

Information Flows

v EXHIBIT 15.7

Distribution
center

stion flows from the customer to stores, to and from distribution centers
B . from wholesalers, to and from product manufacturers, and the
4 producers of any components and the suppliers of raw materials.
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electronic data

advanced shipping
interchange (EDI)

notice (ASN) /.
vlecteagnu doryment that
erchange of business
documents from a retailer
to a vendor and back

e supplier sends the
retuler in advance of a
shipmen? te tell the retaileor
ractly what tu espectin

thes shipment

Flow 3 (Buyer to Manufacturer): The purchase information
from each Best Buy store is typically aggregated by the retailer
as a whole, which creates an order for new merchandise and
sends it to Sony. The buyer at Best Buy may also communicate
directly with Sony to get information and negotiate prices,
shipping dates, promotional events, or other merchandise-
related issues.

Flow 4 (Store to Manufacturer): In some situations, the sales
transaction data are sent directly from the store to the manufac-
turer, and the manufacturer decides when to ship more mer-
chandise to the distribution centers and the stores. In other
situations, especially when merchandise is reordered fre-
quently, the ordering process is done automatically, bypassing
the buyers. By working together, the retailer and manufacturer
can better satisfy customer needs.

Flow 5 (Store to Distribution Center): Stores also communi-
cate with the Best Buy distribution center to coordinate deliv-
eries and check inventory status. When the store inventory
drops to a specified level, more HDTVs are shipped to the
store, and the shipment information is sent to the Best Buy

computer system.

Flow 6 (Manufacturer to Distribution Center and Buyer):
When the manufacturer ships the HDTVs to the Best Buy distri-
bution center, it sends an advanced shipping notice to the dis-
tribution centers. An advanced shipping notice (ASN) is an
electronic document that the supplier sends the retailer in ad-
vance of a shipment to tell the retailer exactly what to expect in
the shipment. The center then makes appointments for trucks
to make the delivery at a specific time, date, and loading dock.
When the shipment is received at the distribution center, the
buyer is notified and authorizes payment to the vendor.

Data Warehouse

Purchase data collected at the point of sale (information flow 2 in

Exhibit 15.7) goes into a huge database known as a data ware-

house, similar to those described in Chapter 10. Using the data

warehouse, the CEO not only can learn how the corporation is
generally doing but also can Jook at the data aggregated by quar-
ter for a merchandise division, a region of the country, or the total
corporation. A buyer may be more interested in a particular man-
ufacturer in a certain store on a particular day. Analysts from var-
ious levels of the retail operation extract information from the
data warehouse to make a plethora of marketing decisions about
developing and replenishing merchandise assortments.

In some cases, manufacturers also have access 1o this data
avarchouse. They communicate with retailers by using elec-
~onic data interchange (EDI) and supply chain systems known
= vendor-managed inventory.

wihich the manufacturer s
responsible for maintaining
the retailer’s inventory
Ievels in each of its stares

vendor-managed
inventory (VMI) An
The computer to-computer approach for improving

supply chain efficiency in

In information flows 3. 4, and 6.1n Exhby |
the retailer and manufacturer exchange by,
documents through EDI. Electronic data inge,
change (EDI) is the computer-to-computer .,
change of business documents from a retailer y,,
vendor and back. In addition to sales daig i
chase orders. invoices, and data about retyry,,
merchandise can be transmitted back and forth. With EDJ. v,
dors can transmit information about on-hand inventory
vendor promotions, and cost changes to the retailer, as we|
information about purchase order changes. order status. ret,
prices, and transportation routings. Thus EDI enables chang.
members 1o communicate more quickly and with fewer err
than in the past, ensuring that merchandise moves from vender
to retailers more quickly.

Vendor-managed inventory (VMI) is an approach for i
proving marketing channel efficiency in which the manufac-
turer is responsible for maintaining the retailer’s inventory
levels in each of its stores.'* By sharing the data in the retailer’s
data warehouse and communicating that information via EDI.
the manufacturer automatically sends merchandise to the retail-
er’s store or distribution or fulfillment center when the inver-
tory at the store reaches a prespecified level.*

The flow of information starts when the UPC tog /5 °
point of purchase.



i ideal conditions, the manufacturer replenishes inventories

i quantities that meet .the r.etailer‘s immediate demand, .rc.du;;_

2 stockouts with mimmal inventory. In addition to providing a

setter match between retail demand and supply, VMI can re-

juce the vendor's and the retailer’s costs. Manufacturer sales-

ie no longer need to spend time generating orders on items

hat are already i the stores, and their role shifts to sclling new

jrems and maintaining relationships. Retail buyers and planners
o longer need to monitor inventory levels and place orders.

