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Foreword

“No matter what the field or profession, the ‘great ones’ always teach.” A
friend recently shared this thought with me, and the more I contemplated
what she’d said, the more I became convinced she was right. In the field of
marketing, in my 30 years working to help companies be more innovative
marketers, I've met fewer than a dozen “great ones.” Bud Johnson makes the
short list of great ones. Yes, he is an immensely talented and creative mar-
keter. But he’s also a great teacher. And I should know. I was one of Bud’s
first “students.” The first marketing plan I ever developed and wrote (for a
new line of fishing tackle) was under the encouraging and creative eye of Bud
Johnson. I could have had no better teacher.

And now Bud continues his role as teacher, only on a much broader
scale, with the publication of Powerhouse Marketing Plans. And, much as when
I had the privilege of starting out with Bud, Powerhouse Marketing Plans, pro-
vides the realest of a real-world education on how to conceptualize, plan, and
implement innovative new marketing ventures. What’s so wonderful about
this book (and a testament to Bud’s skill not only as a creative marketer but
as a gifted teacher), is that it can be read at many levels, no matter what the
reader’s business experience, background, talents, or interests.
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At one level (the most basic of levels), you can use these sample mar-
keting plans, to guide and model—almost as a template if you will—any mar-
keting plan you have to create. Any (or all) of the fourteen marketing plans
will help you make sure you’ve asked the questions you should be asking,
considered all the elements you should be considering, and been clear about
the assumptions you’re making in your plan. Furthermore, if need be, you
can adapt the form and formats of these plans to help you actually write your
marketing plan.

On another level, the stories behind the marketing plans can provide
inspiration and guidance to the novice and veteran marketer alike, especially
when faced with a difficult marketing challenge. Seeing how Bud and his
clients solved some of the seemingly insurmountable marketing challenges
on the way to developing such marketplace successes as L’eggs pantyhose or
Philips long-lasting light bulbs is tremendously helpful, if only in knowing
that with enough persistence and creative thought, most problems can some-
how be solved. The fact, too, that Bud has intentionally included several less-
than-exciting, commodity-type products makes these examples, to my mind,
all the more inspiring. Knowing, for instance, that Wooster Brush was able
to substantially increase the size of their mini paint roller business with a
single, well-executed idea may be a source of hope for the innovation man-
ager charged with developing innovations like laundry detergents, deodor-
ants, or toothpaste. My guess is that many of the marketing challenges that
Bud describes in the book, at some level, will not be too very different from
the marketing and growth challenges you are now facing or will someday
face on your current or future new business ventures.

On a third level, the stories behind the marketing plans are fun to read,
while adding to your general business knowledge and education. I like to
think of these stories as a kind of Indiana Jones adventure for the marketing
mind. As in any new marketing venture, you really have no idea what’s going
to happen. All you know for sure is that you're in for one hell of a ride.

Specifically, Part One of Powerhouse Marketing Plans gives the inside
story—literally from wish to launch—of six real-world marketing success
stories. Part Two gives eight “sample” marketing plans, disguised for the
purposes of client confidentiality, but no less real or instructive than the case
studies and marketing plans in Part One. In all fourteen chapters, actual
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marketing plans have been selected from scores of alternatives, most of
which Bud has worked on over the years, because of their variety and ability
to elucidate different elements of marketing venture creation within vastly
different industries.

What I find uniquely valuable about Powerhouse Marketing Plans, unlike
so many of the other business books I've read over the years, is Bud’s ability
to provide the seminal thinking behind the marketing plan: why and how the
venture was originally conceptualized, the inevitable challenges that come
with creating something new, and ultimately how these challenges were
overcome on the road to business success. As such, I think they provide an
unequaled way to learn about how new business ventures happen in the real
world.

Put another way, the true learning—and value—of Powerhouse Marketing
Plans is its exploration of the details of new marketing ventures—and the
interrelationship among these details. In this book, Bud has attended to the
details of all the elements of the marketing mix: from name development
to package creation; from display design to trade dealing, and price/value
tradeoffs; from product positioning to marketing communications; from re-
searching the competitive environment to understanding consumer seg-
ments and their unique motivations and interests. As such, we’re given a
unique opportunity to look behind the curtain of marketing wizardry to see
both the magic of directed creative thought and the incredibly hard work
that’s required to get all the elements of the marketing mix to come together
in an integrated way to create a unique new product with a compelling point
of difference. If more marketing executives would read Bud’s book, one can’t
help but think that new product failure rates would fall dramatically from
the 80 to 90 percent levels they are at today.

Powerhouse Marketing Plans really has less to do with the actual writing
and format of a marketing plan, and very much more to do with the creative
thinking and problem-solving processes behind literally creating something
out of nothing. Quotes from Dwight D. Eisenhower and my daughter Caro-
line come to mind as a way to sum up the essence and value of Powerhouse
Marketing Plans.

Said Eisenhower about his plans to invade Europe on D-Day: “It’s not
the plan, it’s the planning.”
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Said Caroline, dressed in a princess’s gown, staring at herself intensely
in the mirror: “I have a magic wand, and I'm not afraid to use it.”

Bryan W. Mattimore, author of 99% Inspiratio:,
Tips, Tales and Techniques for Liberating Your Business Creativity



Preface

A business can have a great financial plan, be well capitalized, and have the
best products or services in its industry and a talented management team—
but it won’t survive for long without profitable sales. One of the best publi-
cized examples of this was the large number of dot.com failures. Many of
those failed companies had outstanding web sites based on clever business
concepts, but they just were not capable of generating sufficient profitable
sales.

One of the best ways to ensure that the sales opportunities of a business
are realized is through the development of a marketing plan. Ideally this is a
written document that spells out, in detail, how the business intends to gen-
erate those new and continuing profitable sales. It should be a working docu-
ment that is adjusted from time to time as the plan is implemented. This
book focuses on the development of winning marketing plans. In the book,
we’ll review the marketing plans of a number of highly successful products,
such as L’eggs hosiery, Philips long-life lightbulbs, and EZ Change hearing
aid batteries by Energizer. We’ll also identify the unique characteristics that
differentiate successful from unsuccessful marketing plans. This is the only
book that provides you with a series of real examples that can be used as
models.

xiii
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This book also shows a number of ways of significantly improving the
odds of developing a successful marketing plan. Many of the successful mar-
keting plans in this book share a number of characteristics. There are similar-
ities in the attitudes of the people who have developed these marketing
plans, in the reasons that the marketing plans were developed in the first
place, and in the implementation processes employed as these successful
business ventures were unfolded. By identifying the common traits in mar-
keting plans that made it, this book provides readers with examples of how
to proceed with their own marketing plans.

Who Should Read This Book

Powerhouse Marketing Plans is written for people who are—or would like to
be—involved in the development of a marketing plan. The book has been
written to be useful both to managers and executives in medium and large-
sized corporations and to individuals and small businesses.

Businesses

This book will meet many of the marketing needs of people in established
businesses, small and large. For the smaller business, the book will give the
CEO or marketing manager a road map that clearly illustrates how to proceed
with the development of a marketing plan. For the large business, the book
provides in-depth information about critical areas, such as clever ways of
evaluating the perceptions of potential customers. The book will also serve
as a checklist for these larger businesses, to help them ensure that all the
important planning steps have been taken.

Individuals

Entrepreneurs and would-be entrepreneurs are ideal candidates to read this
book because it spells out how to create a marketing plan for a potential new
venture, even if you are a novice in business or if your new business idea
involves a category unfamiliar to you.

All readers will be presented with all the major factors that should be
considered when writing a marketing plan—and these factors are surpris-
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ingly similar regardless of the size of the business. Readers may choose to go
into as much, or as little, depth as they feel is appropriate for their situation
and personal background. Because of this, the book will be as useful for
someone who is running or would like to start a part-time business as it will
be for a marketing team in a Fortune 500 company.
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Introduction

This book will help you write an effective marketing plan by showing you
what others have done to make their marketing plans succeed. Whether
you’re writing a marketing plan for a brand-new business, launching a new
product, or branching out into a new product line or market you can learn a
great deal from the experience of others.

This book will review some of the key characteristics that differentiate
successful marketing ventures from unsuccessful ones. Throughout the
book, you will learn the main reasons that marketing ventures, and new
products, have succeeded.

Different Types of Marketing Plans

Many of the marketing plans in this book are for something that is being
marketed for the first time. Some of them are for totally new products that
represent major technological breakthroughs. In other cases, the marketing
plan was created for an extension of an existing brand. These line extensions
are included because in many cases they were launched in much the same
way as a totally new product. Typically, they represented new offerings to the

1
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consumer and required their own sales and marketing thrusts if they were to
be launched effectively.

This book includes examples of marketing plans from many different
types of businesses. In reality, most business ventures have many things in
common, whether the venture is a new health food product started by one
person or a new electronic product launched by a major corporation. For
example, any marketing plan must include a determination of whether or not
potential customers will become buyers. A review of the overall market for
the venture must be conducted. Legal and financial considerations must al-
ways be taken into account. And every marketing plan must also include an
internal look at your resources to make sure that you either have or can get
what will be required to pull off the mission.

The Best Examples of Marketing Plans Often Relate to New
Products

Many of the marketing plan examples included in this book are for highly
successful new products. These marketing plans are excellent examples for
you to follow, whether your objective is to launch a new product or to engage
in some other form of marketing endeavor. Many of the marketing plans
included in this book were huge undertakings because the potential reward
justified the effort. The complexity of your marketing plan should depend on
the scope of your marketing venture.

New product marketing plans are more sophisticated because the
profits that can be realized from the launching of a successful new product
can be extraordinary. (Depending on the capital requirement, the return on
the initial investment required for a new product can be many times greater
than the return on almost any other investment. This return can outpace the
returns generally realized by acquisitions or even investments in a company’s
normal operations.)

The Unique Characteristics of Successful Marketing Plans

You can improve your chances of success by understanding the unique char-
acteristics that are common to many successful marketing plans. Your mar-



INTRODUCTION 3

keting plan may be quite different from other marketing plans that have been
launched in the past, but there are many things it will have in common with
those other marketing plans. These similarities can give you a significant
strategic advantage. If you understand why other marketing plans have suc-
ceeded, you may be able to incorporate some of the elements of these suc-
cessful plans into your own endeavor.

Of course, launching a new product or marketing venture can be risky
if it is undertaken without good information. It is the intent of Part 1 of this
book to act as your guide in the development of your marketing plan. Many
successful marketing plans have been studied for this part of the book, and
records have been kept on why these marketing ventures have succeeded.
You will see specific examples of things that have been done right, as well as
some things that have been done wrong and then corrected.

Having the Correct Positioning

One common denominator of many of the successful new marketing ven-
tures included in this book is that they have positioned the product in a way
that was meaningful to their target market. In many cases this positioning
has very positively differentiated the product from its competition, giving
the product a unique and appealing personality. The positioning of these
successful products was clear to potential customers. The developers of these
successful marketing plans made sure that there were no major negatives
that would prevent people from wanting to buy the product.

Marketing plans often succeed because they demonstrate that the product or ser-
vice is able to eliminate a significant consumer negative. You may be involved in a
product category where existing products seem to meet virtually every con-
sumer requirement, yet careful observation of consumer behavior may reveal
an important negative that could enable you to create a critical point of differ-
ence for your product. In Chapter 1 you will learn how Energizer has been
able to become the fastest-growing brand in the hearing aid battery market
by identifying and eliminating a hidden but significant consumer negative.

Meeting Consumer Needs and Desires

Many of the marketing plans that will be discussed in this book succeeded
because their developers addressed the needs and/or desires of their poten-
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tial customers head on. In some cases they helped the customer solve a prob-
lem; in other cases they provided consumers with something they felt they
definitely needed. Typically, potential buyers clearly recognized the benefits
of these successful new products. The products were often the best alterna-
tive available at the time they were launched.

Successful marketing plans are often based on the solution of consumer problems.
In Chapter 2 you will see the great example of Jumbo-Koter™, a new product
that was successful because it solved an irritating consumer problem. In eval-
uating the marketing plans for your product or service, it is helpful to learn
whether your offering solves perceived problems for potential customers. If
it does, this is a good indication that they might become buyers. If it is the
only solution to a major problem, the chances of their buying your product or
service is that much better.

With the exception of gifts, people rarely, if ever, buy anything without feeling
that the product or service has some specific benefit that is important to them. Many
business ventures succeed because they provide meaningful benefits that
their customers clearly recognized. In Chapter 3 you will see how Philips
Lighting identified the benefits that their customers wanted from their prod-
uct category, and then wrapped an entire marketing program around those
benefits. The results were quite dramatic.

Creating a Comfortable Buying Experience

One factor that many successful marketing plans have in common is that
they provide a comfortable and convenient buying experience for their cus-
tomers. In many of these plans, this was applied to each factor in all channels
of distribution, including wholesalers, distributors, retailers, and the final
consumer. Often these successful products have been pleasant to purchase
because a great deal of attention was placed on the appearance of the product.
They simply looked good. The pricing of these successful ventures typically
communicated the appropriate image, and all the players on the venture team
had the right attitude.

Convenience is more important today than ever because consumers have so many
alternatives. If a new product or service is difficult or time-consuming to use,
then it is frequently rejected. People want a new product to be easy to buy,
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and easy to return if something goes wrong. In Chapter 4 you will learn how
the Hanes Corporation completed a revolutionary marketing plan to market
women’s hosiery products in supermarkets and drugstores. This new brand
of hosiery, L’eggs, became so successful that it has lasted over 30 years and
today is the largest selling brand of pantyhose in the world. This success
proved the critical importance of consumer and retailer convenience.

Ensuring Usefulness

As the perceived usefulness of a product or service increases, so does the
probability of its success. For example, ideally consumers should have clearly
identifiable uses for the product or service. Then the actual effectiveness of
the product or service can be a critical factor in its success. Highly successful
ventures often saved money or other resources for the users—or simplified
some aspect of their lives. Most people want things that are easy to deal with.

Potential customers are generally interested in how effectively a new product or
service does its job. If they are convinced that the product will work, they will
often buy it. In Chapter 5 you will see how a new product, launched under
the brand name Zicam, was successful because its effectiveness lead to repeat
purchases. Zicam customers believed that the product really worked and
therefore kept buying it over and over again. Many of those customers were
so convinced that Zicam worked that they not only used it themselves but
told others about it. It is worth asking people why they believe your new
concept will do the job it is intended for, and then carefully listening to find
out whether they really feel it will be effective.

Timing Is Everything

We have all heard the expression “timing is everything.” This can be espe-
cially relevant when launching a new product or service. It is not hard to see
how timing a new business venture to coincide with trends can lead to suc-
cess. It is important to determine how your marketing plans fit into the cur-
rent priorities of your existing and potential customers. Of course, the
ultimate timing advantage occurs when a new product or service is preemp-
tive, and is way ahead of the competition.

New products or services that are preemptive are likely to have a greater chance
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of success. Many new products have jumped years ahead of their competition
with ideas that were first in their category and difficult to copy. One such
product is the Treo™ from Handspring, Inc., which is discussed in Chapter
6. This was one of the first devices to integrate a mobile phone, a Palm OS
organizer, and wireless data applications in one compact, full-color commu-
nicator. Use this as an example for your creative thinking. If you can develop
a new product or service that is seen by consumers as “‘the only alternative,”
you will significantly increase the odds of your success.

This section of the introduction has indicated some of the reasons for
the success of marketing plans. The next section deals with the writing of
those plans.

Writing Your Marketing Plan

Now that we have discussed the unique characteristics of successful market-
ing plans, the next big issue is where you should begin in developing your
marketing plan.

Your first step should be a thorough review of the market for your prod-
ucts or services, so that you know as many details as possible of the market
in which your plan will be operating. Next, you must develop a detailed un-
derstanding of the consumers who will be buying your products and services.
Then, develop a similar understanding of the retail environment in which the
marketing plan will unfold. With an understanding of these fundamentals,
you can develop your planning assumptions, objectives, specific elements,
and financial projections for the marketing plan.

Part 2 of this book includes a series of detailed successful marketing
plans that can serve as examples of what your marketing plan should look
like and what it should include. Part 2 also provides you with a number of key
information sources for developing a market review and an understanding of
consumer and trade attitudes. These sources will help you in gathering the
information required to write your marketing plan. The following specific
methods of obtaining information are included.

Secondary Research to Develop Market Reviews

If you are faced with the task of writing a marketing plan from scratch, one
of the best ways to start is by reviewing the available data. As outlined in
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Chapter 7, this includes data written up in secondary sources such as maga-
zines, trade publications, and government publications. This information
will generally provide you with a framework of the market and how it breaks
down into major market segments. You may want to round out this informa-
tion with data-gathering field trips such as conducting store checks for the
purpose of writing down prices, shelf facings, and other observations about
your product category.

Telephone Surveys to Complete Market Reviews

It is not unusual to find that the information on your market that is available
from secondary sources alone is insufficient. A good way to develop new
information on your market is through a telephone survey. The marketing
plan for the Executive Conference Phone in Chapter 8 is a good example of a
market review that was done by combining data from secondary sources with
a telephone survey. This plan will show you how a market review based on
primary and secondary research can be structured.

Market Reviews Completed with Online Surveys

Chapter 9 outlines how the Internet can also be used to gather both primary
and secondary marketing information. (Given the global nature of the In-
ternet, this can sometimes be more effective than other methods of gathering
information.) One example of this is online surveys. An online survey is
similar to a telephone survey, except that rather than answering questions
on the telephone, the respondent simply completes a questionnaire on the
computer screen.

Focus Groups as the Key to Understanding the Consumer

Focus groups can be very effective in identifying customer practices and atti-
tudes. Chapter 10 explains how focus groups can be used to develop an un-
derstanding of consumer usage and attitudes. It also provides some examples
of how focus groups can best be done in order to provide a clear understand-
ing of what the consumer is really thinking, as well as some specialized tech-
niques for formulating questions for focus group discussions.
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Online Consumer Qualitative Research

Chapter 11 gives you an interesting alternative for conducting qualitative
research. When research respondents are sparse or difficult to find because
they are scattered in many different locations, Internet qualitative research
can be very useful. When the marketing plan for Eagle central air condition-
ers presented in Chapter 11 was developed, there were very few central air
conditioning consumers in Taiwan, and they were located all over the island.
Clearly the most efficient research method in this case was over the Internet,
as conducting focus groups would have been very difficult. This chapter dem-
onstrates the value of obtaining Internet addresses by region.

Ethnographic Research for Consumer Understanding

In Chapter 12, ethnographic research was used to develop a summary of
consumer usage and attitudes in the baby shoe category. The objective was
to understand in detail the habits and practices of mothers of infants as re-
lated to the purchase and use of baby shoes. The procedure included in-
home discussions with respondents about their habits and practices, with
videotaped observations of where they kept baby shoes and how they were
used. This approach can be very effective for hooking into subtle emotional
dimensions that are almost impossible to uncover by simply asking ques-
tions.

Trade Research in Marketing Planning

Knowing what the trade is thinking can be critical to the success of your
marketing plan. Chapter 13 shows how Zion Housewares Corporation went
to great lengths to identify trade practices and attitudes. The process in-
cluded a series of in-depth face-to-face interviews with retailers. Because
these people were quite busy, these interviews took place in the retailer’s
office. You will see in Chapter 13 that the company conducted these trade
interviews through a process outside of the normal sales operations. The
interviews were conducted by consultants and marketing managers. This
separate interviewing process was used to give importance to the meetings,
and to eliminate any political factors related to the ongoing operations.
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What to Include in Your Marketing Plan

The completion of the marketing plan is the culmination of all of the re-
search, the conceptualization and testing of ideas, the making of assump-
tions, the development of objectives, and the preparation of detailed financial
plans. It is typically the document that is presented to upper management
for final approval of a new marketing venture, or used as the annual plans for
the marketing department.

As indicated in Chapter 14, a marketing plan should document the
background that led up to the writing of the marketing plan in the first place,
all of the research that was done, the key conclusions and objectives based
on that research, a description of all the action programs to be implemented
in order to achieve the plan’s objectives, and financial projections based on
those programs. Contingency plans may also be included indicating what the
company should do if things do not go exactly as planned. Marketing plans
are typically divided into several sections, such as those listed here.

Introduction

The introductory section should clearly state the overall purpose of the mar-
keting plan. It may serve as a table of contents, as illustrated in most of the
marketing plans in this book. It may also serve as an executive summary,
enabling the reader (including higher management) to quickly grasp the
major thrust of the document. As shown in many of the marketing plans in
this book, this section may also include a brief description of the steps taken
to develop the marketing plan.

Background

The background section of the marketing plan should review the background
of the project or past marketing efforts. It should then outline any previous
efforts that led to the development of the marketing plan. In some cases this
may include a detailed description of the history of the brand or product line.
(This may be necessary if there is a complex history that the reader of the
plan must know in order to understand the relevance of the new actions
planned.) In other cases it may be sufficient to briefly state what led up to
the development of the current marketing plan.
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Market Review

This section of the marketing plan should present all of the available data
relevant to the marketing of the products or services to be included in the
plan. The market review should summarize the growth and nature of the
market for the related product category. If the company is currently partici-
pating in that category, the market review should identify the company’s past
and projected participation in that market. It should include details such as
the size of the market, the market’s history and trends, and competitive activ-
ity. It may also include things like the number of appropriate retail outlets
by trade class and geographic region, product movement through the various
retail channels, shares of market by manufacturer, price points by manufac-
turer and trade class, and industry advertising expenditures by manufacturer
and medium.

Consumer Usage and Attitudes

This section of the marketing plan should outline present consumer prac-
tices, desires, and expectations concerning your product category in total
and, if appropriate, the specific elements of your proposed marketing plan.

Trade Practices and Attitudes

This section of your marketing plan should identify retailer practices related
to your product categories, as well as their attitudes toward the distribution
aspects of your marketing plan. This is especially important if your plan is
designed to obtain new distribution or to achieve improved performance in
existing retail outlets.

Planning Assumptions

In this section of the marketing plan, you should present your key conclu-
sions based upon the facts presented in the Background, Market Review,
Consumer Usage and Attitudes, and Trade Practices and Attitudes sections
of the plan. You should then state the assumptions you used in the develop-
ment of your specific plans and strategies.
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Key Strategic Marketing Objectives

This section should state specifically what you are trying to accomplish with
the plan.

Marketing Plan Elements

The following sections of your marketing plan should lay out the specifics of
the various actions to be taken to accomplish the Key Strategic Marketing
Objectives. The following are examples of the types of marketing plan ele-
ments that should be included.

BRAND NAME. This section should state the brand name or names that will be
used in the marketing effort described in the marketing plan. If this is a new
brand name, such as for a new product, the rationale for using this name
should be discussed.

PRODUCT LINE. This section should describe the entire product line included in
the marketing plan. If this product line has unique qualities, these qualities
should be discussed.

PRODUCT WARRANTIES. Sometimes product warranties can be an important part
of a marketing plan. If your product includes warranties, these should be
described in this section of your marketing plan.

PACKAGING. Describe the packaging strategy for the products involved in your
marketing plan, along with a description of the packaging, in this section.
You may also want to include pictures of the artwork.

PRICING STRATEGY. In this section, state the pricing strategy, list the prices of all
the products included in the marketing plan, and state the justification for
the pricing strategy, if this is appropriate.

SALES AND DISTRIBUTION METHODS. Describe the sales and distribution methods
to be used for the products in your marketing plan in this section. In some
cases this will simply require a statement that the products will be sold
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through the normal company sales and distribution organization. In other
cases the strategy might be quite different. In those cases the rationale for
the strategy should be discussed.

ADVERTISING COPY STRATEGY. If the products in the marketing plan are to be ad-
vertised, this section should present the copy strategy.

ADVERTISING MEDIA STRATEGY. If the products are to be advertised, this section
should state the advertising media strategy.

SALES PROMOTION. In this section, describe all sales promotion plans, including
all consumer discounts, rebates, and trial devices such as coupons. Show the
financial implications of these promotions either in this section or in the
Financial Projections section. (Several of the marketing plans in this book
first discuss the sales promotion plans in this section, then include them
in the profit-and-loss statements and leave the detailed calculations for the
appendices.)

PUBLICITY. If publicity is to be used in your marketing plan, the publicity strat-
egy and plans should be included in this section.

IN-STORE MERCHANDISING. In this section, outline what will be done to attract
consumer attention in the retail store, if this is appropriate for your market-
ing plan.

INTERNAL STAFFING REQUIREMENTS. If special staffing requirements are necessary
for implementing your marketing plan, state these in this section.

TEST MARKETING. If test marketing is planned for the marketing venture, de-
scribe it in this section of the marketing plan.

TIMETABLE. Your marketing plan should also include a detailed timetable for
the venture.
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Financial Projections

This is a key section of your marketing plan. In many cases a “go/no-go”
decision on moving forward with your plan will largely depend on the calcu-
lations you include here. Because of this, the Financial Projections section of
your marketing plan should include detailed calculations on the costs, vol-
ume, and pay-out of the plan. It should also include pro forma profit-and-
loss statements. In sum, the purpose of this section is to demonstrate the
financial viability of the marketing plan.

Contingency Plans

This section should provide plans for retaliating against possible competitive
actions. These include competitive product improvements, lower prices from
competitors, increased advertising or sales promotion by competitors, and
technical changes to the category.

Appendices

Include any background and supporting data for various sections of the mar-
keting plan—including detailed market review data, study questionnaires, a
detailed advertising media plan, and the financial assumptions and calcula-
tions used in the financial projections—in appendices.
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PART 1

MARKETING PLAN
SUCCESS STORIES

The marketing plans discussed in Part 1 are real marketing plans from actual
companies. Each chapter begins with a narrative that describes the story be-
hind the marketing plan. The purpose of this background is to show you why
these marketing plans were conceived, and how the strategies were devel-
oped. These stories take you behind the scenes to help you in your own
strategic thinking. Each narrative is then followed by a summary of the actual
marketing plan. The information in these Part 1 chapters is included with
permission from the respective companies.
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CHAPTER 1

Successful Marketing Plans
Eliminate the Negatives

Example: Energizer® EZ Change™ Hearing Aid Batteries

Great marketing plans often succeed because the product or service is able
to eliminate a significant consumer negative. These negatives are not always
obvious. Sometimes consumers may not even be aware of negatives that they
are actually experiencing every day. Existing products in the product category
you are involved in may seem to meet virtually every consumer requirement,
yet careful observation of consumer behavior may reveal an important nega-
tive that could enable you to create a critical point of difference for your
product. In developing your marketing plan, you should search for potential
negatives, as these could very well be the keys to success.

By identifying and eliminating a hidden but significant consumer nega-
tive, Energizer has been able to become the fastest-growing brand in the
hearing aid battery market. In March 1999, Energizer was in last place in this
market and was going nowhere. Through some clever research, the company
discovered a significant negative that users of hearing aid batteries were un-
aware of, but that was present every time they changed their hearing aid
batteries. This observation resulted in the development of EZ Change, a new
product that virtually eliminated this negative. This new product, coupled
with a brilliant marketing plan, resulted in an explosion of sales that is rap-
idly moving Energizer to the number one position in the hearing aid battery

17
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category. Sales of Energizer’s hearing aid batteries have increased 89 percent
since the launch of EZ Change.

A Time for Change

The management of Eveready Battery Company has learned to deal success-
fully with change. For many years it was a division of Union Carbide. It was
acquired by Ralston Purina in the 1980s, and then, approximately three years
ago, it was spun off as a separate business under the name Energizer.
Throughout all of these changes, the company has held a leadership role in
the battery industry. Hearing aid batteries are manufactured and marketed by
the Miniature Group, a strategic business unit within Energizer. This group
produces miniature batteries for both hearing aids and watch electronics.

Although Energizer is used to a leadership role, in 1999 it had a weak
position in the hearing aid battery category. The management of the Minia-
ture Group felt very vulnerable and did not like the way things were going. It
had tried several traditional marketing techniques to improve the company’s
position, but nothing seemed to work. It had tried advertising on the radio
and had tried bonus packs, such as including a free battery caddy for hearing
aid batteries. The company’s market share did not increase. It became obvi-
ous that Energizer really needed to do something different to strengthen its
position in the marketplace.

The decision was made to create a new product that would represent a
true breakthrough in the hearing aid battery marketplace—something that
would clearly set Energizer apart from all the other manufacturers. A venture
team was assembled that included key people within the company, along
with a group of outside suppliers who were experts in various appropriate
fields. A budget was allocated for this project, and a development timetable
was agreed upon.

Creativity Based on Solid Consumer Research

The project was given the name ‘“Gamebreaker.” This was indicative of the
team’s mission, which was to break all of the rules of the current game and
come up with something truly revolutionary. The key internal players in-
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cluded the director of marketing, the head of market research, and experts
from the plant that would have to implement the production side of the
venture. External players included the advertising agency, consultants, and a
design group.

An initial step was to learn something about the behavior of the core
consumer group. The distribution of hearing aid battery consumers is heavily
skewed toward the aging population. Approximately 70 percent of these con-
sumers are seventy-five years of age or older. A form of observational re-
search was conducted in assisted living centers. Hearing aid users were
brought into a room in each assisted living center for this research. A moder-
ator asked questions and guided their activities while key members of the
team observed.

Respondents were asked numerous questions about their hearing aid
batteries. They were asked what they liked and disliked about these batteries.
They were asked specifically how they went about changing the batteries.
They were asked what they felt was important to them in hearing aid batter-
ies. They were then asked to actually change their hearing aid batteries while
the team watched. As this process unfolded, the team began to develop ideas
and new product concepts.

A series of store checks were conducted to help stimulate creative ideas.
As members of the venture team visited different types of retail stores, they
looked at products from a broad variety of different product categories, pay-
ing particular attention to all of the types of packaging and in-store merchan-
dising that were used. They looked at breath fresheners, health and beauty
aids, and food and nonfood products. If a unique package provided a solution,
or just stood out, the product was purchased and brought back for further
analysis. The idea was to maintain a creative environment and to think out-
side of the box.

The results of all this research were brought into a series of brainstorm-
ing sessions for the purpose of coming up with ideas covering the whole area
of hearing aid batteries and packaging. The idea was to find solutions to any
negatives that could be identified, and to leverage existing ideas from other
categories. These brainstorming sessions involved the company’s internal
people, an audiologist, and some key people from outside the company with
different backgrounds and skills.
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At this point a series of focus groups were held with hearing aid users
to learn more about their behavior, to identify the details of any problems
they might be having, and to test some of the key concepts developed thus
far. These groups were held in several cities, such as Tampa and Phoenix,
that had a sizable elderly population. Concepts were refined as the research-
ers went from one group to another. A total of twenty different hearing aid
concepts were tested with consumers during these focus groups.

It Is Not a Battery; It Is a Solution

A key finding from the observational and focus group research was that hear-
ing aid batteries were difficult for the user to change, although this was an
unarticulated problem. Users of hearing aids dealt with this problem all the
time, so when they were asked if they had a problem changing their hearing
aid batteries, they typically said no. It was a different story, however, when
they were asked to describe or demonstrate the process.

Respondents frequently made comments like, “I always do it at the
kitchen table, and I lay out a towel because I know I am going to drop the
battery.” They told stories about how many batteries they had lost in their
pocket or purse. They described how they dropped hearing aid batteries be-
cause the oils on their hands made them slippery. There were several respon-
dents who told how the battery slipped out of their hands, then added that
once it was in the carpet, it was very difficult to find. Observations of people
changing hearing aid batteries confirmed this difficulty.

For many of these elderly consumers, the difficulty of changing this very
small battery was compounded by poor dexterity and poor eyesight. Some
who had diabetes had lost the feeling in the tips of their fingers, which fur-
ther complicated the problem. These people used the spin pack because they
had no choice. It was obvious, however, that there was a need for a packaging
solution that would assist the user in getting the battery from the package
into the hearing aid.

The winning concept presented to respondents in focus groups was a
package for a hearing aid battery that would make it very easy for them to
change the battery. The solution that changed everything and separated En-
ergizer from the competition was a revolutionary new dispenser that would



SUCCESSFUL MARKETING PLANS ELIMINATE THE NEGATIVES 21

help the user achieve precise placement of the battery every time without
even touching the battery. What the research revealed was that it was not a
different battery that was needed, it was a solution to a hidden but significant
consumer negative.

A New Product Is Born

At this point, a design firm was retained to turn the winning new hearing aid
battery concept into a reality. The difference between this new product and
other traditional hearing aid batteries was to be in the application system.
The user would simply use the applicator to put the battery into the hearing
aid. The applicator would be magnetized so that there would be no risk of
the battery’s dropping on the ground.

The actual design turned out to be a circular delivery system that had
the batteries sealed. This was similar to the familiar traditional hearing aid
packaging, although it was much better because it actually installed the bat-
teries for the user. The user would simply rotate the device to a fresh battery,
then push it off of a tabbing material onto a magnet. The magnet then held
it so that the user could put it right into the hearing aid. It was a very simple
process that Energizer was able to patent.

One of the problems with hearing aid batteries is that they are activated
by the oxygen in the air through a small pinhole. If you handle these batter-
ies, the oil on your hand can get into the pinhole and affect the performance
of the battery. The new design kept the batteries sealed until the user was
ready to use one, and would peel the tab off and insert the battery without
the user ever touching the battery.

This new design also had significant advantages for audiologists. Tradi-
tionally these professionals had to do a dexterity test on users to see what
size battery they could handle. An audiologist might not be able to prescribe
the best hearing aid for an individual situation or the smallest hearing aid if
the user did not have the dexterity to handle the small battery. This pre-
vented some people from using almost invisible hearing aids. The new prod-
uct design addressed that situation and gave audiologists the latitude to
recommend any hearing aid.
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“EZ Change” Became the Ideal Name

Coming up with an appropriate name for the new hearing aid battery was
one of the most difficult parts of the project. The venture team came up
with hundreds of names. Some of these names came from internal marketing
people and other people within Energizer. Other names came from the adver-
tising agency. The list of potential names was culled down to two favorite
alternatives: “EZ Load” and “EZ Change.” Focus groups helped manage-
ment select the better name.

During one of the focus groups, a respondent determined that the mag-
net on the dispenser could help the user remove the existing battery as well
as load the new battery. The respondent then made the comment that this
new dispenser does more than just make it easy to load the new battery. It
makes it easy to both load and unload the battery, or to change the battery.
This made it obvious to the venture team that it was really making it easy for
the user to do the entire changeover, so the team settled on the name EZ
Change.

A Very Simple Incremental Product Line

A total of only four products were included in the EZ Change product line.
In the hearing aid battery market, there are four battery sizes that account
for 100 percent of the sales. EZ Change included one product, or stock-
keeping unit (SKU), for each of these sizes. For each of the three smaller
hearing aid batteries, Energizer provided an eight-pack, and then it provided
a six-pack for the largest size.

