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Your Course Materials 
 
You are about to join thousands of other active people in the heating and air-conditioning 
industry who have found HARDI's workbooks a convenient way to continue their job-related 
training and education. 
 
Your course materials have been specially prepared to make distance learning easy as well as 
convenient. 
 
Your course materials include: 
 

• A text section, which includes all of your learning information, drawings, tables, and 
charts. You will read assignments in the text section to expand your knowledge of the 
subject.  
 

• Self-check quizzes, which are found in the text section at the end of each lesson. You 
should take these quizzes to monitor your progress toward learning the materials. An 
answer key provides all of the correct quiz answers, and can be found in the final 
appendix to the text section. 
 

• Online unit exams are provided separately from the text section. Every HARDI 
workbook course has a specific number (2 to 4) of exams that will officially mark and 
track your learning progress. Unlike the self-check quizzes, the unit exams are 
intended to be an official record of your course completion.  
 

• Extra resources. Some HARDI workbook courses may come with additional resources, 
such as additional workbooks, audio files, etc. These resources may be found in the 
appendixes or in separate files.  HARDI feels that these resources will be valuable to 
your learning, but the topics are usually not covered in the unit exams.  
 

• The option to consult with an instructor comes with every HARDI workbook course. If, 
at any time, you have a question about the course information, quizzes, or exams, 
please contact us at: 
 

 
HARDImail@hardinet.org 

Fax: 614.345.9161 
Phone: 614.345.4328 

mailto:HARDImail@hardinet.org�
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Course Content 
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Learning Objectives 
 
 

The essential objective of this course is to provide an individual with an overview of the wholesale-
distribution business in today’s air-conditioning and refrigeration industry.  
 
More specifically, the employee-student completing this course should develop an 
understanding of the HVACR wholesale distribution business focusing on the following areas:  
 
  

1) The makeup and purpose of a marketing channel 
 

2) The functions performed by traditional HVACR distributors 
 

3) Wholesale sales and the customer 
 

4) Warehouse operations 
 

5) The impact of regulations on the wholesale business 
 
Student mastery of these objectives will be demonstrated by successful completion of two 
written unit examinations during the training period. 
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Learning Tips 
 
 
Many distance learning students might find these tips on how to study offered by Dr. Francis 
Robinson, The Ohio State University, worthy of consideration. 
 
Dr. Robinson recommends the SQ3R method. The SQ3R method of reading assignments helps 
you to study more effectively. SQ3R is a formula that represents the words Survey, Question, 
Read, Recite and Review. This is how to use the formula. 
 
1.  Survey - Page through the lesson. Read the title, headings, sub-headings, the first paragraph 
or two, and the last paragraph. Study the illustrations, pictures, graphs, charts, and tables. 
Relate this information to what you already know. 
 
Read notable notes found throughout the course. They are extended comments much as an 
instructor would offer when going over a lesson in class. 
 
2.  Question - Page through the lesson a second time. This time, ask questions about the 
material in the lesson. Turn the title, headings, and sub-heading into questions by adding who, 
how, what, where, when, and why. Form your own questions. 
 
3.  Read - Read the lesson and look for answers to your questions. Think along with the author; 
anticipate what the author is going to say. Use a dictionary to find the meaning of any words 
that you don't know. 
 
4.  Recite - Look away from the material and tell yourself what you have just read. Try to 
answer your questions from memory. Do this immediately after you finish each section of the 
lesson and immediately after you finish each lesson. 
 
5.  Review - Complete the self-check quizzes to see how much you remember. Use the answer key 
to see how well you did. Then, go back to the textbook to review the questions that you missed. 
The reference page where each answer can be found is also provided in the answer key. 
 
If you follow the SQ3R formula method of reading and studying, you will be well-prepared to 
take each examination. Send only the examinations to the school for grading; do not send in 
the self-check quizzes. 
 
 
 
 
 
 
 
 

 
Get Started Right Away. 