/ check yourself

1. What are the marketing channel links associated with
each information flow?

2. How do marketing channel members use data ware-
houses to make decisions?

3. What is EDI and how is it used?

_ 4 Why do some marketing channels use VMI, while others
do not?

MAKING MERCHANDISE
FLOW THROUGH
MARKETING CHANNELS

Exhibit 15.8 illustrates different types of merchandise flows:
1. Sony to Best Buy's distribution centers, or
2. Sony directly to stores.

3. Ifthe merchandise goes through distribution centers, it is then
shipped to stores,

4. and then to the customer,

Y EXHIBIT 15.8 Merchandise Flows

Making merchandise flow involves first deciding whether the
merchandise will go from the manufacturer 10 a retailer's distn
bution center or directly on to stores. Once in a distribution cen-
ter, multiple activities take place before it 1s shipped on to a store

Distribution Centers versus
Direct Store Delivery

As indicated in Exhibit 15.8, manufacturers can ship merchandise
directly to a retailer’s stores—direct store delivery (flow 2)—
or to their distribution centers (flow I). Although manufacturers
and retailers may collaborate, the ultimate decision is usually up
to the retailer and depends on the characteristics of the merchan-
dise and the nature of demand. To determine which distribution
system——distribution centers or direct store delivery—is betier,
retailers consider the total cost associated with each alternative
and the customer service criterion of having the right merchan-
dise at the store when the customer wants to buy it.
There are several advantages to using a distribution center:

*+ More accurate sales forecasts are possible when retailers com-
bine forecasts for many stores serviced by one distribution
center rather than doing a forecast for each store. Consider a
set of 50 Target stores, serviced by a single distribution center
that each carries Michael Graves toasters. Each store normally
stocks 5 units for a total of 250 units in the system. By carrying
the item at each store, the retailer must develop individual fore-
casts, each with the possibility of errors that could result in
either too much or too little merchandise. Aiternatively, by de-
livering most of the inventory to a distribution center and feed-
ing the stores merchandise as they need it, the effects of
forecast errors for the individual stores are minimized, and less
backup inventory is needed to prevent stockouts.

- Distribution centers enable the retailer to carry less merchan-
dise in the individual stores, which results in lower inventory
investments systemwide. If the stores get frequent deliveries
from the distribution center, they need to carry relatively less
extra merchandise as backup stock.

* It is easier to avoid running out of stock or
having too much stock in any particular store
because merchandise is ordered from the dis-
tribution center as needed.

* Retail store space is typically much more ex-
pensive than space at a distribution center, and
distribution centers are better equipped than
stores to prepare merchandise for sale. As a re-
sult, many retailers find it cost effective to store
merchandise and get it ready for sa'c ata osti-
bution center rather than in individual stores

Customer

But distribution centers aren’t appropriate

all retailers. It a retailer has only a few ontieh

the expense of a distribution conics
bably unwarranted. Also, i many ou
concentrated in metropolian areas a0
dise can be consolidated and & P thé
vendor directly to all the st

4

i divd
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other potential consumers. To keep track
of sales, it relied on Walmart's Internet-
based Retail Link system. though it also
hired a firm that sends representatives
into stores to check out display placement
and customer traffic. Finally, PenAgain
agreed to adhere to strict packaging,
labeling. and shipping requirements. And
remember. for all this effort, its entry in
stores was only a test, and a very expen-
sive gamble! But if it could succeed in

Walmart stores, PenAgain would be well on its way to

prosperity.

In the simplified supply chain in Exhibit 151, manufac-
turers make products and sell them to retailers or wholesal-
ers. The exhibit would be much more complicated if we had
included the suppliers of materials o manufacturers and all
the manufacturers, wholesalers. and stores in a typical mar-

keting channel.