It was decided that the old Energizer hearing aid battery product line
would not be discontinued. Prior to EZ Change, Energizer had had a line of
hearing aid batteries in the traditional spin-pack packaging. There were a
total of eleven different items (SKUs), including four-packs, eight-packs, and
twelve-packs. The market research indicated that EZ Change would appeal
to over 50 percent of the marketplace, but it would not appeal to everybody.
Because of this, there was still going to be a need for hearing aid batteries in
traditional spin packs.
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Larger Packaging That Opens with Bigger Type and Pictures

One of the important findings of the consumer market research was that
consumers knew very little about the hearing aid batteries they were using
on a regular basis. They also could not read the material on the package
because the card size was so small. All the information on the traditional
cards was in very small print that was impossible for many of these elderly
users to read.

The decision was made to go with a much larger card, two and a half
times the size of the traditional packaging. This larger card size enabled the
designers to use larger fonts to communicate with this elderly crowd, and it
enabled them to use a lot of pictures. The pictures were very effective in
explaining how the device works. The card included a picture of the device
that was about to be inserted into the hearing aid. To enable even more com-
munication, the new package opened up to provide room for printing on four
different surfaces.

Production in the United States of America

All Energizer hearing aid batteries have traditionally been made in Benning-
ton, Vermont, and the company is proud to continue this tradition with EZ
Change. Although a few parts for the dispenser are made by an Energizer
plant in China, the company has kept hearing aid battery production in the
United States. The idea is to maintain jobs for loyal employees. Some of the
Energizer employees’ families have been with the company for generations.
Energizer feels that as long as it can keep bringing in innovations and remain
competitive, it is going to keep production in Vermont.

A Premium-Priced Product

The pricing sensitivity studies conducted as part of the EZ Change market
research clearly indicated that this new product had to be priced within a
narrow range if it was to be successful. Because hearing aid batteries are
bought continuously, consumers—especially the current user base of elderly
consumers—are sensitive to price. When the baby boomers enter the market
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in a few years, the market may become a little less price-sensitive because
these people are more interested in convenience and premium brand names.

Because of its unique advantages and higher cost to produce, it was
decided to sell EZ Change at a retail price that represented a premium to
other brands. At the time of this writing, the consumer was paying about
$7.99 for a traditional spin pack of eight units. The initial price structure
resulted in a retail price of approximately $8.99 for an eight-pack of EZ
Change.

In the focus groups, many respondents said that they would pay an
extra dollar for a product with all of the advantages of EZ Change. Naturally,
the smaller the price gap between EZ Change and traditional hearing aid
batteries, the more people would buy it. The consumers in the focus groups
understood that it would cost more to make EZ Change. They could see that
there was a lot of difference in the components, and therefore the cost to
manufacture EZ Change, compared with a traditional spin pack of hearing
aid batteries.

A Coordinated Sales Effort

For the developers of EZ Change, one of the advantages of being part of a
large battery company was that the product could be sold through the regular
Energizer retail distribution system. The new product would be introduced
to the larger retailers by the Energizer sales force, and in some cases could
receive attention at retail by the Energizer in-store detailing force. Specialty
distributors would be used to sell the product to audiologists. EZ Change
representatives would also attend trade shows aimed at audiologists in order
to communicate directly with them about the benefits of EZ Change.

The Advertising Message: “Precise Placement Every Time"”

A number of alternatives were evaluated as potential advertising slogans for
EZ Change. The research showed that seniors don’t want to hear about nega-
tives like dropping batteries or fumbling. They resist this because they are
sensitive about the insinuation that they have a problem. ‘“Precise placement
every time” tested out to be the best message for clear communication. This
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statement clearly tells the consumer about the benefits of the new product
without getting into any sensitive areas. This slogan was to be used in all
advertisements and on the packaging.

A secondary point to be made in the advertising was that EZ Change
batteries work in all styles of hearing aids. That was a very difficult point to
communicate because there are a lot of different hearing aid styles and de-
signs, and it is very difficult to demonstrate all of them in a thirty-second
television commercial. The advertising agency developed five different ways
to communicate the EZ Change message in storyboards. The winning com-
mercial ended up demonstrating the use of the product in three different
hearing aid styles at the same time. The hope was that the consumer would
see something that matched the product that he or she used. The final point
in the advertising was to reinforce the Energizer name because the research
showed that branding is important.

Television Would Be the Primary Advertising Medium

A key objective of the media plan was to visually show the product and give
the hearing aid user the motivation to buy this new solution. This is a very
visual product, and it was decided to use videos to show its benefits. Televi-
sion was selected as the primary advertising medium for EZ Change. The
hearing aid category had never been advertised on a broad-scale basis on
television before, so EZ Change would be implementing a totally new way to
communicate with users of hearing aid batteries. The goal was to reach 90
percent of all hearing aid users with the TV advertising once, and to reach 65
percent of the target audience three times.

Senior citizens are fairly easy to reach through television because they
frequently watch network news and game shows. They also watch programs
like those on the History Channel. The media plan targeted these shows,
which was less costly than trying to cover many different types of television
programming. The plan was for EZ Change to become a consistent advertiser
on these types of television programs. The television advertising would be
shown more on national than on local programs.

Television would be supplemented with print media. The print media
would include magazines such as Reader’s Digest and the AARP’s Modern Ma-
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turity. Parade and Sunday supplements would also be used. Newspaper adver-
tisements would be included through retailer promotions. The plan assumed
that EZ Change would have to keep advertising on television and in print
because it would take a long time to develop the brand and change the behav-
ior of these aging consumers. Hearing aid users traditionally were not very
brand-conscious and often were not even very aware of what brand they actu-
ally bought.

Off-Shelf Displays Would Highlight EZ Change

It was decided that corrugated off-shelf displays would be used to facilitate
rapid distribution of EZ Change during the initial launch of the product.
There would be several versions of these displays, including a counter display
and a wing rack. These displays would also help the company communicate
with consumers by highlighting the new hearing aid battery solution at the
point of purchase. Each preloaded display would provide brochures to help
educate the consumer on how this innovate new product works. In many
cases a one-dollar in-store coupon would be included during the initial prod-
uct launch. It was envisioned that many retailers would use these displays
until they were able to put EZ Change into their normal plan-o-gram.

Many of the larger retailers have a full battery section, and they locate
hearing aid batteries in these sections as well as in the pharmacy. They often
have a separate display in the pharmacy department just for hearing aid bat-
teries. Counter displays of hearing aid batteries in the pharmacy department
are often permanent, and it was felt that the EZ Change counter displays
would become permanent in some of these stores. Hearing aid batteries tend
to get lost in an in-line section; therefore, the ideal situation would be a
permanent EZ Change counter display.

Total Guaranteed Customer Support

The EZ Change marketing plan provided a clear link from the manufacturer
to the consumer to ensure complete customer satisfaction. There was to be
an 800 number on the package that would link to a customer hot line where
EZ Change representatives would help customers with any problems that
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they might be having with the product. There would also be a web address
printed on the package along with the statement, ‘“To learn more about the
dispenser and to see it in action, visit our web site at www.energizer-
ezchange.com.” The web site would include a video on how EZ Change
works.

EZ Change would also guarantee complete satisfaction to the con-
sumer. There would be a simple guarantee printed on the back of each pack-
age: “Energizer guarantees all our hearing aid batteries and dispensers to be
free from all defects in materials and workmanship. If you are not completely
satisfied, call this toll-free number for a replacement battery or dispenser.”
It was recognized that some consumers might bring EZ Change back to the
retailer. Because of this, arrangements for handling this situation were made
in advance with the retailers. Energizer would always stand behind its prod-
ucts.

Launching in a Diversified Market

To visualize the opportunity for a new breakthrough hearing aid product, it
is necessary to understand this consumer segment. Hearing aid batteries are
sold to consumers through three different types of retail distribution chan-
nels. One is the professional channel, where consumers buy their hearing aid
batteries from audiologists. The second is through major retail stores, where
sales are measured by A. C. Nielsen & Co. with scan data. These include
most supermarkets, drugstores, and mass merchants. The third is through
direct mail or through retailers that don’t report their sales to Nielsen, such
as warehouse clubs.

There are approximately 12,500 audiologists in the United States, and
many older consumers prefer to buy their hearing aid batteries from these
professionals. Many of these people had purchased their hearing aids from
these audiologists, and they simply feel comfortable going back to them for
their batteries. It is difficult to estimate the exact size of this segment of
the market because these professionals do not report their sales data to an
organization such as A. C. Nielsen.

The 70,000 retail stores measured by Nielsen make up the largest seg-
ment of the total hearing aid battery category. This is also the segment that
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is the best understood because frequent scan data measurements provide
very accurate sales information. It is also the fastest-growing segment be-
cause as younger consumers enter the market, they prefer to buy from these
stores because of their convenience. Consumers who buy from these stores
do not believe that there is any difference between the hearing aid batteries
bought in these stores and those bought from audiologists.

Most drugstores carry hearing aid batteries, as do the pharmacy depart-
ments of most supermarkets and mass merchants such as Kmart and Wal-
Mart. Drugstores make up the largest portion of the retail segment. These
stores generally have a battery section that includes a selection of different
brands of hearing aid batteries. Most stores carry the Energizer and Duracell
brands along with private-label batteries. Some also carry the Ray-O-Vac
brand, although this brand is more frequently sold through audiologists.

A small but significant segment of the market is the direct mail and
Internet business. Seniors do quite a bit of “surfing” over the Internet. They
are especially interested in doing medical research over the Internet. Al-
though they tend to look for information rather than buy products over the
Internet, the amount of purchases through this channel is significant and is
growing. Seniors also frequently buy hearing aid batteries through magazines
such as AARP’s Modern Maturity. Sales information for this channel is not
readily available.

EZ Change Was Thoroughly Tested Before It Was Launched

One of the tests done to make sure that EZ Change was really practical from
a user standpoint was a series of in-home usage trials. Energizer felt that it
was important to see how consumers reacted to the new product when they
were really using it in their homes. The members of a panel of consumers
were given an EZ Change package containing eight new hearing aid batteries.
They were told to read the directions and change the batteries in their hear-
ing aids every day, even though the batteries obviously lasted longer than
one day. Then they were asked to fill out a diary every day describing their
experience. The results of these tests were very positive.

The final test before the launch of EZ Change was a quantitative test
through BASES®. This is a procedure in which the complete marketing plan
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is subjected to a process that is designed to determine the success of the
new product. The input for this model includes a number of factors such as
consumers’ intent to purchase based on market research, pricing of the new
and existing products, distribution estimates, and each element of the mar-
keting plan, including the amount of advertising planned. It also includes
detailed information on the market. Based on all of this input, the BASES
model predicts the impact that the new product will have on the category.

EZ Change Was Launched Based on Several Positive
Assumptions

Energizer management assumed that EZ Change would result in a significant
increase in the company’s sales of hearing aid batteries. The results of the
BASES model indicated that, with the advertising planned for the product,
EZ Change would double Energizer’s sales of hearing aid batteries.

Management assumed that customers would like this solution because
they had clearly said so in the consumer research. This whole venture was
based on feedback from consumers. All of the focus groups and observational
research indicated that there was a real need for an improved hearing aid
battery. When EZ Change was showed to consumers, most of them loved it.
Many of them made comments such as, “Somebody is finally thinking about
us.”

Management believed that retailers would take on this new hearing aid
battery, even though it used a bigger card size for the packaging. This was
based on a belief that retailers realized that communication with consumers
was important in this category, and that they generally wanted to be part of
innovative new solutions to consumer problems. Management also felt that
retailers would be interested because of the heavy television advertising
planned for EZ Change.

A final major assumption was that the hearing aid battery category
would not change during the initial period following the launch of EZ
Change. This seemed like a reasonable assumption because this was not a
category that had seen a lot of product innovations in the past. However,
this assumption turned out to be incorrect. At the same time that Energizer
launched EZ Change, its biggest competitor, Duracell, launched another so-
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lution: a longer tab for hearing aid batteries. Duracell called its product Easy
Tab.

The Goal Was to Become Number One

Energizer had three primary objectives in launching EZ Change. First, it
wanted to become the number one brand of hearing aid batteries. Prior to
EZ Change, Energizer was number three in a three-way race, and it wanted
to completely change that positioning. Second, it wanted to separate itself
from the competition by providing a solution that would give the company a
leadership place in the hearing aid battery category. Third, it wanted to
strengthen the overall franchise of the entire Energizer brand. The hundred-
year-old company had developed the first flashlight battery and had intro-
duced numerous innovations in portable power. A major driver was to con-
tinue this tradition.

An Exciting Eighteen Months

The development of EZ Change began in March 2000. After completing the
consumer research, developing the product, completing the marketing plan,
and testing the overall venture, the company launched the product in Sep-
tember 2001. The emotions within the company shifted at various times dur-
ing this period. In the beginning there was the excitement of a new venture.
Then, about six months before the launch, people could not wait to get EZ
Change into the marketplace. As the venture neared the launch date, the
concern was about getting the retailers to execute their responsibilities by
the time the advertising began. The company did not want to be advertising
before EZ Change was on the shelves. It was an exciting time.

EZ Change Was an Unqualified Success

As predicted by BASES, Energizer has almost doubled its sales of hearing aid
batteries in the Nielsen-measured marketplace since the launch of EZ
Change. Through advertising, point-of-purchase impact, and repeat pur-
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chase, it has created a demand for EZ Change, so that consumers are now
looking for it and buying it over and over again. Many retailers also strongly
support the revolutionary new product, and those that support EZ Change
are now seeing faster growth in their hearing aid battery sales than other
retailers.

It also appears that Energizer’s goal of becoming number one in the
hearing aid battery category is being reached. Energizer’s sales of hearing aid
batteries have increased 89 percent since the launch of EZ Change, and the
trend is still positive. Naturally Energizer’s market share has also increased
substantially, and the shares of both of Energizer’s main competitors have
declined. In the short reporting period prior to this writing, Energizer’s share
of the overall hearing aid battery market is just slightly above its competi-
tors’.! It appears that this lead will widen over time, and that Energizer will
take a solid number one position in the market.

Competitors’ Reactions Have Been Ineffective

One of the initial responses of Energizers’ competitors in the hearing aid
battery market to the introduction of EZ Change was aggressive promotion
and price cutting. These actions have not been effective. Consumers have
demonstrated that they want the EZ Change solution no matter how much
competitors promote the alternatives. The sales of EZ Change have contin-
ued to grow and its exposure at retail has continued to expand in spite of
heavy promotional spending by competitors.

Another competitive action was the introduction of Easy Tab by Dura-
cell. Energizer found out about this new competitive hearing aid battery in
March 2001, Just six months before the time that EZ Change was launched.
The consumer reaction to Easy Tab has not been strong enough to affect the
sales of EZ Change. Energizer management feels that there are three reasons
for this. First, the Easy Tab card size is very small, making it difficult for the
consumer to read. Second, the EZ Change focus groups indicated that hear-
ing aid users really do not like tabs, which are the basis of the new Duracell
product. Finally, the Easy Tab batteries come in a rectangular package, which

" Source: A. C. Nielsen.
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is different from the package that hearing aid battery users are accustomed
to.

Lessons: Pay Attention to the Consumer and Think Outside
the Box

One of the lessons to be learned from the success of EZ Change is to listen
to your consumers and carefully observe their actions. Look for negatives
that they may be experiencing in your category, as these might be the keys
to identifying an innovation that could substantially improve your position
in the market. As the EZ Change research showed, consumer needs and
wants are not always obvious from simply asking questions. Hearing aid
users typically said that they did not have a problem changing their batteries.
Observing their behavior, however, showed otherwise. The identification of
this unarticulated need resulted in a major marketing success.

Another important lesson from EZ Change is that you should allow
yourself to think outside the box. A year before the launch of EZ Change,
many industry experts would have argued that Energizer would fail if it were
to try to introduce a hearing aid battery on a large card that would take
up much more space than traditional cards in the crowded battery section.
Energizer would also have been criticized for attempting to advertise a small
specialty category like hearing aid batteries on television. The company’s suc-
cess shows that these critics would have been wrong. Good consumer com-
munication proved to be one of the reasons for the success of EZ Change.?

2 Energizer and EZ Change are trademarks of Eveready Battery Company, Inc., and are used with permission.
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Summary Marketing Plan for:
Energizer EZ Change Hearing Aid Batteries

Eveready Battery Company, Inc.?
2000

MARKETING PLAN SUMMARY

1. BACKGROUND. In March 1999, Energizer was in last place in the hearing aid battery market
and was going nowhere. Through some clever research, the company discovered a significant
negative that users of hearing aid batteries were unaware of, but that was present every
time they changed their hearing aid batteries. This observation resulted in the development
of EZ Change, a new product that virtually eliminated this negative. This new product,
coupled with a brilliant marketing plan, resulted in an explosion of sales that is rapidly
moving Energizer to the number one position in the hearing aid battery category. Sales of
Energizer's hearing aid batteries have increased 89 percent since the launch of EZ Change.

2. MARKET REVIEW. Hearing aid batteries are sold to consumers through three different types
of retail distribution channels. One is the professional channel, where consumers buy their
hearing aid batteries through audiologists. The second is through major retail stores, where
sales are measured by A. C. Nielsen & Co. with scan data. These include most supermarkets,
drugstores, and mass merchants. The third is through direct mail or through retailers that
don't report their sales to Nielsen, such as warehouse clubs. There are approximately 12,500
audiologists in the United States. The 70,000 retail stores measured by Nielsen make up the
largest segment of the total hearing aid battery category. A small but significant segment
of the market is the direct mail and Internet business.

3. CONSUMER USAGE AND ATTITUDES. The distribution of hearing aid battery consumers is
heavily skewed toward the aging population. Approximately 70 percent of these consumers
are seventy-five years of age or older. A key finding from the observational and focus group
research was that hearing aid batteries were difficult for the user to change, although this

3 Energizer and EZ Change are registered trademarks of Eveready Battery Company, Inc and are used with permission.
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was an unarticulated problem. Users of hearing aids dealt with this problem all the time, so
when they were asked if they had a problem changing their hearing aid batteries, they
typically said no. It was a different story, however, when they were asked to describe or
demonstrate the process.

PLANNING ASSUMPTIONS. Energizer management assumed that the introduction of EZ
Change would result in a significant increase in the company's sales of hearing aid batteries.
The results of the BASES model indicated that, with the advertising planned for the product,
EZ Change would double Energizer's sales of hearing aid batteries. Management also as-
sumed that customers would like this solution because they had clearly said so in the
consumer research. When EZ Change was showed to consumers, most of them loved the
product. Management further believed that retailers would take on this new hearing aid
battery. This was based on a belief that retailers generally wanted to be part of innovative
new solutions to consumer problems. Management also felt that retailers would be inter-
ested because of the heavy television advertising planned for EZ Change. A final major
assumption was that the hearing aid battery category would not change during the initial
period following the launch of EZ Change.

KEY STRATEGIC MARKETING OBJECTIVES. Energizer had three primary objectives in
launching EZ Change. First, it wanted to become the number one brand of hearing aid
batteries. Prior to EZ Change, Energizer was number three in a three-way race, and it wanted
to completely change that positioning. Second, it wanted to separate itself from the compe-
tition by providing a solution that would give the company a leadership place in the hearing
aid battery category. Third, it wanted to strengthen the overall franchise of the entire Ener-
gizer brand. The hundred-year-old company had developed the first flashlight battery and
had introduced numerous innovations in portable power. A major driver was to continue
this tradition.

MARKETING PLAN ELEMENTS

A.  Brand name. The brand name selected for the new hearing aid batteries was EZ Change.
During one of the focus groups, a respondent determined that the magnet on the
dispenser could help the user remove the existing battery as well as load the new
battery. The respondent then made the comment that this new dispenser does more
than just make it easy to load the new battery. It makes it easy to load and unload the
battery, or to change the battery. This made it obvious to the venture team that it was
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really making it easy for the user to do the entire changeover, so the team settled on
the name EZ Change.

B. Product line. The product itself was based on a revolutionary new dispenser that would
help the user achieve precise placement of the battery every time without even touching
the battery. A total of only four products were included in the EZ Change product line.
In the hearing aid battery market, there are four battery sizes that account for 100
percent of the sales. EZ Change provided one product, or stock-keeping unit (SKU), for
each of these sizes. For each of the three smaller hearing aid batteries, Energizer pro-
vided an eight-pack, and then it provided a six-pack for the largest size.

C.  Packaging. The EZ Change packaging used a much larger card, two and a half times the
size of traditional packaging. This larger card size enabled the designers to use larger
fonts to communicate with the elderly market, and it enabled them to use a lot of
pictures. The pictures were very effective in explaining how the device works. The card
included a picture of the device that was about to be inserted into the hearing aid. To
enable even more communication, the new package opened up to provide room for
printing on four different surfaces.

D. Pricing strategy. Because of its unique advantages and higher cost to produce, it was
decided to sell EZ Change at a retail price that represented a premium to other brands.
At the time of this writing, the consumer was paying about $7.99 for a traditional spin
pack of eight units. The initial price structure resulted in a retail price of approximately
$8.99 for an eight-pack of EZ Change. In the focus groups, many respondents said that
they would pay an extra dollar for a product with all of the advantages of EZ Change.

E.  Sales and distribution methods. EZ Change was to be sold through the regular Energizer
retail distribution system. The new product would be introduced to the larger retailers
by the Energizer sales force, and in some cases could receive attention at retail by the
Energizer in-store detailing force. Specialty distributors would be used to sell the prod-
uct to audiologists. EZ Change representatives would also attend trade shows aimed
at audiologists in order to communicate directly with them about the benefits of EZ
Change.

F.  Advertising copy strategy. "Precise placement every time" tested out to be the best
message for clear communication. This statement clearly tells the consumer about the
benefits of the new product without getting into any sensitive areas. This slogan was
to be used in all advertisements and on the packaging. A secondary point to be made
in the advertising was that EZ Change batteries work in all styles of hearing aids.
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Advertising media strategy. A key objective of the media plan was to visually show the
product and give the hearing aid user the motivation to buy this new solution. Television
was selected as the primary advertising medium for EZ Change. The goal was to reach
90 percent of all hearing aid users with the TV advertising once, and to reach 65 percent
of the target audience three times. Television would be supplemented with print media.
The print media would include magazines such as Reader’s Digest and the AARP's Mod-
ern Maturity. Parade and Sunday supplements would also be used. Newspaper adver-
tisements would be included through retailer promotions.

Customer support. The EZ Change marketing plan provided a clear link from the manu-
facturer to the consumer to ensure complete customer satisfaction. There was to be an
800 number on the package that would link to a customer hot line where EZ Change
representatives would help customers with any problems that they might be having
with the product. There would also be a web address printed on the package along with
the statement, “To learn more about the dispenser and to see it in action, visit our web
site at www.energizer-ezchange.com." The web site would include a video on how EZ
Change works. EZ Change would also guarantee complete satisfaction to the consumer.

In-store merchandising. It was decided that corrugated off-shelf displays would be used
to facilitate rapid distribution of EZ Change during the initial launch of the product.
There would be several versions of these displays, including a counter display and a
wing rack. These displays would also help the company communicate with consumers
by highlighting the new hearing aid battery solution at the point of purchase. Each
preloaded display would provide brochures to help educate the consumer on how this
innovative new product works. In many cases a one-dollar in-store coupon would be
included during the initial product launch

Test marketing. The final test before the launch of EZ Change was a quantitative test
through BASES. This is a procedure in which the complete marketing plan is subjected
to a process that is designed to determine the success of the new product. The input
for this model includes a number of factors, such as consumers' intent to purchase
based on market research, pricing of the new and existing products, distribution esti-
mates, and each element of the marketing plan, including the amount of advertising
planned. It also includes detailed information on the market. Based on all of this input,
the BASES model predicts the impact that the new product will have on the category.

Timetable. The development of EZ Change began in March 2000. After completing the
consumer research, developing the product, completing the marketing plan, and testing
the overall venture, the company launched the product in September 2001.
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7. FINANCIAL RESULTS. As predicted by BASES, Energizer has almost doubled its sales of
hearing aid batteries in the Nielsen-measured marketplace since the launch of EZ Change.
Energizer's sales of hearing aid batteries have increased 89 percent since the launch of EZ
Change, and the trend is still positive. Energizer's market share has also increased substan-
tially, and the shares of both of Energizer's main competitors have declined.



CHAPTER 2

Successful Marketing Plans
Often Solve Consumer
Problems

Example: Jumbo-Koter™ by Wooster Brush

Many successful marketing plans are based on solutions to consumer prob-
lems. In evaluating the marketing plans for your product or service, it can be
helpful to find out whether your offering solves perceived problems for po-
tential customers. If potential customers really see your product or service as
the solution to their problems, this is a good indication that they might be-
come buyers. If your product or service provides the only solution to a major
problem, the chances of consumers’ buying it is even better. Make sure, how-
ever, that this is really their perception and not just an assumption on your
part. Jumbo-Koter is an example of success based on a new product that
offers the solution to an irritating customer problem.

One of the objectives in painting a wall is to get the paint spread evenly
where the ceiling and the wall come together and in the corners where one
wall meets the other. Many painters use a roller to paint most of the wall
because a roller is much faster than a brush for applying large amounts of
paint. They then typically use a brush to apply paint in the corners because a
traditional roller is too big to do that job. The problem with using a roller on
the wall and a brush in the corners is that the paint sometimes looks different
in the corners and around the edge of the wall. To solve this problem, paint-
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ers often use mini-rollers because these rollers can get closer than a tradi-
tional roller. A mini-roller is less than half the size of a traditional roller,
which makes it easier to control.

Here is where the consumer problem comes in. Many painters have
problems with their mini-rollers. Because these rollers are smaller than tradi-
tional rollers, they are great for getting paint into tight places and corners.
On the other hand, the small size of the roller sometimes causes it to stick
after a certain number of uses. Painters often become frustrated when they
have to drag a stuck mini-roller down a wall. This consumer problem led to
a whole new product line called the Jumbo-Koter, and to a marketing plan
that effectively leveraged the strengths of the Wooster Brush Company.

Wooster Brush Decided to Compete Through Innovation

The paint applicator industry is made up of a relatively small number of
companies, and it changes only slightly from year to year. This is partly be-
cause painters tend to be very steadfast in terms of the type of paint applica-
tors they use. The Wooster Brush Company is one of the larger factors in this
industry and has been around for 151 years. With its long history, Wooster
Brush has been in an excellent position to watch and benefit from trends as
they have developed in this industry.

Over the past few years, Wooster Brush had been manufacturing a
small-diameter roller-cover system. As the company watched the use of this
mini-roller, it noticed that the roller really didn’t perform as well as it could.
It didn’t always roll up the wall well. It might just slide up the wall when it
was filled with paint, and it would not always turn as freely as it should. The
company also noticed that users of competitive mini-rollers often experi-
enced similar problems.

Another trend identified by Wooster Brush was the influx of foreign
competition into the mini-roller market. Because of the effectiveness of using
a mini-roller for detail painting jobs, the market for these small rollers was
growing. As this was happening, several manufacturers were importing mini-
rollers from China and other offshore sources. Wooster Brush was being
forced to compete with these lower-priced imports. The company concluded
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that its best response would be to innovate. It would make substantial im-
provements to its existing mini-roller.

For many years Wooster Brush had been a leader in traditional roller
covers (9 inches long, 1'/2 inches in diameter). It also produced an excellent
cage frame that was very well accepted in the marketplace. The company
decided to shrink all of that down to a small diameter. The engineering de-
partment was challenged to come up with a very tiny cage frame and a small,
low-priced roller cover that would consistently roll on the wall without slip-
ping. To meet competitive costs, mini-roller covers would be developed in a
variety of professional-quality fabrics that would be more affordable than
traditional small-diameter covers.

The engineers were able to develop a system that turned more freely.
The old mini-roller contained a free-floating retaining band that was hard to
line up with the wire handle and that often caused friction between the frame
and the roller cover. This made it hard to roll. The new system is actually a
separate cage system and a cover. The cover has nothing to do with the roll-
ing of the frame. There are no works inside. The cover is easy to slide on and
off. It will withstand the abuse of a professional painter and still allow for
constant rolling day in and day out. The system will also keep the cover from
walking off as you paint up the wall. In sum, the best technology from the
large Wooster Brush frames was used in the development of Jumbo-Koter.

Like most successful new products, Jumbo-Koter was not created over-
night. Six years earlier the company had noticed the need for an improvement
in mini-rollers. At that time Wooster Brush had made an initial attempt to
create a small caged cover system. The company succeeded technically, but
the product was not very attractive. Finally Wooster Brush pushed the button
on a major development effort that took eighteen months to complete. It
took another three months to achieve the initial national distribution. At the
time of this writing, Jumbo-Koter has been in national distribution for one
year and is considered by current users to be a major innovation in the paint
applicator category.

Market Research Confirmed a Major New Product
Opportunity

Wooster Brush used an observation tracking system to identify the extent to
which mini-rollers were being used across the United States. Interviews were



SUCCESSFUL MARKETING PLANS OFTEN SOLVE CONSUMER PROBLEMS 41

conducted with managers of paint and hardware stores to determine their
impressions of trends in the sales of mini-rollers. Personal observations of
the back of contractors’ trucks were then conducted to see what inventory
the contractors were carrying. Specifically, these observations noted the ex-
tent to which mini-rollers were present in the trucks. This system of store
interviews and personal observations enabled Wooster Brush management
to determine that mini-rollers were gaining market share and were eroding
paintbrush usage more and more.

Wooster Brush management believed that painting contractors were the
key to success in launching a new paint applicator. Consumers represent
the bulk of the unit sales; however, they tend to buy what is available and
recommended in paint and hardware stores, and these stores typically display
and recommend what is used by professional contractors. Before launching
Jumbo-Koter, therefore, Wooster Brush felt that it was necessary to deter-
mine whether painting contractors would consider this new mini-roller to be
a true improvement over the current products available in the market.

For research projects of this type, Wooster Brush has established an
extensive panel of painting contractors located throughout the United States.
Each of these contractors has completed a survey indicating the type of paint-
ing done. For example, contractors indicated the extent to which they use
brushes or rollers and whether they typically paint commercial or residential
facilities. There is also detailed demographic information on each of these
contractors. The respondents in this sample of contractors have also stated
that they would be willing to try new products from Wooster Brush.

Prototype products were sent to a sample of contractors that matched
the typical user of mini-rollers. These contractors were given a chance to use
the prototype products and then asked to provide their feedback on a survey
questionnaire that was included with the samples. A subsample of these peo-
ple was contacted by telephone to obtain their perceptions on a qualitative
basis. The purpose of these one-on-one interviews was to determine exactly
how the new mini-rollers were being used and to probe the respondents’
perceptions of any perceived advantages or disadvantages.

The quantitative and qualitative research enabled Wooster Brush to ob-
tain feedback on the reactions to the new mini-roller that they might expect
in a variety of different regions across the United States. It was learned that
Jumbo-Koter was generally perceived as a significant improvement over the
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mini-rollers that were currently available. A substantial number of the re-
spondents who tried the new product felt that they would definitely purchase
it on an ongoing basis. They liked how smoothly the cage frame rolled, and
they liked how close the redesigned covers were able to get to the corner of
walls and other tight places. The results of this research were so strong that
Wooster Brush management made the decision to launch the program.

Planning Assumptions Were Developed Based on History and
Research

Prior to launching Jumbo-Koter, the management of Wooster Brush made a
series of assumptions regarding the outcome of the implementation. These
planning assumptions were based on a long history of things that had hap-
pened during the launch of previous new products from Wooster Brush. The
following is a list of the key planning assumptions made by the Wooster
Brush Company:

1. Paint and hardware stores will generally accept distribution of Jumbo
Koter because of the success these retailers have had with previous new
products from Wooster Brush and the fact that they know that Wooster
Brush will stand behind problem-solving products that it introduces. In
the past, when Wooster Brush innovations have been introduced, they
have achieved widespread distribution.

2. The fabric on Jumbo-Koter rollers will be accepted by professionals and
consumers because it is the same fabric that has been successfully used
on the professional big rollers.

3. Professional painters will want to use Jumbo-Koter mini-rollers because
a sample of these professionals found the new product highly satisfac-
tory in the panel test.

4. Pricing on Jumbo-Koter will be accepted as long as the price points are
similar to those of the low-priced mini-rollers currently on the market.
This was based on competitive data available at the time of the product
launch. Jumbo-Koter is a superior product, and it should be well re-
ceived if it is offered at the lower price points currently available. It is
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likely to be perceived as a more affordable system than the domestic
systems that are currently on the market.

5. Should Jumbo-Koter not be successful, Wooster Brush will still be able
to capture a share of the mini-roller market with its current mini-roller
system. The current system will not be discontinued. It will be sold side-
by-side with the Jumbo-Koter system.

6. Over the next few years, Jumbo-Koter could make it possible to elimi-
nate the old mini-roller system.

Specific Marketing Objectives Were Set for the New Product

Based on these planning assumptions, the management of Wooster Brush
set up a series of specific key strategic marketing objectives for the Jumbo-
Koter venture. These objectives covered marketing communication goals,
sales goals, distribution objectives, inventory planning, and the overall time-
table for the launch of the venture. The following are the key strategic mar-
keting objectives set by the management of the Wooster Brush Company:

1. To entice consumers and professionals to purchase a mini-roller system
that is not interchangeable with other mini-roller systems. This is a su-
perior system because it utilizes a cage frame that does not stick over
time the way current systems do. However, users must purchase a new
frame and covers that will work only with the Jumbo-Koter system. The
goal is to get Jumbo-Koter frames into the hands of users, and then
motivate them to repeat purchases of Jumbo-Koter covers.

2. To get the majority of the twenty-four different Jumbo-Koter rollers and
two frames into broad-scale distribution. To maximize consumer sales,
the goal is to have the full product line available in as many retail stores
as possible.

3. To time the expansion of distribution so that production is able to keep
up with retail sales. A key goal is not to run out of product at any time
during the launch of the Jumbo-Koter product line.

4. To achieve specific sales volume objectives that will enable the venture
to pay back the investment in new equipment within a specific time
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frame. The Jumbo-Koter product line required new equipment for man-
ufacturing and packaging. A key goal was to cover the investment in this
equipment in a timely manner.

5. To launch the Jumbo-Koter line nationally in the initial distribution tar-
gets within three months.

6. To overcome the potential objection by retailers and customers that the
Jumbo-Koter covers do not have a fabric covering on the end of the roll-
ers. One of the improvements included in the Jumbo-Koter covers is that
the professional-style fabric does not go over the end of the cover. This
enables the roller to get closer to the corner. An important goal is to
communicate this benefit, because retailers and users now expect all
Wooster Brush rollers to have fabric on the end of the cover.

The New Mini-Roller Was to Be Called Jumbo-Koter

The new mini-roller system was launched under the overall brand name
Wooster Jumbo-Koter. This name appeared on all packaging and display
header signs. Also, seven additional names were used to differentiate the
different types of covers: Super Fab™, Pro Doo-Z™, Mohair Blend™, 50/50™,
Super Twist™, Painter’s Choice™, and Pro Foam™.

