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Chapter One
Introduction
1.1. Background of the Study

Physical distributing is the art and science oedwining requirement acquiring, distributing and
finally maintaining them in operationally ready fthre entire life and it includes activities like

freight transportation, warehousing, material hargilprotection packaging, inventory control,

plant and warehouse site selection, order procgssmarket for casting and customer service.
(Khan, 2002, 15)

Physical distribution activities are mainly the uksof the separation in distance and time
between a production center location and point @omion.

It is largely due to inability or between productioenter location and point of consumption of
the market place. Thus, primary physical distribmitactivities are movement and storage. In
addition, information flow especially distributianformation is a key activity. Actually, the
distribution pattern sets a guide line for the ltetstem; (Khanna, 2002, 16)

Currently it is seen that physical distribution be®s one of the core aspect that firms must give
emphasis to give comparative advantage within nidestry. Therefore AL-SAM is one of the
firms in the industry that give emphasis to phyististribution.

AL-SAM was established in May 1999 as a privatetkoh company with initial paid up capital
for Br. 20,000,000.

The company was engaged in distribution of conswguneds. However, because of the existence

of tough competition and some other reasons, tsabss was not successful.

Now a day, the company which is owned by joint vemtmanufacturing of B-29 laundry soap in
Ethiopia. The company was established with the ionisghcreasing the market share of the

company by providing high quality after seller seevand diversified products to the market.



1.2 Statement of the Problem

Physical distribution is the process of deliverthg product to the consumer promptly, self and
in time. (Sherlekar 2004, 417)

Physical distribution is the management of all \atés which facilitate movement and
coordination of supply and demand in the creatibtimoe and place utility in good. (Khanna,
2002, 15)
As indicated above in the background informatiothef company (AL-SAM PLC) uses various
methods of distribution techniques. These physigstiibution techniques which include track
transportation, ware housing, material handlingitgmtive packaging, inventory control have
agreement contribution as well as organizationailye in general.
Most business and trading companies face challefigegnage the marketing mix movement
because of company or customer based resourceasuchistomer need are not limited and
customer have different culture, values, normsiafatmation perception.
The student researcher has observed that AL-SAM Raspecific problems that affect their
customer satisfaction, such as;

* The number of distributi@not equally compared with the number of customer

* Lack of reprocessing capgci

* Also the company face chalies with physical distribution techniques mostly
with transportation mechanisms and finally

* Also challenges to managertiaketing mix movements.

Generally speaking the combination of these andratlated problem lead the company to the
market share reduction.

1.3. Research Questions

In order to investigate the above problem the studesearcher has tried to answer the following
research questions.

1. What transportation method the company faced imibliging its products?



2.  What are the main objectives of the company’s maysistribution?
3. What transportation method makes the company pdlydistribution to compete with the
competitors?

4. What are the criteria’s the company uses to sélectch location?

1.4. Objective of the Study
The student researcher has both general and speljéctives.
1.4.1. General objective
The general objective of this research was to agsiegsical distribution in the practice of AL-
SAM PLC.
1.4.2. Specific Objectives

* To assess the transportation method that the confpaed in distributing its products.

* To identify the company’s main objective of physidestribution.

» To show the transportation method that made thepeowyis physical distribution to
compete with the competitors.

* To asses when and where the product was needed.

1.5. Significance of the Study

This research has multi-dimensional significancenofg these significance’s, it might have a
documental reference for the company to adjusagts It can also be used as a reference for
further studies concerning the specified topic. Afram these, it would use as capacity building

in the area of research for the student researcher.

1.6. Delimitation of the Study

The study was delimited to physical distribution Af-SAM PLC. The company’s physical
distribution engaged with the administration aslvasl mass distribution. However, due to the
size of the enterprise and resource limitation &swnot possible to consider both groups.
Therefore, the student researcher has focused a@mby to door physical distribution and

furthermore, the student researcher covered infoormérom 2010- 2012.



1.7. Research Design and Methodology
1.7.1. Research Design

In order to answer the above basic research guestine student researcher has used descriptive
type of research method. Descriptive research pilyr@ms at gathering data about description
and explanation of the study. The student reseagth®ly described the things, event and data

which were collected through questionnaires anerumgws.

1.7.2. Population and Sampling Techniques
The target population of the study was the busimessomers and marketing manager of AL-
SAM PLC. The student researcher has used censimdiased because the population size is
quite low in number. To make the study meaningh#, student researcher took in to account the
marketing manager and business customer as afustiidy. The business customers are those
customers who resell their products to customenseShe number of the business customer was
less than 30 census method was used.

1.7.3. Data Collection Method

The student researcher has used both primary @oddary data collection method. The primary
data has been collected through interviews of tepell marketing management and
guestionnaires distributed to all employees ofdbmpany and to all business customers of the
company.

The secondary data had got from the company macw@lpany web site and publication.

1.7.4. Data Analysis Method

The data that has been collected from respondetitbevanalyzed using graph, tabulation and
percentage. The information obtained from intervteat had been conducted with the manager
by using qualitative method and presented in tinen fof paragraph has been used for evaluation
purposes. The data which has been collected fremgtiestioner had been evaluated by using

guantitative technigues and presented in the fdrtalulation and percentage.
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1.8 Limitation

The student researcher had experienced certaitation while conducting the study. Among
others, the following are the major limitation enntered by the student researchers.

* Some respondents wereable to complete the questioners.

* The time schedule ol to collect the questionnaires was not met lexa
of respondents.

* Availability of information from the company’sce.

1.9 Organization of the Paper

In this research, to keep and grasp the flow ofeustdnding the study has been divided in to
four chapters.

The first chapter has introduction, backgroundha study, statement of the problem, research
guestions, objective of the study, significancehaf study, and scope/delimitation of the study,
methodology of the study and data analysis metfide second chapter has dealt with the
review of the literature. The third chapter alscs hdealt with data presentation, analysis,
interpretation and the findings. Finally, the lastapter has focused on the conclusion and
recommendation of the study.

11



Chapter Two
Related Literature Review

2.1 Physical Distributions Overview

According to sherlekar, (2004:147); physical dimition means the process of delivering the
product to the user or consumer promptly, safelg antime. Physical distribution involves
management (planning action and control) of thespay flows of row materials and finished
goods from the point of use consumption to meetctiomer needs at a profit. It covers all

activities in the flow of goods between produced aonsumer ;(James.E; 1997:60).