Exhibit 15.1 represents a typical flow of manufactured
goods: Manufacturers ship to a wholesaler or to a retailer’s
distribution center (c.g.. Manufacturer 1 and Manufac-
turer 3) or directly to stores (Manufacturer 2). In addition,
many variations on this supply chain exist. Some retail
chains. such as Home Depot or Costco. function as both

Some retail
chains, such as
Home Depot or
Costco, function as
both retailers and
wholesalers.

retailers and wholesalers. They act as
retailers when they sell to consumers
directly and as wholesalers when they
sell to other businesses such as building
contractors or restaurant owners. When
manufacturers such as Avon sell directly
to consumers, they perform both produc-
tion and retailing activities. When Dell
sells computers to a university or busi-
ness. it engages in a business-to-business
(B2B) transaction. but when it sclls 10

students or employees individually, it is a B2C (business-
to-consumer) operation.

Marketing Channels Add Value

Why do manufacturers use wholesalers or retailers? Don’t these
added channel members just cut into their profits? Wouldn'tit

' 3 T - eng~ src’?
be cheaper for consumers to buy directly from manulacturers.

v EXHIBIT 15.1 Simplified Supply Chain

p-

Manufacturer

" :--' Cw ‘ﬂqﬁ}
Manufacturer
two

In a simple agrarian economy, the best supply chain likely does
follow a direct route from manufacturer to consumer: The
consumer goes to the farm and buys food dircctly from the
farmer. Modern eat-local environmental campaigns suggest just
such a process. But before the consumer can cat a fresh steak
procured from a local farm, she needs to cook it. Assuming the

TG e




‘ot mony companies ore involved in making and getting a stove to
o kitchen?

i My 1}

and materials. The stove muker
turns the components into the
stove. The transportation com-
pany gets the stove to the retailer.
The retailer stores the stove until
the customer wants it, educates the
customer about product features.
and delivers and installs the stove.
At each step. the stove becomes
more costly but also more valuable
to the consumer.

Marketing Channel

- ifjl’.'{:!"_'f H

e ELEID,
storage, and redsstripution
of goods to company stores
or customers, may be
operated by retaiiers,
manufacturers, or
distribution specialists

fulfillment center
Warenouse faciiities used
to ship merchandise
directly to customers.

Management Affects Other

Aspects of Marketing

Every marketing decision is affected by and has an effect on
marketing channels. When products are designed and manu-

factured. how and when the critical components reach the

factory must be coordinated with production. The sales

department must coordinate its delivery promises with the

factory or distribution or fulfillment centers. A distribution

center, a facility for the receipt, storage. and redistribution of
goods to company stores, may be operated by retailers, manu-

facturers, or distribution specialists.” Similar to a distribution

center, instead of shipping to stores, fulfillment centers are

used to ship directly to customers. Furthermore. advertising
and promotion must be coordinated with those departments
that control inventory and transportation. There is no faster
way (0 lose credibility with customers than to promise deliv-
eries or run a promotion and then not have the merchandise
when the customer expects it.

- THERE IS NO FASTER WAY TO LOSE CREDIBILITY
WITH CUSTOMERS THAN TO PROMISE DELIVERIES OR
RUN A PROMOTION AND THEN NOT HAVE THE
MERCHANDISE WHEN THE CUSTOMER EXPECTS IT.

”M doesn't know how to make a stove and lacks the ma-
_“Wodo so, she must rely on a stove maker. The stove
. which has the necessary knowledge, must buy raw ma-
) @d components from various suppliers. make the stove,
-I-.‘“.rlm make it available to the consumer. If the stove maker
~ %ated near the consumer, the stove must be transported
.—,.aat the consumer has access to it. To make matters even
{;;“Eitdu‘d. the consumer may want (o view a choice of
”dw about all their features, and have the stove dehy-
P instalied.
: icipant in the channel adds value.® The components
helps the stove manufacturer by supplying parts

Wekird! Understand the difference between direct and
indirect marketing channels.