On each package, the description name (Pro Doo-Z, etc.) was in the
largest type. This was intended to be what would catch the customer’s atten-
tion. In many cases this name and the graphic appearance of the bag were
the same as those of the well-established nine-inch Wooster Brush rollers
that could be found down the aisle in the same store. The idea was to estab-
lish a link between the new mini-rollers and other Wooster Brush products
now used by professional painters.

The name Wooster® was in the next largest type size on all Jumbo-Koter
packaging. The Wooster name is not well known by the average consumer;
however, it is very well known by retailers and professional painters. The
Wooster name included on the packaging was to signal professional painters
and the trade that these are high-quality mini-rollers. Jumbo-Koter was in
the smallest type size. This name communicates that this is a new product,
but it was not intended to be the key element in driving sales.
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The overall brand name strategy was to leverage the power of the cur-
rent Wooster Brush image. Most of these names, or parts of names, have
been previously used by the Wooster Brush Company. The name Wooster
helps establish that this is a professional small-diameter system. The name
Koter has been used on previous Wooster Brush products, but it has not been
linked with the word Jumbo. Previous examples were Magi-Koter™ and Mini-
Koter™. The names Pro Doo-Z and Super Fab were taken from the nine-inch
roller program to help establish a connection to a well-established product
line.

A Comprehensive Product Line Was Developed

Jumbo-Koter is a comprehensive line of twenty-four different mini-rollers
and two different frames. The short-handle frame has a 14-inch handle, and
the long-handle frame has a 26'/2-inch handle. Both of these are cage frames,
which turn much better than the traditional wire frames. Both the short-
handle frame and the long-handle frame have a 4-inch arm, even though
there are 4!/2- and 6'/2-inch roller covers. A unique button on the end of the
6'/2-inch roller covers plugs into the frame, enabling the frame to be used
with both the 4!/2- and the 6'/2-inch roller covers. The fabrics used for the
roller covers vary and are differentiated by brand name, pile, and width. Most
of the covers are packed two per package, although some are packed six per
package. Specifically, the line includes the following products:

Pile Width

No Brand Fabric (inches) (inches) Pack
1 Super Fab Knit 3/ 41/, 2
2 Super Fab Knit e 41/ 2
3 Super Fab Knit 3/s 6'/2 2
4 Super Fab Knit 2 6'/2 2
5 Pro Doo-Z Woven 3/s 41/> 2
6 Pro Doo-Z Woven 2 41/, 2
7 Pro Doo-Z Woven 3/8 61/2 2
8 Pro Doo-Z Woven 2] 61/2 2
9 Pro Doo-Z Woven 3/s 41/ 6

10 Pro Doo-Z Woven 3/s 6'/> 6
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Pile Width
No. Brand Fabric (inches) (inches) Pack
11 Mohair Blend Mohair 2 41/» 2
12 Mohair Blend Mohair /s 6'/2 2
13 50/50 Blend 1/ 41/ 2
14 50/50 Blend 2 62 2
15 Super Twist Fabric N/A 41/ 2
16 Super Twist Fabric N/A 6> 2
17 Super Twist Fabric N/A 41/ 6
18 Super Twist Fabric N/A 6'/2 6
19 Painter’s Choice 3/8 41/> 2
20 Painter’s Choice 3/ 6'/2 2
21 Painter’s Choice 3/s 41/ 6
22 Painter’s Choice 3/s 61/ 6
23 Pro Foam N/A 41/> 2
24 Pro Foam N/A 6'/2 2

Production Would Be in Ohio to Maintain Tight Control

The decision was made to produce the majority of the Jumbo-Koter line in
the Wooster Brush Company factories in Ohio. One of the reasons for this
was to maintain tight control of the timing of the production. It was felt that
manufacturing would have to keep up with distribution in order to maintain
in-store inventories. Wooster Brush did not want any out-of-stock situations
in the retail stores. The manufacturing facilities in Ohio were somewhat self-
contained, so that control could be managed more easily than with offshore
manufacture and importing.

There were several reasons for not manufacturing any of the Jumbo-
Koter line in China, even though inexpensive production was available there.
First, Wooster Brush did not have any established roller-producing contacts
in China. Management felt that working in an environment without estab-
lished contacts could present potential quality problems. Second, paint roll-
ers have a lot of air space, which increases the cost of shipping. This
detracted from the advantages of Chinese production. Third, Wooster Brush
management was worried about releasing the rights to use certain fabrics
that were the exclusive property of the Wooster Brush Company.

A few unique roller covers were imported from Germany for the Jumbo-
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Koter product line. Management felt that it needed to offer these unique
covers with a closed end (fabric on the end). This was to meet anticipated
objections by a few current customers. The company had dealt with people
in Germany before and had been comfortable with the consistency in quality
from this organization.

The Wooster Brush Traditional Sales and Distribution
Methods to Be Used

The Wooster Brush Company basically sells its products through a national
network of distributors and buying groups. It does have some direct ac-
counts; Lowe’s and Home Depot, for example, are direct accounts. Most of
its sales, however, go through distributors. These are typically traditional
stocking distributors that take orders and then make shipments to the retail-
ers. Very few rack jobbers are used. The Jumbo-Koter product line was to use
this standard method of distribution.

Jumbo-Koter was to be sold into national distribution by the Wooster
Brush Company sales force and network of service personnel. The company
maintains its own staff to help retailers set stores. When a new account is
established, this detail force works with the distributor and retailer to set up
Wooster’s product lines, then trains them on how to communicate the bene-
fits of the products to customers. This sales and servicing force is a competi-
tive advantage for the Wooster Brush Company.

The Pricing Strategy Was to Meet the Low-Priced Imports

The Jumbo-Koter product line was set up with a different price point for each
of the different products in the line. The pricing strategy was to hit the price
points of the low-priced imported competition. Wooster Brush management
did not feel that the company had to match competitors’ prices exactly be-
cause Jumbo-Koter was a different type of product with unique advantages,
such as easier-turning rollers. The Jumbo-Koter rollers were also longer and
larger in diameter. Management felt that if Jumbo-Koter’s prices were within
a few pennies of those of the low-priced imports, it would have the advan-
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tage. Jumbo-Koter mini-rollers were launched at lower prices than domestic
products, including other Wooster Brush mini-rollers.

When the program was launched, a 10 percent introductory allowance
was offered on the entire line. The line was also launched with incentives to
use a display with the Jumbo-Koter line. These discounts were to be offered
at pro shows and at distributor shows. A consumer discount was also offered
upon introduction of the program. A premium pack that included a frame
and six roller covers in a box was to be sold during the product launch. It
was to be put on a counter or on the rack. The consumer bought the six
covers and got the frame free. Getting the frame into customers’ hands with-
out their having to make a perceived investment was felt to be crucial, be-
cause they were likely to hang onto that frame for the next five years and
keep on buying replacement covers.

A pricing contingency plan was set up in case the competition decided
to lower its prices in response to this program. Wooster Brush management
decided that it would not reduce the Jumbo-Koter prices if that were to hap-
pen. Management felt that by the time the competition was able to imple-
ment a price reduction, Wooster Brush would have established the Jumbo-
Koter line as a viable one in the market. It felt that most customers would
continue to purchase Jumbo-Koter products at the initially established price.

In-Store Displays Were Used to Attract Consumer Attention

It was felt that a key to success in getting the full Jumbo-Koter product line
into retail stores was an in-store display program. The cornerstone of this
program was a two-foot freestanding merchandiser that included the full
Jumbo-Koter product line. Wooster Brush would give the rack free to retail-
ers. Management felt that this would be a good way to make sure that the
whole product line was displayed together. Often stores will fragment prod-
uct lines and scatter the different products in the line around the store. The
rack encourages stores to keep all the products in the line together. Also,
once retailers get the rack in, they will tend to keep the whole product line
even if some items sell better than others.

Retailers were given three display options. First, they could use the
freestanding rack, which typically goes at the end of an aisle. Second, they
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could decide not to use the freestanding display, but take the full contents of
the Jumbo-Koter rack and display them on pegboard. In this case, they would
be given a detailed plan-o-gram on how the display was to be set up. All of
the necessary hardware and signage would be included with the in-line dis-
play. Wooster Brush would even send out people to help retailers set up the
display. The third option was for the retailer to simply buy Jumbo-Koter
products without the freestanding or in-line display.

A piece of literature for the consumer was included with either display
option. This was an 8'/2- by 11-inch sheet of paper folded in half that de-
scribed the complete program. It told the consumer what each of the differ-
ent mini-rollers should be used for. It also talked about the types of paint
that each of these covers was best suited for. This literature was also to be
passed out at trade shows at the time the display options were being demon-
strated.

The display program was primarily intended for paint and hardware
stores. It was felt to be unlikely that Wooster Brush would get all twenty-six
Jumbo-Koter products into a mass merchandiser such as Home Depot, as
there typically is not room in these stores for the full program. It was felt
that in these stores, perhaps a dozen products would be accepted into distri-
bution upon introduction, and these products would be displayed in the
store’s paint applicator section. If the stores were satisfied with the initial
sales of these products, they might add a few additional items.

The Advertising Copy Strategy Was to Sell the Improvement

The objective of the Jumbo-Koter advertising was to communicate to paint
and hardware stores that a new improved mini-roller was coming on the
market and that this mini-roller would be available only from the Wooster
Brush Company. The magazine advertising described the professional grip
on the frame, which is important to the professional painter because the
frame will not unthread itself when it is used with a Wooster professional
extension pole. The advertising explained that the cage frame was new to
mini-rollers and was important to painters because it rolls freely. It also ex-
plained that use of the cage frame actually costs less than the use of the mini-
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rollers currently on the market because it is not necessary to buy expensive
refill covers with all of the works inside.

Wooster used trade advertisements that took advantage of the strong
reputation of the Wooster Brush Company name. These advertisements ex-
plained that the new Jumbo-Koter mini-rollers used the Wooster fabrics that
professional painters already knew and loved to use. They emphasized that
these new mini-rollers rolled smoothly and required fewer trips to the paint
bucket because they held more paint and did not stop rolling. The net result
was less cost to the painter.

The Advertising Media Strategy Was Directed to the Trade

Jumbo-Koter advertising was designed to be run in trade publications such
as Do-It-Yourself Retailing and other magazines targeted to paint and hardware
stores. There was no consumer advertising of Jumbo-Koter. One- and two-
page spreads were placed in these magazines at the time of the product
launch. The advertising was not actually placed until Wooster Brush was
confident that there was enough product in the warehouse to satisfy retailer
demand. The advertisements initially ran in conjunction with the initial
launch. Further flights of these same advertisements were to be run every
three or four issues, in rotation with the regular Wooster Brush advertising
campaign.

Public relations was also used to introduce Jumbo-Koter. A press re-
lease was sent to all of the key trade publications prior to placement of the
print advertising. Wooster Brush Company management anticipated that a
significant number of articles would result from this press release because
Wooster Brush was a regular advertiser in all of these magazines. The press
release introduced Jumbo-Koter as a new product from the Wooster Brush
Company and included the major points from the advertising copy.

Product Warranties Were Unnecessary Due to Wooster's
Strong Reputation

There was no formal warranty on the Jumbo-Koter product line. The Wooster
Brush Company does not have a formal warranty on any of its products. The
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company will, however, replace any returns involving normal and proper use.
If a consumer has a problem with any product from the Wooster Brush Com-
pany, he or she can bring it back to the store and the store will replace it.
Wooster Brush will then compensate the retailer. The Wooster Brush Com-
pany always stands behind its products 100 percent of the time.

Internal Staffing Maintained a Lean Organization

The marketing of the Jumbo-Koter product line was implemented through
the normal Wooster Brush Company organization. The management of the
company believes that one of the keys to its success and longevity (the com-
pany is 151 years old) is its ability to operate with a lean organization. The
company has no product managers and does not use separate sales or mar-
keting organizations for its different brands.

In most cases the Wooster Brush sales force introduced the Jumbo-
Koter product line to distributors and trained them in the advantages of these
new mini-rollers. The distributors’ sales force then obtained retail distribu-
tion and trained the dealers on how to sell the new product line to their
customers. A few outside sales representatives were used to contact distribu-
tors in remote areas. National accounts were contacted by an internal na-
tional sales force operating from the company’s national headquarters in
Ohio.

Conservative Financial Projections Were Prepared

The engineering department prepared an estimate of the expenses that were
anticipated for the Jumbo-Koter venture. These included the up-front invest-
ment in new equipment. The marketing department then prepared an initial
and multiyear sales forecast, as well as forecasted profit and loss statements.
The purpose of these financial projections was to show that the Jumbo-Koter
venture would produce a satisfactory return on investment, assuming that
the project unfolded as expected.

The financial projections were conservative in that they did not include
any estimates of sales from the large national accounts such as Lowe’s or
Home Depot. Only sales from paint and hardware stores were included. The
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reason for this was to add stability to the forecasts. Wooster Brush manage-
ment felt that it could confidently predict potential sales from the traditional
paint and hardware stores, based on a long history with these accounts. Pre-
dictions for the large national accounts were much less reliable. Management
did not want to develop production capacity based on speculative assump-
tions.

Innovation Is a Good Way to Maintain Market Presence

The Jumbo-Koter venture is a good example of the development of a success-
ful new product by solving a consumer problem. The Wooster Brush Com-
pany identified the difficulty that painters were having because their mini-
rollers were sticking after a few uses. The new Jumbo-Koter mini-rollers
solved that problem by using a smooth-turning cage frame. Wooster Brush
further improved these mini-rollers by using high-quality fabrics from its
highly successful nine-inch rollers. Finally, by not extending fabric over the
end of the new mini-rollers, Jumbo-Koter enabled the painter to get into
tighter spaces than with traditional mini-rollers. This also prevented paint
from spinning off onto another surface.

One lesson to be learned from the Jumbo-Koter program is that innova-
tion is a good way for a company to maintain its presence in the marketplace.
The Wooster Brush Company has made a notable effort to continue to inno-
vate, developing truly beneficial products in a very stodgy, old-fashioned
business for many years. The Jumbo-Koter product line is a good example
of this. This continuous innovation has enabled the company to compete
successfully without participating in industry price wars. At the time of this
writing, the Wooster Brush Company was in the process of developing addi-
tional new products to meet the paint application needs of its customers.
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Summary Marketing Plan for:
Wooster Jumbo-Koter™

Wooster Brush Company’
2002

MARKETING PLAN SUMMARY

1. BACKGROUND. Many painters have problems with their mini-rollers. Because these rollers
are smaller than traditional rollers, they are great for getting paint into tight places and
corners. On the other hand, the small size of the roller sometimes causes it to stick after a
certain number of uses. Painters often become frustrated when they have to drag a stuck
mini-roller down a wall. This consumer problem led to a whole new product line called the
Jumbo-Koter, and to a marketing plan that effectively leveraged the strengths of the Woos-
ter Brush Company.

2. MARKET REVIEW. The paint applicator industry is made up of a relatively small number of
companies, and it changes only slightly from year to year. A trend identified by Wooster
Brush was the influx of foreign competition into the mini-roller market. Because of the
effectiveness of using a mini-roller for detail painting jobs, the market for these small rollers
was growing. As this was happening, several manufacturers were importing mini-rollers
from China and other offshore sources. Wooster Brush was being forced to compete with
these lower-priced imports.

3. CONSUMER USAGE AND ATTITUDES. A program of store interviews and personal observa-
tions enabled Wooster Brush management to determine that mini-rollers were gaining mar-
ket share and were eroding paintbrush usage more and more. Consumers represent the bulk
of the unit sales; however, they tend to buy what is available and recommended in paint
and hardware stores, and these stores typically display and recommend what is used by
professional contractors. Through quantitative and qualitative research, Wooster Brush

" Wooster and Jumbo-Koter are trademarks of The Wooster Brush Company, and are used with permission.
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learned that painting contractors generally perceived Jumbo-Koter as a significant improve-
ment over the mini-rollers that were currently available in the market.

. PLANNING ASSUMPTIONS. Prior to launching Jumbo-Koter, the management of Wooster

Brush made a series of assumptions regarding the outcome of the implementation. The
following is a list of the key planning assumptions made by Wooster Brush Company:

A.

Paint and hardware stores will generally accept distribution of Jumbo-Koter because of
the success these retailers have had with previous new products from Wooster Brush.

The fabric on Jumbo-Koter rollers will be accepted by professionals and consumers.
Professional painters will want to use Jumbo-Koter mini-rollers.

Pricing on Jumbo-Koter will be accepted as long as the price points are similar to those
of the low-priced mini-rollers currently on the market.

Should Jumbo-Koter not be successful, Wooster Brush will still be able to capture a
share of the mini-roller market with its current mini-roller system.

Over the next few years, Jumbo-Koter could make it possible to eliminate the old mini-
roller system.

. KEY STRATEGIC MARKETING OBJECTIVES. Based on the above planning assumptions, the

management of Wooster Brush set up a series of specific key strategic marketing objectives
for the Jumbo-Koter venture. The following are the key strategic marketing objectives set by
the management of the Wooster Brush Company:

A

To entice consumers and professionals to purchase a mini-roller system that is not
interchangeable with other mini-roller systems.

To get the majority of the twenty-four different Jumbo-Koter rollers and two frames
into broad-scale distribution.

To time the expansion of distribution so that production is able to keep up with retail
sales.

To achieve specific sales volume objectives that will enable the venture to pay back the
investment in new equipment within a specific time frame.

To launch the Jumbo-Koter line nationally in the initial distribution targets within three
months.
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F.

To overcome the potential objection by retailers and customers that the Jumbo-Koter
covers do not have a fabric covering on the end of the rollers.

6. MARKETING PLAN ELEMENTS

A.

Brand name. The new mini-roller system was launched under the overall brand name
Wooster Jumbo-Koter. This name appeared on all packaging and display header signs.
Also, seven additional names were used to differentiate the different type of covers:
Super Fab™, Pro Doo-Z™, Mohair Blend™, 50/50™, Super Twist™, Painter's Choice™,
and Pro Foam™. The overall brand name strategy was to leverage the power of the
current Wooster Brush image.

Product line. Jumbo-Koter is a comprehensive line of twenty-four different mini-rollers
and two different frames. The short-handle frame has a 14-inch handle, and the long-
handle frame has a 26'/-inch handle. Both of these are cage frames, which turn much
better than the traditional wire frames. Both the short-handle frame and the long-
handle frame have a 4-inch arm, even though there are 4'/>- and 6'/-inch roller covers.
A unique button on the end of all of the 6'k-inch roller covers plugs into the frame,
enabling the frame to be used with both the 4'/>- and the 6'/-inch roller covers. The
fabrics used for the roller covers vary and are differentiated by brand name, pile, and
width. Most of the covers are packed two per package, although there are some covers
that are packed six per package.

Pricing strategy. The Jumbo-Koter product line was set up with a different price point
for each of the different products in the line. The pricing strategy was to hit the price
points of the low-priced imported competition. Management felt that if Jumbo-Koter's
prices were within a few pennies of those of the low-priced imports, it would have
the advantage. Jumbo-Koter mini-rollers were launched at lower prices than domestic
products, including other Wooster Brush mini-rollers. When the program was launched,
a 10 percent introductory allowance was offered on the entire line.

Sales and distribution methods. The Wooster Brush Company sells its products through
a national network of distributors and buying groups. It does have some direct accounts;
Lowe's and Home Depot, for example, are direct accounts. Jumbo-Koter was to be sold
into national distribution by the Wooster Brush Company's sales force and network of
service personnel.

Advertising copy strategy. The objective of the Jumbo-Koter advertising was to commu-
nicate to paint and hardware stores that a new improved mini-roller was coming on
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the market and that this mini-roller would be available only from the Wooster Brush
Company. Wooster used trade advertisements that took advantage of the strong reputa-
tion of the Wooster Brush Company name. These advertisements emphasized that these
new mini-rollers rolled smoothly and required fewer trips to the paint bucket because
they held more paint and did not stop rolling. The net result was less cost to the painter.

Advertising media strategy. Jumbo-Koter advertising was designed to be run in trade
publications such as Do-It-Yourself Retailing and other magazines targeted to paint and
hardware stores. There was no consumer advertising of Jumbo-Koter. One- and two-
page spreads were placed in these magazines at the time of the product launch.

Sales promotion. The line was launched with incentives for retailers to use a display with
the Jumbo-Koter line. These discounts were to be offered at pro shows and at distributor
shows. A consumer discount was also offered upon introduction of the program. A
premium pack that included a frame and six roller covers in a box was to be sold during
the product launch. It was to be put on a counter or on the rack. The consumer bought
the six covers and got the frame free.

Publicity. Public relations was also used to introduce Jumbo-Koter. A press release was
sent to all of the key trade publications prior to placement of the print advertising.
Wooster Brush Company management anticipated that a significant number of articles
would result from this press release because Wooster Brush was a regular advertiser in
all of these magazines. The press release introduced Jumbo-Koter as a new product
from the Wooster Brush Company and included the major points from the advertising
copy.

In-store merchandising. It was felt that a key to success in getting the full Jumbo-Koter
product line into retail stores was an in-store display program. The cornerstone of this
program was a two-foot freestanding merchandiser that included the full Jumbo-Koter
product line. Wooster Brush would give the rack free to retailers. A piece of literature
for the consumer was included with the display.

Timetable. After Wooster Brush pushed the button on a major development effort, it
took eighteen months to complete. It took another three months to achieve the initial
national distribution. At the time of this writing, Jumbo-Koter has been in national
distribution for one year.

7. FINANCIAL PROJECTIONS. The financial projections were conservative in that they did not

include any estimates of sales from the large national accounts such as Lowe's or Home
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Depot. Only sales from paint and hardware stores were included. The reason for this was to
add stability to the forecasts. Wooster Brush management felt that it could confidently
predict potential sales from the traditional paint and hardware stores, based on a long
history with these accounts. Predictions for the large national accounts were much less
reliable. Management did not want to develop production capacity based on speculative
assumptions.

8. CONTINGENCY PLANS. A pricing contingency plan was set up in case the competition
decided to lower its prices in response to this program. Wooster Brush management decided
that it would not reduce the Jumbo-Koter prices if that were to happen. Management felt
that by the time the competition was able to implement a price reduction, Wooster Brush
would have established the Jumbo-Koter line as a viable one in the market. It felt that most
customers would continue to purchase Jumbo-Koter products at the initially established
price.



CHAPTER 3

Benefits Must Be Perceived

by

Customers

Example: Philips Long-Life Lightbulbs

Except for gifts, people will rarely buy a new product or service unless they
feel that it has some specific benefits that are important to them. Many busi-
ness ventures have succeeded because they provided meaningful benefits
that were clearly recognized by their customers. This chapter provides an
example of how Philips identified its product’s most significant benefit and
created something new around that benefit, and then how the company used
positioning to communicate this benefit. You should always make a point of
finding out what benefits potential customers feel they will get from your
product or service. You want to know specifically what these benefits are and
why they are important to your customers.

Philips Lighting Company, headquartered in Somerset, New Jersey, is the
U.S. lightbulb division of Philips Electronics North America Corporation. In 1998
the management of Philips Lighting Company decided to try to make a significant
impact on the consumer lightbulb market. It began this effort by doing some seri-
ous market research to see what was really important to consumers of lightbulbs.
The idea was to find out what benefits consumers wanted, then provide those
benefits and wrap an entire marketing program around them. The result was an
incredibly successful marketing plan.
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Philips Decided to Become the Long-Life Lightbulb Company

The results of Philips’s market research clearly indicated that long life was
the most important feature that consumers would like to have in a lightbulb.
Many consumers indicated that they simply did not want to have to climb up
a ladder every two months to change a lightbulb. The management at Philips
found this believable because of Philips’s long history with long-life light-
bulbs. A major problem uncovered by this research, however, was that there
was a lot of consumer confusion concerning the category. For example, al-
though the expected number of hours was printed on lightbulb packaging,
people had no idea how many hours a lightbulb should last.

Philips decided to provide the consumer with long-life lightbulbs and at
the same time take away the consumer confusion. It would do this by offering
a series of new long-life lightbulbs. This would involve a good, better, best
strategy. DuraMax would be the good lightbulbs, with a guaranteed life of
one year (twice as long as the average lightbulb). Halogena would be the
better lightbulbs, with a guaranteed life of two years. Marathon would be the
best lightbulbs, with a guaranteed life of five to seven years.

This long-life strategy took over the entire Philips consumer incandes-
cent lightbulb product line. As of this writing, Philips has become the only
company whose whole consumer line is long life. It has become the long-
life company. In fact, long life has become a worldwide strategy for Philips
lightbulbs. The current Philips worldwide marketing vision statement is,
“Philips is the brand of lightbulbs that helps to enhance the quality of your
life. Philips delivers a full line of long-lasting lightbulbs that satisfy your
lighting needs and are guaranteed to perform.” In the United States, this was
brought down to “light bulbs that last.”

This long-life strategy has been very successful for Philips. The company
is achieving strong consumer sales of all three of its new product lines: Dura-
Max, Halogena, and Marathon. It has also been very successful from a retail
distribution standpoint. Philips has been able to show retailers its consumer
research, which indicated total confusion at the point of purchase. Philips
has then been able to explain to the retailer how it has been able to take the
confusion out of the lightbulb business with its good, better, best strategy.
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This has resulted in broad-scale distribution in Home Depot and many other
major retailers of consumer lightbulbs.

History Shows Long Life as the Number One Attribute for
Lightbulbs

Over the past thirty years, long life has come up several times as the number
one attribute that consumers look for when buying a lightbulb. In 1983, Phil-
ips substantially expanded its lightbulb business in the United States by pur-
chasing all of the lamp divisions of the Westinghouse Electric Corporation.
One of the things that came along with that acquisition was a product line
that had a longer-life strategy. Prior to that, Westinghouse had had several
successes with long-life lightbulbs.

In 1977, Westinghouse had launched a major venture selling long-life
lightbulbs through grocery stores. The venture was called Turtle-Lite. Turtle-
Lite was based on a wealth of consumer market research obtained from 1972
to 1977 that indicated that consumers wanted lightbulbs that lasted longer
than current offerings. Turtle-Lite was a long-life lightbulb that was uncondi-
tionally guaranteed to provide the consumer with two years of service. Turtle-
Lite lightbulbs were sold off of a unique freestanding in-store merchandiser
and were supported with heavy consumer advertising and promotion.

Turtle-Lite successfully achieved distribution in most of the grocery
stores in the western United States. The program was successful in generat-
ing substantial consumer sales in each of the stores in which it operated.
This proved that consumers were interested in purchasing long-life light-
bulbs. The program was eventually discontinued as a result of competitive
pressure. Strong competitive couponing brought the price of standard incan-
descent lightbulbs down so low that Turtle-Lite became uncompetitive. This
was coupled with the movement of the grocery trade away from freestanding
displays.

When Westinghouse was acquired by Philips, its lightbulb product line
included a uniquely shaped long-life lightbulb called T-Bulb. This lightbulb
enabled consumers to get about a third longer life than the standard incan-
descent lightbulb without a significant reduction in lumen (light) output.
That was the premier product when Philips acquired the Westinghouse light-
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bulb division. Philips kept this product in its line for several years. From
1992 to 1996, however, Philips concentrated mainly on the industrial and
commercial side of the market. As a result, the long-life product kind of faded
away. Even the unique shape of the T-Bulb was discontinued because of its
cost.

In reviewing the past history of lightbulbs, Philips identified a number
of products providing different consumer benefits. Some focused on the qual-
ity of the light given off, some focused on energy usage, and some focused
on environmental issues. Long life surfaced as the most consistently well
received consumer benefit. Energy was very popular at times, such as in Cali-
fornia when energy was scarce. Nothing, however, ever moved long life away
from the top spot.

The Project Began with a Thorough Review of the Market for
Lightbulbs

As part of the overall strategy development process conducted in 1998, Phil-
ips completed a thorough review of the overall lightbulb market. By this
time the company had become very fact-based and had an excellent market
research department. The research department provided a review of all of the
available data on the lightbulb market, as well as data from several custom
studies. Store checks and interviews with retailers were also conducted to
provide a hands-on view of the current marketplace.

The consumer market for incandescent lightbulbs has five retail distri-
bution segments: grocery stores, hardware and home center stores, mass
merchandisers, drugstores, and a category labeled ““other.” Grocery chains
had previously been the dominant source of lightbulbs, but by 1998, this
dominance had shifted dramatically to the home centers and mass merchan-
disers. The grocery segment was declining, and the mass merchandiser and
home center segments were increasing.

Consumers saw that stores like Home Depot carried one hundred feet
of lightbulbs, including every type of lightbulb they might need for the home.
In comparison, a grocery store would carry maybe twelve to sixteen feet of
lightbulbs and certainly did not have every type of lightbulb. Home Depot
alone sold one out of every five lightbulbs. Purchases in grocery stores now
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tended to be those where the consumer was shopping in the store and re-
membered that one of his lightbulbs had burned out, so he bought a four-
pack just to make sure. However, if the consumer was doing a lighting proj-
ect and was buying fifteen or twenty lightbulbs at one time, she would do
this at a home center.

GE was the dominant player in the grocery chains and mass merchan-
disers. Philips was the dominant player in home centers because Philips was
the primary supplier of lightbulbs to Home Depot, which sold 20 percent of
all the lightbulbs sold in the United States. Sylvania was number three
among the major brands. The other factor was private label. Some retailers
were selling lightbulbs imported from the Far East under their own private
label. Some imported lightbulbs were also being sold under the Westing-
house brand name, which was licensed from Viacom (the current owner of
the trademark).

Sophisticated Qualitative Market Research Used to Pinpoint
Key Benefit

In 1998 Philips conducted a series of market research projects to determine
consumer perceptions of the most important benefits related to lightbulbs.
This research began with a series of consumer focus groups held in various
parts of the United States. Psychographic screening questionnaires were
used to bring in males and females who demonstrated the ability to deal
effectively with abstract concepts. This initial qualitative research was fol-
lowed by a series of in-depth one-on-one interviews with consumers of vari-
ous brands of lightbulbs.

During the initial focus groups, respondents engaged in a brainstorming
session on their idea of an ideal lightbulb. This brainstorming generated a
long list of perceived benefits of lightbulbs, which respondents then evalu-
ated with the help of several highly sophisticated projective techniques. Ben-
efit chains were used to stimulate the respondents’ ability to create lists of
alternative benefits. Forced relationships were then used to help respondents
compare current lightbulbs. For example, respondents were at times asked
to imagine what type of animal different types of lightbulbs might be and
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then describe their attributes based on the animal they selected. The follow-
ing are two examples:

“That major-brand lightbulb reminds me of

a dog, which is man'’s best friend. So many
families have them. It's a comfort—a big name
that you are comfortable with, and you know
they probably will be good.”

“That generic-brand lightbulb is a turtle. Turtles
are relatively unimportant and in the background.
Nobody is paying attention to them.”

Concept statements created in the focus groups were presented to con-
sumers during lengthy in-person interviews. As the series of interviews pro-
gressed, the concepts were modified to reflect consumer attitudes. The
concepts included a number of the most popular benefits identified during
the focus groups. Different facts about lightbulbs were also presented to re-
spondents to determine their believability.

Long Life Identified as the Only Lightbulb Benefit Worth a
Premium

The consumer focus groups revealed that a typical consumer perception was
that lightbulbs burn out too soon. Consumers wanted long-life lightbulbs,
but they thought that current claims of long life were not believable. They
felt that a better lightbulb would be one that lasted longer, and that this was
the only benefit that would be worth a premium. They felt that long-life
lightbulbs would be less annoying and safer, and could save money in the
long run. Many respondents also felt that a guarantee would add credibility
to claims of long life.

The personal in-depth interviews with consumers refined their percep-
tions of the long-life benefit. Many of the consumers included in this research
felt that a full line of long-life lightbulbs would be more credible than one
new long-life lightbulb. Respondents liked the full-line concept because they
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would be able to choose the ideal lightbulb type for different locations. For
example, they would be able to buy expensive, very-long-lasting lightbulbs
for some locations and other, less-expensive lightbulbs for other locations.

Philips Assumed That Its Customers Would Accept a Long-
Life Strategy

On completion of the market review and market research, Philips decided to
proceed with the launching of a major strategic effort to transform itself into
the “long-life company.” It made assumptions about the likely reactions of
consumers and retailers to the strategy. It made assumptions about the
planned pricing for the new products, and even about the technical design of
the new long-life lightbulbs. The following are Philips’s key planning as-
sumptions:

1. A long-life strategy would effectively differentiate Philips’s lightbulbs
from those of the competition.

2. As previous long-life products by Westinghouse and Philips had shown,
and as indicated by the market research, consumers would buy into the
long-life lightbulb idea.

3. The long-life strategy would help Philips’s retailers compete with their
competitors. Philips believed that retailers were tired of seeing the same
products advertised in a Sunday circular at different prices. For example,
Home Depot would see Wal-Mart, in a Sunday ad, cutting its price on
the same GE lightbulbs that Home Depot was carrying. Philips believed
that many retailers were not happy about this and wanted to differenti-
ate their products, but did not know how to do so. Philips believed it
had the answer.

4. Premium pricing on a line of superior products would be acceptable to
retailers and consumers. Philips did not want to compete on the basis of
price because it knew that it could not be the low-cost leader. With the
long-life strategy, the company would be bringing out a line of products
that could not be compared directly with competitive lightbulbs. Philips
would have a different product that would last longer. It would take
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Philips out of the direct comparison situation, such as matching the
price of its four-pack with that of GE’s.

5. The Philips engineering department had identified the proper line be-
tween life and light, so that it could provide the consumer with a series
of lightbulb products that would be ideal for home use.

Marketing Plan Written with Two Primary Objectives

Based on these assumptions, the new marketing plan had two primary objec-
tives. First, Philips would introduce a series of lines of long-life lightbulbs
that would be significantly different from the lightbulbs offered by the com-
petition. Second, because they were superior, these new product lines would
be sold at premium prices, which would generate higher margins for Philips
and for Philips’s retail partners.

The New Corporate Long-Life Strategy Included Three
Brand Names

Philips Marathon was the name used for the longest-lasting or “best” light-
bulbs (guaranteed for five to seven years), Philips Halogena was the name
used for the second-longest-lasting or “‘better”” line of lightbulbs (guaranteed
for two years), and Philips DuraMax was used for the entry-level or “good”
line of lightbulbs (guaranteed for one year). Marathon and Halogena became
available in 2000, and DuraMax was added two years later.

The name Halogena was given to the U.S. operation by Philips’s Euro-
pean operation, as this name had been previously used in Europe. Marathon
and DuraMax were developed in creative sessions involving Philips manage-
ment and Philips’s advertising and public relations agencies. A series of
names were tested among consumers, and those two names were picked as
suggesting reliability and long life.

The Long-Life Lightbulb Formula Is Tricky

It is the coil and some of the chemicals inside that make one lightbulb last
longer than another. There is a mix of inert gases, such as carbon, krypton,



66

MARKETING PLAN SUCCESS STORIES

argon, and neon, inside of a lightbulb. The coil that is used in an incandes-
cent lightbulb is made of tungsten, and if the coil were stretched out, it
would be quite long. The thickness of the coil and the number of turns are
part of the science of making a lightbulb. It is the combination of the differ-
ences in the coil and the slight differences in the gases that fill the vacuum
that differentiate one lightbulb from another.