Kotler, (2002:536); explains physical distributiaa market logistics a physical distribution has
recently expanded in to the broader concept of Igyuppain management. Supply chain
management starts earlier than physical distribuatiempts to procure the right input (row
materials, component and equipment), Convert théfiently into finished products and

dispatches them to the final destination.

Both authors underline on the point which explghgsical distribution as delivering products
to consumer promptly safely and in time. Thathg time and place utility aspect is regarded as
the major task in Physical distribution decisionking process. Physical distribution takes place
with in numerous Wholesaling and retailing disttibo channels, and includes such important
decision areas as customers Service, inventoryalpmaterials handling, protective packaging
order, processing, transportation, Whole house sékection and ware housing physical
distribution is part of a larger process calledstibution” which includes whole sale and retall

marketing as well the physical movement of produ¢@ancy, 1990:56).

Physical distribution activities have recently rgee increasing attention from business
managers including Small business owners. Thisuis it large part to the fact that those
functions after represent almost half of the totarketing cost of a product. In fact research
studies indicate that physical distribution costsionally amount to approximately 10% of the
country’s total gross national product. These figdhave led much small business to expand

their cost cutting efforts beyond their historidatus on Production to encompass physical
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distribution activities. The importance of physichstribution is also based on its relevance to
customer satisfaction. By storing goods in conuwanlecations for shipment to Whole sellers
and retailers, and by creating fast, reliable medmsoving.

Good, small business owners can help a sure cautiauccess in rapidly changing competitive
global Market.; (Ibid)

2.2 Importance of physical distribution management

“If farms and factories are the heart of industAaherica, distribution network are its circulator
system” (Corey, 1989:78) this statement help toashow vital distribution is to the industrial
sector. Without proper Distribution, products haneway of reaching the ultimate consumer.
Distribution systems are organized in to channélsese channels are an organized set of
institutions what goal is to over goals from pomfitManufacture to point of consumption. The
institution that exist within these distribution aimels are known as intermediaries or
middleman; (Smith, 2000:69).

The actual handling and subsequent delivery igmifgiant portion of total cost of goods. In this
area if is Important to keep a healthy balance betwtwo important concepts; total product
concept and total cost Concept. When we see totalupt concept firms; should never be so
short sighted as to think they only provide custanaephysical product. In today’s market place
it takes more than that to a complete. Customepeaxmore. Customers no longer view the
physical product in isolation from the service asasi®d with that product. Often service can be
Deciding factor when choosing among firms provida@gcommodity product. This view is
known as the Total product concept. Costs are lgleamportant as well and the total cost
concept seeks to maximize the effectiveness oktfige distribution channels rather than one
piece at a time. No stock outs may maximize senhce typically at acceptable cost; (Blake,
1983:126).

Raw materials have to be moved over long distamoen fthe lender supply point to the

production centered. These materials have to vedsfor some time as raw materials and them
as finished product. The finished Products haveetaransported to marketing areas, where the
pattern of consumption shows fluctuations. Somealpets may be consumed on a daily basis,
some only in a particular season. Hence the stavdgeme goods is inevitable. Renewing and
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using physical distribution strategically may emabbmpany to Strengthen and/or by reducing
operating costs; (Etlel, 2004:416)

2.3 The Function Performed by physical DistributionChannel

The distribution channel performed several functionthe overall marketing system. These
include facilitating the changes process sorting atleviate discrepancies in assortment.
Standardizing transactions holding inventors asgsin the search process and transporting
materials and finished products; (Etlel, 2004:422)

Facilitation the Exchange Process

As market economics grew-the exchange processf itstome complicated with more
producers and more potential buyers. Intermediademe in to existence to facilitate

transactions by cutting the number of market plam#acts; (Ibid)
The Nature and Important of Marketing Channel

Few producers sell their goods directly to the Ifinsers. Instead, most use intermediaries to
bring their products to market. They try to forgenarketing channel (or distribution channel) a
set of interdependent originations involved in fmcess of making a products or service
available for use or consumption by the consumédrusiness user. Company often pay too little
attention to their distribution channel, sometinwesh damaging results. In contrast, many

companies have used imagination distribution systegain a competitive advantage; (Ibid)
How Channel Member Add Value

Why do producers give some of the selling jot tarokel partners? After all, doing so means
giving up some control over how and to whom thedpats are sold. The use of intermediaries
results from their greater efficiency in making geavailable to target markets. Through their
contacts, experience, specialization, and scalgefation intermediaries usually offer the firm

more than it can achieve on its own; (Kotler , 208 .

Those who would use them, members of the markethannel perform many key functions

some help to complete transactions.
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- Information — Gathering and distributing marketirggearch and intelligence information
about actors and forces in the marketing environmeaded for planning endearing exchange.
- Promotion — developing and spreading persuasiverorications about an offer.

- Content - finding and communication with prospestbuyers.

- Matching — shaping and fitting the offer to the buy needs. Including activities such a
manufacturing grading assembling and package.

- Negotiation — reaching an agreement on price aneraerms of the offer so that ownership
or possession can be transferred.

Others help to fulfill the completed trangons.

- Physical distribution — transporting transaction

- Financing — Acquiring and using funds to coverdhbsts of the channel work.

- Risk taking- Assuming the risks of carrying out the&annel work.

The question is not whether the use functions nedde performed they must be-bet rather who
will perform them. To the extent that the manufaetperforms these functions, its a costs go up
and its prices have to be higher. When some otthasctions are shifted to intermediaries, the
producer’s costs and prices may be lower. Butniterinediaries must charge more to cover the
cost of their work. In dividing the work of the alreel, the various functions should be assigned
to the cannel member who can add the most valudaéocost;( Philip K and Gary A,2006:37)

2.4 Physical Distribution Components/Activities

2.4.1 Warehouse Location

A warehouse is a location with adequate facilitateere volume shipment are received from a
production centre broken down, resembled into coatibn representing a particular order or
order and shipped to the customer’s location ohtion. The reasonable for establishing a
warehouse in a distribution networked is the cogatif differential advantage for the firms. This
advantage accrues from achieving a lower overafridution cost and or obtaining service
advantage in market area. Given the service wisictesired to be achieved by a company every
warehouse components must have be added or eledinaty when, as a result of this action the
total cost of distribution is reduced; (K. Khan2802 :188).
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The number of warehouse in the logistic system fisnation of the transportation cost saving
from Consolidating shipments and the level of coo service desired. Customer service
usually can be improved by decentralizing supphigentories to provide faster replenishment of
customer inventories, thus permitting customeettuce their inventories. Flow ever this is done
at the greater capital costs of physical warehdas#ities, the higher cost of increased safety
stocks the potential cost of more Shorter-haul rakits, and ever transshipment among
warehouses. Thus the business market must analyee tradeoffs service warehouse
configuration ;(K. Khanna, 2002 :188).

