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The Toro Company S'no Risk Program

“I really don’t see how we can repeat the program at those rates.” It was June 1984 and Dick
Pollick, director of marketing for Consumer Products, was reacting to an analysis by Susan Erdahl,
programs manager. Susan had used available historical data to perform a rough actuarial calculation
that confirmed the appropriateness of the three-fold increase in premiums asked by insurance
companies to cover a repeat of Toro’s “S'no risk” campaign.

Background

Toro had begun in 1914 by making tractor engines and later branched out into lawn mowers. In
the early 1960s they added snowthrowers. By 1984 they offered a full range of products for “outdoor
care” to both institutional and residential customers. Residential lawn care products constituted
about 40-50% of sales, with snowthrowers accounting for a further 10-15%.

Snowthrower sales were channeled through twenty-six regional distributors who supplied
snowthrowers to independent retailers, such as hardware stores and lawn and garden centers, across
the snow belt. Toro also sold directly to mass merchandisers, like Marshall Field, whose private
labels made up about 30-35% of Toro snowthrower sales. Although snowthrowers were sold
throughout the year, 60-70% of sales occurred during November, December, and January, dropping
off during the ensuing months and becoming minimal during the summer. Sales were especially
strong in a year following a severe winter, presumably because people resolved not to be “caught
again.”

The Toro product line included the newly-introduced lightweight power shovel, as well as the
more traditional single-stage and two-stage models. The (smaller) single-stage machines, with
suggested retail prices of between $270 and $440, had been selling in excess of 100,000 units per year.
The self-propelled two-stage machines, ranging in price from $640 to $1,500, had been selling at
somewhat less than 20,000 units per year.

These figures were a far cry from the heady days of the late 1970s when several years of strong
growth had culminated in two years, 1978-1979 and 1979-1980, of exceptionally high sales. During
this time Toro sold approximately 800,000 single-stage and 125,000 two-stage machines. The severity
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of the three winters beginning in 1977/1978 created a demand that rewarded dealers for their
aggressive inventories.

The following year, 1980/1981 sales plummeted (Exhibit 1). Dealers and distributors were left
with unsold inventories that in some cases lasted them three years. Toro not only had to forego the
lost income as orders fell to a trickle but they also offered to pay some of the huge holding costs faced
by their dealers. The next two winters were equally mild, causing a sharp downturn in Toro’s
fortunes (Exhibit 3). Dealers had become disenchanted with snow removal equipment. The outlook
was bleak.

The S’no Risk Idea

In November 1982, Susan Erdahl received a phone call from an organization called Goodweather
that specialized in arranging insurance to cover weather-related business losses; they had made a
reputation insuring rock concerts. They suggested that Toro might wish to insure their snowthrower
customers against the possibility of no snow.

Dick Pollick was intrigued. A marketing survey commissioned a few years earlier, had
emphasized that a major concern of prospective buyers was that their machines might not get enough
use. Perhaps Goodweather’s proposal would be a way to “guarantee” that a snowthrower purchase
would be justified.

By January 1983 the program was set to go: under the plan, each Toro customer (with the
exception of those buying power shovels) during the summer and fall of 1983 would receive a full
refund of the suggested retail price and keep the snowthrower if the total winter snowfall was less
than 20% of its historical average. Data from 172 government-run weather stations would be posted
at each retail outlet so that a customer could read which weather station would apply and what the
relevant historical average had been. If the actual snowfall was less than 50% of average, the
customer would be refunded half the retail price. Intermediate percentages would produce a sliding
scale of reimbursements (see Exhibit 4). Customer mailing in the registration form (Exhibit 2) would
automatically be mailed a check in the event that snowfall in their are was sufficiently low.

Since Toro’s potential liabilities ran into many millions of dollars, insurance was felt to be a
necessity, and this is where Goodweather came in. They arranged a contract with American Home
Assurance Company, who agreed to meet all claims resulting from the campaign in exchange for a
premium equal to 2.1% of the retail value of snowthrowers covered.

The Program’s Success

At first distributors resisted the new promotion, which was to replace the 10% discount program
usually held in the fall. They were apprehensive about the possible administrative complexity and
the potential for customer confusion. However, they soon saw the basic simplicity and appeal of the
idea. Dealers greeted the promotion enthusiastically and, for the first time in three years, built up
inventories to back the campaign.

The accompanying advertising campaign (Exhibit 5) generated a lot of interest, indeed
excitement: dealers reported customers demanding nothing but a Toro, and buying larger models to
take a greater advantage of the deal. Soaring retail sales were aided in some areas, such as in Toro’s
home base of Minneapolis, by record-setting fall snows. Dealers sold out of the large models
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completely and sales of the single-stage machine were also strong. In an attempt to keep pace with
demand, Toro made an unprecedented mid-season production run of 2,500 of one of the larger
models. They were fortunate to be able to make even this number as they relied on outside suppliers
for engines. Production lead times were on the order of months rather than weeks.

Dick Pollick was overjoyed. Not only were sales up and dealers’ confidence and interest back, but
the campaign had been cheap. Although some modest administrative costs had been incurred due to
the set-up required for a new program, the S'no risk promotion had had a basic cost of 2.1% of sales
instead of the 10% normally spend on the discount program!