Turn to Lesson 1. 



 Wholesaling 101 
Lesson 1 Page 1 

Lesson 1 Overview 
 

 
Your first assignment in the course, Wholesaling 101 for HVACR Distributor Personnel, is to provide an 
overview of the wholesale-distribution business in today’s air-conditioning and refrigeration industry. 
In this course, wholesaler and distributor are considered one and the same. 
 
Specific to this lesson – HVACR Distribution Today – you will be introduced to – 
 

1. Distribution in the North American economy. 
 

2. Departments within a traditional HVACR wholesale-distribution company. 
 

 
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 1 which begins on the next page. 
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Lesson 1: The HC&R Industry 
 

 “In the United States, wholesaling probably is more vital to the economy that in any other 
country or marketplace in the world” – U.S. Department of Commerce. 

 
In North America, the heating, air-
conditioning and refrigeration industry is 
composed of three distinct, but 
interrelated, segments – manufacturers, 
wholesale-distributors, and installing & 
service dealer-contractors.  

 

 
Bar coded equipment available locally. 

 

There is a nationwide logistics network– 
invisible to the public – that strategically 
positions major equipment brands for quick 
replacement, as well as thousands of repair 
parts – to assure continuous support for a 
technology that has become so vital to our 
modern society – both in terms of comfort 
conditioning our buildings in every climate 
and the preservation of our food and 
medicine. The wholesale-distributor is the 
specialist managing this network. We have 
grown so accustomed to the “Miracle of 
Distribution” that we – quite frankly – just 
take it for granted. 
 
Thousands of wholesalers have built a vast 
continuity of warehouses serving as front-
line sources for speedy delivery of the 
multitude of items that make up America’s 
commerce. 
 

The shelves of a wholesaler’s warehouse 
are an animated catalog of fast moving 
items that arrive one day and depart the 
next to meet needs that the consumer can 
fill to his or her heart’s desire. 
 

 
Parts available for immediate repairs. 
 
When your automobile needs service or a 
renewed part, your local mechanic gives it 
his prompt attention. Almost every task he 
performs requires contact with his parts 
wholesaler who carries a breath-taking 
stock of innumerable parts to anticipate 
every possible emergency. 



 Wholesaling 101 
Lesson 1 Page 3 

And so it is with air-conditioning and 
refrigeration technicians. To keep 100 
million housing units, thousands of offices, 
refrigerated supermarkets, and factories 
livable year-round in all climates, requires a 
coast to coast logistics network that rivals 
even the military’s huge support system. 

 

 
Help to solve a problem. 

 
The HVACR Business 
 
Wholesale-distributors service both sides of 
the supply chain – the manufacturer and 
the retailer. 
 
For the equipment manufacturer, they are 
an extension of the manufacturer’s sales 
force and a part of the manufacturer’s 
logistical operations – allowing the 
manufacturer to store inventory in 
numerous nationwide locations at minimal 
cost. 

 
The distributor sells to local dealers and 
contractors who are the HVACR people 
most visible to the public – the consumer or 
a business entity, such as a supermarket, 
restaurant, factory or office building. The 
wholesaler buys in large  

 
 
Brings order and efficiency to the 
channel. Without local distribution, 
redundancy degrades channel 
efficiency and raises business costs. 
 

 
 

quantities and maintains an inventory of 
equipment and parts from many 
manufacturers for convenient and rapid 
availability in local markets – big cities  
and small towns.  He acts as banker to his 
customers by offering trade credit, and 
provides training in the use and installation 
of hundreds of products. 
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Local support for problems on the  
job site. 

 
Supplied by the distributor, the dealer can 
quickly install systems, and most 
importantly, service and repair the 
customer's equipment. 
 
Inside a Wholesale Firm 
 
A distributor is an information specialist. In 
terms of internal organization, the HVACR 
wholesaler might feature an outside sales 
and inside sales force, a design-quotation 
team and a sales counter.  