2.4.1.1 Types of warehouse

A firm with a large and stable enough demand ttyfie facility will own a private warehouse

to achieve Low warehousing costs. This arrangero#et the ability to custom design the work
flow equipment and Environment and provides thegrst direct control over operation: private
warehouse also often Incorporate regional salésesffand service centers.

A variation on the privet warehouse is the Constoncof a dedicated customized facility that is
leased to the firm. Leasing provides greater Flgibwith no fixed investment;(Gross,
1998:498).

A company wishing to have warehouse facilities imarket area with too small demand to
justify a Private warehouse can rent space in digpwarehouse such independent operation
provides professional Management of all the fumctieormally under taken by private
warehouse and offer the renter flexibility Chargearording to the amount of work done and
the amount of space required typically on the b&fisnonth-by month commitment. This
arrangement reduces the renter’s capital investenathtthe risk of being locked in to an owned
facility of fixed size or to materials-Handling egment that is subject to Technological
obsolescence. The use of public warehouse spaaepwarticular advantage to a firm who's
Requirements may change due to seasonal demandiftings markets, where promotional
campaigns create unusual demands, and where &ertransportation opportunity may vary;
(Ibid)

A bonded warehouse is a legally secure repositoryhich goods are temporarily stored for
Transshipment, for consolidation, or until taxed daties are paid it may be public or private.
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A field warehouse is a legally secure building ceaawith in a building (whether a public or a
private Warehouse) where material is safeguardeabbwynded employee of a field. Warehouse
organization who issues receipts to the owner efgbods. The owner can then obtain loans
based on the security of the field warehouse géasisepresent by the receipts). Such goods are

not released to the owner without Authorizationhaf lending institution; (Gross, 1998:498).

According to gross (1998:498) warehouse can beuyataxh centered, market centered, or

intermediately Centered.
Production Centered Warehouse

A production centered warehouse is located at naatwfing plants or close to several
production facilities and primarily serves as asmiaation point to accumulate full train load or
truck quantities for shipment at the lowest vehrele. This shipment may process directly to the

customer plant or to other Warehouse located irketarenter;(Gross,1998:499)
Market Centered Warehouse

The market centered warehouse receives full vehlabad from the factory or production-
centered Warehouse and provides more certain @rgpienishment of customer inventories. It
acts as a break Bulk facility receiving truck omtaner loads and reassembling shipment in
smaller loads to provide the Assortment that machdividual customer requirement typically
smaller quantity. In small delivery Vehicles, foora frequent, and timely short-haul deliveries
to small distributors or manufacturing plants;()id

2.4.2 Protective Packaging and Material Handling

Another important component of small business masidistribution system is material

handling. This comprise all of the activities asatexl with moving product with in a production

facility warehousing and transportation terminalse oimportant innovation is known as

unitizing-combining as many packages as possibléoirone load, preferably on a pallet.
Unitizing is accomplished with steer band or shrinkrapping to hold the unit in place

advantage of these material handling methodologludte reduce labor, Rapid movements and
minimize damage and pilferage;(K.khanna,2002:206)
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A second innovation is containerization the comignof several unitized loads in to one box
containers that are presented in this manner &ee @whloaded in fewer than 24 hours, where as
the task could other Wise take days or weeks. 3pe®d allows small export business adequate
delivery schedules in Competitive international kegr (Donald, 2000:502)

Material handling system

The problems of inadequate transportation serviog ancertain transit times can cause a
company to hold several days’ more inventory thagsgal distribution plans call for. This
problem, in turn, adds to the cost of carrying imeey and reduces the number of times that
capital invested in inventory can be turned oveairduthe year, not to mention the undesirable
effects of poor customer service and missed propiarhotions. Consequently, the selection of
appropriate transportation modes and the maintenasfca concerted effort by physical
distribution management to ensure efficient andalpé transportation are prerequisites for
accomplishing distribution objectives. In this $ecf we describe various transportation modes
and the functions they can perform for various clghmembers in facilitating the movement of
products; (Louis W,1996:155).

a) Raw material is transported from the vendor towaeehouse of the production unit. It is
received by trucks, by rail wagon or even by siipthe warehouse the handling of materials
takes place, and a system is required to be evoMesgteafter, the material is stored.

b) At the time the material is required for productimocess, it is again handled. It is retrieved
and transferred of fed into the production process.

c) During the production process, too, the materighasdled in many ways. However, this
material handling is generally an integral parttloeé production process and therefore is not
discussed here.

d) After the material has been finally processed amded into a finished product, the finished
product is handled and loaded for dispatch by argimode of transport to a field warehouse or
to a dealer.

e) Sometimes, the finished product is packed and yrexaded on to the transport vehicle.

f) Sometimes, the material produced at the end obdugtion process is not the final finished
product but only an intermediate finished prodddtis intermediate product is required to be

handled and stored onto be retrieved again, whemegaired for final finishing.
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g) Sometimes, the semi-finished product is requiredeaosent out of the production unit to
another production unit of the same manufactureammther manufacturer. This would require
the physical transport of this intermediate prodocthe other production unit. In this case, the
product may again be transported back to the premuanit for final processing or storage
before dispatch.

h) Sometimes, the semi-finished product may be fidsheanother processing plant and loaded
and dispatched from there.

i) Assuming that the product has been stored in sl fiinished from, it has to be handled
before dispatch from the production centre.

J) The goods may be dispatched straight to the custamevhich case the handling of the
product is done by the customer are a regular featund if specialized handling of goods at the
time of delivery is required, suitable arrangememits have to be made to ensure that handling
is good.

k) Sometimes the goods are sent to a retailer or dealehis case, the quantity of goods
dispatched may be larger. If the dispatches arelaegand in large quantities, specialized
handling may be required. Accordingly, the necesaaiangements will have to be made.