The long-life formula is tricky. If you put too much life into a lightbulb,
the light output goes down. A lot of imported lightbulbs have tried too hard
to maximize life. For example, a company would come out with a three-year
incandescent lightbulb, but the light output from these lightbulbs would
drop dramatically. The life of a lightbulb is important, but the quality of the
light is also important. You can’t just bring out a long-life lightbulb; it also
has to have sufficient light output. The trade-off between life and light has
to be optimized.

The challenge at Philips was to develop an incandescent lightbulb that
would last at least one year. Consumer research showed that consumers
might accept a six-month life, but Philips felt that at least one year would
represent an improved product. This was the “good” lightbulb. Philips then
added halogen technology to create a “better”” lightbulb with a two-year life.
Finally, Philips used fluorescent technology to create the “best” lightbulb,
with a life of between five and seven years. Management felt that this would
take Philips lightbulbs out of the commodity class and make them products
with real value-added qualities.

DuraMax Lightbulbs Last One Year

DuraMax was the line of “good” light bulbs, which would have a minimum
life of one year. These were incandescent lightbulbs that were comparable to
GE incandescent lightbulbs, which typically had a life of six months. Depend-
ing on the particular lightbulb, this longer life was achieved through the use
of a larger coil, a different gas, or a combination of the two. DuraMax had a
full line of different incandescent lightbulbs.

Although DuraMax lightbulbs had twice the life of a traditional incan-
descent lightbulb, they were designed to have the same perceptible light out-
put. For example, if a GE incandescent lightbulb had a light output of 880
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lumens for a sixty-watt lightbulb, the DuraMax light bulbs might have 860
lumens for that same sixty-watt lightbulb. That difference would not be per-
ceptible to the human eye. Philips knew that if it were to use an even thicker
coil and reduce the light output to 800 lumens, that would be perceptible, so
the company did not do that. It was a trade-off that was very carefully done.

Halogena Lightbulbs Last Two Years

Halogena was the line of “better” light bulbs, with at least a two-year life.
Halogena was a product line that had been made by Philips in Europe for
several years, but had never been introduced into the United States. It was
added to the mix to fill in the good, better, best strategy.

Halogen technology was a little different. It had an incandescent coil in
a quartz glass container. Instead of argon or neon, it used a halogen gas.
Halogen gases replace the tungsten in a burning coil constantly. When an
incandescent lightbulb heats up, little bits of tungsten flake off. Eventually
the coil gets a weak spot because too much tungsten has flaked off. Then
when you flip the switch, you hear that “pop”” and the bulb burns out. That
happens because the coil has been weakened at that one spot. This happens
more slowly with halogen technology, which is why Halogena lightbulbs last
two years.

There are several other advantages to Halogena lightbulbs. The light
from these lightbulbs is actually whiter and brighter than that from standard
incandescent lightbulbs. An incandescent light bulb usually generates fifteen
to seventeen lumens per watt, whereas a Halogena lightbulb can go up to
twenty-five lumens per watt, making it more efficient. Halogena bulbs do not
burn hotter because their shape keeps the inner burner far away from the
bulb wall, so that the heat does not really affect the outer wall.

Even though they are based on a different technology, Halogena light-
bulbs are practical for home use. Halogena lightbulbs can be screwed into any
incandescent lightbulb socket. They are even dimmable, just as incandescent
lightbulbs are.

Marathon Lightbulbs Last Five to Seven Years

Marathon would be the “best” lightbulbs. They would have a minimum life
of five to seven years, depending on the particular lightbulb selected. These
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lightbulbs are based on a technology that is very different from that of an
incandescent lightbulb. They use fluorescent technology, where most of the
energy is captured as light and not heat. That is a huge difference. Philips
invented compact fluorescent lightbulbs back in the 1970s. When they first
came out, compact fluorescent lightbulbs were designed for commercial use,
where companies wanted to save electricity because they had to keep their
lights on all the time. With Marathon, these lightbulbs were adapted for
home use.

It took a lot of years to get a compact fluorescent to mimic the look of
an incandescent lightbulb. Philips had to get these compact fluorescents to
burn in the same yellow color range as incandescent lightbulbs to make them
look like the other lightbulbs in the home. Now the Marathon lightbulb can
go anywhere in any home and look exactly like incandescent lightbulbs. Phil-
ips has a demonstration room where, in a simulated bedroom, it asks you to
tell which is the incandescent and which is the Marathon. Maybe one out of
fifty people will figure it out. You can’t tell the difference.

In addition to the much longer life, a major advantage of Marathon
lightbulbs is that they save a lot of money on electricity. To get the amount
of light you are used to from a sixty-watt incandescent lightbulb, you have to
use only fifteen watts with a Marathon lightbulb. That is four times more
energy-efficient. The reason for this is that you are not losing energy to heat,
as most of the energy is going to light output. Because they have been made
very compact, Marathon lightbulbs can do anything regular incandescent
lightbulbs can do. They can dim, they can be three-way, and they can fit into
any socket.

Traditional Lightbulb Shapes Were Used Except for
Decorative Bulbs

During the development stages of this marketing plan, Philips discovered
that the design of a lightbulb (the shape of the bulb) is very important to
consumers. Research was done with different shapes, and consumers said
that they wanted their lightbulbs to have a traditional shape, except when
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they were using them for decorative purposes. This became the basis for the
design of Philips’s lines of long-life lightbulbs.

Marathon was the most difficult. From a design standpoint, Philips had
to make a fluorescent lightbulb look like an incandescent lightbulb. In the
past that had always been one of the barriers to fluorescent technology. Peo-
ple were used to the shape of an incandescent lightbulb. When Philips had
come out with bulbs that looked like little fluorescent bulbs, it had had diffi-
culty selling them. Because of this, many of the Marathon lightbulbs were
designed to hide the fluorescent tubing and to look exactly like an incandes-
cent lightbulb.

DuraMax lightbulbs were based on traditional incandescent technology
and had the traditional lightbulb shape. Halogena, however, departed some-
what from tradition. Because of the beauty of the light from a Halogena light-
bulb, many consumers wanted to use these bulbs for decorative purposes.
Therefore, the shape of these lightbulbs was designed to be more artistic, so
that they would be appropriate in a fixture that showed the lightbulb.

Vibrant New Packaging Was Created

Philips felt that this marketing effort gave the company an opportunity to
create vibrant new packaging that told a better story to the consumer. It
wanted to create packaging that would help sell the product off of the shelf
without confusing the consumer. Philips felt that with its old packaging, and
with the packaging of GE and Sylvania, the consumer had trouble figuring
out which lightbulb was better and why. The company felt that, in addition
to advertising, the good, better, best story would have to be told on the pack-
aging.

On the new packaging Philips designed, wattage was the most promi-
nent number, and how long the lightbulbs would last was the second most
prominent number. Philips felt that consumers could not relate to life repre-
sented in hours, so it stated the life in years. It also gave the guarantee on
the packaging: The lightbulbs were guaranteed for one year, two years, five
years, or seven years. Finally, the packaging visually showed the consumer
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the shape of the lightbulb and where it should go in the home. The idea was
to simplify the shopping process.

A Local Production Strategy Was Implemented to Ensure
High Quality

Philips decided to manufacture the consumer product line in its own factor-
ies. Philips has enormous production capacity. The total consumer and in-
dustrial Philips product line includes over three thousand different types of
lightbulbs. Philips has seven factories in the United States, one in Canada,
and one in Mexico. It also has additional production facilities in Europe. By
producing all of the lightbulbs internally, Philips believed that it would be
able to maintain much better quality than if it imported the lightbulbs from
the Far East. The company felt that this would represent an advantage over
some of the competition.

Sales and Distribution Strategy Was Based on Heavy Trade
Involvement

At the time this marketing effort was being planned, except for the private-
label lightbulbs, there was mostly one brand per retail outlet. There were
some exceptions. For example, at Home Depot, GE and Philips were the two
major lightbulb brands, and then there were six other brands on the shelves,
including Panasonic, Toshiba, and Westinghouse. ABCO licensed the Wes-
tinghouse brand name from Viacom and put it on imported lightbulbs from
China.

The Philips factories generally shipped lightbulbs from the factory ware-
house to a Philips combination warehouse, where all of the different types of
lightbulbs were brought together. The retailer’s regional depot orders would
come into these facilities, and the products ordered would go to the retailer’s
regional warehouses. The retailer would then generally distribute the light-
bulbs to the stores. There were some exceptions where Philips would ship
directly from its combination warehouse to a retail store. Usually, however,
Philips would deliver to a chain’s warehouse for store-level distribution.

Philips did a lot of research with the retail trade in preparation for this
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major new marketing strategy. The sales force was involved in this research,
but so were a lot of marketing people. A lot of the higher-level meetings were
not limited to a salesperson, but included a vice president of marketing, the
category leader for the products, and sometimes even the president. Philips
presented to retailers what its research had shown, and explained how the
new Philips product line would differentiate the retailer’s offering. Category
management suggestions were an important part of these meetings. Philips
showed retailers how they could earn substantially more money from the
same amount of shelf space with the new line of Philips lightbulbs because
of the premium pricing of these superior products.

The long-life strategy worked well. Home Depot eventually made Phil-
ips its exclusive major brand of lightbulbs. This was significant because
Home Depot sold one out of every five lightbulbs in America at that time.
Home Depot felt that the new Philips strategy would help it differentiate its
lightbulbs from those sold by Wal-Mart and other competitors. Other retail-
ers also switched their lightbulb brand from their previous source to Philips.
Wegmans, for example, switched to Philips because it is a store that likes
to sell better products, and it saw that switching to Philips fit its overall
strategy.

Premium Prices Resulted in Substantial Hidden Savings
for Consumers

The pricing strategy for DuraMax and Marathon light bulbs was to provide
the consumer with a longer-life lightbulb, and to enable the consumer to
save money at the same time. The strategy for Halogena was different. Halo-
gena was to be sold at a premium price because of its longer life and the
uniqueness of the lightbulbs. Halogena lightbulbs provided a refreshingly
whiter light that was unavailable with traditional incandescent lightbulbs.
The Halogena lightbulbs were also useful as decorative bulbs because of their
attractive shape and glass.

The price of a sixty-watt incandescent lightbulb from GE varied from
store to store, but was often about fifty cents. This lightbulb typically had a
useful life of six months. A Philips DuraMax lightbulb with the light output
of a sixty-watt bulb would also cost approximately fifty cents, yet it would
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have a life of one year. A Philips Halogena lightbulb with the light output of
a sixty-watt lightbulb would have a two-year life and would cost about four
dollars. The Philips Marathon lightbulb with the light output of a sixty-watt
bulb would have a life of five years and would sell for approximately nine
dollars.

There was a substantial additional hidden savings with Philips Mara-
thon lightbulbs. Over the five-year life of this lightbulb, the owner would
save approximately thirty-five dollars in electricity costs. Naturally this
would vary depending on where the consumer lived. The financial compari-
son with a sixty-watt GE lightbulb is very interesting. Over five years the
consumer would have paid approximately five dollars for ten GE lightbulbs
with a six-month life each. Over the same five years, the consumer would
have paid nine dollars for a single Philips Marathon bulb, or an extra four
dollars. However, the consumer would have saved thirty-five dollars in elec-
tricity costs, for a net profit of thirty-one dollars.

The Advertising Message Was “Light Bulbs That Last”

To introduce consumers to the new Philips long-life strategy, an advertising
campaign called “light bulbs that last” was created. Philips’s advertising
agency came up with a number of humorous television and radio commer-
cials and magazine advertisements depicting situations in which a lightbulb
had burned out. These advertisements were run in eight- to ten-week flights
on introduction, and then periodically for about two years. The campaign
was successful and won numerous advertising industry awards.

The Halogena television commercial showed a young man on a ladder
that he had made out of a couch and a chair. His friend walked into the room
and explained to him that if he replaced that lightbulb with a Halogena bulb,
he would not have to go back up on that ladder for two years—guaranteed.
This advertisement was quite humorous and emphasized the two-year guar-
antee.

The Marathon television advertisements talked about the five-year
guarantee. One commercial opens on an empty room from the vantage point
of a ceiling lamp. Then you see a young man arriving at college, accompanied
by his parents. They’re carrying moving boxes. Next, you see the family walk
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into the empty dorm room. The overhead light is flicked on, and the bulb
burns out. The father pulls a Philips Marathon bulb out of its box and screws
this new bulb into the lamp fixture. As the commercial develops, you see the
young man studying, at a sports victory party, playing his guitar, and slow
dancing—always from the vantage point of the bulb. Finally, you see him on
graduation day in his empty dorm room, unscrewing the bulb to take it with
him. The copy says, ‘“He finished up in four . . . the bulb is on the five-year
plan. The Marathon bulb by Philips.”

As a second Marathon television commercial opens, you see a man in
his mid-thirties climbing up a scenic mountain trail. He arrives at a rustic
cabin at dusk. He then goes to turn on the overhead light and the bulb burns
out. He is noticeably displeased. The man then checks a message on an old
answering machine and sets down his old manual typewriter. During the
commercial, he is directed by the phone message to various storage areas to
check on amazing quantities of supplies.

“Hi, it's Gayle. Hope you found the place OK.

Use the cabin for as long as it takes to finish the book.

You'll find plenty of toilet paper in the closet . . .

400 pounds of dried beef in the cellar . . .

loads of canned goods in the pantry . . . that should do it.

Oh, yeah, there's a five-year supply of light bulbs in the top left drawer.
Call me.

It’s getting a bit darker as time goes by, and the man is visibly concerned
about the lack of light inside. Finally, when he is directed to the drawer in
the kitchen, you see one bulb. Eventually light is restored to the cabin, and
all is well. A voice-over says: ‘“The Marathon bulb by Philips. Good for five
years. Guaranteed. That should be long enough. Philips. Light bulbs that
last.”

Philips Halogena Light Bulbs Tied Into Times Square Publicity

In addition to advertising, the Philips long-life lightbulb strategy was the
basis of a highly successful public relations campaign. The campaign cen-
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tered around Philips Halogena lightbulbs. When Philips heard that a new
ball was being created for the Times Square New Year’s Eve celebration in
New York City, it called the organization responsible and offered to work
with that organization on including Halogena bulbs. The result was that
Halogena became the official Times Square lightbulb for five years, including
the huge millennium celebration. This formed the basis of the public rela-
tions campaign.

Philips began the campaign with a press conference, then implemented
a broad national publicity tour. The most watched event of the millennium
New Year’s celebration was the dropping of the ball in Times Square. Because
of its use for this, Halogena lightbulbs were broadly publicized in print and
on television, including the Today show. The end result was a three-inch book
full of press clippings. Retailers also participated in the event. Home Depot,
for example, provided an end aisle display of Halogena lightbulbs for the six
weeks surrounding New Year’s Eve. All of this resulted in the sale of a lot of
Halogena lightbulbs.

Individual In-Store Merchandising Done for Retailers

Philips worked with each retailer to help that retailer customize the in-store
displays for its light bulbs. A lot of retailers were very conscious of the look
of their stores, and they wanted manufacturers to work within their frame-
work. In most categories, things were done on an individual basis. For exam-
ple, Philips found that Wegmans and Walgreens had very different
requirements, and special solutions had to be developed for each of these
important chains.

Home Depot had a whole wall of lightbulbs, and Philips provided the
chain with a detailed plan-o-gram and recommendations to help it help its
customers to find what they needed quickly. For example, Philips suggested
educational materials to quickly direct people to the right lightbulbs. Philips
provided signs and operating samples of products.

Philips also provided occasional off-shelf displays. The company sug-
gested that the best way to sell some of these lightbulbs was to cross-
merchandise them with other products. For example, if the retailer was sell-
ing fixtures, it was told that it should sell lightbulbs with them. Retailers
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were told that if someone is buying a chandelier that needs decorative bulbs,
the right bulbs should be next to the chandeliers. There were also several
other places within the store where lighting products could be cross-
merchandised with whatever the retailer was selling.

All Philips Long-Life Lightbulbs Were Guaranteed

If a lightbulb failed to last as long as Philips said it would last, the customer
would be able to mail it back to Philips for a prompt refund. No questions
would be asked. The customer would simply have to send the product back
with a proof of purchase or register receipt. In sum, Philips was not only
saying that the light bulbs would last one, two, five, or seven years, but also
guaranteeing it.

It took a little effort to sell this extensive guarantee policy internally at
Philips. Everybody finally agreed, however, that if the company really be-
lieved in the product, it should stand behind it. This seems to have been the
right strategy at the right time. Consumers and retailers liked the idea of a
guaranteed life. At this point, Philips has seen only a handful of returns come
in on a daily basis, which is very small compared to how many lightbulbs it
sells.

Detailed Financial Projections Were Prepared for
Management Approval

A detailed financial plan was created for the overall long-life strategy. Docu-
mentation on all of the planned expenditures and expected sales was pre-
sented to senior Philips management for approval prior to launching the
program. These documents were then updated from time to time as the plan
unfolded. Thus far the numbers on Marathon and Halogena are holding as
planned. Consumers are definitely trading up to these premium products in
large numbers. DuraMax was only launched in 2001, which is too recent to
make a final judgment on its success, but it looks very good so far.

No Competitive Reactions to Long-Life Strategy Expected

Philips’s largest competitor is the General Electric Company. Philips does
not believe that GE will come out with a major effort on long-life lightbulbs.
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Philips believes that GE would hurt itself if it focused on long life because it
would shrink the incandescent market, of which it has an enormous market
share. Philips feels that GE is likely to react by providing something other
than long life, leaving the long-life niche to Philips.

Wrap Your Marketing Strategy Around Benefits Your
Customers Want

The main lesson to be learned from the success of Philips’s long-life light-
bulbs is to pay attention to the needs of your customers. This applies to both
the consumer and the retailer. It is easy to simply look inside your company
for the answers. Philips succeeded because it did a lot of consumer and trade
research right at the beginning of this marketing effort. It found out what
was really important to its customers regarding its product category. It iden-
tified what benefits its customers wanted, then provided those benefits and
wrapped an entire marketing program around them. The results were very
successful.
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Summary Marketing Plan for:
Philips Long-Life Lightbulbs
Philips Lighting Company?
2001

MARKETING PLAN SUMMARY

1. BACKGROUND. In 1998 the management of Philips Lighting Company decided to try to
make a significant impact on the consumer lightbulb market. It began this effort by doing
some serious market research to see what was really important to consumers of lightbulbs.
The results of this market research clearly indicated that long life was the most important
feature that consumers would like to have in a lightbulb. Philips, therefore, decided to
provide the consumer with long-life lightbulbs and at the same time take away the con-
sumer confusion concerning this category. It would do this by offering a series of new long-
life lightbulbs. As of this writing, Philips has become the only company whose whole con-
sumer line is long life. It has become the long-life company.

2. MARKET REVIEW. The consumer market for incandescent light bulbs has five retail distribu-
tion segments: grocery stores, hardware and home center stores, mass merchandisers, drug-
stores, and a category labeled "other.” GE was the dominant player in the grocery chains
and mass merchandisers. Philips was the dominant player in home centers because Philips
was the primary supplier of lightbulbs to Home Depot, which sold 20 percent of all the
lightbulbs sold in the United States. Sylvania was number three among the major brands.
The other factor was private label. Some retailers were selling lightbulbs imported from the
Far East under their own private label. Some imported lightbulbs were also being sold under
the Westinghouse brand name, which was licensed from Viacom (the owner of the trade-
mark).

3. CONSUMER USAGE AND ATTITUDES. Consumer focus groups revealed that a typical con-
sumer perception was that lightbulbs burn out too soon. Consumers wanted long-life light-

' The long-life lightbulbs Philips Marathon, Philips Halogena, and Philips DuraMax are trademarks of Philips Lighting
Company, and are used with permission.
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bulbs, but they thought that current claims of long life were not believable. They felt that a
better lightbulb would be one that lasted longer, and that this was the only benefit that
would be worth a premium. Many respondents also felt that a guarantee would add credibil-
ity to claims of long life. Many of the consumers included in this research felt that a full
line of long-life lightbulbs would be more credible than one new long-life lightbulb. Respon-
dents liked the full-line concept because they would be able to choose the ideal lightbulb
type for different locations.

. PLANNING ASSUMPTIONS. Philips decided to proceed with the launching of a major strate-

gic effort to transform itself into the “long-life company.” The following are Philip's key
planning assumptions:

A. Along-life strategy would effectively differentiate Philips's lightbulbs from those of the
competition.

B. Consumers would buy into the long-life lightbulb idea.
C. The long-life strategy would help Philips's retailers compete with their competitors.

Premium pricing on a line of superior products would be acceptable to retailers and
consumers.

E. Philips's engineering department had identified the proper line between life and light.

. KEY STRATEGIC MARKETING OBJECTIVES. Based on these assumptions, the new marketing

plan had two primary objectives. First, Philips would introduce a series of lines of long-life
lightbulbs that would be significantly different from the lightbulbs offered by the competi-
tion. Second, because they were superior, these new product lines would be sold at premium
prices, which would generate higher margins for Philips and for Philips's retail partners.

MARKETING PLAN ELEMENTS.

A.  Brand names. The new corporate long-life strategy included three brand names. Philips
Marathon was the name used for the longest-lasting or "best" lightbulbs (guaranteed
for five to seven years), Philips Halogena was the name used for the second-longest-
lasting or "better" line of lightbulbs (guaranteed for two years), and Philips DuraMax
was used for the entry-level or "good" line of lightbulbs (quaranteed for one year).

B. Product line. The challenge at Philips was to develop an incandescent lightbulb that
would last at least one year. This would be the “"good" lightbulb. Philips then added
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halogen technology to create a “better” lightbulb, with a two-year life. Finally, Philips
used fluorescent technology to create the "best” lightbulb, with a life of between five
and seven years. Management felt that this would take Philips lightbulbs out of the
commodity class and make them products with real value-added qualities.

C. Packaging. On the new packaging Philips designed, wattage was the most prominent
number, and how long the light bulbs last was the second most prominent number.
Philips felt that consumers could not relate to life represented in hours, so it stated the
life in years. It also gave the guarantee on the packaging: The lightbulbs were guaran-
teed for one year, two years, five years, or seven years. Finally, the packaging visually
showed the consumer the shape of the lightbulb and where it should go in the home.
The idea was to simplify the shopping process.

D. Pricing strategy. A Philips DuraMax lightbulb with the light output of a sixty-watt bulb
would cost approximately fifty cents, yet would have a one-year life versus a six-month
life for GE lightbulbs. A Philips Halogena lightbulb with the light output of a sixty-watt
lightbulb would have a two-year life and would cost about four dollars. The Philips
Marathon lightbulb with the light output of a sixty-watt bulb would have a life of five
years and would sell for approximately nine dollars. There was a substantial additional
hidden savings with Philips Marathon lightbulbs. Over the five-year life of this light
bulb, the owner would save approximately thirty-five dollars in electricity costs.

E.  Sales and distribution methods. Philips's factories generally shipped lightbulbs from the
factory warehouse to a Philips combination warehouse, where all of the different types
of lightbulbs were brought together. The retailer's regional depot orders would come
into these facilities, and the products ordered would go to the retailer's regional ware-
houses. The retailer would then generally distribute the lightbulbs to the stores. How-
ever, there were some exceptions where Philips would ship directly from its combination
warehouse to a retail store.

F.  Advertising strategy. To introduce consumers to the new Philips long-life strategy, an
advertising campaign called “light bulbs that last” was created. Philips's advertising
agency came up with a number of humorous television and radio commercials and
magazine advertisements depicting situations in which a light bulb had burned out.
These advertisements were run in eight- to ten-week flights on introduction, and then
periodically for about two years.

G. Publicity. In addition to advertising, the Philips long-life lightbulb strategy was the basis
for a highly successful public relations campaign. The campaign centered around Philips
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Halogena lightbulbs. Halogena became the official Times Square lightbulbs for five years,
including the huge millennium celebration. The most watched event of the millennium
New Year's celebration was the dropping of the ball in Times Square. Because of its use
for this, Halogena light bulbs were broadly publicized in print and on television, includ-
ing the Today show. Retailers also participated in the event. Home Depot, for example,
provided an end-aisle display of Halogena lightbulbs for the six weeks surrounding New
Year's Eve.

In-store merchandising. Philips worked with each retailer to help that retailer customize
the in-store displays for its lightbulbs. Home Depot, for example, had a whole wall of
lightbulbs, and Philips provided the chain a detailed plan-o-gram and recommendations
to help it help its customers to find what they needed quickly. Philips provided signs
and operating samples of products. Philips also provided occasional off-shelf displays.
The company suggested that the best way to sell some of these lightbulbs was to cross-
merchandise them with other products. For example, if the retailer was selling fixtures,
it was told that it should sell lightbulbs with them.

Product warranties. All Philips long-life lightbulbs were guaranteed. If a lightbulb failed
to last as long as Philips said it would last, the customer would be able to mail it back
to Philips for a prompt refund. No questions would be asked. The customer would simply
have to send the product back with a proof of purchase or register receipt. In sum,
Philips was not only saying that the light bulbs would last one, two, five, or seven years,
but also guaranteeing it.

7. FINANCIAL PROJECTIONS. A detailed financial plan was created for the overall long-life

strategy. Documentation on all of the planned expenditures and expected sales was pre-
sented to senior Philips management for approval prior to launching the program. These
documents were then updated from time to time as the plan unfolded. Thus far, the numbers
on Marathon and Halogena are holding as planned. DuraMax was only launched in 2001,
which is too recent to make a final judgment on its success.

CONTINGENCY PLANS. Philips's largest competitor is the General Electric Company. Philips
does not believe that GE will come out with a major effort on long-life lightbulbs. Philips
believes that GE would hurt itself if it focused on long life because it would shrink the
incandescent market, of which it has an enormous market share. Philips feels that GE is

likely to react by providing something other than long life, leaving the long-life niche to
Philips.



CHAPTER 4

Consumer and Retailer
Convenience Is Critical

Example: L'eggs® Hosiery

In today’s world, convenience is more important than ever. People want it to
be easy to buy a new product and to return it if something goes wrong. It’s
not that we have become lazy; it is just that marketers have spoiled us in
many ways by making it very easy to buy their products and services. It is
easy to fall in love with your own inventions. The temptation is to think that
what you have developed is so great that everyone will want it, no matter
how hard it is to find or buy. Don’t you believe it. People have a lot of op-
tions, and they will not do business with you unless you make it very easy
for them.

The importance of convenience is paramount from a trade as well as a
consumer standpoint. When you are selling in retail stores, you must make
it easy for retailers to carry your product. You must then make it easy for the
consumer to buy from those retailers. If you are selling directly to end users,
you must also make it easy for them to buy from you.

In the fall of 1969, the Hanes Corporation completed a historic market-
ing plan covering the selling of women’s hosiery products in supermarkets
and drugstores. The strategy was to make it easy for women to buy hosiery
by selling this high-volume product in these conveniently located stores.
There were no major brands of hosiery in the supermarket and drugstore
channels at the time. These stores sold only private-label or unbranded ho-
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siery. No brand had more than a 4 percent share, and pricing was the main
form of competition. In short, the keystone of the strategy was convenience.
This was to be the only widely available, premium-priced, heavily advertised
brand of hosiery in these stores.

This new brand of one-size stretch stockings and pantyhose became so
successful that it has lasted more than thirty years and today is the largest-
selling brand of pantyhose in the world. The brand is called L’eggs. The revo-
lutionary marketing plan was based on the application of packaged goods
marketing, sales, and distribution techniques to a degree that had not pre-
viously been attempted for women’s hosiery. The marketing plan created
such strong points of difference and benefits to the consumer and the trade
that it skyrocketed to national prominence. Its success proved the critical
importance of consumer and retailer convenience.

L’eggs Began with a Series of Exploratory Research Projects

The L’eggs venture began in May 1969 with the implementation of a series
of research projects designed to identify the supermarket and drugstore op-
portunity for hosiery products. Hanes had no experience with the food and
drug distribution channels, and there were many questions that it had to
answer before it proceeded with a venture of this magnitude—questions like:
Who is the hosiery consumer in these channels? How does this differ be-
tween pantyhose purchasers and purchasers of stockings? What are the atti-
tudes, opinions, and beliefs about hosiery as they relate to the supermarket
and drugstore? Is selling hosiery through the supermarket a viable concept?
To whom should advertising be directed? What should the advertising say?
The research began with a national profile study of the hosiery market
throughout the United States. This was coupled with a series of store checks
conducted in supermarkets and drugstores in key markets throughout the
country. Key retail accounts were called on for the purpose of obtaining infor-
mation on current hosiery programs, uncovering problems and opportuni-
ties, and informing them that a new unit of the Hanes Corporation was
thinking about an entry into that market. No selling or soliciting of accounts
was done at that time. Finally, focus groups were conducted with supermar-
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ket and drugstore shoppers to obtain their attitudes toward hosiery sold in
food stores and drugstores.

A Market Without a Major Brand

The national profile study of the hosiery market showed that total retail ho-
siery sales in 1970 were expected to be $1.7 billion and 144 million dozen
units. Food stores were expected to account for 18 percent of the units, and
drugstores were expected to account for 10 percent of the units. Private-
label and unbranded merchandise dominated the food and drug outlets. No
hosiery brand had more than a 4 percent share, and pricing was the main
form of competition. There was no price/value relationship in food and drug-
store hosiery because the quality varied from package to package. Unlike
almost every other line of merchandise sold in supermarkets, hosiery had no
widely available, premium-priced brand that could serve as the reference
point against which other products are compared.

Consumers Liked the Idea of a Major Food and Drug Brand

During the focus groups, many women said that their experience with super-
market hosiery purchases had been that they’d had problems with fit or had
not been able to get the color they wanted. Most said that they would like to
have a supermarket hosiery brand that they could believe in, as they do with
so many other things they buy in these stores. They would even like to hear
advertising for a brand of hosiery that was available everywhere, that fit well,
and that was premium quality but did not cost too much. They felt that no
brand existed that filled that bill.

Thus, the research indicated that women wanted a supermarket brand
that would eliminate the confusion and lack of confidence that they felt con-
cerning the current wide variety of hosiery offerings in these outlets. They
especially liked the convenience of being able to buy such a brand in super-
markets.

The consumer research also identified fit as the most important need in
the marketplace for pantyhose. Women wanted pantyhose that fit well. A
good fit that would last for the life of the hosiery was the standard that
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most of the focus group respondents indicated for their hosiery. However
annoying a run may be, hosiery that never looks or feels right was considered
even more of a problem.

Distribution Would Require Extreme Retailer Convenience

The initial trade meetings were positive. The in-depth discussions with per-
sonnel from major supermarkets and drug chains indicated strong receptivity
to the idea. They could see a need for a heavily advertised and promoted
national brand of pantyhose that would be sold in supermarkets and drug-
stores. Retailers widely felt that a national brand would result in incremental
sales for their stores by broadening the consumer market to include planned
purchases as well as the impulse sales they were already getting. Most felt
that it would be an increase in business that would be added to the already
growing private-label sector.

However, these meetings also identified a major barrier to obtaining
broad-scale distribution for L’eggs in supermarkets. Most of these merchan-
disers felt that their existing programs of selling private-label or unbranded
hosiery were very costly as a result of overhead expenses such as inventory
financing, fixtures, warehousing, distribution, out-of-stocks, and in-store
housekeeping. If Hanes required them to incur these same costs in selling
L’eggs, distribution would be very limited.

Another obstacle to successfully marketing a hosiery brand in super-
markets was service. These retailers were not looking forward to servicing a
new brand on top of their own private-label or unbranded programs. One of
the keys to obtaining broad-scale distribution, therefore, was to make it very
easy for retailers to do business with Hanes. This indicated that what was
needed was a full-service hosiery program that would require little or no risk
or maintenance cost on the part of retailers, and that would therefore over-
come the main obstacle to marketing branded hosiery profitably through
these outlets.

The Research Resulted in a Series of Ambitious Objectives

Hanes management decided that there was an unusually good opportunity
to create a dynamic, profitable, and timely new business for the company in
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the growing food and drug portion of the women’s hosiery market. It also
believed that there was an opportunity to establish a consumer brand fran-
chise that would give this new business a position of permanency, sales dom-
inance, and long-run profitability.

The overall strategy was to market this new brand as a packaged goods
product, employing the same techniques that are typically used with other
major branded items sold in supermarkets and drugstores. This was quite
different from the strategy used for most other products in the textile indus-
try at that time. The strategy included maintenance of true brand identity by
delivering products of consistent quality. It also included heavy consumer
advertising to communicate a single-minded story and the use of proven con-
sumer promotion techniques.

A Harmonious Image Was Created Through the Name,
Package, and Display

The new supermarket and drugstore hosiery venture was named L’eggs. One
of the reasons that the name L’eggs was selected from a list of alternatives
was that it worked well with a packaging concept that looked like an egg.
The name also made interesting use of language by combining the word egg
(which referred to the packaging) and the word leg (which was what the
product was for). The package was to be preemptive to separate L’eggs from
its low-quality competition.

The display, by its unique design, was to provide L’eggs with a distinc-
tive and permanent presence at retail and to preclude intermingling L’eggs
with other hosiery products. Both the package and the display were also de-
signed with practical considerations in mind, such as nonpilferability and
easy selection. The “egg” package and the distinctive L’eggs display were to
communicate the brand’s newness, quality, and permanence.

The L’eggs name/package/display combination made this new venture
stand out in supermarkets and drugstores. In most cases, you could tell
whether a store carried L’eggs even before you got out of the car. You could
see the tall display from the parking lot, through the front window of the
store. The display with the egg-shaped packages was featured in all the adver-
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tising and other consumer communications, so that after seeing the advertis-
ing, the consumer would have no problem finding the new product.

A Wrinkled and Strange-Looking Product

The original strategy was to market a compact line of women’s one-size prod-
ucts in two styles (stockings and pantyhose). Hanes felt that this would avoid
multiproduct confusion during the introduction of the program. There was
to be consistent product quality, with all products delivering a single primary
consumer benefit—good fit.

When they were originally introduced, L’eggs were offered in five col-
ors: Suntan, Nude, Taupe, Coffee, and Off Black. These were considered the
basic colors that were most in demand by supermarket and drugstore hosiery
shoppers. The strategy was to keep the number of colors small, but to choose
the most appealing shade from each of the most popular color families.

The term Super Stretch was coined to describe the L’eggs yarn because
of the garment’s ability to provide good fit retention at both the low and high
ends of the height scale. These hosiery products would not bag or sag if worn
properly. With this yarn, the L’eggs brand could meet the criteria of provid-
ing garments of consistent quality that delivered the promised benefit of
good fit, as well as comfort and attractiveness.

