Management Case on

Distribution Challenges

PRELUDE

Power-Tech, the internationally renowned brand of storage batteries had been facing several marketing and
distribution challenges for its after market branded batteries in India. Senior Marketing Executive of the company had
been spending great deal of time and efforts in motivating and controlling the down chain link, so as to retain the
company’s market share in highly fragmented battery market of India. Battery manufacturers from the unorganized
sector had been giving a tough time to the branded battery marketers and were making them run for their money in
certain automotive segments as these people could sell at 40% lesser cost than branded ones.

ABOUT POWER - TECHINDIALTD.

| ower-Tech India Ltd. had launched

its internationally renowned brand of storage
batteries with the brand name of ‘Power-Tech’ in
India in 1997. Power-Tech India Ltd. was a
wholly owned subsidiary of MCP Batteries Ltd.,
UK, which in turn was the British arm of the
world’s largest battery manufacturing group,
based in Chicago, USA. This group had 3.2
billion dollarsin revenues and employed 21,000
people globally. The operation of the company
was spread in 89 countries across the globe,
and it marketed its full product line of branded
batteries in 130 countries. The group had been
divided into 5 global business units (GBUs). The
group had 11 industrial battery manufacturing
plants, 17 automotive battery manufacturing
plants, and 12 recycling facilities spread in
different parts of the world. The group
manufactured and distributed a vast range of
batteries including,

* Sealed Absconded Glass mat (AGM) and
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Gel Batteries.

Batteries with Tubular and Pasted Flat

Plates.

« Batteries with Expanded and Cast Grids.

e Lead and Lithium Batteries with Prismatic
and Cylindrically Wound Design.

« Automotive Batteries for Two-Wheelers,
Cars, Tractors, Construction Equipment.
The Group is also the Global Pioneer of
Sealed Maintenance-free Batteries.

« Batteries for Motive Power Applications.
Power-Tech batteries had been specially
designed to be used in tropical climate.
Power-Tech batteries were manufactured in
the high-tech plant of Power-Tech India Ltd.
located in Nandasan in Gujarat. The
production capacity of the company was
0.6 million units per annum. The Plant had
been awarded QS 9000 certification and
Lean Manufacturing System.

BATTERY MARKET OF INDIA

Battery market of India was highly fragmented.
It had been estimated by industry sources that
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India had a market potential of 8 million
batteries in after market and 2 million of
batteries in OEMs (Original Equipment
Manufacturers) market. Hence, India needed 10
million batteries per annum.

The total Indian battery market was
estimated at Rs. 21 billion. Out of this the
industrial battery market was estimated at Rs.
8.6 billion, which included the VRLA (valve
regulated lead acid) battery market, which was
estimated at around Rs. 5 billion. The telecom
segment was the largest consumer of industrial
batteries followed by the Indian railways. The
power and UPS industries were other key user
segments. The automotive battery business
was estimated at around Rs 12 billion, including
OE (original equipment) and after-market or
replacement market segments.

The total battery market had further
been divided into organized sector and
unorganized sector in India. Each sector had
50% market share respectively. The
unorganized sector comprised the small-scale
assemblers and rebuilders; it was estimated to
have a share of around 50% of the replacement
market. This sector largely dominated the
tractor and commercial vehicle segments
although in some areas of the country they had
a significant presence in the car and multi-utility
segments, too. The unorganized battery
manufacturers enjoyed several benefits like no
tax or lesser taxes, lower overhead costs etc.
Therefore, the prices of unorganized sectors
were lower by almost 40 to 50% than the
organized sector.

The storage battery industry consisted
of two segments: automotive and industrial in
India. Growth rate in the automotive after
market and original equipment manufacturer
(OEM) sector was around 10-12% p.a. Growth
rate in the industrial sector was estimated at
15% p.a. Power-Tech India Ltd. had 12% market
share in after market and 5% in OEMs Market in
India per annum. The margins for industrial

batteries were higher compared to the
automotive batteries; the auto battery industry
was a volume game. Therefore, both sectors
were profitable, but on different parameters. In
organized sector the major players were EXIDE
Industries, Amara Raja Industries, Amco and
Power-Tech India Ltd. With relaxation of import
duties and the recent removal of quantitative
restrictions, Indian companies were facing the
threat of cheaperimports.