[) The goods may be dispatched to a field warehouigeatompany, or to a public warehouse,
or to the warehouse of a stockiest or distributorthis case they are required to be stored
suitably for sometime before they are dispatcheal ¢castomer, retailer or dealer, as the case may
be. This alternative requires the handling of theshed product during its receipt and during its
retrieval and dispatch to a proper destination. té¢ destination the product is handled
again;(lbid)

2.5 Modes of Transportation

The problems of inadequate transportation serviog ancertain transit times can cause a
company to hold several days’ more inventory thagsgal distribution plans call for. This

problem, in turn, adds to the cost of carrying imeey and reduces the number of times that
capital invested in inventory can be turned oveairduthe year, not to mention the undesirable

effects of poor customer service and missed propiarhotions. Consequently, the selection of
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appropriate transportation modes and the maintenasfca concerted effort by physical
distribution management to ensure efficient andalpé transportation are prerequisites for
accomplishing distribution objectives. In this $ect we describe various transportation modes
and the functions they can perform for various clghmembers in facilitating the movement of
products; (Louis W, 1996:155).

The basic modes available for transportation are haghway, water, pipeline and air. The
following are the vital elements:

A. The most critical distribution decision is the stien of appropriate mode of transport. This
fixes two basic elements of distribution functions:

-transit time or time lapse between production sald and level of transportation costs.

In general, there is an inverse relationship betwtesnsit time and transport cost-the lower the
transit time, the higher the transport cost. Howegaedecision that takes into account only one
cost factor cannot be justified. An evaluationiod effect of transit time on other costs must also
be considered. Unsold production represents adogh and the longer the transit time on other
costs;(lbid)

i. Rail- Rail road’s carry the greatest amountreight typically because of the volume of forest
products, grain, chemicals, metals, and bulk. Matethat are handled or great distances. Ralil
shipments can accommodate a wide range of typesSarets of goods-dry, liquid, frozen,
controlled atmosphere, and awkwardly shaped iradr(CL). At an advantage rate of just a few
cents per ton-mile, rail is an inexpensive transpmade to and from rail road terminus points,
unless shippers or receivers have spare linestimetoplants or warehouse. Rail road’s primarily
are used to transport low-value, high density,darglume shipments over long Distances. As an
indication of the large scale of a rail shipmenacfured goods shipments by rail advantage 36
tons. Whereas forestry, mining and mining produstsrage 62 tons per shipment. Sensitive
equipment May be damage by the impact of rail baisag shunted in train assembly, so other
modes are preferable for such shipments;(lbid)

ii. Highway-The most popular mode of transportatigntruck. Its importance shipment of
selected industrial products can be seen on thi¢ifatmore than 80 percent of the weight of all

machinery fabricated metal products. Truck transgothe most available and accessible of the
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modes because mater vehicles are not restrictéeiioynal to terminal operation but can provide

service from the shipper loading points to the inesredock;(1bid)

iii. Water- the prime advantage of water transi®its capability to move very large shipments.
Waters offers lowest cost transport, but at a skpeed and restricted access. Deep water
shipment are primarily move low-value, high-densiygoes such as cement, chemicals, grain,

mined items, and Bulk commodities;(Ibid)

Iv. Air- the utilized and most costly (about 8hte per ton-mile) freight mode is air shipment.
The first large all-cargo air carrier was flyinggeér. Other large airlines loan most of their

revenue from passenger Service;(Ibid)
2.6 Major Channels of Distribution

Diverse distribution channels exist today. The mostnmon channels for consumer goods,

business goods, and services are described next and
2.6.1 Distribution of Consumer Goods

Five channels are widely used in marketing tangoiptelucts to ultimate consumers:

» Producer---- consumer: The shortest distributioanciel for consumer goods involves no
middlemen. The producer may sell from door to dwdoy mail.

» Producer ------ retailer ----- consumer. Many larggailers buy directly from manufactures
and agricultural producers. To the chagrin of vagiovholesaling middlemen.

» Producer ---- wholesaler ----retailer ---- consuméthere is there is a traditional channel for
consumer goods, this is it. Small retailers areufectures by the thousands find this channel the
only economically feasible choice.

» Producer- agent ---- retailer ---- consumer: Indted using wholesalers, many products
prefer to use agent middle men to reach the netaiket, especially large scale retailers.
Producer ---- agent ----wholesaler ----retailercensumer: To reach small retailers, producers
often use agent middlemen, who in turn call on whkalers that sell large retail chains and/or
small retail stores. Working as an agent on bebtlVaries grocery-products manufactures;
(Philip Kotler and Gary Armstrong, 2006:37).
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2.6.2 Distribution of Business Goods

A variety of channels are available to reach orztions that incorporate the products into their
manufacturing process or use them in their oparatin the distribution of business goods, the

terms industrial distributor and merchant wholesasge synonymous.
The four common channels for business goods are;

» Producer user: This direct channel accounts fareatgr dollar volume of business products
than any other distribution structure. Manufactuodslarge installations, such as airplanes,
generator, and heating plats, usually steel dirergérs.

» Producer industries distributor user: producersopérating supplies and small accessory
equipment frequent use industrial distributors éach their markets. Manufacture of building

material and air-conditioning equipment are towregke soft firms that make heavy use of

industrial distribution.

» Producer agent-users: firms without their own sdbgsartments find this a desirable channel.
Also, a company that wants to introduce a new produenter a new market may prefer to use
agents rather than its own sales force.

» Producer agent industrial distributor user: Thiarotel is similar to the preceding one. It is

used when. For some reason, it is not feasibleltatsough agents directly to the business user.
The unit sale may be too small for direct selli@y.decentralized inventory may be needed to
supply users rapidly. In which ease the storageces of an industrial distributor are required;

(Michael J, Etzel at. Al, 2004:196).

2.7 Factors Affecting Choice of Channels of Distribtion

As There are a number of distribution channel teskidentifying and selecting the most
appropriate one need a careful decision makingllystiee identification and selection of the
appropriate distribution channels is based one#ivant factors according to many authors, it
should be based on such factors as the firm’'s mtsdtapabilities and marketing resources; the

target market and the buying patterns of potentiatomer and the product itself;(lbid)
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The Nature and Important of Marketing Channel

Few producers sell their goods directly to thelfurgers. Instead, most use intermediaries to
bring their products to market. They try to forgenarketing channel (or distribution
channel) a set of interdependent originations wewlin the process of making a
products or service available for use or consumplip the consumer or business user.
Company often pay too little attention to theretriisition channel, sometimes with
damaging results. In contrast, many companies hagd imagination distribution system

to gain a competitive advantage;(Kotler,2008:26)
How Channel Member Add Value

Why do producers give some of he selling jot toncteh partners? After all, doing so means
giving up some control over how and to whom thedpads are sold. The use of
intermediaries results from their greater efficieme making goods available to target
markets. Through their contacts, experience, sjesion, and scale of operation
intermediaries usually offer the firm more tharcan achieve on its own; (Kotler , 2008:
36) .