Focus group research indicated that the wrinkled and strange look of
the L’eggs garments when they were off the leg would not prove to be in any
way an obstacle to consumer acceptance. Based on the focus group concept
statements, consumers felt that the L’eggs brand would deliver its promised
fit benefit and other promised attributes. The benefits included in the con-
cept statement were fit, comfort, good sheerness or appearance on the leg,
good colors, convenience, and durability. All of these were considered impor-
tant by purchasers of mass-appeal, moderately priced hosiery.

Pricing Represented a Good Deal for Consumers and Retailers

Pricing was a very important part of the original marketing mix. The original
price points represented a good deal for the consumer. These prices were in
the average price range for supermarkets and drugstores, making L’eggs an



CONSUMER AND RETAILER CONVENIENCE Is CRITICAL 87

excellent price/value product compared to the variable-quality hosiery prod-
ucts offered in these stores. Consignment terms were offered to retailers,
and this was felt to be a critical factor in obtaining broad-scale distribution.

An Offer the Trade Couldn’t Refuse

Service was identified as the main obstacle to the successful marketing of a
hosiery brand in supermarkets. Most retailers were unwilling to service a
new brand of hosiery. Therefore, Hanes designed the L’eggs distribution sys-
tem so that there would be no risk and no investment for retailers. This
eliminated the barriers identified during meetings with retailers and gave
L’eggs maximum exposure to consumers.

A unique system of direct store delivery that was completely controlled
by the L’eggs organization was developed. The inventory was totally on con-
signment. The display fixtures for the hosiery were provided by L’eggs, and
L’eggs sales merchandisers serviced the display. This made it possible for
L’eggs to tailor the inventory to individual stores’ needs. The net result was
pure profit for the retailers, without the costs of inventory, warehousing,
display housekeeping, or out-of-stocks.

The store manager of an independent supermarket provided an interest-
ing description of his first encounter with the L’eggs program during the
time it was being introduced. He described standing in the front of his store
on a sunny Tuesday morning, looking out the window into the parking lot.
He noticed a new white van pull up, from which a L’eggs sales merchandiser
jumped out. Wearing a smart L’eggs uniform, she burst into his store with a
great big smile and a lot of enthusiasm. She explained to him that she had a
tremendous offer to discuss with him and would like five minutes of his
time.

When he said OK, the woman spread out a white scarf on the floor. It
took up about two square feet of floor space. “Here is the deal,” she said in
an excited voice. “I would like you to give me this much space in your store.
I will bring in an attractive L’eggs display full of hosiery. You will soon be
seeing a lot of advertising for L’eggs on television. Over half of your custom-
ers will be given coupons for discounts on L’eggs. I will ask you to pay me
nothing. After a week or so, I will come back and refill the display. You will
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pay me only for what you have sold. If at any time you decide you do not like
the program, I will remove the display.”

The store manager was impressed. This was an easy proposition to ac-
cept. He would be able to take on a major new brand of hosiery that would
be supported by heavy advertising and promotion. He would not have to
make any room on his shelves, because a freestanding display would be pro-
vided. Not only that, the whole thing would cost him nothing. He would pay
only for what he had sold—after he had collected the money. He would not
even have to restock the shelves, because the L’eggs sales merchandiser
would do it for him. No wonder he thought this was an offer he could not
refuse.

All Advertising Announced “Our L’'eggs Fit Your Legs”

The primary objective of the initial L’eggs advertising was to convince
women that L’eggs was the best-fitting hosiery they could buy. A single line
was developed that summed up the entire L’eggs position. This line was
intended to create permanent brand registration in the minds of consumers
by inextricably tying the product and its name together. That line was: “Our
L’eggs fit your legs.” This statement was to play a prominent part in every
piece of L’eggs copy.

This main copy line was clarified with the statement: “Our L’eggs hug
you, they hold you, they never let you go.” The advertising assured consum-
ers that L’eggs would never bag at the knees or sag at the ankles. They were
told that L’eggs would “Do whatever you do.” This tight focus on the legs
on the verbal level was enhanced and given further impetus by the visuals.
In the commercials, attractive female limbs were the constant focal point of
the product story. L’eggs and legs were always seen together.

During the introduction, the advertising also made a special point of
informing women that L’eggs was a supermarket and drugstore product.
Both the unique supermarket display and the unusual package were featured.
TV commercials were set in supermarkets, and the display was clearly de-
picted in every piece of magazine and newspaper advertising.

The pool of introductory TV commercials included one commercial de-
signed specifically to announce the arrival of L’eggs. The opening line,
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“L’eggs are here,” was created to give the consumer a feeling of newsworthy
mass excitement. The video showed a host of women shoppers rushing to
the L’eggs boutique as the L’eggs lyrics and score announced the new arrival
in a cheerful, contemporary musical arrangement. A variety of women dem-
onstrated the product and how L’eggs solved their particular individual prob-
lems.

Television Was the Primary Medium Used to Introduce L'eggs

To promote L’eggs during the introduction, a great deal of television advertis-
ing was done, along with some print advertisements to support the television
ads. This advertising was front-end-loaded, with the largest portion of the
advertising dollars being spent during the first few weeks of the introduction.
Because the program was rolled out eleven different times in different re-
gions, the heaviest advertising was done in only one region at a time.

The L’eggs media plans were designed to reach a large percentage of the
target audience often enough to create a meaningful awareness of the L’eggs
name, program, and benefits. In executing the strategy, television was se-
lected as the basic medium because of its ability to reach a broad segment
of the target audience. In addition, television provided the opportunity to
demonstrate L’eggs’s important product benefits visually.

Print was used both to increase reach and frequency and because of its
visual properties. Daily newspapers were added during the introductory
stages of the program to provide immediate impact and news value in an
environment that was especially suited to supermarket and drugstore retail
advertising.

Trial Was Stimulated by Coupons

The main thrust of the original consumer promotion was to achieve trial and
retrial by women in the target audience as broadly and as deeply as possible
at a reasonable cost per woman. This was primarily done through the use of
high-value coupons.

The promotion plan consisted of sending high-value direct-mail store
coupons to 50 percent of the target households four to six weeks after the
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start of the advertising. Somewhat lower-value coupons were mailed to these
households approximately six months later for a sustaining promotion. The
company’s ownership of inventory, direct store delivery, and service pre-
cluded the need for trade promotion and ““dealing.”

L'eggs Made It Convenient for the Consumer to Find
the Product

One of the things that Hanes determined during interviews with retail execu-
tives was that the best way to achieve broad-scale distribution on L’eggs
would be to merchandise the product on a freestanding display. The result
was a display unit that tied the entire merchandising program together. The
original L’eggs display was a tall, round unit that took up about two square
feet of floor space. It was designed in such a way that it would hold only the
L’eggs egg-shaped packaging. It was so tall that it was typically visible from
all over the store, regardless of where it was placed. It was so narrow that
most retailers found it easy to make room for.

The L’eggs display was designed as the final link in the name/package/
display entity, providing a distinctiveness and uniqueness that would imme-
diately set L’eggs apart from the jungle of other hosiery products. The display
was also designed to provide a proprietary home that could not be en-
croached upon by other brands. The objective was for L’eggs to be placed in
key traffic locations where it could be instantly identified by the majority of
customers who shopped in the store.

This display strategy was intended to provide L’eggs with a powerful
advantage. Most brands in any category work diligently to achieve such an
impact for brief periods of time, but they rarely succeed. The L’eggs goal was
to achieve this high-impact, off-shelf presence on a permanent basis.

Publicity Was Used to Help Spread the Word

During the introduction of L’eggs, a traveling spokeswoman was used to
discuss the L’eggs product and program with the media. The publicity pro-
gram entailed personal appearances on television and radio plus selected in-
terviews with key newspapers in each area. The introductory publicity
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program also included a contest for the most creative and/or humorous sec-
ondary use of the L’eggs egg, with the winners and winning ideas publicized
in the local media.

Test Marketing Proved the Viability of the L'eggs Program

The L’eggs program was tested in four medium-sized U.S. cities. A high-level
plan was tested in Milwaukee, Wisconsin, and in Sacramento, California. A
low-level plan was tested in Kansas City, Missouri, and in Portland, Oregon.
The four markets covered approximately 3.6 percent of all U.S. television
households. These markets were selected to be representative of the total
United States. They had sufficient sales to allow national projections. They
had a typical media structure. They represented the national average in terms
of receptivity to new product introductions. They also had an ethnic and
economic balance. Finally, they were ideal from a distribution standpoint.
These markets were controlled by relatively few retail chains, which lessened
sell-in burdens.

L’eggs was test-marketed for seven months. In the test markets, the
program was far more successful than originally anticipated with both the
high-level and the low-level spending plans. The results, in terms of high
trial, repeat sales rates, and overall consumer satisfaction, demonstrated that
the opportunity had been accurately assessed. There was room for a carefully
developed new hosiery program of this type. Test marketing began in January
1970, leading to a June decision on the first regional rollout, which took place
in the fall.

No Significant Competition Was Expected

L’eggs made the assumption that no viable competitors would enter the mar-
ket. If competition did appear in one or more of the rollout markets planned
for L’eggs, the company had some flexibility to change the sequence of the
rollout markets. This and other alternatives were to be considered only after
careful evaluation of the competitive effort to assess its real potential impact
on L’eggs.

In the test markets, L’eggs remained the only heavily advertised brand
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of hosiery with broad distribution in the food and drug outlets. The competi-
tion that did appear was in isolated markets only and generally was restricted
to price cutting. In one market, one brand did a significant amount of news-
paper advertising offering a twenty-five-cent coupon. In another market, a
competitive brand slightly increased its television and newspaper advertising
after L’eggs entered the market. None of this had any significant impact on
the L’eggs brand during the test market period.

The L’eggs Investment Eventually Exceeded All of Its
Financial Objectives

Because of capacity considerations and the unusual sales/distribution pro-
gram, with its requirements for personnel and training, L’eggs had to expand
region by region and required approximately three years to become fully na-
tional. The anticipated start-up costs and gradual buildup of distribution and
consumer acceptance prevented L’eggs from achieving a profit during its
expansion phase. However, the program became highly profitable in the
fourth year. The actual financial results exceeded all anticipations, as L’eggs
became the dominant brand of hosiery in the food and drug trade in every
market it entered.

Thirty Years Later, the Market Has Changed

In 1969, when the original L’eggs marketing plan was being written, the
market environment was ideal for the launching of a major new brand of
pantyhose in supermarkets and drugstores. One of the biggest fashion trends
of the times was the miniskirt, which made pantyhose almost a necessity. In
addition, large numbers of women were entering the workforce for the first
time, and hosiery was considered part of proper working attire in that era.
Finally, there was no major brand of pantyhose in the food and drug channels
at that time, leaving a perfect void for L’eggs to fill.

In 2003, L’eggs was the largest brand of pantyhose in the world, with
over 50 percent market share. However, L’eggs was operating in a far differ-
ent market environment in the twenty-first century. The incidence of panty-
hose usage among women was over 90 percent in 1969, but it had dropped
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to only about 60 percent in 2003. That is a drop of about a third of the user
base. The primary reason for this decline in the pantyhose market was a shift
from formal to casual clothing (i.e., pants) in the workplace that began in
about 1992.

In 2003, the younger generation had not grown up with pantyhose as
part of their everyday work uniform. The baby boomers who had been part
of the explosion of the pantyhose market in the early 1970s were now begin-
ning to retire and leave the workforce. The younger women who were taking
their place were not buying a lot of pantyhose. The casual lifestyles of the
new millennium led to a trend to the use of slacks, which did not require
traditional pantyhose, or bare legs.

A Good Beginning and a Willingness to Change Were the Keys
to Longevity

L’eggs is one of the few “new products” that has lasted over thirty years, and
there are several reasons for this longevity. One of the main reasons is that
L’eggs did such an excellent job of marketing when it was launched. The
brand equity that was created through excellent positioning and promotion
has carried over all these years. Many women still associate L’eggs with the
original egg-shaped packaging, which they identify with the time in their
lives when they started wearing the product. For these women, there is an
emotional connection with the time when they were coming of age, were
flooding into the workforce, and had high hopes for the future.

The other reason for L’eggs’s longevity is a determination on the part of
L’eggs management to provide a constant solution to women’s problems and
to change as conditions change. Over the years, L’eggs has been willing to do
what it had to do to continue to bring customers to the L’eggs display and to
be a good business partner with its retailers. This vision has resulted in many
changes in packaging, distribution, and, importantly, the development of
new products.

Maintaining a good partnership with retailers has been a very important
part of L’eggs’s continuing success. The sales and distribution portion of the
original L’eggs marketing plan, which included consignment and direct store
delivery, was continued for twenty years. About ten years ago, however, the



94

MARKETING PLAN SUCCESS STORIES

needs of retailers began to change. Retailers’ physical distribution systems
became highly sophisticated, and they no longer needed direct store delivery.
Rather than insisting on continuing to do things the same way, L’eggs had
the flexibility to modify the L’eggs distribution plan to conform to the needs
of its retailers.

To meet consumers’ needs, L’eggs eventually discontinued the plastic
egg-shaped packaging. This was a change that required a lot of thought and
emotion, but L’eggs management knew that it would be better for the envi-
ronment. The symbol of the egg shape was maintained on most of the L’eggs
packaging, but the package itself was changed to a more environment-
friendly material. The consumer understood. There is still a lot of affection
for the original egg-shaped packaging, however, and to many L’eggs will al-
ways be connected to the egg.

Category management and in-line displays have replaced the original
freestanding L’eggs towers to meet the changing needs of retailers and the
growth of the L’eggs brand. Over the past thirty years, the L’eggs brand has
grown to include many different subbrands. The number of products has also
increased substantially, and large in-line displays had to be developed to hold
them. In addition, supermarkets, drugstores, and mass merchants required
help in managing the large variety of hosiery business that L’eggs brought to
their stores. L’eggs responded by developing a sophisticated category man-
agement system for these retailers.

New Products Became a Major Focus for L'eggs

In the 1990s, L’eggs realized that consumer needs were dramatically chang-
ing and that the key to maintaining L’eggs’s leadership position would be
product innovation. L’eggs management made a commitment to identifying
the rapidly changing needs of its consumers, and to bringing new products
to the market to meet these needs. The plan was to create a stream of new
products to bring to retailers, and to constantly give consumers a new reason
to visit the in-store display. Today innovation is driving the L’eggs business.
L’eggs introduces several new products each year, and almost a fourth of
L’eggs’s sales are from new products.
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System Established to Monitor Consumer Needs

A system has been put in place by L’eggs management to monitor the con-
stantly changing needs of the American hosiery consumer. This system of
qualitative and quantitative market research is used to keep track of attitudes
toward existing L’eggs products and programs as well as to identify and test
new products. L’eggs has become one of the most sophisticated textile manu-
facturers in its use of packaged goods research techniques.

A good example of how L’eggs uses market research to identify and
satisfy consumer needs was the process that the company recently used to
create anticellulite pantyhose. This is a product that visibly reduces the ap-
pearance of cellulite, something that most women find to be a concern. If
they wear these unique pantyhose five days a week, eight hours a day, many
users will notice results after just four weeks. Lasting effects require contin-
ued use of the product. The pantyhose contain microbeads that produce the
results and remain effective through five washings. Even after the beads are
no longer effective, however, the user still has a great pair of pantyhose.

The development of the anticellulite pantyhose product began with a
series of brainstorming focus group sessions with consumers. A broad num-
ber of ideas emerged from these sessions. Respondents talked about aroma-
therapy capsules. They talked about perfumes. They suggested anti-varicose
vein treatments. They even suggested pantyhose that would deliver a low
dosage of drugs like aspirin or medications to help them stop smoking. One
idea, however, reappeared in every session: anticellulite. This benefit was
always number one, but respondents had a lot of trouble believing that a
pantyhose could provide it.

During the next step, the L’eggs marketing department developed a se-
ries of concept statements about the anticellulite pantyhose idea to get the
right language. Focus group respondents were so skeptical that L’eggs was
concerned about being able to create a description that would get consumers
over the hurdle of believability. A lot more focus groups were conducted with
these concept statements to determine what should be put on the package to
get consumers to fully understand the benefit. The winning description of
anticellulite pantyhose emerged from these additional focus groups.

Microencapsulation technology was available to L’eggs from one of
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L’eggs’s sister companies. Using this technology, L’eggs created a prototype
product with which to conduct two important tests. The first was a clinical
trial, with clinical measurements, for twelve weeks to make sure that the
anticellulite pantyhose actually worked. The second was in-home placements
to measure consumer satisfaction after actually using the product. The proto-
type anticellulite pantyhose were placed in a total of 252 homes for three to
four months. The results of both of these trials were very successful. Over
50 percent of the women who tried the product noticed a visible reduction
in the appearance of cellulite. Based on these results, the new product was
born.

The Vision Is to Continue to Be a Solution Brand

If there is one word that describes L’eggs’s current vision, it is innovation. The
current L’eggs organization is dedicated to keeping the brand fresh and vital
to the interests of its consumers and retailers. Using the system it has estab-
lished to monitor consumer needs, the company now introduces several new
products each year. There are several subbrands under the L’eggs umbrella,
and the brand managers for each of these brands are continuously working
on the development of fun, affordable, contemporary new products that are
very convenient.

All of the new L’eggs products are created to meet the timely needs of
hosiery consumers. L’eggs Care® anticellulite pantyhose were created be-
cause more than 95 percent of the women surveyed said that they were inter-
ested in reducing cellulite. Toeless pantyhose were created because many
women said that they wanted to improve the appearance of their legs, but
they also wanted to leave their toes exposed. Women said that they wanted
a very sheer support pantyhose. To meet this need, Sheer Vitality® was devel-
oped as a subbrand of Sheer Energy®. This new product took Sheer Energy
to a new level by providing the sheerest Sheer Energy ever.

No-Hose pantyhose is another example of innovation. L’eggs Body
Beautiful™ No-Hose™ was created to capitalize on an unmet consumer need.
It has body-shaping and smoothing benefits that are delivered with such
comfort that consumers can wear Body Beautiful all day, every day. A true
evolution of hosiery, Body Beautiful captured the attention of younger ethnic
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women, bringing the L’eggs name to a new generation of consumers while
giving current consumers another reason to love the L’eggs brand.

Convenience and Flexibility Are the Lessons to be Learned
from L'eggs

Convenience is a key characteristic that often separates the new products
that are winners from those that are not. Whether you are looking at it from
a trade or a consumer standpoint, the new product or service must be easy
to buy. There are so many options available today that people are just not
willing to go to a great deal of trouble to do business with you. You must
make it easy for them.

From a trade standpoint, you must remove as many barriers to the pur-
chase as possible. L’eggs went to the ultimate extreme of consigning the
product, delivering the product, and guaranteeing the sale. In your new prod-
uct venture, make sure that you have done everything you can to make your
offer one that your retailers cannot refuse.

From a consumer standpoint, make your new product or service very
easy to find. You have to recognize that consumers will not look very hard to
find you. L’eggs did this with unique packaging and in-store displays. Think
about what you can do to help your customer find your product. Help your
customer through the purchase process as much as you can. Think about
what you might do to help your customer during the most critical phases of
the purchase cycle.

Whatever your category, you also must not lose sight of your consumers
and their changing needs. Lifestyles are changing, and the consumer is con-
stantly evolving. You have to keep on doing what you do well, but you also
have to be willing to change and fine-tune as you move forward. Don’t be
afraid to innovate and improve your product. L’eggs was one of the most
successful new products introduced in the twentieth century. In the 1990s,
however, the company recognized that the lifestyles of its consumers were
dramatically changing with the movement toward casual dress. It is still
number one because it was willing to be flexible and develop innovative new
products.

Finally, L’eggs teaches us that if you are to be really successful, you
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should not constrain your thinking in any way. You should be willing to look
at every piece of the business model. L’eggs was not just a new product story.
It was a business story that went into every element of the marketing mix.
Every piece of the business model was challenged, thrown out the window,
and then recreated. This included what the product was like, how the prod-
uct was packaged and presented, where the product was sold, how the prod-
uct was positioned to the retailer, and even how the product was delivered.
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Summary Marketing Plan for:
L'eggs Hosiery

Sara Lee Hosiery’
1969

MARKETING PLAN SUMMARY

1. BACKGROUND. In the fall of 1969, the Hanes Corporation completed a historic marketing
plan covering the selling of women's hosiery products in supermarkets and drugstores. The
strategy was to make it easy for women to buy hosiery by selling this high-volume product
in these conveniently located stores. There were no major brands of hosiery in the supermar-
ket and drugstore channels at that time. The new brand was called L'eggs, and it became so
successful that it has lasted more than thirty years and today is the largest-selling brand of
pantyhose in the world.

2. MARKET REVIEW. A national profile study of the hosiery market showed that total retail
sales in 1970 were expected to be $1.7 billion. Food stores were expected to account for 18
percent of the units, and drugstores were expected to account for 10 percent of the units.
Private-label and unbranded merchandise dominated the food and drug outlets. No hosiery
brand had more than a 4 percent share, and pricing was the main form of competition.
There was no price/value relationship in food and drugstore hosiery because the quality
varied from package to package. Unlike almost every other line of merchandise sold in
supermarkets, hosiery had no widely available, premium-priced brand that could serve as
the reference point against which other products could be compared.

3. CONSUMER USAGE AND ATTITUDES. In focus groups, many women said that their experi-
ence with supermarket hosiery purchases had been that they'd had problems with fit or had
not been able to get the color they wanted. The research indicated that women wanted to
have a supermarket brand that they could believe in and that would eliminate the confusion
and lack of confidence that they felt concerning the current wide variety of hosiery offerings

1 The brand name L'eggs is a trademark of Sara Lee Hosiery, and is used with permission.
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in these outlets. The consumer research also identified fit as the most important need in the
marketplace for pantyhose. Women wanted pantyhose that fit well.

4. TRADE PRACTICES AND ATTITUDES. In-depth discussions with personnel from major super-
market and drug chains indicated strong receptivity to the idea of a heavily advertised and
promoted national brand of pantyhose that would be sold in supermarkets and drugstores.
However, two obstacles were identified. Retailers felt that the existing programs of selling
private-label or unbranded hosiery were very costly as a result of overhead expenses such
as inventory financing, fixtures, warehousing, distribution, out-of-stocks, and in-store
housekeeping. Another obstacle was service. Retailers were not looking forward to servicing
a new brand on top of their own private-label or unbranded programs. One of the keys to
obtaining broad-scale distribution, therefore, was to make it very easy for retailers to do
business with Hanes.

5. KEY STRATEGIC MARKETING OBJECTIVES. The overall strategy was to market this new
brand as a packaged goods product, employing the same techniques that are typically used
with other major branded items sold in supermarkets and drugstores. The strategy included
maintenance of true brand identity by delivering products of consistent quality. It also
included heavy consumer advertising to communicate a single-minded story and the use of
proven consumer promotion techniques.

6. MARKETING PLAN ELEMENTS

A.  Brand name. The new supermarket and drugstore hosiery venture was named L'eggs.
One of the reasons that the name L'eggs was selected from a list of alternatives was
that it worked well with a packaging concept that looked like an egg. The name also
made interesting use of language by combining the word egg (which referred to the
packaging) and the word /eg (which was what the product was for).

B. Product line. The original strategy was to market a compact line of women's one-size
products in two styles (stockings and pantyhose). Hanes felt that this would avoid
multiproduct confusion during the introduction of the program. There would be consis-
tent product quality, with all products delivering a single primary consumer benefit—
good fit.

C.  Packaging. The package, which was shaped like an egg, was to be preemptive to separate
L'eggs from its low-quality competition.
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D. Pricing strategy. Pricing was a very important part of the original marketing mix. The
original price points represented a good deal for the consumer. These prices were in the
average price range for supermarkets and drugstores, making L'eggs an excellent price/
value product compared to the variable-quality hosiery products offered in these stores.
Consignment terms were offered to retailers, and this was felt to be a critical factor in
obtaining broad-scale distribution.

E.  Sales and distribution methods. A unique system of direct store delivery that was com-
pletely controlled by the L'eggs organization was developed. The inventory was totally
on consignment. The display fixtures for the hosiery were provided by L'eggs, and L'eggs
sales merchandisers serviced the display. This made it possible for L'eggs to tailor the
inventory to individual stores' needs. The net result was pure profit for retailers, without
the costs of inventory, warehousing, display housekeeping, or out-of-stocks.

F.  Advertising copy strategy. The primary objective of the initial L'eggs advertising was to
convince women that L'eggs was the best-fitting hosiery they could buy. A single line
was developed that summed up the entire L'eggs position. This line was intended to
create permanent brand registration in the minds of consumers by inextricably tying
the product and its name together. That line was: "Our L'eggs fit your legs." This state-
ment played a prominent part in every piece of L'eggs copy. During the introduction,
the advertising also made a special point of informing women that L'eggs was a super-
market and drugstore product.

G. Advertising media strategy. Television was the primary medium used to introduce L'eggs,
along with some print advertisements to support the television ads. This advertising
was front-end-loaded, with the largest portion of the advertising dollars being spent
during the first few weeks of the introduction. Television was selected as the basic
medium because of its ability to reach a broad segment of the target audience. In
addition, television provided the opportunity to demonstrate L'eggs's important product
benefits visually. Print was used both to increase reach and frequency and because of
its visual properties.

H. Sales promotion. The main thrust of the original consumer promotion was to achieve
trial and retrial by women in the target audience as broadly and as deeply as possible
at a reasonable cost per woman. This was primarily done through the use of high-value
coupons. The promotion plan consisted of sending high-value direct-mail store coupons
to 50 percent of the target households four to six weeks after the start of the adver-
tising.



102

7.

MARKETING PLAN SUCCESS STORIES

| Publicity. Publicity was used to help spread the word. During the introduction of L'eggs,
a traveling spokeswoman was used to discuss the L'eggs product and program with the
media. The publicity program entailed personal appearances on television and radio plus
selected interviews with key newspapers in each area. The introductory publicity pro-
gram also included a contest for the most creative and/or humorous secondary use of
the L'eggs egg, with the winners and winning ideas publicized in the local media.

J.In-store merchandising. The display was a tall tower that would hold only the new
L'eggs packages. Its unique design was intended to provide L'eggs with a distinctive and
permanent presence at retail and to preclude intermingling L'eggs with other hosiery
products. The “egg” package and the distinctive L'eggs display communicated the
brand's newness, quality, and permanence.

K. Test marketing. The L'eggs program was tested in four medium-sized U.S. cities. A high-
level plan was tested in Milwaukee, Wisconsin, and in Sacramento, California. A low-
level plan was tested in Kansas City, Missouri, and in Portland, Oregon. The four markets
covered approximately 3.6 percent of all U.S. television households. L'eggs was test
marketed for seven months.

FINANCIAL PROJECTIONS. Because of capacity considerations and the unusual sales/distri-
bution program, with its requirements for personnel and training, L'eggs had to expand
region by region, and required approximately three years to become fully national. The
anticipated start-up costs and gradual buildup of distribution and consumer acceptance
prevented L'eggs from achieving a profit during its expansion phase. However, the program
became highly profitable in the fourth year. The actual financial results exceeded all anticipa-
tions, as L'eggs became the dominant brand of hosiery in the food and drug trade in every
market it entered.

. CONTINGENCY PLANS. L'eggs made the assumption that no viable competitors would enter

the market. If competition did appear in one or more of the rollout markets planned for
L'eggs, the company had some flexibility to change the sequence of the rollout markets. This
and other alternatives were to be considered only after careful evaluation of the competitive
effort to assess its real potential impact on L'eggs.



CHAPTER 5

Effectiveness Leads to
Repeat Purchases

Example: Zicam Cold Remedy Nasal Gel

When they evaluate something new, potential customers are generally inter-
ested in how effectively the new product or service does its job. If they are
not convinced that it will work, they will not buy it. If it is a new cleaning
product, they must be reasonably sure that it will actually clean the surface
it is supposed to clean. If it is a new lightbulb that is supposed to last longer,
they must be fairly certain that it will last as long as it claims. You might ask
people why they believe your new concept will do the job it is intended for
and then listen carefully to find out whether they really feel that it will be
effective.

In 1999 a new product was launched under the brand name Zicam that
claimed that it could actually reduce the duration and severity of the common
cold. For many years there has been a saying in the United States that if
someone could find a cure for the common cold, he or she could make a lot
of money. Well, it looks as if this might be true of Zicam. At the time of
this writing, it has achieved distribution in approximately 90 percent of the
nation’s drugstores and 60 percent of its grocery stores, and it is being sold
by all of the major mass merchants, including Target, Wal-Mart, and Kmart.
Its sales have been increasing on average 48 percent a year, and that growth
rate is continuing.

Clinical studies have shown that Zicam users can get over a common
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cold in just two days, compared to seven to fourteen days for the average
person without it. The management of the company that launched Zicam
believes that the basis of its success is this effectiveness of the product. Man-
agement believes that because this product really works, people keep buying
it over and over again. It feels that many Zicam customers are so convinced
that the product works that they not only use it themselves but tell others
about it. This word of mouth helps to increase sales even further. Zicam is a
perfect example of how effectiveness leads to repeat purchases.

The Birth of a Winning Idea to Reduce Cold Systems

Zicam began as an entrepreneurial venture by two individuals who believed
that zinc could form the basis of a very effective cold remedy if it could some-
how be applied directly to the nose. This belief was based on literature pub-
lished in the mid-1990s on the effectiveness of zinc lozenges as a cold
remedy. The entrepreneurs believed that while zinc was effective in a loz-
enge, it would be much more effective in the nose because the common cold
is caused by a viral infection in the nose.

The first problem the Zicam venture faced was finding an effective way
to apply zinc directly to the nose and keep it there long enough to be effective
as a cold remedy. Most of the scientific literature at the time indicated that
this would be difficult because of all the secretions in the nose. The nose is a
self-cleaning organ, and it was felt that in about fifteen minutes anything
that had been put in there would be lost.

The two entrepreneurs developed a gel in which zinc could be sus-
pended and stabilized, coupled with a nasal applicator. This formed the basis
of a prototype product that was tested on friends in a series of informal re-
search projects. It seemed that the idea actually worked. This was then ex-
panded into a larger base of initial clinical research, which also showed that
applying zinc directly to the nose with a gel was an effective cold remedy.
The initial research showed more than a 75 percent reduction in the duration
and severity of a cold.

From Ildea to Financially Viable Business Venture

At this point, the entrepreneurs realized that they had the basis of a great
new product, but that they lacked the resources for obtaining a patent on the
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idea and for moving the venture through the production and distribution
phases. They recognized that they needed help if their idea was ever to be-
come a reality.

In 1999 they linked up with Gum Tech, a company that was in the busi-
ness of manufacturing and selling functional gum products. For example,
Gum Tech marketed a line of gum that contained a variety of vitamins. The
company had gum to help people stop smoking, and it even had a zinc gum.
Gum Tech also had two other important capabilities. The company held a lot
of patents and knew how to obtain a patent for Zicam. It also was selling its
gum products in retail stores and knew how to get retail distribution for
Zicam. The entrepreneurs formed a joint venture with Gum Tech. The ven-
ture was called Gel Tech.

Gel Tech launched Zicam in 1999 by obtaining distribution in one large
supermarket chain and one large drugstore chain. There was no marketing
plan, no advertising, and no promotion. The company simply had a product
that worked, and it used its retail connections and guaranteed sale terms to
obtain shelf placement. However, while Zicam had achieved distribution, it
was going nowhere. Sales off the shelves were very slow, and the chains were
about to discontinue distribution and send the product back.

Gel Tech management realized that consumers were not going to buy
Zicam unless it was publicized. One of the principals of the company, there-
fore, informed the media of the results of the clinical research that showed
about a 75 percent reduction in the severity of a cold. USA Today picked up
the news release and made it a front-page story. Because of the USA Today
article, store sales of Zicam took off and new retailers started calling up ask-
ing for the product. Distribution quickly went from only two retail chains to
national distribution.

Funding the Venture for Growth

At this point the Zicam venture needed money, and a lot of it, to finance the
growth stimulated by the USA Today article. Gum Tech provided some of the
financing for growth, and some initial financing was provided by venture
capital. The real solution to the funding problem, however, came in the fall
of 2001, when Gum Tech sold all its gum-making assets to the Wm. Wrigley
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Jr. Company and then bought out the original entrepreneurs. At this point,
Gel Tech became Zicam, LLC, a wholly owned subsidiary of Matrixx Initia-
tives, Inc. (formerly Gum Tech), and the company’s entire focus was placed
on making Zicam a success.

Proving that Zicam Really Works

In order to legally claim on the packaging and in advertising that Zicam can
lessen the duration and severity of the common cold, Gel Tech paid for an
independent formal clinical trial of the product. The purpose of the research
was to prove that the direct application of the ionic zinc nasal gel within
twenty-four hours of the onset of common cold symptoms significantly
shortens the duration of those symptoms. This was actually the third clinical
trial of Zicam, but it was the first one that enabled the company to make
claims for the product on packaging and in advertising.

Subjects were recruited at four sites in the Los Angeles area. The study
included 213 subjects, who were randomly assigned to receive either the zinc
nasal gel or a placebo. Only subjects who had had cold symptoms for twenty-
four hours or less were enrolled in the study. Subjects were required to have
had at least three of the following symptoms: cough, headache, hoarseness,
muscle ache, nasal drainage, nasal congestion, scratchy throat, sore throat,
or sneezing. The results were amazing. The duration of each patient’s cold
was defined as the number of days from entry into the study to the complete
resolution of symptoms. The zinc nasal gel had a significant effect in shorten-
ing the duration of the symptoms. The mean resolution time was 2.3 days
for the patients who received zinc and 9.0 days for the controls. There were
no significant side effects, other than a few subjects reporting a slight tingling
or burning sensation.

Formalizing the Marketing Plan Elements

Like many entrepreneurs, the developers of Zicam launched the product
without the benefit of a formal marketing plan. The product was developed,
some distribution was obtained through good salesmanship and aggressive
trade terms, and then it was hoped that the consumer would buy the product.
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Luckily, a press release caught the attention of USA Today, resulting in
enough publicity to generate consumer and broad-scale trade interest. To
efficiently manage the growth that followed, however, Zicam had to be im-
plemented on a larger scale with a combination of integrated marketing plan
elements.

Expanding the Product Line

The initial Zicam product launched in 1999 was a nasal spray that actually
reduced cold symptoms very quickly and shortened the length of the cold.
There was a big difference between Zicam and other nasal sprays. The others
simply made you feel better while you had the cold. With Zicam, you were
over the cold in two days, whereas with traditional remedies, you had to use
them for as long as you had the cold, which was typically seven to fourteen
days. The Zicam gel matrix was patented, and the patent was good until
2018.

In 2000 the Zicam product line was expanded with a unique formula-
tion allergy product, and in 2002 the company engaged in a major new prod-
uct effort. A total of five new products were launched in 2002. Adult- and
child-sized premoistened swabs were added, where you swab the nose and
throw the swab away. These swabs were for people who found a nasal spray
somewhat frightening. Two nasal decongestant products were also added in
2002, along with a nasal moisturizer.