DESIGNING MARKETING
CHANNELS

When a firm is just starting out or entering a new market, it
doesn’t typically have the option of designing the best market-
ing channel structure—that is, choosing from whom 1t buys or
to whom it sells. A new sporting goods retaler may not have
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channel

Ju

indirect marketing
channel When one o

iTe

wilh matfacbureis to
provide goods and services

1Y

II fKeting
The
GITREIN T FYTRRT A (AN

the option of carrying —
ety o the buyer | rying all the man

ulacturer lines it wants because
other competing retailers in its
market arca might carry the same
products. On the other side, a
small specialty sporting goods ap-
parel manufacturer may not be
able to place its products in major
stores like Sports Authority be-
cause its hine is unproven, and the
products might duplicate lines that the retailer already carries.
Chapter 16 discusses how manufacturers choose their retailer
partners in more depth,

Although there are thus various constraints on marketing
channel partners with regard to the design of the best channel
structure. all marketing channels take the form of a direct chan-
nel, an indirect channel, or some combination thereof,

e tteniedhanes work

CHsTOmeT s

Direct Marketing Channel

As shown on the left side of Exhibit 15.2, there are no interme-
diaries between the buyer and seller in a direct marketing
channel. Typically, the seller 1s a manufacturer, such as when

v EXHIBIT 15.2 Direct and Indirect Channel Strategies

Direct channel
Two intermediaries

Direct channel
One intermediary

Direct channel

Retailer

Customer Customer

Mz SECTIONG  Vidus Dervery Desgning the fifffrms'ﬂ andd -‘}umﬁy

a carpentry business sells bookcases through its own store and
online to individual consumers. The seller also can be an indi-
vidual, such as when a knitter sells blankets and scarves at craft
fairs, on Etsy, and through eBay. (Recall our discussion of
consumer-to-consumer [C2C] transactions in Chapter 1.) When
the buyer is another business, such as when Boeing sells planes
to JetBlue, the marketing channel still is direct, but in this case,
the transaction is a business-to-business one (se¢ Chapter 7),

Indirect Marketing Channel

In indirect marketing channels, one or more intermediaries
work with manufacturers to provide goods and services to cus-
tomers. In some cases, only one intermediary might be in-
volved. Automobile manufacturers such as Ford and General
Motors often use indirect distribution, such that dealers act as
retailers, as shown in the middle of Exhibit 15.2. The right side
of Exhibit 15.2 reveals how wholesalers are more common
when the company does not buy in sufficient quantities to make
it cost effective for the manufacturer to deal directly with
them—independent book sellers, wine merchants, or indepen-
dent drug stores, for example. Wholesalers are also prevalent in
less developed economies, in which large retailers are rare.

LO 15-3

MANAGING THE
MARKETING CHANNEL
AND SUPPLY CHAIN

Marketing channels and supply chains comprise various buy-
ing entities such as retailers and wholesalers, sellers such as
manufacturers or wholesalers, and facilitators of the exchange
such as transportation companies. Similar to interpersonal in-
teractions, their relationships can range from close working
partnerships to one-time arrangements. In almost all cases.
though, interactions occur because the parties want something
from each other: Home Depot wants hammers from Stanley
Tool Company; Stanley wants an opportunity to sell its tools
to the general public; both companies want UPS to deljver
the merchandise.

Each member of the marketing channel also performs a spe-
cialized role. If one member believes that another has failed to
do its job correctly or efficiently, it can replace that member.
So, if Stanley isn't getting good service from UPS., it can switch
to FedEx. If Home Depot believes its customers do not perceive
Stanley tools as a good value, it may buy from another tool
company. Home Depot even could decide to make its own tools
or use its own trucks to pick up tools from Stanley. However,
anyume a marketing channel member is replaced. the function
ithas performed remains, so someone needs to complete it

If a marketing channel is to run efficiently, the participating
members must cooperate, Often, however, supply chain members

Describe how marketing channels are managed.
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‘};':V:;:S:nt:;hj;r 2;1;}])/; bl{\inCSS. their roles in
problems that ;Ili h Irm § strategies, and any
the relationshi — gt arise over the course of

lonship. Amazon and P&G recognize that it is in their
cnmmm] interest to remain profitable business barmcr\
An?amn S Customers demand and expect to find P&G pruducéq‘
on its website; P&G needs the sales generated through Amaz_on:
Amazon cannot demand prices so low that P&G cannot make
money, and P&G must be flexible enough to accommodate the
needs of this important customer. With a common goal, both
firms have the incentive to cooperate because they know that by
doing so, each will boost its sales.