Those who would use them, members of the marketiwagnel perform many key functions
some help to complete transactions.

Information — Gathering and distributing marketing research imelligence information
about actors and forces in the marketing environmeseded for planning endearing
exchange.

Promotion — developing and spreading persuasive communica#ibout an offer.

Content - finding and communication with prospective buyers.

Matching — shaping and fitting the offer to the buyer’s reedncluding activities such a
manufacturing grading assembling and package.

Negotiation — reaching an agreement on price and other terrtieeadffer so that ownership
or possession can be transferred.

Others help to fulfill the completed transactions.

Physical distribution — transporting transaction
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- Financing — Acquiring and using founds to cover the costhefchannel work.
- Risk taking- Assuming the risks of carrying out the channetkvo
The question is not whether the use functions nedlde performed they must be-bet rather

who will perform them. To the extent that the mamtifire performs these functions, its a
costs go up and its prices have to be higher. Véoeme of these functions are shifted to
intermediaries, the producer’s costs an prices baajower. But the intermediaries must
charge more to cover the cost of their work. Iniding the work of the channel, the
various functions should be assigned to the cameehber who can add the most value
for the cost; (Philip Kotler and Gary Armstrong)80 37).

Major Channels of Distribution

Diverse distribution channels exist today. The nmemstmon channels for consumer goods,

business goods, and services are described next and
Distribution of Consumer Goods
Five channels are widely used in marketing tangibelucts to ultimate consumers:

» Producer---- consumer: The shortest distribution channel for consumerdgomvolves no
middlemen. The producer may sell from door to dwdoy mail.

» Producer ------ retailer ----- consumer Many large retailers buy directly from manufaesir
and agricultural producers. To the chagrin of vasiosholesaling middlemen.

» Producer ---- wholesaler ----retailer ---- consumerlf there is there is a traditional channel
for consumer goods, this is it. Small retailers mr@nufactures by the thousands find this
channel the only economically feasible choice.

» Producer- agent ---- retailer ---- consumer:Instead of using wholesalers, many products
prefer to use agent middle men to reach the netaiket, especially large scale retailers.

» Producer ---- agent ----wholesaler ----retailer -—consumer: To reach small retailers,
producers often use agent middlemen, who in tulihocawholesalers that sell large retail
chains and/or small retail stores. Working as aanagn behalf of varies grocery-products
manufactures; (Philip Kotler and Gary Armstroi§)2:38).
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Distribution of Business Goods

A variety of channels are available to reach orgations that incorporate the products into
their manufacturing process or use them in the@rajons. In the distribution of business

goods, the terms industrial distributor and merthdmlesalers are synonymous.
The four common channels for business goods are;

» Producer user: This direct channel accounts for a greater detdume of business products
than any other distribution structure. Manufacturésarge installations, such as airplanes,
generator, and heating plats, usually steel dyrergérs.

» Producer industries distributor user: producers of operating supplies and small accgssor
equipment frequent use industrial distributorsetach their markets. Manufacture of building
material and air-conditioning equipment are towregke soft firms that make heavy use of
industrial distribution.

» Producer agent-users:firms without their own sales departments findstlai desirable
channel. Also, a company that wants to introduce\w product or enter anew market may
prefer to use agents rather than its own saleg forc

» Producer agent industrial distributor user: This channel is similar to the preceding one. It
is used when. For some reason, it is not feasibéell through agents directly to the business
user. The unit sale may be too small for direclirggl Or decentralized inventory may be
needed to supply users rapidly. In which ease titrage services of an industrial distributor
are required; (Michael J, Etzel at. Al, 2004:15)

Distribution of Services

The intangible nature of services creates spec#filtlition requirements. There are only

two common channels for services.

» Producer — consumer.Because a service in tangible, the production m®@nd /or
sales activity often require personal contract leetwproducer and consumer. Thus a
direct channel is use. Direct distribution is tyitor many professional services, such as
health care and legal advice. And personal seryvicesuding travel, insurance, and

entertainment may , also on direct distribution.
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» Producer- agent:-Consumer: While direct distribution often is ne@egdor a service to
be performed. Producer- consumer contact may noedpgred foe distribution activities,
Agents frequently assist a service producer witdngfer of ownership (the task) or
related tasks. Many service notably travel, lodgudgertising media, entertainment, and
insurance, is sold through agent; (Michael J, Etatl al,2004:197).

In an attempt to the factors affecting the choi€edistribution channel, He argues that the
selection is condition by a host of factor whictsismmarized in the following checklist;(Pride
and Ferrell,975:392).

The customer characteristic contains the numberagpect customers with their geographical
distribution. On this the frequency of purchase #mel average size order of the considered.
Lastly the distribution of the users on the badicansumption and credit standing put in to
consideration;(lbid)

On the characteristics of middleman consideredlyinharketing coverage and gross margin.
Secondly, proportional of salesmen’s time availatole selling product, degree of technical
expertise and financial strength and ability. Hinglhe capacity of stock carrying, serving and
servicing ;(Ibid)

On the characteristics of the company size botblates and relevant to the industry or market
of which it is a member and the financial strendtidustry position which is either leader or
follower and spatial relationship between plans amajor users take as the member. Finally
degree of technical component and breadth of peotrid desired service considered;(Ibid)

For the environmental and competitive charactesstie nature of seasonal cyclical and secular
trends in demand and the degree of concentratiarsén industry considered. The nature and
usage of existing distribution channels and themxhature of legal restriction and regulation.
Inaddition to government procurement policies amel impact of taxation for instance leasing
put in to their effect;(Ibid)
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Consumer needs- the demand for industrial goodsiiived from consumer demand shifts in the
later will have an impact on the former. He ha® afeade a conclusion that consideration of all
these factors plays an important role in deternonaa firm’s distribution policy and result in
many divers channel alternatives;(Michael. J. BAIG85:288)
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Chapter Three

Data Analysis, Presentation and Interpretation

This chapter mainly focused on the collection dbdand its analysis as wall as interpretation, tias being
gathered from both business customers and marketamagers of AL-SAM PLC.