The Creation of Appropriate Product and Brand Names

The entire Matrixx Initiatives, Inc., product line uses the Zicam brand name.
Company management believed that Zicam was a good name because it was
unusual, and therefore memorable. The name actually came from the techni-
cal features of the product. “Z” is the chemical designation for zinc, and
“icam” was included because the product is effective in blocking the icam
receptors in the body. These are terms that are recognized only by medically
trained people and were not intended to be known by the consumer.

As line extensions were added under the Zicam brand name, names
were created that simply described the functions of the product. The allergy
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relief products were called Allergy Relief, and the cold remedies were called
Cold Remedy. The swabs were simply labeled Cold Remedy Swab and Cold
Remedy Kids Size Swab. The nasal decongestants were labeled Extreme Con-
gestion Relief and Sinus Relief. The nasal moisturizer was simply called what
it was—Nasal Moisturizer. The idea was to use the Zicam brand for all the
products, then clearly tell the consumer the purpose of each specific product.

Creating Packaging That Communicated the Benefit

The design of the Zicam packaging was a very important part of the overall
marketing mix. It was critical to communicate to consumers that this was a
product that actually shortened the cold. One way this was done was by
placing the statement “actually shortens the cold” in a prominent location
on the label. As the product line was expanded, the label was modified with
a color-coded banner that distinguished the different types of products. The
cold remedies all had an orange banner, the allergy products had a blue ban-
ner, and the decongestants had a blue-green banner.

The bottle itself was also an important part of the packaging design. For
cost reasons, the company decided to go with an existing bottle rather than
designing one from scratch. All of the alternatives available from outside
suppliers were reviewed. Zicam does not go into the nose as a mist because
it is a gel. Therefore, the company had to find a special pump designed for a
gel. It also had to find something unique, since Zicam was very different from
other cold remedies because of its ability to shorten a cold. The result was
the selection of a very upscale bottle that functioned well and sent the right
message to the consumer.

Sending a Message with Pricing

When Zicam was introduced, its price was $10.99, whereas the price of the
average cold remedy was $5.29. Thus, Zicam cost almost twice as much as
the average cold remedy. This price was mainly based on the company’s fi-
nancial requirements. It was not based on consumer research to determine
how much the consumer would be willing to pay. The company simply added
to its production costs the margin needed to cover all of the marketing costs



EFFECTIVENESS LEADS TO REPEAT PURCHASES 109

and trade margins. The product also carried an unconditional guarantee. The
customer could send back the bottle with a receipt and Matrixx would send
back whatever the customer had paid for Zicam.

The premium price of Zicam had several ramifications. First, it sent a
signal to consumers that this was not an ordinary cold remedy. It had to be
something special to justify the price. Second, it prevented the brand from
gaining distribution in some of the smaller convenience stores. Third, it
could be cost-justified against the competition if the consumer took the time
to do the financial analysis. For example, a competitive zinc lozenge sold for
about half the price, but it was good for only one cold. Zicam was good for
two colds, and some people had actually been able to stretch it to three or
four colds.

Creating an Effective Sales and Distribution Strategy

The objective was to obtain distribution for Zicam in all the major retailers
that carried cold remedies. This was to be done by using a network of brokers
in each local market. This strategy was very effective for the brand once the
publicity began. As stated previously, at the time of this writing, Zicam was
in all the major mass merchandisers, such as Wal-Mart, Kmart, and Target.
It also had 90 percent distribution in drugstores. Food store distribution was
about 60 percent and growing.

Maintaining Awareness with Advertising

Publicity was effective in achieving initial awareness of Zicam. The company
realized, however, that it would have to conduct an advertising campaign in
order to maintain this awareness. The decision was made to use primarily
television advertising for the cold remedies because of the ability to make
visual demonstrations through this medium. The media plan included one
thirty-second television commercial run on morning network stations and
two sixty-second direct-response commercials on cable television. A print
campaign was used for the allergy and decongestant products.

The media strategy for the cold remedies was to start advertising in
mid-October and finish in mid-March. This would result in these products
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being advertised only during the cold season. The print campaign for the
allergy products and congestion relief products started in April. The two
sixty-second television commercials would include all of the copy from the
thirty-second commercial plus an additional thirty seconds on swabs in one
case and on Extreme Congestion Relief in the other.

Direct-response television advertising was used for the sixty-second
commercials on cable television in order to get a rate break. The cable televi-
sion industry is set up in such a way that the price of a sixty-second direct-
response commercial is approximately the same as that of a thirty-second
non-direct-response commercial. Direct response was used, therefore, be-
cause the additional media exposure for swabs and Extreme Congestion Re-
lief could be obtained at no significant additional cost. In the direct-response
commercials, consumers were given the Zicam.com web address and were
told that they could order Zicam over the Internet from either drugstore.com
or walgreens.com.

The Zicam advertising campaign was extremely successful. The com-
pany received weekly sales data from Wal-Mart, and it could actually tell on
what day the advertising was running because sales increased substantially
on that day. In other words, the dollars spent on advertising actually paid off
over the course of a season. Matrixx management felt that it was getting a
real return on its investment in advertising, and it tried to put every dollar it
could into media expenditures.

Future advertising plans for the Zicam brand include trade advertising
for the first time. Matrixx management plans to go to trade shows and adver-
tise in trade journals. It is also going to try to get some articles published in
trade journals. The goal of this trade marketing effort is to firm up trade
support and to enable pharmacists to discuss Zicam intelligently with their
customers. If people ask their pharmacist about Zicam, the company wants
the pharmacist to know enough about the product to explain it to them.

The Advertising Message Was Aimed Directly at the
Consumer

The purpose of the Zicam advertising was to drive awareness and trial at the
consumer level. It was not aimed at the trade. Matrixx management believed
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that the advertising would bring in new customers and that these customers
would become loyal users who would spread the word, creating more new
users. Management felt that this demand from the consumer level would also
maintain and expand retail distribution. At the time of this writing, Zicam
had a lot of room to grow from an awareness standpoint. It started the year
with an awareness level of only about 25 percent.

The primary television advertising copy strategy for the cold remedy
was ‘“Zicam gets rid of your cold three times faster.” This was the only mes-
sage in the thirty-second television commercials. At the time of this writing,
the company could not claim that Zicam would prevent a cold. The sixty-
second television commercials also introduced the swabs and Extreme Con-
gestion Relief. The print campaign focused on introducing the allergy and
decongestant products.

Sales Promotion Used for Targeted Opportunities

Sales promotion was not used during the introductory launch of Zicam, and
price discounting to stimulate sales is still not a primary tool. The company
really wants to sell this unique product at full price. However, a one-dollar
coupon was included in a Sunday freestanding insert for the first time in
November 2002. The main objective of the coupon was to build awareness
of the brand, not to give a price break. The promotion worked well; it cleaned
out the shelves in many stores, resulting in numerous out-of-stock situa-
tions. Sales promotions like this are planned for targeted opportunities when
they are felt to be appropriate.

As Many Off-Shelf Displays as Possible

Oft-shelf displays were an integral part of the marketing plan for Zicam. Ma-
trixx offered the trade a wide variety of Zicam displays, including gravity feed
units, large wing displays, floor-mounted displays, and an eight-unit counter
display.

The company tried to get as many off-shelf displays as possible up dur-
ing the cold season. Thus far the company has had mixed success in getting
retailers to use displays. Some chains would use a fair number of displays,
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while others would not use any. Some of the smaller stores always bought
the counter displays, which hold only eight units, because with their low
volume they could not justify purchasing normal cases that hold seventy-two
units.

A Very Small Staff of People

Zicam began with only two highly motivated entrepreneurs who brought the
venture from a raw idea to an actual product to being folded into an ongoing
organization. At the time of this writing, the original product is in national
distribution, and the company has launched six additional products (five in
just the last year). All of this was done with a very small staff. At this point
the company employs only fourteen people. New people are being brought
on board as the company grows. The goal is to keep the company lean and to
add staff only where absolutely necessary.

Adding Market Research to Manage and Expand the Brand

Although Zicam was developed and launched without the benefit of a formal
market research effort, market research is now being used to manage and
expand the brand. In the past year the company has done three rounds of
formal focus groups to measure consumer attitudes and test new ideas. It
has also used a tracking study before and after the cold season to measure
consumer awareness and usage of Zicam cold remedies. It wants to quantify
how advertising and word of mouth have expanded Zicam’s consumer base.

The management of Matrixx Initiatives believes that the company can
grow by expanding consumer awareness and usage of its existing products
and by introducing new products. The company has introduced five new
products in the past year, and it is planning more new product introductions.
To reduce the risk of these new product introductions, the company is using
several concept testing methods. It is plugging in descriptions of new con-
cepts to a service called BASES® to obtain scores on how well these ideas are
likely to perform in the marketplace. It is also using another service called
NFO to test new products in order to get measurements of the probability of
success before the product is launched.
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Protection from Competition

The management of Matrixx Initiatives is aware of the current competition
for Zicam and the possibility of future competition. The main competition at
this point is from zinc lozenges. There are several brands of zinc lozenges
currently on the market, as well as a growing number of private-label brands.
Matrixx’s competitive strategy against these zinc lozenges is to promote the
greater benefits of Zicam relative to those of the lozenges. The company has
clinical proof of the effectiveness of nasal applications of zinc, and it believes
that this is much more effective than oral application with a lozenge.

The company is also aware of the possibility that the competition will
develop a competitive nasal application of zinc. Matrixx has a patent on the
Zicam gel matrix that is good until 2018. Management believes that this
patent will protect the company from the competitive development of an-
other product that is as effective as Zicam. There may be other traditional
sprays developed that use zinc in the formulation. However, the company
believes that traditional sprays will not be effective because they will not stay
in the nose for a sufficient time period. The competitive strategy to combat
another zinc spray will be created once management sees the nature of the
competitive product.

A Firm Commitment to Growth

Zicam has been very successful up to this point. It has gone from simply an
idea to a nationally distributed brand that is known by over 25 percent of
American households. It has also been able to maintain an annual growth
rate of more than 45 percent. From a qualitative standpoint, the company
has received a lot of very positive feedback from its customers. Its market
research has uncovered numerous positive consumer comments, such as, “I
love this product, and I've told everybody at work about it.”

Despite the success of Zicam thus far, Matrixx management feels that
the company has a long way to go. At the beginning of this cold season,
Zicam had a 25 percent consumer awareness, which leaves 75 percent of
households that must be made aware of the product. Management knows
that there is a lot of room to grow, and it is willing to keep pouring on the
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marketing effort in order to achieve this growth. The entire company is firmly
committed to investing all of its resources in the company’s continued
growth.

The Lessons to Be Learned from Zicam

There are two important lessons to be learned from Zicam. The first is that
effectiveness leads to repeat purchases. Zicam customers believe that the
product really works, and therefore they keep buying it over and over again.
Many of these customers are so convinced that Zicam works that they not
only use it themselves but tell others about it. Clinical studies have shown
that these customers have a good reason for their confidence. This research
shows that Zicam users can actually get over a common cold in just two days,
compared to seven to fourteen days for the average person without it.

Another important lesson to be learned from the Zicam story is the
importance of marketing. The saying “build a better mousetrap and people
will beat a path to your door” obviously did not apply to this product. The
company’s initial placement into distribution of this new product that repre-
sented a very effective new way to reduce the severity and duration of the
common cold almost failed because there was no marketing. There are un-
doubtedly many very effective and well-designed new products that don’t go
anywhere because they are not properly marketed. Effectiveness alone is not
enough.

It wasn’t until Zicam was publicized in USA Today that the product
started moving off the shelves. Further sales results clearly demonstrated
that sales grew dramatically as a result of additional advertising. New prod-
uct introductions based on solid market research findings further stimulated
the growth of the brand. You can have an effective product, but you must
also invest the money and make the marketing effort to make it known.
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Summary Marketing Plan for:
Zicam Cold Remedy Nasal Gel

Matrixx Initiatives, Inc.!
1999

MARKETING PLAN SUMMARY

1. BACKGROUND. In 1999 a new product was launched under the brand name Zicam that
claimed that it could actually reduce the duration and severity of the common cold. At the
time of this writing, Zicam has achieved distribution in approximately 90 percent of the
nation's drugstores and 60 percent of the grocery stores, and it is being sold by all of the
major mass merchants, including Target, Wal-Mart, and Kmart. Its sales have been increasing
on average 48 percent a year, and that growth rate is continuing. Clinical studies have
shown that Zicam users can get over a common cold in just two days, compared to seven
to fourteen days for the average person without it.

2. CONSUMER CLINICAL TRIALS. Subjects were recruited at four sites in the Los Angeles area.
The study included 213 subjects, who were randomly assigned to receive either the zinc
nasal gel (Zicam is based on zinc) or a placebo. Only subjects who had had cold symptoms
for twenty-four hours or less were enrolled in the study. The results were amazing. The
duration of each patient's cold was defined as the number of days from entry into the study
to the complete resolution of symptoms. The zinc nasal gel had a significant effect in
shortening the duration of the symptoms. The mean resolution time was 2.3 days for the
patients who received zinc and 9.0 days for the controls. There were no significant side
effects, other than a few subjects reporting a slight tingling or burning sensation.

3. MARKETING PLAN ELEMENTS

A.  Brand name. The entire Matrixx Initiatives, Inc., product line uses the Zicam brand name.
Company management believed that Zicam was a good name because it was unusual,

' Zicam is a registered trademark of Matrixx Initiatives, Inc., and is used with permission.
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and therefore memorable. The name actually came from the technical features of the
product. “Z" is the chemical designation for zinc, and “icam" was included because the
product is effective in blocking the icam receptors in the body. As line extensions were
added under the Zicam brand name, names were created that simply described the
functions of the product. For example, the allergy relief products were called Allergy
Relief, and the cold remedy products were called Cold Remedy. The idea was to use the
Zicam brand for all the products, then clearly tell the consumer the purpose of each
specific product.

Product line. The initial Zicam product launched in 1999 was a nasal spray that actually
reduced cold symptoms very quickly and shortened the length of the cold. The Zicam
gel matrix was patented, and the patent was good until 2018. In 2000 the Zicam product
line was expanded with a unique formulation allergy product, and in 2002 the company
engaged in a major new product effort. A total of five new products were launched in
2002.

Packaging. The design of the Zicam packaging was a very important part of the overall
marketing mix. It was critical to communicate to consumers that this was a product
that actually shortened the cold. One way this was done was by placing the statement
"actually shortens the cold” in a prominent location on the label. The bottle itself was
also an important part of the packaging design. For cost reasons, the company decided
to go with an existing bottle rather than designing one from scratch. It had to find a
special pump designed for a gel. It also selected a very upscale bottle that functioned
well and sent the right message to the consumer.

Pricing strategy. When Zicam was introduced, its price was $10.99, whereas the price of
the average cold remedy was $5.29. Thus, Zicam cost almost twice as much as the
average cold remedy. This price was mainly based on the company's financial require-
ments. The company simply added to its production costs the margin needed to cover
all of the marketing costs and trade margins. The product also carried an unconditional
guarantee. The premium price of Zicam sent a signal to consumers that this was not an
ordinary cold remedy. It could also be cost-justified against the competition if the
consumer took the time to do the financial analysis. For example, a competitive zinc
lozenge sold for about half the price, but it was good for only one cold. Zicam was good
for two colds, and some people had actually been able to stretch it to three or four
colds.
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E. Sales and distribution methods. The objective was to obtain distribution for Zicam in all
the major retailers that carried cold remedies. This was to be done by using a network
of brokers in each local market. This strategy was very effective for the brand once the
publicity began. At the time of this writing, Zicam was in all of the major mass merchan-
disers, such as Wal-Mart, Kmart and Target. It also had 90 percent distribution in drug-
stores. Food store distribution was about 60 percent and growing.

F.  Advertising copy strategy. The primary television advertising copy strategy for the cold
remedy was "Zicam gets rid of your cold three times faster." This was the only message
in the thirty-second television commercials. At the time of this writing, the company
could not claim that Zicam would prevent a cold. The sixty-second television commer-
cials also introduced the swabs and Extreme Congestion Relief. The print campaign
focused on introducing the allergy and decongestant products.

G. Advertising media strategy. The decision was made to use primarily television advertising
for the cold remedies because of the ability to make visual demonstrations through this
medium. The media plan included one thirty-second television commercial run on morn-
ing network stations and two sixty-second direct-response commercials on cable televi-
sion. A print campaign was used for the allergy and decongestant products. The media
strategy for the cold remedies was to start advertising in mid-October and finish in
mid-March. This would result in these products being advertised only during the cold
season.

H. Sales promotion. Sales promotion was not used during the introductory launch of Zicam,
and price discounting to stimulate sales is still not a primary tool. The company really
wants to sell this unique product at full price. However, a one-dollar coupon was in-
cluded in a Sunday freestanding insert for the first time in November 2002. The main
objective of the coupon was to build awareness of the brand, not to give a price break.

I.  Publicity. The media were informed of the results of the clinical research, which showed
about a 75 percent reduction in the severity of a cold. USA Today picked up the com-
pany's news release and made it a front-page story. Because of the USA Today article,
store sales of Zicam took off and new retailers started calling up asking for the product.
Distribution quickly went from only two retail chains to national distribution.

J. In-store merchandising. Off-shelf displays were an integral part of the marketing plan
for Zicam. Matrixx offered the trade a wide variety of Zicam displays, including gravity
feed units, large wing displays, floor-mounted displays, and an eight-unit counter dis-
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play. The company tried to get as many off-shelf displays as possible up during the cold
season.

4. FINANCIAL PROJECTIONS. Zicam has been very successful up to this point. It has gone
from simply an idea to a nationally distributed brand that is known by over 25 percent of
American households. It has also been able to maintain an annual growth rate of more than
45 percent. At the beginning of this cold season, Zicam had a 25 percent consumer aware-
ness, which leaves 75 percent of households that must be made aware of the product. There
is a lot of room to grow, and Zicam is willing to keep pouring on the marketing effort in
order to achieve this growth.

5. CONTINGENCY PLANS. The management of Matrixx Initiatives is aware of the current com-
petition for Zicam and the possibility of future competition. The main competition at this
point is from zinc lozenges. There are several brands of zinc lozenges currently on the
market, as well as a growing number of private-label brands. Matrixx's competitive strategy
against these zinc lozenges is to promote the greater benefits of Zicam relative to those of
the lozenges. The company has clinical proof of the effectiveness of nasal applications of
zinc, and it believes that this is much more effective than oral application with a lozenge.
The company is also aware of the possibility that the competition will develop a competitive
nasal application of zinc. Matrixx has a patent on the Zicam gel matrix that is good until
2018. Management believes that this patent will protect the company from the competitive
development of another product that is as effective as Zicam.



CHAPTER 6

Preemptive Ventures Are
Often Winners

Example: Treo™ Mobile Phone, Web/E-Mail Device, and Organizer

New business ventures that are preemptive generally have a greater chance
of success than those that are not. Many successful new business ventures
have been true breakthroughs that jumped years ahead of their competition.
If your new product is viewed as ‘‘the only alternative,” you will significantly
increase the odds of your success.

The Treo from Handspring, Inc., was one of the first devices to integrate
a mobile phone, Palm OS® organizer, and wireless data applications in one
compact, full-color communicator. Handspring® was founded by some of the
same people who founded Palm and invented the Palm Pilot.

The company began by producing a product called Visor, which was an
organizer that had an expansion slot called Springboard that allowed the
user to add a number of different functions to the unit, including wireless
capability. The Visor was a little less expensive than Palm’s products at the
time, and it came in a number of different colors, which made it stand out.
In addition to selling directly over the Internet, Handspring achieved national
distribution for Visor in the major office supply, computer, and electronics
stores. Visor quickly became a significant alternative to the Palm Pilot.

One of the original visions of the founders of Handspring was to add
wireless capability to an organizer. This came from spending a lot of time
with individual users of organizers. These one-on-one observations and dis-
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cussions with Visor customers and users of competitive products were typi-
cally not done in formal settings. They took place in locations where
organizers and other portable devices are often used, such as restaurants,
while traveling, and even while sitting in traffic in their cars.

An example of these interviews is one that took place in a business
meeting with a user of multiple devices. This person was carrying three dif-
ferent devices: a mobile phone on her belt, a Palm V organizer in her purse,
and a Blackberry wireless device in her pocket. She also had a variety of
different power cables and cradles for these different devices in her briefcase.
During the lunch, as she was juggling all these devices, she said, “Why do I
have all these things? I want to have just one thing.” It was this user observa-
tion, and others like it, that ultimately led to the creation of the Treo.

Based on this understanding of unfulfilled customer needs, Handspring
began to experiment with wireless devices. Handspring’s first wireless prod-
uct, called the Visor Phone, was a Springboard module that added phone
capability to a Visor. The Visor Phone enabled Handspring to learn a lot
about building wireless products and a lot about working with wireless carri-
ers. From its interviews with and observations of users, however, the com-
pany knew that there was much more to do. There was an obvious need for
effective Web access. Handspring could also see that the phone networks
were becoming good enough on the data side for a high-quality merged de-
vice.

Market Research Narrowed the Vision

Handspring used a combination of market research vehicles to narrow its
vision of what an effective mobile communicator should be like. Some of
this research involved traditional focus groups, and other research involved
talking to a lot of customers face to face, on the phone, and through e-mail
over the Internet. Some consumer input came from unsolicited customer
feedback over the Handspring web site. This input taught Handspring a lot
about what people wanted in a mobile communication device. It also identi-
fied what they did not like about the Visor Phone and other early competitive
devices, such as the Palm VII.

Based on consumers’ likes, dislikes, and stated desires, Handspring con-
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structed a nonworking model of a potential new wireless product that was
far more advanced than the Visor Phone, or anything else in the marketplace
at that time. The device was a mobile phone, a Web device, an e-mail device,
and an organizer. Models are necessary for focus groups because people have
trouble conceptualizing the idea if they cannot actually see it. Although this
was not a working model, potential users could hold it in their hand and see
what it would look like. Computer screens were created to show the software
concepts.

Once Handspring had this prototype, it went to formal focus groups to
finalize everything. A variety of different types of respondents were recruited
for these focus groups, including Palm OS users and non-Palm OS users. The
timing of the focus groups was staggered so that changes could be made from
one set of groups to another. The focus groups were held in various cities in
the United States and in Europe. Europe was included because this was
planned as an international venture, and Handspring wanted to understand
the needs of consumers on both sides of the Atlantic Ocean.

Based on consumer input concerning the prototype, an actual product
was built to an engineering quality level. It did not really use the final hard-
ware or software, and it did crash from time to time. However, it gave the
respondent a pretty good idea of what the new device would actually be like.
More focus groups were conducted to obtain reactions to this refined proto-
type. Handspring wanted to see how people would actually use the product.
It wanted to see how they would dial the phone, how long it would take them
to learn to use the device, how long it would take them to look up a phone
number, and where they had to struggle. A whole series of questions about
the perceived benefits and negatives were also asked. Respondents were also
exposed to a variety of different positioning statements.

The Opportunity Became Obvious

The market research, together with scores of unsolicited comments from
people asking about a combined device, clearly indicated that there was an
opportunity for a multifunction communication device. Many of the users of
existing mobile phones, mobile Internet devices, and organizers expressed
an unfulfilled need for such a device. Many of those who were shown the
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prototype combined device expressed a strong purchase intent. It was obvi-
ous that a percentage of people wanted to add a mobile phone to their orga-
nizer, or to add an organizer to their mobile phone. Many more wanted to
add e-mail capability. Handspring firmly believed that it had identified a new
niche.

Handspring reasoned that there were two large consumer segments in
which this opportunity existed. The first was the fifteen to twenty million
users of Palm organizers. Based on its research, Handspring believed that a
percentage of these people would want to replace their organizer with a de-
vice that included a mobile phone. The second was the huge number of high-
end mobile phone users. The research indicated that a percentage of these
people currently felt a need for an organizer, but did not want to carry an-
other device. Handspring believed that a merged device would appeal to
many of these people. Given the size of these two segments, Handspring
believed that there was a sizable opportunity.

The Objective Was to Create a New Category of Products

Handspring’s objective was to create a device that would be the only thing a
user would have to carry. This one device would be an excellent mobile
phone, a great organizer, and a very effective Internet device. There were
other combined products on the market, but none of them did everything
well. There were mobile phones with large screens that could handle data,
but they were not also organizers. The Blackberry 6720 was an Internet de-
vice that had phone capability, but it was not a great phone. Many users
found that they also had to carry a separate mobile phone.

The objective was that when customers bought this new device, they
would get rid of their present organizer and get rid of their present mobile
phone. There would simply be no reason for them to have another phone or
organizer, or an Internet device such as the Blackberry. By doing customer
surveys after the product was introduced, Handspring found that it had
achieved this objective. Over 90 percent of the people who bought a Treo
stopped using one or more of their other communication devices.
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The New Product Was Called Treo

The name Treo came from the idea that the product replaced three things:
the phone, the organizer, and the wireless e-mail or Internet device. Research
showed that most people liked the name because it was short and easy to
remember. Handspring liked the name because it communicated the three
different uses of the device. The company even went a step further and cre-
ated model numbers that were all divisible by three: the Treo 90, Treo 180,
Treo 270, and Treo 300.

Naming the Treo was not an easy task. Many alternative names were
created, and Handspring had to get everybody inside the company to agree
on which name to use. This turned out to be harder than originally thought,
and Handspring quickly discovered that naming is very controversial. To fur-
ther complicate the problem, after everyone had finally agreed on certain
names, those names had to be submitted to a legal search to see if they
were clear—and many were not. Even Treo was not totally free of conflict. A
Scandinavian pharmaceutical company had a trademark on the name Treo,
which meant something in that language. Handspring decided to take the
risk and attempt to register the name anyway. Fortunately, it worked out.

Treo Became the Overall Handspring Product Line

The first Treo was a black-and-white version that was designated the Treo
180. It had a sleek design and was much smaller and lighter than the Visor
Phone, Handspring’s initial experiment with combining a mobile phone and
an organizer. There was nothing quite like it on the market at the time. The
Treo 180 effectively integrated a mobile phone, a Palm OS organizer, and
wireless data applications in one compact communicator. The Treo 180 came
in two versions, one with a keyboard and the other with Graffiti handwriting
recognition.

One of the lessons we can learn from the development of the Treo is the
importance of situational awareness. You cannot rely strictly on one type of
data, such as focus group results or survey data. In making important deci-
sions, it is important to compare input from one source with other input and
with your own judgment.
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There is a story that is often told in some segments of the marketing
community that illustrates that what people say in focus groups and what
they do are not always the same. Focus group respondents were asked if they
preferred black or yellow items. The majority of the respondents in these
groups concluded that the yellow items were much better than the plain
boring black ones, indicating that yellow was the color that was most wanted.
As the respondents were leaving at the end of the focus group, however, they
were given the opportunity to take either a black or a yellow item home with
them. Almost all of the respondents took a black item. This same phenome-
non occurred with the Treo 180.

Focus groups were conducted in Europe to determine whether the new
mobile communicator should have a keyboard or simply a screen with the
Graffiti feature, which enables the user to write right on the screen. Many of
the European respondents indicated that they had to have the Graffiti version
because they were used to using this feature on their current organizers.
Handspring concluded that it would have to launch the new product in both
versions. As it turned out, when the product was launched, most Europeans
bought the keyboard version. Handspring’s interpretation of the focus
groups was incorrect. The lesson it learned was that you cannot always rely
on the comments made in focus groups.

The Treo line today has four different versions, all with a keyboard.
Handspring’s experience with the Treo 180 proved to the company that a
separate Graffiti version was unnecessary. The black-and-white Treo 180 is
still available. The Treo 270 is a full-color GSM communicator that enables
the user to see text and graphics in vivid color. The Treo 300 is a color version
designed specifically for the Sprint PCS network. Finally, there is a Treo 90,
which has the same kind of design as the other versions but is purely an
organizer. As of this writing, the overall Handspring product line is com-
pletely Treo. The only Visor products available from Handspring today are
refurbished units.

Product Design Was Critical to Treo's Success

Handspring knew that the design of the Treo was very important in differen-
tiating it from all the other mobile communication devices on the market.
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Before coming up with the final design, the company developed a lot of differ-
ent models. They differed in terms of form factors, orientations, input meth-
ods, ways of handling the ten-key keypad for the phone, and many other
factors. Handspring would start working with one design, discover problems,
and then move on to another.

At the beginning of the design effort, Handspring focused on the me-
chanics and usability of the device. This included things like making the
hinge in the lid work and seeing what the unit did when you closed the lid
and opened the lid. A lot of time was spent on these mechanical issues. Once
the engineers had figured out the basic mechanics of the device, they worked
on its appearance. This included things like the shapes, curves, and colors of
different parts of the unit. It also included the textures to be used. This de-
sign effort was carried out by internal people and by outside designers hired
by Handspring.

The addition of the keyboard was a key differentiator for the Treo. The
keyboard made it easy for the user to find contacts, dial the phone, type
messages, and enter data quickly and easily. The backlit keyboard also let the
user do everything in low light conditions. Consumer research made Hand-
spring realize that the keyboard was just as important for the phone as it was
for the organizer and Web functions. Consumers also felt that it was better
than Graffiti for adding things like calendar events.

All Treo Products Were Sold Through Wireless Phone Carriers

Handspring started out selling the Treo through its existing Visor distribu-
tion channels. This proved difficult for two major reasons. First, there was
some customer confusion because customers did not really know where to
find the Treo. People don’t always think about buying a mobile phone at
Circuit City or Office Max.

The other problem was that the retailers could not get used to this
business model. Handspring actually had to charge the retailers more than
the cost to the end user so that the retailers could discount it with their
carrier subsidy. If Handspring had not done this, retailers would have had
the same margin on the Visor and the Treo, but when they sold a Treo, they
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would also have received a subsidy from the carriers. They would have
wound up making twice as much money on the Treo as on the Visor.

Because of the consumer confusion and the pricing problems, Hand-
spring decided to sell Treo directly to the wireless phone carriers. The carriers
then sold the Treo through their own stores as well as through many of the
same retailers that sold the Visor. This solved both of the distribution prob-
lems. Consumers were used to shopping for mobile phones in mobile phone
stores. When they bought the Treo through a traditional retailer, the subsidy
from the carriers would flow through in a normal manner. With the new
distribution model, Handspring sold all Treo products directly to wireless
phone carriers.

A Build-to-Order Production Strategy

Because of the different Treo customer base, after some learning the hard
way, Handspring found it necessary to make a major change in its production
strategy. The original Visor product line was sold to customers from Hand-
spring’s web site. This was measurable and consistent, making it very pre-
dictable. Then Handspring started selling to retailers who sold the Visor to
consumers. This turned out to be much less predictable. Handspring would
build the Visor product line to a sales forecast that sometimes turned out to
be quite different from the actual sales.

Because of several inaccurate sales forecasts, Handspring wound up
building inventory on some of the wrong products. This turned out to be a
costly mistake, teaching Handspring that building inventory on a product
that very few people buy can be very expensive. To lower this inventory risk
on the Treo, the company moved to a build-to-order mode. This was feasible
because most Treo customers were wireless phone carriers that bought prod-
ucts in bulk with a contractual commitment that stated exactly how many
units they were going to buy. This move reduced Handspring’s inventory risk
significantly.

The Treo Has a Very Complex Pricing Strategy

Handspring’s pricing strategy for the Treo is to sell the devices to the wireless
phone carriers at a wholesale price that will cover all of the company’s costs
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and generate a sufficient profit. The carriers set the retail prices, which con-
sist of a base price coupled with subsidies for users who sign up for the
carrier’s service. In many cases, the carriers will use discounts to further
reduce the prices and entice new customers to sign up with them. Retailers
may also offer discounts on the Treo. In this case, the customer may get a
discount from a retailer or a wireless carrier’s store plus a subsidy for signing
up for wireless service. A customer may also buy direct from Handspring’s
web site and then get a subsidy from a carrier for signing up for service.

This combination of selling direct from a web site, through carriers’
stores, and through traditional retailers can be quite complicated. When this
is coupled with a variety of subsidies, the price a customer pays for a Treo
can vary considerably depending on how the device is purchased. The carrier
provides a subsidy to people who get that carrier a subscriber. If that is the
retailer, the retailer gets the subsidy. If a customer buys a Treo from Hand-
spring’s web site, then Handspring gets the subsidy. If a user who is already
a customer of the carrier buys the product, in most cases that customer
doesn’t get a subsidy. Because of this, in today’s market a customer may pay
anywhere from $499 to $299 for a Treo.

Packaging Is Used to Help Stimulate Consumer Interest

One of the ways in which Handspring tried to communicate the Treo sales
message to consumers in the retail model was through packaging. The pack-
aging for all Treo products showed pictures of the product and examples of
the screens (in color for the full-color models). The packaging also explained
each of the features of the Treo device, along with product information and a
list of the equipment that came with the purchase. The packaging used by
the wireless phone carriers is customized to their specifications. When
Handspring went to the sell-through-the-carrier model, the carriers con-
trolled the look and feel of the packaging. Handspring also produced bro-
chures and other collateral material that it offers to retailers and used at trade
shows.

Advertising Is Mostly Done by the Carriers

Handspring’s primary advertising strategy is to help the wireless phone carri-
ers communicate the benefits of the Treo to their customers. The bulk of the
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advertising is actually done by the carriers. The Treo is a unique product, and
the carriers often include it in their advertising to motivate consumers to
sign up for their wireless phone service. In some cases Handspring runs addi-
tional advertising in newspapers and on radio to get people into stores to see
a demonstration of the Treo. Handspring believes that once people try the
Treo and start using the keyboard, they will want to take it home with them.

Handspring believes that consumers are motivated to sign up for a new
wireless service by seeing something tangible that is unique. The Treo is
just such a unique tangible device. Handspring therefore prepares mock-up
advertisements and point-of-purchase material to give the carriers examples
of how they might communicate the benefits to customers of using a Treo
with their particular wireless service. Naturally the final advertising strategy
is created by the carriers because they are the ones running the advertising.

A recent Sprint advertising campaign provides a good example of Treo
advertising. Sprint spent a lot of money advertising the Treo and one of its
key services, the PCS Business Connection, which is an e-mail solution. The
Treo model advertised was optimized for that service. Sprint placed ads in
Time, Newsweek, Business Week, and the Wall Street Journal. These ads told peo-
ple about Sprint’s Business Connection services and showed a Treo as an
example of an ideal product for this service.

Direct Sales Over the Internet Is a Key Marketing Strategy

Direct marketing is a key part of Handspring’s marketing strategy. This is
one of Handspring’s most profitable distribution channels because the com-
pany does not have to give margins to retailers and receives a subsidy from
the carriers for signing up new users. Much of Handspring’s direct marketing
takes place over the Internet. Handspring spends a lot of time and energy
making its web site easy to use. It collects names through registration and
sends people information on Treo. Another use of the web site is to educate
sales reps about the product.