Common goals also help sustain the relationship when ex-
pected benefits fail to arise. If one P&G shipment fails to reach
the Amazon section of one of its fulfilment centers due to an
uncontrollable event such as a demand forecasting miscalcula-
tion. Amazon does not suddenly call off the whole arrange-
ment. Instead, it recognizes the incident as 2 simple. 1solated
mistake and maintains the good working relationship, because
Amazon knows that both it and P&G are committed to the same

goals in the long run.

icting goals, and this may result in channel conflict
Exhibit 15.3)- For instance, Slt-fmlcy wan}ts Home Depot to
canry all its tols but not those of its competitors so that Stanley
an maximize its sales. But Home Depot carries a mix of tool
wands so it can maximize the sales in its tool category. When
supply chatn members that buy and sell to one another are not
in agreement about their goals, roles, or rewards, vertical
channel conflict or discord results,

Horizontal channel conflict can also occur when there is
disagreement or discord among members at the same level in a
marketing channel, such as two competing retailers or two com-
Eeling manufacturers. As we mentioned in the opening vignette,
taget experiences a conflict with Amazon because of its Vendor
%-icx program with Procter & Gamble (P&G). Amazon benefits
'TT:‘:“ [K prt_j)gran’l. hwh_i-.‘:_h l'owers ils.lranspnrlfn‘iun costs, but
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have ;;UIln

he incentive 10 cooperate

With a comm firms havet
on goal, both ach will boost its sales.

because they know that by doing so, €

GUING BACK T0 REGULAR TOOLS
GOING BACK TO0

from Stanley because 5

00ls
me Depot buys t . cts.
plr’:;s established an excellent market for ts Products.
1

hi
ci al pa,mers
ally penefl couse

ome Depot Pe

ve a
ells tools 10

?fw
#
o Tume Depot and Stanley Tool Co

st
o f}”"”"' s find vaiue in Stanley pr oducts.

m pan}l’ ha
Stanley S

M3

g Channel Managomen

Oy et

N TR |

CHAPTER 15



T ——

'ndepende
nt : we
{conventional) Nettical Marketing g t reward power -
Marketing channel RYptem A supply chain administered power A situation thd type of marketing channel
s n .
A Marketing channel |ne Which the members 3¢t asl.' vertical marketing accurs in a marketing powel fhat occurs when
_ : uni e dt, 'y A supoly ¢ har /hich one el membe
which severg| independent unified system there are ystem A supply chom channel in Wit the channel membe

three types: administereq
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onutacturer, —contracrygy ang corporate

awholesaler, and 3 retailer—
each attempts to Satisfy

its own objectives and
maximize its profits, often
atthe expense of the

other members.

In this sense. their partnership exhibits both of (he
mutually exclusive ways that exist to manage a mark ‘tint l;’"*
nel or §11pp1y chain: Coordinate the channel uQ‘m;a \%cknid-r;]:-l
maf'ketlng system and develop strong relationships with n1:r~
keting channel partners—topics we now examine. l

Managing the Marketing Channel

and Supply Chain through Vertical
Marketing Systems
Although conflict is likely in any marketing channel, it is gen-
erally more pronounced when the channel members are inde-
pendent entities. Marketing channels that are more closely
aligned, whether by contract or ownership, share common goals
and therefore are less prone to conflict.

In an independent or conventional marketing channel,
several independent members—a manufacturer. a whplesaler.
and a retailer—attempt to satisfy their own objectives and

system in which there is
N0 common ownership
and no contractual
relationships. but the
dominant channel
member controls the
channe| relationship.

member has the means of
ability to have control aver
the actions of anather
member in 3 channel

at a different fevel of
distribution, such as if a
retailer has power o
control over a supplier.

oxerting the power offers

rewards to gain POWeL.
often a monetary incentive,

for getting another channel

member {0 do what it
wants it 1o do.

endent versus Vertical Marketing
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Administered Vertical Marketing System
eM The