PRODUCT LINE

The company had been manufacturing and
marketing batteries for two business segments
i.e. transport and industry. The company
manufactured entire range of automotive
batteries for Cars, Jeeps, Tractors, LCVs, HCVs,
Dumpers, Loaders, Dozers, Forklifts.
Excavators, Three-wheelers, Two-wheelers
and Tractor-Trailers. The company
manufactured three different varieties of
batteries by the name of Power-Tech Classic
Gold, Power-Tech Classic Silver and Powes
Tech Standby batteries (Classic Flat, Classic
Tubular, and Power-Tech Master). Power-Tecs
Classic Gold range of batteries was heavy-duty
maintenance free batteries for tropical climates
and for Indian road conditions and was
targeted for all premium segment vehicles
Power-Tech Classic Silver range of batteres
were also heavy duty, low maintenance
batteries but was a mass market product ans
had been targeted for all segments of vehicles.
Power-Tech Standby batteries (Classic Fat
Classic Tubular, and Power-Tech Master) wes=
meant for heavy-duty inverters, Gensets ang
other non-vehicular applications. Power-Tecs
India Ltd. also manufactured Two-whesiss
batteries for major two wheelers and motwe
power batteries for battery operated =
different models. Company also manufactur=s
different range of batteries for defense secias
space research organization, aviation indusss
and marine industry. Power-Tech India L8
regularly supplied batteries to a large numass




of OEMs, including Volvo, Mahindra and
Mahindra, TELCO, Askok Leyland, International
Tractors, REVA Electric Car Company. It had
also obtained a prestigious rate contract from
DGS & D, India. The company had also entered
into rate contract with state transport
corporation of Gujarat, Karnataka, Tamilnadu,
Punjab and Haryana in India. Even product of
Power-Tech carried a warranty of 40 months
from the date of sale. However, company had
established an extensive network of almost
2500 service centers all over India.

DISTRIBUTION CHANNEL

The company used Multilevel Distribution
Strategy to distribute its products for after
market sales and it directly supplied to OEM
market. For after market sales, company
appointed exclusive distributors in different
parts of India. Company had divided the total

Figurel : Distribution Channel Chart
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market into different geographic territories and
an authorized distributor of the company
representing each territory. The territories were
formed on the basis of market potential and
reach. More over to feed the market
uninterrupted, company had established 60
depots, which were owned, managed and
operated by the company. The products of
Power-Tech India Ltd. were dispatched from
these 60 depots to various distributors in the
respective geographical territories. The
distribution channel of Power-Tech India Ltd.
was as under: ( See Figure 1)

The company gave on an average 25%
margin to the distributors. However, the
distributors were free to decide the dealers’
prices. The company had further divided whole
India into North, South, East and West Zones.
Further company had established 16-branch
offices country wide to control the sales and
marketing operations of the company.

The company had established at least
one branch office in major states of India.
Presently company had 250 exclusive
distributors network. The normal policy that the
company followed for appointing the
distributor was ‘Distributor Recommendation
System’. Through this system the branch office
of the company assessed the prospective
distributor on various parameters like financial
reputation, market reputation and personal
assessment. Using weighted mark method, the
prospective distributor was assessed. Financial
Reputation carried weight of maximum 40
marks, market reputation carried maximum 35
marks and personal assessment carried
maximum 25 marks. If the prospective
distributor scored 80 and above marks, he was
recommended by the branch office to be
appointed as exclusive distributor, subject to
re-evaluation after every 12 months. After a
detailed written “distributor agreement” was
executed by both the parties and was
enforceable from the date of its execution.
Every distributor was appointed for a period of



2 years subject to reappointment on the basis of
target performance. The company ensured that
distributors strictly followed the geographic
territory limits. No distributor was allowed to
operate in other distributor’s territory under any
circumstances. Every distributor was assigned
sales targets and had to accomplish them under
all circumstances. The distributor performance
appraisal was done for every financial year. The
company had developed various parameters for
performance appraisal of the distributors. To
retain the distributorship, a distributor had to
score at least 50 marks out of 100 marks or else
he looses his distributorship.