These data were obtained through questionnairesnéaryiews. The questionnaires which encompasstid b
an open ended and close ended question were distlito business customers of AL-SAM PLC and also
the interview was held with marketing managershefcompany.

Among the customers of AL-SAM PLC in Addis Abab#& BGustomers were selected as sample respondent
using census method of sampling technique. Thusguéstionnaires were distributed to customers.
However, 28(93.33%) of them corporate in fillingt dlhe questionnaires and returning the questioasair
while 2(6.67%) were not able to give their response
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3.1 General Information about respondents

Classification of Respondents by Age and Gender

No Item Frequency Pet¢et)
Male 19 67.85%

1 Gender ™ Female 9 32.15%

Total 28 100%
Below-20 6 21.42%
yr
2
21-30 yr 3 10.71%
Age
31-40 yr 19 67.87%
41-50 yr - -
Total 28 100%

On Item 2 of table 1, 6(21.42%) of the respondemrts between 21-30 years of age group, 3(10.71%) of
respondents are between 31-40 years of age grO®7.85%) of respondents are between the age group
of 41-50 years. From this we can understand thatdbmpany’s most customers or 19(67.85%) of
respondents are in the age group of 41-50 yearthesdanformation collected from them is relevant tioe
subject matter of the study with acceptable degfeeliability.
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3.2 Works Relation with the Company

No Item Frequency eréent %
A. <1years - -
B. 2-4 years 7 23.33
C. 5-7 years 11 39.28

For how many
years you have

L been in D. 8-10 years 7 23.33
business
E. 11 and above 3 10.72
Total 28 100

As it can be seen from the item-1of table 239148%) of the respondents have been in the bussfoed-7
years, 7(23.33%) of the respondents have beeneirbtisiness for 2-4 years, besides 7(23.33%) of the
respondents were between 8-10 years. Furtherm@t@,72%) of the customers of the company have
existed within this between 11 and above years.

Accordingly, the above figure entails that mosthef company’s customers have got more experience.

So in general from the above figure and informatige can understand that the majority of thoseosnets are
between 5-7 years that they have been stayed mvitiei business. And this showed that they are $wme
relevant to this research in such a way that tlaseta good understanding about the business apdaie
give the right response to the student researcher.
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3.3 Distribution of the Company Products

No Item Freqoy Percent %

A. less than 1 year - -

B. from 2-3 year 12 42.85
For how long you
have been C. from 4-6 year 13 46.43
1 distributed thel
company D. from 7-9 year 3 10.72
product

E. 10years & above - -

Total 28 100

Based on the data presented on item-1 of tablen8ng the total respondents 13(46.43%) of the redxas
are distributed the products of the company betweg® years, 12(42.85%) of them distributed the
company product between 2-3 years,

3(10.72%) of the customers are distributed the @miproducts for 7-9 years and finally, 0(0%) oérth
distributed the company’s product between 10 yaadsabove and less than 1 years.

It can be seen from the data we can understandrbstt of the company’s customers had get good leayd
regarding the company’s products.
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3.4 Availability of the Transportation

Iltem Frequency Patd®
N
o]
A. very good - -
How do you evaluate B. good - -
the company’s
1 transportation(tru C. medium 17 60.71
ck availability)
D. poor 4 14.29
E. very poor 7 25
Total 28 100
A. very high - -
How do you measurg B. high - -
the
2 transportation
system of the C. medium 10 35.71
company
towards D. low 14 50
distributing the
products at the E. very low 4 14.29
right time
Total 28 100

As indicated in table 4 item-1- shows that 17(6@6J bf the company’s customers measure availahifityuck
as medium, 7(25%) of the customers said very péoally 4(14.29%) of the customers said poor
availability of truck within the company.
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As it observed from table 4 item-2- concerning ttensportation system of the company to distrikthi
company’s product at the right time,14(50%) of toenpany’s customers evaluate as low,10(35.71%) of
the respondents measures as medium, and 4(14.23B@no evaluate vary low.

As it is maintained on the literature part, trarmsgion is an important element of logistics funatiwhich
really provides the time and place utility andptgnary function of the physical distribution systevhich
can significantly influence the final selling pricé the product and its profitability. Based on tigove
definition we can understand that have relevamspartation is, and it's the single most importalement
which was a significant influence on the final ejlprice of a given product.

From the above result we can conclude that majooitythe customers of the company evaluate the
transportation aspect of the company are not cepatbugh to give the desired service for its custsm
and this may create dissatisfaction on the custesides and in turn affects the company’s profiitgbi

3.5 Availability of the Inventory

Item Frequgnc Percent
%
A. very high - -
How do you measure B. high - B
availability of inventory
with desired level of C. medium 17 60.71
customer?
D. low 3 10.72
E. very low 8
28.5
7
Total 28 100

From item-1- of table 5, we can clearly understémat 17(60.71%) of the customer evaluate as medium,
8(28.57%) of the customers evaluate as very lo).3R%) of the respondents as low. It can be seen f
the data there is lack of inventory that satisty thistomers desired level.
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3.6 Order Processing Capability

No Item Fregqey Percent %
. very good 4 14.28
How do you evaluate the . good 4 14.28
overall order taking
1 capability? “medium 4 14.28
. low 8 28.57
. very low 8 28.57
Total 82 100
. very often - -
How often do you get . often 5 17.85
orders on the
2 promised de“very . sometimes 4 14.29
schedule?
. late 5 17.85
. very late 14 50
Total 28 100
A. strongly agree 4 14.28
Do you agree with the B. agree 5 1785
statement that AL-SAM
PLC delivers orders o C. neutral 5 17.85
time
3
D. disagree 9 32.15
E. strongly 5 17.85
disagree
Total 28 100

With regard to the overall order processing techaigapability table 5 item-1- we can
clearly see that 8(28.57%) of respondents evaliteverall order taking capability as
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low, 8(28.57%) of respondents also evaluate as lmxy4(14.28%) of the customers
evaluate it as medium, 4(14.28%) of the customéve there respond as high and
4(14.28%) of them evaluate it as very high.

It can be seen from the data majority of the redpats which are 16(57.14%) of them
measure as medium, Low and very low.

This implies that the company has some problenta@haith order taking capability.