‘Walmart ‘-p‘t‘n:\gum f“"‘rk"“"g channel relationship offers an
emmpk of an administered vertical marketing systér;;-
There 18 nn.comnmn ownership or contractual l'L‘l;l[iun\hip.\.
hut the dominant channel member controls or holds the hulunu:
of power. Because of its size and relative power, Walmart
mposes controls on PenAgain. Power in a marketing channel
exists when one firm has the means or ability to dictate the
actions of another member at a different level of distribution
(Exhibit 15.5). A retailer like Walmart exercises ils power over
sgppliers in several ways. With its reward power, Walmart
offers rewards. often a monetary incentive, if PenAgain will do
what Walmart wants it to do. Coercive power arises when
Walmart threatens to punish or punishes the other channel
member for not undertaking certain tasks. such as if it were 1o
delay payment to PenAgain for a late delivery. Walmart may
aso have referent power over Pen Again if the supplier des-
perately wants to be associated with Walmart. becausc blcing
known as an important Walmart supplier enables Pang:nn' to
attract other retailers’ business. If Walmart exerts expen!se
power over PenAgain, it relies on its expertise With |n;u'kcll‘l'l!.t_‘)
pens. Because Walmart has vast information about the i‘II.M
sapply and back-to-school markets. it can exert i‘nformaqon
Power over PenAgain by prm'idi"al or withholding such im-
& - v. |egitimate power 15
* Again 0 behave
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and its other
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by entering into contracts that
dictate various terms, such as
how much Walmart will buy
cach month and at what price, u'.\
well as the penalues for late de-
liveries. In contractual vertical
marketing systems like this.
independent firms at different
levels of the marketing channel
join through contracts to obtain
economies of scale and coordi-
nation and to reduce conflict.”
Franchising is the most com-
mon type of contractual vertical
marketing system. Franchising
is a contractual agreement

Anytime Fitness was ranked the number one franchise by Entrepreneu
magazine in 2014.
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franchising A

contractuat agreement
petween a franchiscr and a
franchisee that alloOWs the
franchisee to operate @
husiness using a name and
format developed and
supported by the franchisor.




Between a franchisor and a franchi-
See that allows the franchisee 10
OPerate a retail outlet using a name
and format developed and supported
by the franchisor. Exhibit 15.6 lists
the United States’ top franchise 0p-
Portunities. These rankings. deter-
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perate the outlet in accordance with
e b ce with the
o S prescribed by the franchisor. The
“‘ :_n 1sor typically provides assistance in lo-
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lht.‘- P_I'UI.]UL‘IH or services sold, management
training, and advertising. To maintain the
franchisee’s reputation, the franchisor also
makes sure that all outlets provide the same

quality of services and products.

v EXHIBIT 15.6 Top 10 Franchises for 2014

1 Anytime Fitness 2,425 $56 3K-353.9K
Fitness center
2 Hampton Hotels 1,942 $3.7TM-1352M
Midprice hotels
3 Subway an $85 69K-262 85K
Subs, salads
2324 $108.75K-203.6K
4 supercuts
Hair salon
5 Jimmy John's Gourmet 1.872 $300 5K-489 5K
sandwiches
Gourmet sandwiches
944 $30.79K-163M
6 7-Eleven inc. 50
nience SI0res
B 1614 $134 BK-183 44K
Servpro
7 Insuranc‘.'-'d"'a“e' _
Letoration and cleaning
s 1697 $117M-2.4M
‘g InC.
8 Lctaurant
pamily (€5 14357 $297K-21M
a Hut InC:
9 :iu pastad. wings y
i218. 10,862 $294K-151M
yin® Donuts
10 shop
{fee > . =
i 14 Franchise 500, htlp/Iwww entrepreneur com
« 20 .
rpfeul 3
. f.'!-"]f-"'“ !
Source”
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A franchise
system combines the System In a corporate vertical
entrepreneurial
advantages of owning
a business with the
efficiencies of vertical
marketing systems
that function under
single ownership.
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Corporaté vertical Marketing

marketing system. the parent costially
has complete control and can dictate the
priorities and objectives of the nlur!\ct-
ing channel because it owns multiple
segments of the channel, such as manu-
facturing plants, warehouse facilities,
and retail outlets. By virtue of its owner-
ship and resulting control, potential con-
flict among segments of the channel is
lessened.

American Apparel, a clothing manu-
facturer based in Los Angeles, California,
represents a corporate vertical marketing system because it
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:fl?:;ftm;?trh“‘h“ firms. and it operates its own retail
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