Handspring also uses other Internet marketing tools beyond its web
site. The Treo newsletter is a very successful tool. Handspring tries to make
these newsletters really valuable so that people will read them instead of
deleting them. It does this by adding tips and tricks as well as alerting cus-
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tomers to new and interesting applications that can run on the Treo. Hand-
spring creates the Treo newsletter internally. It also does classic banner and
search engine advertising. Handspring has found that advertising on sites
that people visit when they are thinking about buying a mobile communica-
tion device is far more effective than advertising on popular sites. It has
found that putting a banner on CNN or Yahoo! is less effective than putting
a banner on something like PDA reviews or wireless reviews.

Publicity Is a Big Part of Consumer Communication

Although the bulk of the Treo advertising is controlled by the wireless phone
carriers, Handspring has a lot of control over the public relations aspects of
communication for the Treo. Handspring believes that this is the most lever-
aged form of marketing that it has. Publicity was an important part of the
initial Treo product launch, and it continues to be a significant part of ongo-
ing communications.

The public relations objective is to get the media to talk about, write
about, and review the Treo as often as possible. Handspring often sends the
media Treo units so that they can write independent reviews. The company
has been very effective in getting to key writers and motivating them to re-
view the device. Part of the reason for this success has been the unique na-
ture of the Treo. That is one of the advantages of a preemptive product.

The Treo Has Rapidly Become a Category Icon

Although Handspring had been working on the general concept of an effec-
tive integrated communication device since the inception of the company,
the actual development of the Treo was accomplished in a fairly short period
of time. The actual Treo concept, with the flip lid, window, and keyboard,
was conceived in June of 2000, and the product hit the market in a limited
initial launch in December of 2001. Shipping in quantity in the United States
started in February of 2002.

The Treo has become an icon in the category of merged communication
devices. There is now a large group of core users who just love the product,
and the word is spreading to new users every day. A few competitors are now
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adding keyboards to their devices, and some are attempting to emulate the
Treo. As of this writing, however, the Treo stands as a true category leader.

Key Lessons to Be Learned from the Treo

A key marketing lesson to be learned from the Treo is that you must recog-
nize who your real customer is. Prior to launching the Treo, Handspring fo-
cused mainly on the end user as its real customer. This worked out fine
with the Visor because this was a traditional product sold through traditional
retailers. With the Treo, however, the customer focus had to shift. Because
the Treo was a mobile phone and a wireless Internet device, the wireless
phone carriers were a very important element in the chain because their sub-
sidies played such an important role in the pricing of the Treo. They were
also very important to the end user because the Treo was of little use unless
it was connected to a carrier.

Shortly after launching the Treo, Handspring realized that it had to walk
a fine line between satisfying the needs of the carriers and satisfying the
needs of the end users. In many cases, it is the carrier that really decides to
buy the product. Handspring quickly recognized that if it didn’t satisfy the
carrier’s needs, even if those needs were opposed to the end users’ needs,
there would not be much of a market for the Treo. The carrier is the one who
must certify the product, put it into distribution, and sell it to its customers.

Today Handspring is totally focused on satisfying the needs of the carri-
ers. It has account teams that are assigned to different carriers. These teams
totally understand how the carriers do their pricing, how they sell their ser-
vices, and how they think. When they give the carriers advice on how to
market the Treo, they give this advice in the carriers’ context, and the advice
is focused on how the carriers can accomplish their mission. Handspring now
firmly believes that you must know who your customer is and understand
your customer’s needs.

The other lesson to be learned from the Treo is that if you can create a
preemptive product, you will improve your chances of success. The mobile
phone carriers were interested in the Treo because it was a unique solution
to their customers’ problems. For the same reason, the media were willing
to publicize the Treo as something that was new and newsworthy. If you can
create the “only alternative” for your customers, you will significantly in-
crease the odds of your success.
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Summary Marketing Plan for:
Treo™ Mobile Phone, Web/E-Mail Device,
and Organizer

Handspring, Inc.’
2001

MARKETING PLAN SUMMARY

1. BACKGROUND. One of the original visions of the founders of Handspring, Inc., was to add
wireless capability to an organizer. This came from spending a lot of time with individual
users of organizers. The result was the Treo, which was one of the first devices to integrate
a mobile phone, Palm OS organizer, and wireless data applications in one compact, full-
color communicator. Handspring was founded by some of the same people who founded
Palm and invented the Palm Pilot.

2. MARKET REVIEW. There were two large consumer segments that represented an opportu-
nity for Treo. The first was the fifteen to twenty million users of Palm organizers. Based on
its research, Handspring believed that a percentage of these people would want to replace
their organizer with a device that included a mobile phone. The second was the huge number
of high-end mobile phone users. The research indicated that a percentage of these people
currently felt a need for an organizer, but did not want to carry another device. Handspring
believed that a merged device would appeal to many of these people. Given the size of these
two segments, Handspring believed that there was a sizable opportunity.

3. CONSUMER USAGE AND ATTITUDES. Handspring used a combination of market research
vehicles, including traditional focus groups and informal research that involved talking to a
lot of customers face to face, on the phone, and through e-mail over the Internet. This
market research, together with scores of unsolicited comments from people asking about
a combined device, clearly indicated that there was an opportunity for a multifunction
communication device. Many of the users of existing mobile phones, mobile Internet devices,
and organizers expressed an unfulfilled need for such a device. Many of those who were
shown a prototype combined device expressed a strong purchase intent. It was obvious that

"The brand name Treo is a trademark of Handspring, Inc.,, and is used with permission.
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a percentage of people wanted to add a mobile phone to their organizer, or to add an
organizer to their mobile phone. Many more wanted to add e-mail capability.

4. KEY STRATEGIC MARKETING OBJECTIVES. Handspring's objective was to create a device
that would be the only thing a user would have to carry. This one device would be an
excellent mobile phone, a great organizer, and a very effective Internet device. There were
other combined products on the market, but none of them did everything well. The objective
was that when customers bought this new device, they would get rid of their present
organizer and get rid of their present mobile phone.

5. MARKETING PLAN ELEMENTS

A.  Brand name. The new product was called Treo. The name Treo came from the idea that
the product replaced three things: the phone, the organizer, and the wireless e-mail or
Internet device. Research showed that most people liked the name because it was short
and easy to remember. Handspring liked the name because it communicated the three
different uses of the device. The company even went a step further and created model
numbers that were all divisible by three: the Treo 90, Treo 180, Treo 270, and Treo 300.

B. Product line. The Treo line today has four different versions, all with a keyboard. One is
the black-and-white Treo 180. The Treo 270 is a full-color GSM communicator that
enables the user to see text and graphics in vivid color. The Treo 300 is a color version
designed specifically for the Sprint PCS network. Finally, there is a Treo 90, which has
the same kind of design as the other versions but is purely an organizer. As of this
writing, the overall Handspring product line is completely Treo.

C.  Product design. Product design was critical to Treo's success. Handspring knew that the
design of the Treo was very important in differentiating it from all of the other mobile
communication devices on the market. The addition of the keyboard was a key differen-
tiator for the Treo. The keyboard made it easy for the user to find contacts, dial the
phone, type messages and enter data quickly and easily. The backlit keyboard also let
the user do everything in low light conditions.

D. Packaging. One of the ways in which Handspring tried to communicate the Treo sales
message to consumers in the retail model was through packaging. The packaging for all
Treo products showed pictures of the product and examples of the screens (in color for
the full-color models). The packaging also explained each of the features of the Treo
device, along with product information and a list of the equipment that comes with the
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purchase. The packaging used by the wireless phone carriers is customized to their
specifications.

E.  Pricing strategy. Handspring's pricing strategy for the Treo is to sell the devices to the
wireless phone carriers at a wholesale price that will cover all of the company's costs
and generate a sufficient profit. The carriers set the retail prices, which consist of a base
price coupled with subsidies for users who sign up for the carrier's service. In many
cases, the carriers will use discounts to further reduce prices and entice new customers
to sign up with them. Retailers may also offer discounts on the Treo. In this case, the
customer may get a discount from a retailer or a wireless carrier's store plus a subsidy
for signing up for wireless service. A customer may also buy direct from Handspring's
web site and then get a subsidy from a carrier for signing up for service. In today's
market a customer may pay anywhere from $499 to $299 for a Treo.

F.  Sales and distribution methods. Handspring decided to sell the Treo directly to the wire-
less phone carriers. The carriers then sold the Treo through their own stores as well as
through other retailers. Direct marketing is also a key part of Handspring's marketing
strategy. This is one of Handspring's most profitable distribution channels because the
company does not have to give margins to retailers and receives a subsidy from carriers
for signing up new users. Much of Handspring's direct marketing takes place over the
Internet. Handspring spends a lot of time and energy making its web site easy to use.

G. Advertising strategy. Handspring's primary advertising strategy is to help the wireless
phone carriers communicate the benefits of the Treo to their customers. The bulk of the
advertising is actually done by the carriers. The Treo is a unique product, and the carriers
often include it in their advertising to motivate consumers to sign up for their wireless
phone service. In some cases Handspring runs additional advertising in newspapers and
on radio to get people into stores to see a demonstration of the Treo.

H. Internet marketing. In addition to its web site, Handspring also uses Internet marketing.
The Treo newsletter is a very successful tool. Handspring tries to make these newsletters
really valuable so that people will read them instead of deleting them. It does this by
adding tips and tricks as well as alerting customers to new and interesting applications
that can run on the Treo. Handspring creates the Treo newsletter internally. It also does
classic banner and search engine advertising.

| Sales promotion. Handspring produces brochures and other collateral material that it
offers to retailers and uses at trade shows.
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Publicity. Publicity was an important part of the initial Treo product launch, and it
continues to be a significant part of ongoing communications. The public relations
objective is to get the media to talk about, write about, and review the Treo as often as
possible. Handspring often sends the media Treo units so that they can write indepen-
dent reviews. The company has been very effective in getting to key writers and motiva-
ting them to review the device.

Test marketing. Handspring began to experiment with wireless devices with its first
wireless product, called the Visor Phone. The Visor Phone enabled Handspring to learn
a lot about building wireless products and a lot about working with wireless carriers.
From its interviews with and observations of users, however, the company knew that
there was much more to do. There was an obvious need for effective Web access.
Handspring could also see that the phone networks were becoming good enough on
the data side for a high-quality merged device. All of this led to the development of the
Treo.



PART 2

SAMPLE MARKETING
PLANS

The objective of Part 2 of this book is to provide you with a series of sample
marketing plans that you can use as guides in the development of your own
marketing plan.

Disclaimer: The specific information in the sample marketing plans in
Part 2 of this book was compiled for intended use as examples only. Al-
though each of these marketing plans is based on actual products from real
companies, the specific information in these plans is hypothetical and is not
intended to compete with or divulge proprietary ideas, company structure,
or the financial status of any company. The names, numbers, and some of the
facts in these marketing plans have been changed because of the confidential
nature of the information. The information is intended to be used as a guide
only.
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CHAPTER 7

Secondary Research to
Develop Market Reviews

Example: Satellite Brand Alkaline Batteries

One of the best starting points in developing a marketing plan is a formal
market review. The purpose of the market review is to clearly present all of
the available data that are relevant to the marketing of the products or ser-
vices to be included in the marketing plan. In some cases this involves look-
ing at the company’s present business, while in other cases the market
review is directed toward a new market that the company is planning to
enter. The market review typically looks at the growth and nature of the
market for the product category involved. If the company is currently partici-
pating in that category, the market review should identify the company’s past
and projected participation.

The main reason for doing a market review is to provide good visibility
on the overall marketing situation before attempting to do something new.
It just makes sense to know basic details such as how big the market is, the
market’s history and trends, and competitive activity before sitting down to
draft a comprehensive marketing plan. Most market reviews also include
things like the number of appropriate retail outlets by trade class and geo-
graphic region, product movement through the various retail channels,
shares of market by manufacturer, price points by manufacturer and trade
class, and industry advertising expenditures by manufacturer and medium.

This book outlines a number of different ways to complete a market
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review. One of the best ways to start is by reviewing data that already exist.
This includes data written up in secondary sources such as magazines, trade
publications, government publications, catalogues and directories, annual re-
ports of principal competitors, and newsletters; information available on the
Internet; and information in company files. It is amazing what you can find
by simply looking around you. This information will generally provide you
with a framework for the market and how it breaks down by major market
segments.

Many people further round out this search of secondary information
with data-gathering field trips. These may include both telephone and per-
sonal interviews with government agencies, trade associations, and the au-
thors of some of the articles about the industry. It is not a bad idea to do
some quality store checks for the purpose of writing down prices, shelf fac-
ings, and other things you might see that can help you to verify some of the
information you have read about. Doing a market review is a lot like being a
detective, except that instead of searching for a criminal, you are looking for
information.

The market review in the following marketing plan example for Satellite
Alkaline Batteries is a good example of how this is done. Although the spe-
cific data in this market review have been altered because of the confidential
nature of the information, the plan is based on an actual marketing plan that
was approved and implemented by a major manufacturer. This market review
should give you a good idea of how a market review should be structured and
the information that should be included. As you accumulate information for
your market review, be sure to include as many tables and other specifics as
you can.

The Satellite Alkaline Batteries market review was primarily completed
using secondary sources and information that was available to the company
in its private files. These data included Department of Commerce year-end
summaries, data on actual company shipments, information from trade pub-
lications, information that the company had purchased from A.C. Nielsen
Company (a market research organization), competitive price schedules, and
some basic projections made by company marketing personnel.

The Satellite Alkaline Batteries marketing plan is also a good example
of how to put together a total marketing plan. In addition to a market review,
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it includes sections on consumer usage and attitudes, trade practices and
attitudes, planning assumptions, key strategic marketing objectives, and all
of the strategic programs. The marketing plan also includes financial projec-
tions and an interesting section on contingencies, just in case something
goes wrong.
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Marketing Plan for:
Satellite Brand Alkaline Batteries
Consumer Product Division

Hsinchu Electric Company, Ltd.!
April 14, 1997

INTRODUCTION

The purpose of this report is to develop a four-year marketing plan for a major new Hsinchu
Electric Company venture in the consumer segment of the alkaline battery market. This report is
divided into the following sections:

1. BACKGROUND. This section reviews the background of this project and outlines the steps
that led to the development of this marketing plan.

2. MARKET REVIEW. This section reviews the growth and nature of the alkaline battery market,
and identifies Hsinchu's past and projected participation in that market.

3. CONSUMER USAGE AND ATTITUDES. This section outlines present consumer practices, de-
sires, and expectations regarding alkaline batteries.

4. TRADE PRACTICES AND ATTITUDES. This section reviews the retail food trade's current
involvement in the alkaline battery market, its attitudes toward the product category, and
its specific reactions to the venture outlined in this marketing plan.

' Disclaimer: The specific information in this sample marketing plan was compiled for intended use as an example
only. Although this marketing plan is based on actual products from a real company, the specific information in the
plan is hypothetical and is not intended to compete with or to divulge proprietary ideas, company structure, or the
financial status of any company. The names, numbers, and some of the facts in this marketing plan have been
changed because of the confidential nature of the information. The information is intended to be used as a guide
only.
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5. PLANNING ASSUMPTIONS. These are key conclusions based on the facts presented in the
previous sections.

6. KEY STRATEGIC MARKETING OBJECTIVES. This section provides the specific objectives of
this venture over the next five years.

7. STRATEGIC PROGRAMS. This section presents very specific and implementable plans that
the Consumer Product Division intends to use to accomplish the objectives of the venture.

8. FINANCIAL PROJECTIONS. This section provides detailed calculations of the costs, volume,
and payout of the venture from initial rollout to national expansion.

9. CONTINGENCIES. This section presents plans for retaliation against possible competitive
action directed at either this venture or the reqgular Hsinchu line of consumer batteries.

The scope of this report is primarily directed at developing plans to launch a totally incremental
venture in alkaline batteries for the consumer market through the grocery channel of distribu-
tion. These plans are designed to function as an incremental marketing effort, and are intended
to be compatible with present activities involving the regular product line in the grocery trade
as well as other channels of distribution.

The information required to develop this marketing plan was gathered in five stages. Each stage
was designed to provide a systematic understanding of the current activities in the consumer
alkaline battery market and how a major new Hsinchu venture might fit within the framework
of that market. The following specific steps were taken:

1. MARKET RESEARCH. Eight consumer focus groups were conducted in representative mar-
kets throughout the United States (Los Angeles, Minneapolis, Atlanta, and Philadelphia). In
addition to this qualitative research, a quantitative survey of consumers was conducted in
various markets in an effort to test various advertising alternatives.

2. NAME/PACKAGE/DISPLAY. Based on an analysis of the results of the consumer market
research, a design consultant was retained to develop a totally unique name, package, and
display for this venture. The name developed for the venture was Satellite. On completion
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of the design of the name, package, and display, these were exposed to consumers in
additional focus groups and were determined to be highly acceptable and motivating.

3. ADVERTISING CAMPAIGN DEVELOPMENT. An advertising agency was retained to assist in
the development of an advertising campaign. In addition, a promotion plan for the venture
was developed by this advertising agency and an outside marketing consultant. Details of
the promotion plan are included in the Strategic Programs section of this report.

4. TRADE PROBES. Detailed interviews were conducted with key executives at the headquarters
of nineteen major food store organizations in ten representative geographic areas through-
out the United States. The purpose of these interviews was to determine the viability of the
Satellite venture.

5. MARKETING PLAN DEVELOPMENT. Upon completion of the previous steps, a complete
national marketing plan was developed for the venture. This plan included all of the objec-
tives, strategies, and tactical plans for the total venture. The balance of this document deals
with the specifics of this plan.

BACKGROUND

The Hsinchu Electric Company is a large manufacturer of general-purpose batteries and specialty
batteries. The company is headquartered in Chongquin, China, and has offices in five other
countries, including the U.S. headquarters in Atlanta, Georgia. Hsinchu is one of the largest
marketers of alkaline batteries to the U.S. consumer market, and currently commands approxi-
mately a 16 percent share of this market.

In 1994, extensive consumer and trade research was conducted by Hsinchu, leading to the
conclusion that there was an opportunity for a new brand of alkaline batteries in supermarkets
in the United States. This led to the formation of an internal task force to examine this opportu-
nity. The net result was the creation of Project Alpha. The objective of Project Alpha was to
capture and maintain a major incremental share of market in the U.S. food environment. This
was to be done by launching a major advertising and promotion program for a compact line of
long-lasting, general-purpose batteries. The brand was to be sold into distribution as an addi-
tional brand for the retail outlet.
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Project Alpha was launched in three test markets in 1995. The first market was in New Jersey,
and no advertising was used. The second market was in Buffalo, with introductory advertising
only. The third market was in Houston, with a full, sustained advertising program.

Project Alpha was successful in demonstrating Hsinchu's ability to obtain incremental distribu-
tion with this new line of batteries. Three accounts, with a total of twenty-seven stores, were
obtained in New Jersey. Four accounts, with a total of nineteen stores, were obtained in Buffalo.
Two accounts, with a total of fifty-two stores, were obtained in Houston. This demonstrated the
ability of a unique program to penetrate accounts that were otherwise closed to Hsinchu. The
remainder of this document deals with future plans for this venture, and the steps that are
recommended to expand this venture nationally over the next five years.

MARKET REVIEW

1. The total market for general-purpose batteries in 1996 was $521 million in net factory
dollar sales, and 1,574 million in unit sales. Hsinchu achieved a market share of 19.5 percent
of industry dollars and 20.3 percent of units in 1996. This equated to net factory dollar sales
of $101 million and unit sales of 320 million for Hsinchu.

2. The total industry historical unit growth has averaged about 3 to 4 percent per year. Future
unit growth is projected to be only 2 percent per year, or approximately equal to population
growth. Industry dollar sales have been growing at an average of 9.2 percent from 1991
through 1996, reflecting the impact of inflation. Dollar growth is forecasted to continue at
approximately a 7 percent level through 2001.

3. Hsinchu's growth over the past six years has slightly lagged that of the total industry. The
company's 1996 unit sales were 8 percent below those that the company moved in 1991,
versus a slight increase for the total industry. Similarly, Hsinchu's dollar sales increased from
1991 to 1996 at an average of 6.6 percent, compared to 9.2 percent for the total industry.
The company is forecasting unit growth through 2001 in the area of 3 to 4 percent per year,
and dollar increases in the range of 8 to 9 percent per year. These estimates do not include
the potential impact of the Project Alpha program.

4. The total consumer market for alkaline batteries in 1996 was $259 million, or 49.7 percent
of the total alkaline battery market. Total consumer market dollar growth from 1991 to



144 SAMPLE MARKETING PLANS

1996 averaged 10 percent per year; however, 1996 showed a 20 percent increase. Growth
in total industry units lagged dollar growth, with an average growth rate of 7.6 percent per
year; however, 1996 growth was 17 percent. Total consumer market units are projected to
grow at a rate of 3 percent through 2001, with dollar increases at the rate of 6 to 7 percent.

5. Hsinchu's consumer alkaline battery sales for 1996 were $41 million and 152 million units.
This translated to a dollar share of 15.8 percent and a unit share of 15.9 percent. These
shares had dropped slightly from 1991, when Hsinchu had a dollar share of 17 percent and
a unit share of 16.3 percent.

6. Hsinchu's dollar growth in the alkaline battery consumer market has averaged 8 percent
per year since 1991. Like the industry, Hsinchu enjoyed a significantly higher than average
growth rate in 1996 (17 percent). In terms of unit growth, Hsinchu has averaged 7 percent
per year since 1991, with a 1996 growth of 17 percent.

7. Hsinchu is projecting a growth rate in dollars and units through 2001 of approximately 5
percent per year. These projections are based upon marketing activities currently planned
for the regular product line and do not reflect the impact of the Project Alpha program.

8. Food stores are the dominant consumer channel for alkaline batteries, accounting for 54
percent of total consumer market sales. Food stores are followed, in rank order, by mass
merchandisers, with 17.9 percent; hardware/auto stores, with 15.4 percent; and drugstores,
with 7.5 percent. These four channels of distribution account for 94.8 percent of total retail
alkaline battery sales.

9. Food stores also represent the largest single distribution outlet for Hsinchu consumer sales,
accounting for 46.6 percent of the company'’s total retail alkaline battery sales. Hsinchu has
a 13.9 percent share of sales through food stores; however, this is significantly lower than
its 16.1 percent share for all retail channels of distribution. Hsinchu also has a marginally
lower than average share through hardware/auto stores, while its mass merchandiser share
(21.4 percent) and drugstore share (21.7 percent) show that it is outperforming the industry
through these two distribution channels.

10. The grocery market for alkaline batteries in 1996 represented $140 million in net dollar
sales, or 27 percent of total alkaline battery sales, and 54 percent of total consumer sales.
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The growth of the grocery market has been, and is anticipated to be, approximately the
same as that of the total consumer market. Total grocery dollar growth over the past five
years has averaged 9.8 percent. On a unit basis, the total grocery industry has shown a 5
percent growth over the past five years. The industry's units through 2001 are anticipated
to grow at approximately a 3 percent rate, with dollar growth of 4 to 7 percent per year.

Hsinchu has lagged the total industry in growth through grocery stores in terms of both
dollars and units. On a dollar basis, Hsinchu has shown a 6.8 percent growth rate over the
past five years, or about 70 percent of the industry growth rate. In terms of units, Hsinchu
has shown a 3.8 percent growth rate versus the industry's 5 percent. In 1996 Hsinchu did
not enjoy the significant increase in alkaline battery grocery dollar sales seen by the industry.

The Hsinchu grocery share for 1996 was 13.9 percent for both dollars and units. This repre-
sents a decrease from the company's 15.9 percent share of dollars and 14.7 percent share
of units in 1991. Hsinchu is forecasting a unit growth through the grocery segment of
approximately 6 to 7 percent per year through 2001 and dollar growth of 6 to 10 percent
per year.

On a geographic basis, the grocery market for alkaline batteries is largest in the Eastern
Zone and smallest in the Western Zone. Approximately 42 percent of total grocery sales
dollar volume is in the Eastern Zone, 38.6 percent in the Central Zone, and 19.7 percent in
the Western Zone. Hsinchu's sales and resulting shares are stronger than the industry aver-
age in the Eastern Zone, and weaker than the industry average in both the Central and
Western Zones. Specifically, on a share basis, Hsinchu shows an 18.6 percent share in the
Eastern Zone, an 11.5 percent share in the Central Zone, and an 8.6 percent share in the
Western Zone.

In terms of grocery store types and sizes, Hsinchu's volume is skewed more heavily toward
chain groceries than that of the total industry, and Hsinchu shows a significant deficiency
in terms of its business through the largest independent outlets. Specifically, chain groceries
account for 74.6 percent of Hsinchu's total grocery store dollar volume versus 64.8 percent
of the volume for the total category. As a result, chain groceries are 15 percent more
important to Hsinchu than to the total market.

The large independent stores account for only 11 percent of Hsinchu's grocery store volume
versus 22.4 percent for the total industry. As a result, Hsinchu's business development
through these accounts is less than half that of the total industry.
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15. Nielsen data show that Hsinchu's retail grocery inventories are the highest of the three
primary manufacturers, and that as a result, the retail turns on Hsinchu merchandise are
lower than those for either competitor. The average grocery account's supply of Hsinchu
alkaline batteries is 2.58 months versus 2.17 for the total market. Similarly, Hsinchu shows
4.65 retail turns on its inventory per year versus 5.53 for the total industry.

16. On the basis of consumer unit consumption (actual grocery store units purchased), the
alkaline battery grocery market is relatively stable, with a low point in July/August of 85
percent of an average month and a high in the November through February period of 111
percent of an average month. Hsinchu follows the total market seasonality almost exactly,
while its two major competitors show marginally less seasonality than the total market.

17. AA batteries are the dominant battery type sold through food stores, accounting for over
65 percent of both unit and dollar volume for 1996. This AA dominance has remained
relatively constant since 1994. AAA batteries remain the second largest category, accounting
for 23.4 percent of units and 19.4 percent of dollars in 1996. The remaining battery types
accounted for 11.2 percent of units and 14.8 percent of dollars in 1996.

18. Grocery AA battery consumption is highest on the West Coast and lowest in the metro
Chicago area. The area with the highest AA battery consumption is the Pacific area, with an
index value of 113 versus the total United States. The area with the second highest con-
sumption is metro Los Angeles, with an index of 111. The remaining areas are relatively
close to the U.S. average of 100 with the exception of metro Chicago, which shows an index
value of only 42 versus the total United States.

19. Nielsen data indicate that actual grocery selling prices are below suggested list prices and
that Hsinchu tends to get discounted significantly more than the competition. The grocery
trade seems to be discounting competitive AA batteries by approximately 10 percent and
discounting Hsinchu batteries by upwards of 20 percent.

20. Total industry consumer advertising expenditures have averaged about $2 million per year
from 1992 through 1996. The significant exception to this average was in 1995, when total
industry expenditures dropped to under $1 million for the year. As would be expected, the
company with the dominant market share also emerges as the dominant advertising
spender, accounting for 55 percent of total industry advertising expenditures from 1992 to
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1996. Hsinchu's advertising expenditures have accounted for 20 percent of total industry
spending from 1992 to 1996 and totaled $1.9 million.

CONSUMER USAGE AND ATTITUDES

1. The retail alkaline battery category is heavily female-oriented, with women accounting for
70 percent of total alkaline batteries purchased. Research indicates that the heaviest users
of alkaline batteries are females, twenty-five to forty-five years old, living in households
where there are children in the family.

2. The retail alkaline battery category is characterized by a relatively low purchase frequency.
Typically a household will make an alkaline battery purchase between four and five times
per year. Each of these purchases usually involves five to six individual batteries. At the time
of purchase, the consumer will purchase more than a single battery type. Purchases are
almost universally made (87 percent of the time) to replenish the average household inven-
tory of six batteries.

3. Most alkaline battery purchases are made in supermarkets. The respondents in the focus
group sessions verified Hsinchu's information on distribution, indicating that supermarkets
are by far the largest single outlet for alkaline batteries.

4. Alkaline batteries emerge as an extremely low-interest category to their prime consumers.
For example, virtually all of the consumers interviewed during the focus group sessions
indicated that alkaline batteries were of minor importance, that this was a category that
they didn't know much about and were not very interested in spending a great deal of time
thinking about. In sum, the alkaline battery category is viewed largely as a commodity
category.

5. Consumer comments indicated that alkaline battery purchases were often based largely on
impulse. This impulse can stem from being confronted with a battery display in the super-
market and realizing that the in-home inventory is in need of some replenishment.

6. Correct battery type emerged as the primary purchase criterion. Interestingly, price was
rarely a critical factor. Consumers did indicate that the presence of a sale on batteries could
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motivate an impulse purchase, but they were basically unaware of the normal pricing or the
actual price they paid for the product.

7. The overall alkaline battery category appears to suffer from significant consumer confusion.
In addition to being a category of very low interest, batteries tend to be very confusing to
the average consumer. Consumers have a great deal of trouble understanding the difference
between the different types of batteries available on any given merchandiser. Similarly,
consumers are unsure of the advantages or disadvantages of the various battery brands.
There appears to be very little understanding of the difference between one brand and
another.

8. There is no strong brand preference in the alkaline battery category. Awareness of the
various brands available is almost identical to their individual share of distribution. Although
people are generally aware of the brand that they regularly purchase, they do not make any
effort to seek out this brand when repurchasing. This stems from the fact that consumers
perceive no difference between the major brands.

9. Manufacturers' marketing programs have not been effective in motivating consumers. Only
17 percent of the 1,000 people interviewed during a 1992 consumer survey could remember
seeing any recent battery advertising. Additionally, consumers were unable to state the
advertising claims of one brand relative to another.

10. The focus groups indicated that consumers find one primary area of complaint within the
current alkaline battery category. The major complaint about alkaline batteries cited by
consumers was that they go dead too fast. A battery's going dead is generally a frustrating
and irritating experience for a consumer.

11. Consumers clearly indicated that a long-life alkaline battery would be the most significant
single improvement that a manufacturer could offer within the category. Quantitative re-
search indicated that over 83 percent of consumers felt that long life would be the only
benefit of any importance in terms of a battery product improvement. Similarly, the consen-
sus from the focus group research was that increased battery life was the most meaningful
benefit that could be developed. The significant information regarding a long-life battery
that emerged from the focus group discussions can be summarized as follows:
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A.  Consumers indicated a willingness to pay a premium price for a truly long-lasting
battery. \lery few of the people interviewed during the group sessions objected to paying
a higher price for a longer-lasting battery. At least half of the people interviewed would
actually prefer to pay a premium price for a long-lasting battery than a low price for
“cheap batteries” that would require frequent changing.

B. While endorsing the concept of a long-lasting battery, consumers indicated that the
combination of the extra life and the incremental price should result in a meaningful
dollar saving. The concept presented during the focus groups was a battery that was
2'> times longer lasting for only 36 percent more in price. Most consumers found this
satisfactory because it would be economically advantageous to them.

C.  While they were receptive to the concept of a long-life battery, consumers questioned
the credibility of @ manufacturer's claim of long life. A part of this skepticism stemmed
from the fact that consumers found it difficult to believe that a manufacturer would
actually produce a long-life product that would provide significant in-use savings. The
following comments were offered regarding the credibility issues:

1. Consumers wanted to be told why a battery lasts longer. In this regard, most of the
focus group participants responded favorably when they were given specific reasons
why a battery would last longer.

2. Consumers felt that a long-life battery should come with some sort of @ manufactur-
er's guarantee. The feeling was that if a manufacturer were willing to guarantee the
performance of its products, this would add considerable credibility to the claim.

D. Consumers indicated that they would evaluate the effectiveness of a long-lasting bat-
tery on the basis of how often they were required to change this new battery compared
with standard batteries. Most people recognized that this would be a very difficult
evaluation. Most consumers really do not have any idea of how long their current
batteries last. Therefore, they recognize that it will be very difficult for them to evaluate
an improved battery. Nevertheless, most people felt that if, in their subjective opinion,
the new battery did not last longer than their old battery, they would not repeat the
purchase.

TRADE PRACTICES AND ATTITUDES

The following findings stemmed from an extensive series of trade interviews conducted on behalf
of the Project Alpha program. The purpose of the trade interviews was to elicit overall attitudes
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toward the alkaline battery category and specific reactions to the Project Alpha program concept.
A total of nineteen major food store organizations in ten geographic areas were contacted and
given a preliminary presentation on the Project Alpha program.

1. The overall trade reaction to Project Alpha was positive. Retailers generally recognize that
alkaline batteries are now sold basically as a commodity. It was generally felt that the Project
Alpha marketing programs could be successful in capturing a major share of the market for
a long-life alkaline battery. Most retailers were willing to participate in a test of such a
venture, and if the test were successful, they would be willing to take on such a program in
permanent distribution.

2. The primary strengths perceived by the trade regarding the Project Alpha program were the
strengths of the marketing communications programs, and the ease for them of taking on
such a program in distribution. The trade generally believed that Project Alpha would provide
the consumer with a meaningful benefit, and that this benefit would be well communicated
through advertising/promotion and a totally unique name/package/display. Additionally, the
trade felt that it would not be difficult to take on such a program because it would be
provided to retailers in addition to their current brands of batteries. Finally, the trade liked
the small number of stock-keeping units (only five battery types) because this would mini-
mize space requirements, both at the warehouse and at the retail outlet.

3. The trade clearly indicated that the key to obtaining broad-scale distribution for the Project
Alpha program was a high sustained level of advertising and promotion spending. The trade
was not willing to take on a new brand of long-life batteries unless this brand were heavily
pulled through the distribution channel by a strong marketing communications program. It
was indicated that in order to sell such a brand, it would be necessary for a manufacturer
to incur high levels of advertising spending on a continuous basis, similar to those for other
successful packaged goods.

4. The supermarket trade was unanimously impressed with Project Alpha's name/package/
display. Supermarkets felt that the new brand name and package were very consumer ori-
ented and totally unique, and that they would help add credibility to a claim of long life.
The trade liked the compact and flexible nature of the Project Alpha merchandiser, and felt
that it was designed to accommodate various-sized stores.
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5. The trade felt that the two-year guarantee would add considerable credibility to the prod-
uct, and would be easy for retailers to handle. The trade generally recognized that a major
task of the marketing plan for a long-life battery would be to overcome consumer skepti-
cism. The guarantee was felt to greatly assist in this effort. Additionally, because this guaran-
tee did not require store redemption, it would be very easy to gain trade cooperation. Finally,
most of the trade felt that the amount of redemption by consumers would be minimal.

6. The trade generally felt that Hsinchu should increase the suggested retail list price of Project
Alpha batteries. Because of the longer life of the Project Alpha batteries, the trade wanted
the spread between the prices of standard batteries and the long-life product to be as great
as possible. Most people felt that they would do very little discounting from this high price,
as they would expect to make Project Alpha their high-profit contributor. In sum, it was felt
that Hsinchu should test alternative price levels to determine how high the price could go
before volume dropped substantially.