The Present

Despite this success, Dick was not certain that the promotion should be continued. For one thing,
the novelty might not carry over to a second year. Also, even though two weather stations had
reported snow less than 50% of average (Richmond and Roanoke, both Virginia), customers might be
less enthusiastic about the program when they learned that only a few customer had “collected” the
previous year. Moreover, since the winter of 1983/1984 had been snowy, sales in the coming fall
could be strong even without this kind of promotion. In any case, Pollick regarded the restimulation
of the trade as a major benefit of the promotion and this would not likely be reinforced by a
repetition.

And now Susan had told him that American Home was asking premiums of around 8% of sales
for the coming year. A check of other insurance companies, including Lloyd’s of London, produced
rate of between 6% and 10%. Susan’s own analysis (Exhibit 6) had convinced her that American
Home had erred in offering too low a rate for the previous year. Her calculations showed that had
S'no Risk been in force for the years 1979/1980 through 1982/1983 the actual payouts would have
been 4%, 8%, 1%, and 19% of sales respectively.
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Exhibit1 Snowthrower Sales

Snowthrower Sales—Units

Product 78/79 79/80 80/81 81/82 82/83 83/84

Power Shovels -- 107,213 107,896 56,981 89,114 68,141

Single-Stage 426,425 367,253 124,615 111,472 102,718 110,564

Two-Stage 53,700 73,483 17,335 19,683 18,374 31,702
Exhibit 2

m $'NO RISK™ PROGRAM REGISTRATION

Preus Hard-Print Clearty

MODELNO. DESCRIPTION SERIAL#
DATEOFPURCHASE _________________ DEALER DESIGNATED WEATHER REPORTING STATION
{N!ust be betwsen 5/1/83 and 12/10/83)
CUSTOMER NAME
ADDRESS
Street City Stats Zip
DEALERNAME
ADDRESS -
Street City Siate Zip
CUSTOMER SIGNATURE DEALERSIGNATURE

IMPORTYANT -To participate, the last copy of this Registration Card must be mailed to the address pre-printed on the reverse of card, This
registration must be postmarked no later than December 17, 1983 to qualify. Terms and conditions applicable to this program are those
prinied on the Toro S'NO RISK™ Program Brochure. Program void where prohibited by law.
Copyright © All Rights Raserved
The Toro Company— 1983 M s, MN 55420

Printed In U.S.A_

White-Customer copy Gold & Pink-Dealer Copy Registratton Card=-Mai o Toro $'NO RISK™ Program
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Exhibit4 Conditions and Terms of Toro's Sno Risk Program

IF IT DOESN'T
SNOW WE’LL
RETURN YOUR
DOUGH! AND
YOU KEEP THE

SNOWTHROWER.

CONDITION AND TERMS OF TORO’S S'NO RISK PROGRAM
* Eligible Toro Snowthrower models include only: model §-140,
§-20CR, S-200E, S-620E, 3521, 421, 521, 524, 724, 824, 826

and 1132.
* Consumer purchases of eligible Tore Snowthrowers must be
made between May 1, 1983, and December 10, 1983.

« Eligibility for full or partial reimbursement will be based upon
snowiall measurement from 12:10 A.M. July 1, 1883, through
11:59 P.M. May 31, 1984.

» Snowfall statistics and definitions will be based on figures and
wording of the United States Department of
Commerce/National Oceanic and Atmospheric Administration
{NOAA-US Dept of Commerce).

* Determination of full or partial reimbursement will be based
upon the NOAA snowtall statistics of a specific,
predetermined weather reporting station. The location of the
NOAA weather reporting station applicable to your Toro
Snowthrower purchase ‘and the terms of reimbursement are
displayed in print at the Joro deaier you purchased your Toro
Snowthrower: from.

« Eligibitity for Toro's S'No Risk Program is limited to the original
purchaser only -and s not ransferaple. Cnly new equipment
purchased Is efigible for the program.

If it snows
less than

20% |

* AVERAGE
SNOWFALL

30% |

* AVERAGE
SNOWFALL

40%

* AVERAGE
SNOWFALL

907 | 50%

SNOWFALL

100%

REFUND
of suggested retall price

60%

REFUND
of suggested retail price

 Toro's product warranty program is a separate program. See
operator’'s manual for product warranty details.

& The territory of this 8'No Risk Program includes the 48
contiguous United States and Alaska. Canada is not included.

» Determination of your efigibility will not be made until May 31,
1984, the end of the defined snow pericd. If eligible for full or
partial reimbursement, please allow 8 to 10 weeks for the
delivery of your check.

« Your eligibility under Toro’s S'No Risk Program shall be void.if
you, as a Toro Snowthrower purchaser, have concealed or
misrepresented any material fact or circumstance concerning
your purchase of the Toro Snowthrower. The refund Is void
where prohibited.

* nquiries concerning the S'No Risk Program may be directed
to your Toro Dealer, or write:

The Toro Company, ATTN: $'No Risk Program, 8111 Lyndale
Avenue South, Minneapolis, MN 55420

*Average annual snowfail for each reporting station will be the ““Record Mean™
snowtall compiled by the National Oceanic and Atmospheric Administration
{NOAA) on fila at and/or published by the U.S. Department of Commerce, Nationa!
Climatic Center, Fedaral Building, Asheville, North Carolina 28801, as of January 1.
1832, or fatest available data.

Purchaser receives Toro's S'No Risk Program at no additional cost. All forms
aveilablo at participating dealers. Consurmer reimbursement IS Dased on Toro's
pubiished suggasted retail prices exclusive of sales or use tax. Refund void where
prohibited.
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