Power-Tech India Ltd. provided following

benefits to its distributors:

1. Power-Tech provided big size glow sign
boards, POP materials and
indoor wall painting of
distributor’s outlets.

2. Training was provided by the
company to the newly
appointed distributors
related to technical

from the unorganized specifications of the

sector had been giving company’s product, use of

a tough time to the the product, maintenance of

. the batteries, etc.
branded baf'fef‘y 3. Company provided

marketers and were advertisement and sales
making them run for promotion support etc., just

Battery manufacturers

their money in certain toname a few.
' The company extended

45 days credit to all its
these people could sell istributors. The company had
at 40% lesser cost than  control over all its distributors,
br'anded ones. operating in India pertaining to
sales, services, sales margins,
etc. Distributors in turn sold the
products by appointing dealers
under them. Presently
company had 1500 dealers
operating under 250
distributors in different parts of India. These
dealers were multi-brand dealers and even
stocked and sold competitors products, too.

automotive segments as

The distributors framed its own dealer prices
and policies in consultation with company’s
branch office, but had hardly any control on the
operations of dealers point. Multi-brand auto
battery dealers were independent and small
businessmen. The retail battery market was
dominated by local business traditions.
customs and competition. It was the
responsibility of the distributor to control the
dealers to whatever extent they could. Thess
multi-brand dealers in turn sold the batteries
through auto electric and auto garages, which
were again independent service providers
Presently company claimed to have 2500 suc®
garages that used and sold Power-Tech branas
of batteries. Out of total annual sale of
distributors, 10% was their retail sales ang
remaining 90% was pushed downwards, =
various multi-brand dealers. These dealers =
turn sold directly to the end user or sold to T
auto garages. The company’s Senios
Marketing Executive said, “We can do harciy
any thing to control the dealers and garagss
We have to keep them happy and delight=s
because they influence the battery purchass
decision of final consumer greatly.” In spite &
extensive marketing and sales policy for
channel intermediateries, it was wemn
challenging to control the whole chanms
mechanism. We had witnessed chanme
conflicts in the past as distributors and dea'ess
attimes became each other’s competitors, sas
the marketing executives of the comps
Therefore marketing department of
company was faced with the challenges
controlling its own distribution channel on =
hand, facing the competition from
unorganized sector on the other hand and
challenges thrown by other brands from
organized sector. The marketing execus
were concerned of retaining its current ma
share and also strived to increase its
share to feed its future expansion p&
Maintaining harmonious relations amongs®
channel intermediaries was one of the bias
challenges for marketing executive of
company.
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PRODUCT PROMOTION

The company had plans to advertise on
TV to create awareness among the battery
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QUESTIONS

What Should be the distribution strategy of
Power-Tech India Ltd?
Do you feel that the advertisement and sales

®

buyers. However, the company extensively promotion that the company used was
promotes its products locally through outdoor appropriate?
publicity, display of large hoardings in ® Suggest other marketing srrafegi‘es fo motivate
prominent places, large size wall paintings the garage owners and mechanics to use fznd

T ! ' recommend Power-Tech’s products to final
paintings of dealers and garage shutters, local customers and win their loyalty.
cable advertisements, kiosks, dealer meets, o

mechanic meets, service campaigns, providing
glow sign boards. These were some of the
prominent methods of advertisement and sales
promotion that the company used. In short the
company focused on local market
advertisement.

Suggest suitable measures to manage channel
conflicts.
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"I have found in life that if you
want a miracle you first need to do
whatever it is you can do, if that's
to plant, then plant; if it is to
read, then read: if it is to change,
then change: if it is to study, then
study: if it is to work, then work;
whatever you have to do. And then
you will be well on your way of
doing the labour that works
miracles.”

- Jim Rohn
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