7. Most of the supermarket executives interviewed during this study indicated that they would
be willing to accept a 50 percent margin on the Project Alpha venture. These people recog-
nized that a heavily advertised brand could not support a higher margin. The acceptance of
a 50 percent margin obviously depended on the movement of Project Alpha product and an
overall improvement in the trade's dollar profits. The notable exception to this was wholesal-
ers, who wanted a higher margin than chains because of the extra service that they provide
their accounts.

8. In sum, many trade executives indicated that they would be forced to take on distribution
of the Project Alpha program because of the heavy advertising expense. It was indicated
that if Project Alpha were to become heavily demanded by their customers, they would be
forced to take on the program, just as they are forced to take on many new packaged goods
products. The executives indicated that they were in the business of satisfying their custom-
ers' needs, and that they could not afford to not carry a product that was demanded by a
large number of their customers. The following additional comments were offered regarding
the distribution opportunities on Project Alpha:

A. Improved profits are the key requirement. It was clearly indicated that the key require-
ment for obtaining distribution for Project Alpha would be that the trade's overall
profitability on batteries be improved. The actual movement requirements would be the
same as those on their current battery programs. The trade felt, however, that Project
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Alpha should offer an improved profit from that movement because Project Alpha's
longer life would ultimately result in a reduction in repeat sales.

B. Project Alpha would achieve broad distribution. It was generally felt that because of the
heavy advertising of Project Alpha, it would be difficult for Hsinchu to limit the overall
amount of distribution. In sum, all stores would probably put pressure on Hsinchu to
allow them to carry the new brand.

C. Taking on Project Alpha would be an operating decision. In most supermarket organiza-
tions, the decision to take on Project Alpha could be made by an operating executive.
The trade indicated that the decision to shift brands of batteries is currently a major
decision requiring top management approval. Because Project Alpha is a totally new
product, the decision to take on the new product would not have to be made at such a
high level. In most cases a merchandising vice president could authorize distribution.

D. A major presentation would be required. Most of the people interviewed during this
study felt that Hsinchu should introduce the new Project Alpha brand in a very major
way through the use of a formal presentation. The trade would expect to see a well-
thought-out presentation provided by senior Hsinchu management personnel. The com-
pany should not simply have the product introduced in a casual manner by the normal
sales force.

The trade generally felt that the competition would react conservatively to the Project Alpha
entry. It was felt that the primary reaction would be for the competition to attempt to talk
the trade out of taking on the Project Alpha brand. Competitors would attempt to convince
the trade that selling a long-life battery in the large quantities envisioned for Project Alpha
would reduce the market. The second competitive action thought likely by the trade would
be a price cut by the competition. It was felt to be possible, but unlikely, that the competition
would put together a similar program and produce another new brand of long-life batteries.
Importantly, a number of trade executives felt that if Project Alpha were successful, the
competition might be checkmated.

PLANNING ASSUMPTIONS

. In the current business environment, growth opportunities for manufacturers of alkaline

batteries are severely limited. Because of this, Hsinchu will probably continue to experience
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difficulties in substantially increasing its market penetration by continuing to use “tradi-
tional" battery marketing techniques. Traditional marketing techniques could, in fact, result
in further losses of market share. The following specific factors are currently inhibiting
growth opportunities:

A. Limited market growth. The growth of the alkaline battery market is relatively flat, with
units increasing only at approximately the rate of population growth. Most of the dollar
growth of the market has stemmed from price increases.

B. Successful dominant brand. One brand is a dominant and growing factor in the overall
market. Given the strength of this brand, it would appear to be difficult to make com-
petitive inroads into its existing volume. In the face of the strength of this competitor,
Hsinchu has shown volume and share weaknesses over the past few years that would
appear to be difficult to reverse using traditional battery marketing methods.

2. Consumer research indicates that long-lasting batteries provide a consumer benefit suitable
for the establishment of a viable brand franchise that would result in broad distribution
and significant volume. Market research has shown that 83 percent of consumers would
like to have a truly long-lasting battery.

3. The fact that long-lasting batteries have previously been produced and offered to the public
does not diminish the opportunity for this consumer benefit to generate a viable branded
new product entry. The reason for this is that the long-life concept has never been properly
promoted in order to build consumer believability and therefore demand for the concept.

4. A complete and powerful "branded goods” marketing approach will be required to success-
fully exploit the opportunity inherent in the long-life concept. The primary elements that
would be required as part of a "branded goods" approach for alkaline batteries can be briefly
described as follows:

A. Meaningful and unique consumer benefit. It would be necessary to go to market with a
battery that has a life significantly longer than that of the average product now on the
market. Additionally, any marketing advantages (e.g., an understandable guarantee) that
might enhance the consumer value of the product should be included.

B. Distinctive brand name. In developing a consumer franchise for this product, it is impor-
tant that it be distinguished in the consumer's mind as something new, apart, and
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totally different from the balance of the Hsinchu battery product line. The name Satellite
Batteries should provide this distinction.

C.  Unique package and display. To further strengthen Satellite Batteries' unique and inde-
pendent positioning, they should be sold in a unique and attractive package. Addition-
ally, they should initially be sold from a freestanding merchandiser. An in-line
merchandiser should be provided to stores that require one.

D. Extensive advertising and promotion. The application of a "branded goods" approach
demands that Satellite Batteries receive significant support, both during the introduc-
tion and on a continuing level.

A strong branded approach to Satellite Batteries will result in significant broad-scale distri-
bution for the brand. The trade interviews have clearly indicated that if consumer demand
for Satellite Batteries is as strong as envisioned, most retailers will take on the brand in
distribution. We estimate distribution in approximately 30,000 retail grocery outlets.

Hsinchu needs to develop a national network of food brokers supervised by Hsinchu field
sales personnel, separate and apart from the division’s basic sales force. As outlined in the
Strategic Programs section of this marketing plan, a national network of food brokers can
be developed to provide excellent in-store service. In addition, a separate Hsinchu organiza-
tion to supervise these brokers can provide excellent control of the venture.

The entire selling and servicing function for the Satellite Batteries program should be han-
dled by a separate Hsinchu organization together with the food brokers, not by the current
sales force. The need for a separate field organization to supervise the activities of the
Satellite Batteries food brokers and to assist and oversee the sales function can be summa-
rized as follows:

A.  Lack of current capacity. Broker supervision is a full-time job requiring fifteen additional
field personnel, which the division currently does not have in place.

B.  Unique skills required. The function of broker supervision, motivation, evaluation, selec-
tion, and/or termination requires specific skills and experience separate and apart from
those already existing within the bulk of the division's field sales force.

C. Totally separate brand. Satellite Batteries will be sold as a separate, and in many in-
stances a competitive, entry relative to the regular Hsinchu line. The presence of a
totally independent sales supervision network for Satellite Batteries will ensure that
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neither this new entry nor the basic line will be compromised at the field level in its
efforts to achieve its full marketing objectives.

D. Totally different marketing approach. The significant differences between the marketing
approach of Satellite Batteries and that of the regular Hsinchu line, as well as the overall
potential volume and profit impact, dictate the need for a separate and specialized field
organization to sell, support, and supervise the brand's field efforts.

The Satellite Batteries brand has the potential to provide Hsinchu with total retail sales of
$94 million and factory sales of $47 million by 2007. This would represent the largest single
battery program in Hsinchu history and would establish Hsinchu as the marketing leader of
the industry.

. The risk to Hsinchu from developing and launching the Satellite Battery venture can be

substantially reduced by continuing the current program of step-by-step consumer and
trade research efforts. Steps taken to date, such as extensive consumer focus group research,
trade probe activity, consumer package research, and copy development consumer research,
have all been undertaken to ensure that there are no significant gaps in the marketing
planning effort and that the program moves forward with the best series of program ele-
ments available. The subsequent steps outlined in the Strategic Programs section of this
document should continue to minimize the risks of the venture.

In addition to the volume and profit contributions previously discussed, the successful intro-
duction of the Satellite Batteries program will provide a series of secondary benefits to both
the battery division and the overall Hsinchu Electric Company. Specifically, the following
benefits are envisioned:

A. Definite growth plan. The successful launch of the Satellite Batteries venture will provide
the division with a definite plan of action for achieving substantial growth over the
next five years. In gradually expanding the plan from research through test to national
rollouts, the division will be forced to focus on a definite growth plan.

B. An incremental effort. The development of this brand can be accomplished in addition
to the current marketing efforts. It is not be necessary to sacrifice marketing planning
on the regular consumer battery line in order to launch the Satellite Batteries brand.
Both programs can be developed in tandem, leading to a strong, two-pronged attack
on the marketplace.
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C. Higher profitability. Because the Satellite Batteries brand will be a premium line, overall
division profitability will be substantially increased. Satellite Batteries will add incremen-
tal volume at a higher profit contribution than the current product line.

D. Improved trade reputation. By effectively launching a hard-hitting consumer program,
Hsinchu will substantially increase its reputation in the food trade. It is believed that
such a success will result in Hsinchu's being viewed by the trade as a leader in consumer
marketing. This reputation will be extremely valuable in expanding the current regular
product line, as well as in other ventures by this division and other Hsinchu divisions.

E. Improved corporate image. Because this will be a highly visible venture with the general
public, it is believed that such an effort will be extremely valuable for Hsinchu corpo-
ratewide. Because of the high levels of spending on advertising and promotion, a sec-
ondary benefit of this venture could be favorable publicity for the corporation.

KEY STRATEGIC MARKETING OBJECTIVES

The key objective of Satellite Batteries over the next five years is to develop a highly profitable,
major new brand of alkaline batteries that will be sold to the consumer market through the
grocery channel of distribution. The specifics of this objective are as follows:

1. PREMIUM PRODUCT. The objective is to provide the consumer and the trade with a truly
superior product that has a meaningful consumer benefit. It is intended that this product
provide the consumer with an excellent price/value relationship, and the trade with an
opportunity to significantly increase its profits.

2. NAME/PACKAGE/DISPLAY. The intention is to communicate the uniqueness of the Satellite
Batteries brand through a totally revolutionary name, package, and display.

3. BRAND FRANCHISE. The objective is to create a brand franchise of loyal customers equating
to 11 percent of the total consumer alkaline battery market units. The plan is to do this
through a high-level sustained advertising and promotion program.

4. DISTRIBUTION OBJECTIVES. The objective is to obtain distribution of the Satellite Batteries
brand in 30,000 food stores by the time the brand reaches full national distribution.
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5. VOLUME OBIJECTIVES. The objective of the Satellite Batteries brand on achieving national
distribution is $47 million in factory sales. Hsinchu hopes to do this strictly through the
food channels of distribution, and it hopes to use Satellite Batteries as a vehicle to expand
the supermarket category by drawing volume from other traditional outlets (drugstores,
mass merchandisers, and so on).

6. FINANCIAL OBJECTIVES. The objective is to achieve an after-tax return on net sales of 14.0
percent. Additionally, the expectation is that the Satellite Batteries brand will show a return
on investment that meets or exceeds that of the balance of the division.

7. SALES AND DISTRIBUTION SYSTEM. The objective is to launch the Satellite Batteries brand
through a series of food brokers, coupled with a separate Hsinchu organization specifically
set up to supervise these brokers.

8. RISK OBJECTIVES. The objective is to minimize the risk and investment required in the
Satellite Batteries venture by carefully testing the program and through gradual expansion
plans.

9. TIMETABLE OBJECTIVES. The objective is to complete the necessary activities in time for a
4/1/98 introduction in the first rollout area.

STRATEGIC PROGRAMS

1. OVERALL OBJECTIVES. The key objective of the Satellite Batteries program is to develop
maximum profitable battery volume for Hsinchu via:

A. Establishing a solid position within the current supermarket alkaline battery category.

B. Expanding the supermarket category by drawing battery volume from other traditional
outlets (drugstores, mass merchandisers, department stores, and so on).

These objectives will be accomplished by:

A. The introduction of a new branded alkaline battery product, Satellite Batteries, that is
unconditionally guaranteed to provide the consumer two years of service.
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Providing strong advertising and promotion support, on a sustained basis, designed to
generate consumer awareness of and demand for the Satellite Batteries brand.

Limiting the distribution of Satellite Batteries to grocery outlets in order that this trade
class may enjoy the full benefit of the consumer demand generated for the Satellite
Batteries brand.

2. PRODUCT. The key elements of the Satellite Batteries product line can be summarized as
follows:

A.

B.

The product will be offered only in AA, AAA, C, D, and 9-volt sizes, which account for
77.9 percent of total alkaline battery volume.

The product will carry an unconditional guarantee of a two-year use life.

3. PRODUCT NAME. The product will be marketed under the brand name Satellite Batteries.
The strategic reasons for the selection of this name are as follows:

A.
B.

The name is memorable.

The name is preemptive and proprietary in that it can be trademarked for exclusive
Hsinchu utilization in the battery category.

The name has the ability to lend itself to advertising and promotional activities on
behalf of the brand.

The name in and of itself connotes the long-life aspects of the product.
The name has the ability to provoke consumer interest in the product.

The name has a timeless quality.

4. PACKAGE. The Satellite Batteries package has been designed to provide the following strate-
gic advantages:

A
B.

It offers a unique and readily identifiable new shape in battery packaging.

It provides the consumer the opportunity to see and recognize the unique printing
design on the Satellite Batteries product.

It provides satisfactory protection for the product.
It clearly and quickly communicates the product name, logo, and product specifications.

It reinforces the communications aspects of the Satellite Batteries program by stressing
the two-year use life of the product and by stating the full product guarantee.
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As a result of its unique shape, the package precludes intermingling of the Satellite
Batteries brand with other battery brands and packages in the store.

The package is aesthetically attractive and offers a fresh, clean, and appealing appear-
ance in its own in-store display with the minimum of housekeeping effort.

It lends itself to automatic packaging.

It is affordable (2.05 cents per unit).

5. DISPLAY. The Satellite Batteries display offers the following strategic advantages:

A.

The display has dramatic visual impact, either when used singly in a small store situation
or when used in multiples in larger stores.

The display has been designed to be flexible in order to accommodate various store sizes
and store locations. For smaller stores or low-profile stores, the top two trays of the
overall display can be eliminated, thus reducing its overall size and product capacity.

The display uses a minimal amount of square footage of floor space within a store.
When used as a single unit, the display requires little more than one square foot of
actual store space.

The display is usable either in a freestanding configuration or as an end-aisle display by
itself or in multiples, or it can be converted to in-line utilization.

The display accommodates up to eight dozen packages.

The display provides an excellent showcase for the Satellite Batteries package and
product.

The display facilitates quick and easy selection of the product by the consumer and
similarly requires a minimum amount of restocking time.

The display is constructed to accommodate only the Satellite Batteries packages in order
to prevent other manufacturers' brands and products from utilizing the proprietary
Satellite Batteries in-store location.

The display is solidly constructed and is projected to provide an in-store use life of
between three and five years.

The display is within the previously forecasted price range for the Satellite Batteries
program and, in rollout quantities, can be produced at a cost of $55 to $60 per individ-
ual unit.
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6. PRICING AND MARGINS

A

Retail pricing and consumer economics. It is planned that the Satellite Batteries brand
will carry a premium price for all sizes. This retail pricing, nevertheless, will result in a
significant consumer savings in terms of costs per hour of use life for Satellite Batteries
versus the competition.

Trade terms and economics. Trade terms for Satellite Batteries will be established at a 50
percent margin (percentage off retail), with the product sold on an outright guaranteed
sale basis and extended terms of 2 percent on the fifteenth of the second month or net
at the end of the second month. Trade interviews have indicated a willingness on the
part of food retailers to accept the Satellite Batteries program at the 50 percent margin.

Manufacturer' s margin. Satellite Batteries will carry a gross margin to Hsinchu of 50
percent of its recommended list price to the trade. While this is considerably above the
normal 41 percent manufacturer's margin on retail alkaline battery products, it must be
remembered that Hsinchu will be investing significant marketing dollars in this program
and that the additional margin does not necessarily fall to the bottom line. The overall
financial results of the program are presented later in this document.

7. DISTRIBUTION/VOLUME/SHARE OBJECTIVES

A.

Distribution objectives. Satellite Batteries' objective is to achieve distribution in 30,400
stores accounting for 52.5 percent of total grocery store all-commodity volume. The
plan anticipates a range of distribution by store size, with 75 percent of the largest
stores stocking Satellite Batteries, trending down to only 5 percent of the smaller stores
stocking the brand. Further, the plan has not assumed any distribution in convenience
stores.

Volume objectives. Based upon the total store distribution, the Satellite Batteries brand
is expected to generate annual going-year sales of $34 million per year in retail sales
and $47 million per year in factory sales.

Share objectives. Satellite Batteries' volume objectives translate to an 11 percent unit
share and a 17.4 percent factory dollar share of the total consumer alkaline battery
market and a 20.6 percent unit share and a 33.6 percent factory dollar share of total
grocery alkaline battery sales. The brand's dollar shares are significantly higher than its
unit shares as a result of the premium pricing of the product.
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8. DISPLAY REQUIREMENTS. Based on the expected distribution store count and estimates of
the number of displays used per store, it is projected that there will be a requirement for
53,300 displays by the time the brand has completed its full national rollout. This is because
it is expected that the vast majority of the large accounts will utilize multiple display units.

9. SALES PLAN

A.  Sales objectives. The principal sales objectives of the Satellite Batteries program can be
summarized as follows:

1. To obtain and maintain Satellite Batteries' distribution and volume objectives.

2. To implement approved brand sales-oriented plans and promotions both at headquar-
ters and at retail store levels.

3. To provide retail store coverage in order to:
a. Minimize brand out-of-stocks.
b. Solicit turnover orders.
c. Sell trade and consumer promotion offers at the retail level.
d. Obtain retail-level display and merchandising support for the brand.
e. Maintain a high level of housekeeping for the Satellite Batteries display area.

4. To serve as a source of management information regarding the Satellite Batteries
sales and volume situation and competitive market information.

B. Sales strategies. The specific strategies that will be employed in order to achieve the
overall Satellite Batteries sales objectives are as follows:

1. Sales organization. For the reasons stated in the Planning Assumptions section, Satel-
lite Batteries will use a sales organization that is wholly separate and apart from the
division's existing sales force. The Satellite Batteries organization will involve a na-
tional network of food brokers supervised by an organization of Hsinchu field per-
sonnel.

2. Sales organization functions. The principal functions of the various levels of the
Satellite Batteries sales organization are as follows:

a. Brokers. The individual food broker organizations bear primary responsibility for
introductory and ongoing selling activities at the headquarters and retail levels.
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b. District managers. Each district manager bears the responsibility for the overall
performance and accomplishments of approximately four food broker organiza-
tions. In this respect, the district manager is responsible for providing ongoing
supervision, evaluation, and motivation of the individual brokers. The district man-
ager will be expected to work at the retail level both with broker personnel and
on his or her own to determine the effectiveness of each broker's efforts. The
district manager will also assist the brokers in making headquarters calls and
sales. If necessitated by poor broker performance, the district manager will have
the responsibility for recommending the termination of an individual broker and
for the screening process involved in determining that broker's replacement.

c. Zone managers. Each of the three zone managers is responsible for an average of
five district managers and twenty food broker organizations. The zone manager is
responsible to the company for achieving overall Satellite Batteries distribution
and volume objectives in his or her geographic territory. The zone manager also
bears the responsibility for recommending to company management the addition
or deletion of Satellite Batteries promotions or marketing plans in order to maxi-
mize the brand's volume and profit in his or her geographic area.

d. Sales and marketing manager. This individual bears primary and overall responsi-
bility for both the development and the implementation of Satellite Batteries'
annual marketing and sales activities. He or she is responsible to company man-
agement for the construction of the brand's annual marketing plan, volume fore-
cast, and profit forecast. Additionally, he or she has line responsibility to the
Satellite Batteries sales organization to ensure that the objectives and results of
the approved marketing and sales plans are achieved.

3. Sales support information. In order to provide optimum supervision of the activities
of the food broker network, the plan is to use an outside organization to provide
an ongoing “mystery shopper” function that will report regularly on such areas as
distribution, out-of-stocks, retail pricing, and merchandising support for both Satel-
lite Batteries and competitive brands. This service will provide information on a broad
sampling of the largest stores on a biweekly basis and monthly detail on smaller
accounts.

The reports from this service will be issued on a broker-by-broker basis so that the
brokers' supervisors can utilize them most productively with their individual broker
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principals. Additionally, the same data will be provided for each of the three geo-
graphic zones of the country so that both zone managers and divisional management
will have a timely and usable overview of the Satellite Batteries field situation.

Sales costs. Based on the organizational structure described, Satellite Batteries' going-
year sales costs are projected at $5.1 million. It should be noted that these costs assume
brokerage commission charges of 6 percent and further allow for the implementation
of the sales support information system (mystery shoppers). If, in actual implementa-
tion, either of these assumptions proves to be overly conservative, the overall sales
expenses might be significantly reduced.

10. COPY. The objective of Satellite Batteries' advertising is to build consumer awareness of and
demand for the brand through the registration of the following points:

A. The brand name.
B. The two-year in-use life span of the product.
C. The fact that the product is unconditionally guaranteed to provide its two-year life
span.
D. The unique package shape and design.
E. The Satellite Batteries display.
F. The fact that Satellite Batteries are available through supermarkets.
11. MEDIA
A.  Media objectives. Satellite Batteries' year one media objectives are as follows:

1. To build high awareness and trial of Satellite Batteries by introducing the brand with

media expenditures significantly above the total industry's sustaining levels.

2. To maximize message delivery to the target audience—women age twenty-five to

fifty-four in households with three or more members, with consideration given to the
working woman segment.

3. To achieve a minimum reach and frequency of 90/4.0 during the introductory period

and 60/4.0 for the sustaining period.

4. To advertise in each new market for a minimum of thirty weeks during the introduc-

tory year.
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5. To utilize a media mix that will most effectively and efficiently reach the target audi-

ence.

B. Media strategies. The Satellite Batteries media objectives will be accomplished by:

1.

The use of television advertising as the primary and most effective method of com-
municating the Satellite Batteries copy points.

The use of magazines as a supplementary medium in order to:
a. Increase pressure on the light television viewing consumers.
b. Take advantage of print's unique copy potential.

c. Serve as a coupon-carrying vehicle.

The selection of television programming to provide maximum impressions to the
target audience.

The use of flighting: a heavy-weight introductory period of thirteen weeks, followed
by sustaining flights of four to five weeks of advertising each.

Adjusting the spending plan seasonally as the brand rolls out in order to optimize the
media impact during the heavy battery consumption periods.

The use of thirty-second TV announcements and four-color print pages.

12. SALES PROMOTION

A. Sales promotion objectives. Satellite Batteries' introductory-year sales promotion objec-
tives are as follows:

1.

To assist the sales force in obtaining distribution for Satellite Batteries in its targeted
food outlets.

2. To create awareness, trial, and repeat purchase among the broadest possible base of

target consumers.

Trade strategies and plans. The trade strategies that will be employed to meet the pro-

motion objective are as follows:

1.

Provide the broker organizations and the Satellite Batteries field force with sales
presentation and/or meeting materials to accommodate an orderly and effective sell-
in of the brand.

. Offer an introductory trade allowance on initial inventory quantities of Satellite Bat-

teries.
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14.

3. Provide an advertising allowance once Satellite Batteries has established itself as a
viable business within the food store environment.

4. Stress the strengths of the overall consumer marketing effort and the trial-oriented
promotion efforts in particular.

C. Consumer strategies and plans. The consumer events that will be utilized in order to

create awareness, trial, and repeat purchase are as follows:

1. Offer via the brand's magazine advertising an introductory "Get One Free" print cou-
pon with a face value equal to the full retail price of a single Satellite Battery.

2. Provide a "bounceback” coupon packed in the initial quantities of Satellite Batteries
to encourage retrial.

3. Offer a self-liquidating “Satellite Batteries-related” premium item as a method of
extending trial to those consumers who are motivated more by an impulse offer at a
display than by a cash coupon offer.

4. Provide a second media coupon late in year one in order to extend trial and generate
retrial.

D. Promotion spending. Over half (57 percent) of the brand's total promotion spending will
be directed toward consumer-oriented offers. Trade spending will account for 31 per-
cent of total promotion, and the remaining 12 percent will be accounted for by display
material and sales aids.

E.  Year two and going-year promotion spending. After the brand's introductory year, Satel-
lite Batteries will continue to focus its promotion spending on the consumer by using
promotion offers designed to stimulate continued trial and retrial of the brand. These
offers (i.e., media coupons) will be tailored back from the year one effort to accommo-
date the brand's available promotion budget.

EXPANSION PLANS. Satellite Batteries will move toward national distribution along a care-
ful path of regional rollouts. Satellite Batteries will undertake a regional rollout starting in
April 1998 that will see the brand achieve full national distribution in January 2000. The
first rollout area will be the West Coast, currently the weakest area for the overall Hsinchu
business. This will be followed sequentially by expansions into the Midwest, the East Coast,
and, lastly, the balance of the United States. Table 7-1 summarizes the rollout schedule.

TIMETABLE. Table 7-2 details a number of the principal steps that must be taken to enable
the brand to achieve its planned April 1, 1998, introduction into the first rollout.
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SAMPLE MARKETING PLANS

% Incremental Cumulative %
Beginning Date Rollout Households of Households
4/1/98 First rollout 10.81% 11.49%
1/1/99 Second rollout 25.04% 36.53%
7/1/99 Third rollout 29.86% 66.39%
1/1/00 Fourth rollout 33.61% 100.00%
TABLE 7-2. Tentative Timetable
Finalize marketing plan 4/11/97
Marketing plan presentation 4[14/97
Commit $1.0 million for display tooling 5/19/97
Marketing plan approval 5/28/97
Commit $4.0 million for display mold 6/2/97
Assign project director 9/6/97
Approval of display units 9/9/97
Authorize automated packaging equipment 9/23/97
Order initial product and package production 9/23/97
Commence TV and print advertising production 9/30/97
Authorize media buys 9/30/97
Start of display production 10/21/97
Start of program sell-in in initial cities 10/30/97
Commercial production completed 12/11/98
Ship initial product 2/18/98
Ship initial displays 2/18/98
Initial displays arrive 3/25/98
Balance of displays in initial cities 4/1/98
Start of retail placement 4/1/98
Start of advertising 4/1/98

FINANCIAL PROJECTIONS

1. FINANCIAL OVERVIEW. Assuming that the Satellite Batteries program achieves its antici-
pated sales, and that the venture is expanded according to the planned rollout schedule,
Satellite Batteries will generate net sales of $46,092,000 in 2001. In order to accomplish
this, advertising and sales promotion expenditures for 2001 would be $6,750,000. This would
result in an income, after tax, of $6,450,000. Assuming that the venture continues to meet
sales projections, Satellite Batteries will show an after-tax loss of $150,000 in 1998, and
then proceed to generate a significant profit in each of the following years.
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It should be noted that the build toward the 2001 after-tax return rate of 14 percent is a
result of the introductory investment expenditures as the brand expands regionally. In point
of fact, the Satellite Batteries brand is projected to achieve this 14 percent return in its
second year in any given area. For example, were the program to be terminated after its
initial West Coast expansion, the company should be able to realize the 14 percent after-tax
return from the West Coast area as of April 1, 1999—a year following the West Coast rollout
date.

Table 7-3 provides a financial overview of the Satellite Batteries venture as it is rolled out
nationally.

2. FINANCIAL DETAILS. A detailed income statement for the Satellite Batteries brand from
1998 through 2001 is shown in Table 7-4.

3. FINANCIAL ASSUMPTIONS. The principal assumptions used in the construction of Satellite
Batteries' four-year income statement are as follows:

A.  Fixed dollars. The four-year income statement makes no provision for increases in costs
or selling price. The assumption is that cost increases will be offset by increasing the
list price of a Satellite Batteries unit.

B. Unit sales. Unit sales are based on the rollout schedule detailed in the Strategic Pro-
grams section of this document.

C.  Sales billed. Sales billed are assumed to be 50 percent of the suggested retail price of
the Satellite Batteries product.

D. Cash rebate. This is assumed to be 2 percent of sales billed in all years.

E.  Packaging costs. The packaging cost is broken down into two components: the wrapper
and the shipper. For 1998, the wrapper costs for the first 73,000 batteries is assumed

TABLE 7-3. Satellite Batteries Financial Overview (Dollars in 000s)

Adv. &
Net Sales S.P. Cost** LAT.* %
1998 $ 3,322 $ 825 $150* 450p*
1999 20,119 4,504 810 4.0%
2000 43,908 7,447 5,038 11.5%
2001 46,092 6,750 6,450 14.0%

*Loss. **Strategic Programs. “*Income after tax.
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TABLE 7-4. Satellite Batteries Forecasted Four-Year Income Statement (in Thousands)

SAMPLE MARKETING PLANS

1998 1999 2000 2001

Sales billed $3,390 20,530 44,804 47,033
Cash rebate 68 411 896 941
Net sales 3,322 20,119 43,908 46,092
Direct Product Cost

Factory cost 979 4,384 9,568 10,044
Package cost 233 1,276 2,785 2,924
Cash discount 68 411 896 941
Transportation 118 672 1,450 1,521
Product warranty 11 68 148 155
Broker compensation 203 1,232 2,688 2,822
Direct Marketing Expenses

Advertising 599 3,418 5,790 5,250
Sales promotion 225 1,086 1,657 1,500
Display 345 1,798 1,394 635
Display freight 34 174 137 63
Display conversion cost — 1" 60 117
Sales organization 124 719 1,250 1,250
Mystery shoppers 83 514 999 1,000
Store setup 100 528 469 315
Market research 60 48 79 60
Project development 60 - - -
Other indirect costs 367 2,222 4,849 5,091
Total cost 3,609 18,561 34,219 33,688
Income before tax (287) 1,558 9,689 12,404
Income after tax (150) 810 5,038 6,450

to be 4.8 cents per battery. The next 2.4 million batteries carry a wrapper cost of 2.49
cents per battery, or $59,800. The balance of the wrappers purchased for that year are
assumed to cost 2.2 cents per battery, or $122,200. Shipper costs for 1998 are at a cost
per battery of 0.00592 cents. Wrapper costs for 1999-2001 are assumed to be at the
lowest possible wrapper costs of 2.05 cents per battery, with the shipper cost at that

point in time continuing at 0.00205 cents per battery.

Cash discounts. Cash discounts are consistently assumed to be 2 percent of sales billed.

G. Transportation cost. For all rollouts, an average cost of 0.01361 cents per battery has

been used.
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H. Product warranty costs. These costs are based on the assumption that the return rate
against the warranty will be one battery returned for every 1,000 batteries sold. The
cost per return has been given as $1.40 per battery on costs supplied by a qualified
redemption house.

| Broker compensation. This item has been assumed to be a consistent 6 percent of sales
billed in all years.

J.Advertising expenses. These expenses have been allocated in accordance with the media
plan as outlined in the Strategic Programs section of this report. The 1998 advertising
expenditures include production costs of commercials over and above the out-of-pocket
measured media expenses.

K. Sales promotion. These costs have been assumed to be in accordance with the sales
promotion plan as outlined in the Strategic Programs section of this report.

L. Display cost. The displays are assumed to have a unit cost of $60.50, which also includes
the amortization of mold charges to produce this item.

M. Display freight. The display freight charges use an average cost per unit based on esti-
mates provided by the display manufacturer.

N. Sales organization. The sales costs assume the implementation of the sales organization
and broker expenses as illustrated in the Strategic Programs section of this report.

0. Mystery shoppers. This item assumes that mystery shoppers call on 120 of each food
broker's 500 average stores every two weeks. This results in a total of 186,900 store
checks in a full year. The total number of store checks equates to an annualized cost of
$1 million per year.

P. Store setup costs. This item assumes a charge per store for initial setup of the display.
It is further assumed that this service will be performed by an outside service organiza-
tion, and that the total time per store, including drive time, will be two hours.

Q. Market research. These costs include anticipated ongoing needs for usage and attitude
research in rollout areas.

R.  Project development. This item represents outside professional fees and expenses.
S.  Other indirect costs. This line item includes such elements as the following:

1. Holiday and vacation expenses

2. Depreciation expenses

3. Service expenses for the shipping and traffic department
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Distribution warehouse expenses

Plant engineering expenses

Insurance and taxes for manufacturing and warehousing facilities
All administrative and general expenses

Manufacturing development expenses

Corporate interest expense

© © ©o N o o &

Corporate managed charges
11. Group and company managed charges
12. Corporate research and development charges

13. Built-in factory variances

CONTINGENCIES

It is believed that there is likely to be strong competitive retaliation against the Satellite Batteries
venture. Because of the magnitude of the program, it is felt to be unlikely that major competitors
will simply do nothing while this venture is eroding their market share. Because of the strong
probability of competitive action, the following assumptions and reactions have been prepared:

1. LOWER PRICE. If the competition were to substantially reduce prices in reaction to Satellite
Batteries, the plan would be to counter these price reductions by temporary promotions.
These could be either on the Satellite Batteries brand or on the regular product line. It is
believed that temporary promotions in specific markets would effectively counteract price
reductions without permanently reducing the profitability of either Hsinchu product line.
These temporary promotions could take the form of trade allowances (retailer puts product
on sale) or couponing (e.g., on-pack discount).

2. INCREASED ADVERTISING. Because of the very high spending levels on advertising for
Satellite Batteries, the competition may very likely increase its spending levels. Because it is
believed that Satellite Batteries' spending levels are already set at an optimum level, the plan
would be to simply review the nature of competitive advertising, continue Satellite Batteries'
advertising, and modify our program only if absolutely necessary. The specific reaction would
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obviously depend on the message that competitors are trying to achieve. For example, if
competitors are promoting the wrong consumer benefit, it would certainly not be necessary
for Satellite Batteries to increase its advertising expenditures.

3. LONGER-LIFE PRODUCT. The competition may decide to produce a battery that lasts even
longer than the Satellite Batteries product. It is believed to be unlikely that the largest
competitor would do this, as it would simply be reducing the total market and would affect
its sales more than Hsinchu's. On the other hand, a number of smaller manufacturers may
decide to take this action. If this longer-lasting product appears to be successful, the plan
would be to react by simply improving the Satellite Batteries product.

4. ANOTHER MAJOR BRAND WITH A FREESTANDING DISPLAY. The competition may decide
to launch a venture similar to Satellite Batteries. Satellite Batteries would plan to counteract
this by stepping up promotion activities (coupon drops), stepping up the advertising spend-
ing level, and perhaps even launching a competitive advertising program.

There is a possibility that a new brand would be introduced during the rollout period of
Satellite Batteries, with the new entry attempting to gain an initial foothold in non-Satellite
Batteries areas. In such an event, the plan would be to alter the rollout schedule and meet
or beat the new brand into key market areas.

5. INCREASED HEADQUARTERS CALLS. A likely competitive reaction would be for other man-
ufacturers to substantially increase their communications with retail headquarters' person-
nel. The plan would be to counteract this by increasing Satellite Batteries headquarters'
servicing to an even greater degree.
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Using Telephone Surveys in
Completing Market Reviews

Example: The Executive Conference Phone

It is not u