In relation to the figure presented on table 6 w®mi2- shows that 14(50%) of the
respondents evaluate as very late, 5(17.85%) afubtomers evaluate as late,5(17.85) of
the respondents measure order on promised timeftans, and 4(14.29%) of the
respondents measure order on promised time as isoeset

Concerning delivery orders on time in table 5 @mit3- shows that 14(50%) of them
evaluate as disagree and strongly disagree. Intiaddto this 5(17.85%) of the
respondents replied as agree, in addition to tliis.B5%) replied as Neutral, and
4(14.28%) of the respondents respond as strongéeag

This implies that most of the respondent had soroabd related to time delivery
performance of the company.
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3.7 The Quality of the Products

ltem Frequericy Percent
N %
0
A. very often - -
How often you receive  B. often - -
defective  produc :
1 by your company? C. sometimes 12
42.8
3
D. late 9
32.1
5
E. very late 6
21.4
2
Total 28 100

As it can be seen from item-1- of table 7, 21(8%9 of the respondents measure receiving
defective products by their company as sometimesoétien. 6(21.42%) lastly response
as very late.

This shows that the company mostly uses modermizgérial handling equipment that help
to handle raw materials and finished products wicesh have a significant impact on the
company reputation.

So in general, from the above figure we can obsé#raethe company’s material handling
practice in a good condition.
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3.8Complaint Handling

No ltem Foency Percent
%
A. very good - -
How do you B. good 4 14.28
measure the _

1 responsiveness| ~ C- medium 3) 17.85
to handle D. poor 9 31k
customer’s
complains? E. very poor 10 35.71

Total 82 100

As it can be seen from item-1- of table 8, B0[3%) of the respondents evaluate the
company complain handling system as very poor, .263%) of them also measure the
company responsiveness to handle the complain@s ipcaddition to this 5(17.85%) of
the company customers also evaluate the compality dbihandle customer compliant

as medium and finally, 4(14.28%) of the customeesasare it the potential to handle
customer compliant as good.

This implies that 10(35.71%) and 9(32.15%) of tleenpany customers are evaluate the
company’s complain handling system as very poorpa.

This is because of the company not provide prorofuttion for their problem. Accordingly
on the literature part customer service is defiasdthe result of physical distribution
activity which creates customer value or benefist thas an impact on the company
profitability. So in general, from the above figuraed information, we can understand
that the company complaint handling system isgoad condition.
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3.9The Company Overall Distribution Practice

ltem Frequerlcy Percent
N %
0
A. very good 2 7.15
How do you late the  B. good 8 28.5[7
overall physica _ ]
1 distribution C. medium 8 28.5¢
practice of the D. poor 10 3571
company?
E. very poor - -
Total 28 100

As it can be seen from table 9 of item-1- with regeo the overall physical distribution
practice of AL-SAM PLC 10(35.71%) of them as po®28.57%) of them as medium,
8(28.57%) of them as good and finally 2(7.15%) had tespondents evaluate it as very
good.

Therefore, from the above figure we can clearlyarathnd that, most of the respondent, (10
or 35.71%) of the respondent have evaluate theathy@rysical distribution as poor. This
implies that most of the respondents have some &irdbubt regarding the company’s
physical distribution practice.
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3.2. Analysis of the Interview

Based on the response get from the open endediansestne majority of the respondent
complains on the company’s transportation system,company’s deliver of order
promising time. The customers were also asked ve gheir suggestion on how to
improve the timely delivery of orders. Most of thgave suggestion for the company to
make available materials required in order to peedihe ordered product on the
promised delivery schedule, the customer also agkedjive suggested that the
company'’s vehicles are not sufficient enough tedhe desired service so the company
give due attention for this problem and increase nlamber of vehicles to give the
products at the right time.

For the company to improve the order processirggctistomers suggested the enterprise to
accept orders properly and reduce the process vimcives longer paper work and to
use advanced technology to manage orders.

Generally, the customers were asked that basedhere texperience that they want to
continue as a customer in the future, as a majofitespondents replied although the
company has some major problem on this physicdtfiloligion activity, they want to
continue their relation.

In this part the student researcher presents. ritbemation collected from the interview with
marketing and sales manager of AL-SAM PLC.

The researcher has asked about the factory digtorbsystem and trends the marketing
manager replied that the product distribution kditect and indirect distribution system.
That means question is about the company’s thacaffroduct distribution strategy.
They replied that that affect the distribution ladfkits own transportation trucks from the
company to the consumer, lack of identification aswlection of the appropriate
distribution channel, the company often pay aeliittention to its distribution product.
Less demands of the products in the consumers, friging of the products, lack of
environmental and competitive trend.
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According to the interview from the company, to iavirends the problem that affects the
distribution process the company designed apprapsiaategy to the future.

The student researcher has asked what are thegesstomnd weakness of AL-SAM
distribution channel with respect to competitorshey replied that the company
composed of all kinds management technique by al&cto avoid the problem. The
strongest part and the weakness side of mentido@ekdn the affected point.

The following question what are the problem relatedoroduct distribution channel with
respect to price, place, promotion using agentsiargmediaries, the manager replied
that most of the customers expect low price bubmting to the current row material and
equipment high price influence the pricing of procu With this high price customers
complain at any company when they do not work reamgspromotion with place and
time.

The student researcher asked about the branchebhehaompany currently serves is enough
to the major market. The manager tries to answadrttte company has brunches through
out the country to distribute its products.

Lastly the student researcher has asked aboutdimpany’s future plan. The manager
replied that the company is trying to identify asdlect the appropriate distribution
channels, create suitable transportation, giventite for gathering and distribution
marketing research, work sufficient information acommunication to distribute the
product frequently, develops serving the capaaitynimizing and competitive train
about our products are the most essential acfiottyhe future.
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CHAPTER FOUR

SUMMARY, CONCLUSION, AND RECOMMENDATION

The objective of the study is to assess the physical distribution practice of AL-SAM PLC. Accordingly the
student researcher gathered data through primary and secondary source of information mainly though
questionnaire and interview to spot out major finding.

From the analysis and interpretation made in the previous chapter, the following summary, conclusion and
recommendation are drown up.

4.1 Summary

On this part of the study the findings of the study would be summarized as follows

46.43% of the respondents distribute the company product for 4-6 years.

60.70% of the respondent medium evaluates the company’s transportation or availability of truck.

- Majority of the respondent which was 50% of them evaluate the transportation system of the company
towards distributing the products at the right time.

- Regarding the response made by customer with respect to availability of transportation truck of the
company and 28(100%) of them replied as medium, poor and very poor.

- 60.7% of the respondent medium evaluates the availability of inventory with the desired level of
customer.

- Majority of the respondent which was 47.14% them did not satisfied by the overall order taking capability
of the company.

- 50% of the respondent replied that they did not get orders on the promised delivery schedule.

41



- 32% of the respondent did not agree with the statement that AL-SAM PLC deliver orders on time.

- 42.83% of the respondent replied that sometimes they receive defective products from the company.

- Regarding the response made by the company marketing manager in relation to availability of
transportation truck in the company the respondent as very low.

- 35.71% of the respondent poorly evaluate the company on the responsiveness to handle
Customer’s complains and the overall physical distribution practice of the company.

4.2 Conclusions

The finding of the study concluded on this part of the study.

- The company didn’t have enough transportation or truck for the distribution of the products.

- The company didn’t perform properly on the transportation system towards distributing the product at
the right time.

- The company had a problem on the order taking capability giving of orders for the promised delivery
schedule.

- The company didn’t offer the products that deliver orders on time.

- According to the data of the study it can be concluded that the company doesn’t have advanced
technology to take customers order effectively and efficiently.

- Sometimes the company offers defective product for sell.

- The company had a problem on the responsiveness to handle the customers complain and on the overa
physical distribution practice of the company.
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4.3 Recommendation

The student researcher gives my own recommendation on the physical distribution practice of AL-SAM PLC.
According to the finding the recommendation of the company performance are under listed below:-

* In relation to availability of truck the company should try to acquire additional vehicles (buy, lease) so
as to have enough truck to deliver its product to its target customers since transportation is primary
function of physical distribution it need to give due attention to solve this problem.

* Fast delivery of orders is very crucial. There are a lot of competitors in the current market environment. Fail
to deliver on time will result in the shifting of customers to competitors. Because if customers don’t
receive product on time, they will be dissatisfied and disappointed. The enterprise should maintain
consistency and reliability in meeting delivery schedule.

* To avoid delay of orders the company should assign (stock) enough row materials used as an input in the
production process. In addition to these the service given for the existing product should be improved by
increasing the concerned man power.

* In order to handle customers compliant the company should design customer complain handling format
with full information and the company prepare suggestion box to get full information from the customer
and use it as a feedback for the future performance.

* In to avoid problems related with order processing the company should use computerized data handling
system for customer order effectively and efficiently and reduce the process which involves longer paper
work.
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APPENDIX

St. MARY'S UNIVERISTY COLLEGE
FACULTY OF BUSINESS

DEPARTMENT OF MARKETING MANAGEMENT

The questioner is developed by final year marketing degree program student of St. MARY'S UNVERSITY
COLLEGE for partial fulfillment of senior paper in titled

‘An assessment of physical distribution practice of AL-SAM P.L.C’

The out put of this Questionnaire will have greater contribution for the enterprise to improve its distribution,
for the company to improve its distribution performance your kindly willingness and accurate feed back in
answering the question will be helpful for the researcher to accomplish the research. Therefore, please
kindly extend your cooperation by frankly and honestly responding to the items contained in this
questionnaire.

Instruction;

-It is not necessary to write name

-For alternatives items with alternatives response please put in the boxes corresponding to your choice and
write your answer on the blank space

I. General characteristics of respondent

1. Gender
A. Male B. female
2. Age
A.less than 25 C. more than

B. between 26-35
3. Education back ground

A. Elementary C. certificate

46



B. Secondary D. Degree

Il. Information relate with the subject of the study
4. How many years you have been in business?

A<1[ ] B.2-4 ] C.5-7
D.8-1( ] E. 11 and above ]

5. For how long you have been distribution AL-SAM products?

A. less than 1 years ] C. from 4-6 years ]

B. from 2-3 years[ | D. from 7-9 years ]

6. How do you evaluate the company transportation truck availability for delivering the product?
A. very good C 1 B. good ] C. medium C 1
D. Poor 1 E. Very poor 1

7. How do you measure on the time base availability of inventory with desired level of customer?
A. very high - B.high [ ] C. medium -
D.low [_JE.verylow [ ]

8. How do you measure the company capability the transportation for distributing the product?

A. very high ] B. high ] C. medium ]
D. late ] E. very late ]
9. How do you measure the transportation system of the company towards distributing the product at the
right time
A. Very high ] B. high L1 C. medium ]
D. Iovl:l E.verylow [ ]
10. How do you evaluate the company’s responsiveness to handle customer’s complains?
A. very good ] B. good ] C. medium ]
D. poo:l E. very poor ]
11. How do you evaluate the delivery on time of the company?
A. very good |:| B. good |':|edium ]
D. poo|:| E.verypoor [ ]
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12. How often get orders on the promised delivery schedule?

A.very often:l B. often I:l C. sometimes ]
D. rare1:| E. very rare ]

13. How do you evaluate the company overall order taking capability?

A. very good |:| B. good |:|C. medium |:|

D. pool':l E. very poor |:|

14. How often you inform the company about the problem you faced?
A.very often|:| B. often |:| C. sometimes |:|

D. rare E. very rare

[ 1] [ ]

15. How do you evaluate the company overall physical distribution practice?

[ ]

A. very high |:| B. high |:| C. medium
D. Iate:l E. very late

16. Based on your experience, what are the cause of delay of orders please specify the

17. What should be done to improve the timely delivery performance? Please specify them

18. What do you think the solution for the problem related with the company transportation system?
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Interview Check list for Marketing Managers

This interview is prepared by a student researcher. Prospectively graduate of year 2005 in the filled of
marketing management for the partial fulfilment of a senior essay and the main objectives of this
interview is to make an assessment of physical distribution in the case of AL-SAM PLC.

There for you are kindly requested to respond honestly and with due care because of the answer will have
paramount for out come of the researcher.

1. What kind of distribution strategy the company implements?

2. What are the factors that affect distribution strategy?

3. What are the strongest and the weakest side of the distribution channel and with respect to the
compotators?

4. What are the problem related to distribution channel with respect to price, place, promotion, using agent

and other intermediaries?

What is your suggestion about the company’s overall physical distribution activity?

Do you think that the brunch currently have is enough to serve the major market?

Does the company have sufficient and convenient distribution channels?

What strategy does the company apply to satisfy its customers?

What plan does the company have for the future?

WoNw
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