 
The outside salesperson deals with dealers 
and contractors face-to-face at their place 
of business or even on job sites. He or she 
gives advice on the right product for a 
specific job, sometimes suggesting newer, 
more advanced methods and applications 
for unusual jobs. He keeps customers 
supplied with product literature and catalog 
information. He helps contractor customers 
conduct meetings with builders and 
architects. He’s considered a good problem 

solver. 
 
But contractors can't always wait for 
outside sales to call on them, so a 
wholesaler also has inside sales people who 
handle sales and inquiries by phone, fax 
and the internet. An inside sales person 
may be a specialists in a given technical 
discipline (refrigeration versus air-
conditioning; commercial versus 
residential) or a controls specialist. The 
inside sales team must be able to provide 
detailed product knowledge to the 
customer. 
 
Contractors at times depend on the 
wholesaler for actual system design on how 
equipment and controls are to be applied.  
When customers bid on jobs, the 
wholesaler prices out the materials 
required, and based on this estimate, the 
contractor can accurately bid a job.  
Quotation departments and design and 
layout teams can be a vital part of a 
wholesaler’s value-added service strategy. 
 
Value of the Counter 
 
Most wholesalers provide a “city” counter, 
an area – much like a retail establishment 
but limited to the trade – where 
technicians, dealers and contractors can 
come in and order parts, equipment, and 
accessories right on the spot. Often these 
materials are loaded into the customer's 
truck while he waits. A counterperson is a 
special inside sales person who deals face-
to-face with the trade. He or she knows the 
products, what’s in stock, and where it is. 
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Selling and servicing at the counter. 

 
 
As a member of the wholesaler’s customer 
sales group, the counter sales person plays 
a vital part in keeping installed equipment 
operating.  Almost every day the 
counterperson can solve a parts or service 
problem for a customer, thus establishing 
friendships for his company and building 
good customer relations for continued 
business. Often, the inquiring technician 
may be in the middle of a homeowner’s 
critical repair, or servicing a supermarket 
with melting frozen foods and needing help 
and parts immediately. 

 
Of course, solving problems for customers 
takes technical know-how. This knowledge 
comes from continuous training on new 
products and better solutions to traditional 
problems. And this know-how helps solve 
those knotty parts problems and builds 
respect. Every day offers an opportunity to 
meet and deal with people. The 
counterperson’s job also affords the chance 
to be innovative . . . to plan new product 
displays, to suggest related service items as 
part of an order, to improve the counter 
self-service aisles, and to counsel customers 
who have expressed a need for more and 
better tools and supplies. 

 

 
The Warehouse 
 
Another major division in a wholesaler’s 
organization is the warehouse – where 
products are organized and stored for quick 
retrieval.  A warehouse features stock 
maintenance, order filling, packaging and 
shipping, delivery, and perhaps even a 
repair service. 

 

 
Materials handling to speed delivery of 
products. 

 
A typical air-conditioning distributor 
receives 600 shipments a month from his 
scores of manufacturing suppliers. More 
than 8,000 different kinds of products are 
held in inventory and in multiple quantities 
– including controls and control parts, 
refrigerants and refrigerant accessories, 
sheet metal, air-conditioning equipment, 
tools, specialized test instruments, and 
supplies of all kinds. 

 
Stock maintenance involves sorting and 
placing – in precise order and location – the 
merchandise that arrives from 
manufacturer suppliers. 
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With thousands of items involved, the 
storing and delivery of products has 
become a science known as materials-
handling and involves special warehouse 
equipment such as hoists, lift trucks, bar 
code scanners, and specialized shelving 
systems. Order pickers must know the 
entire stock and where each item is located 
since it is essential that customers receive 
their products in the types, models, sizes 
and, quantities requested. Accurate and 
complete order filling is an important 
function under the warehousing division. 
 
Much of the inventory that flows through 
warehouses has to be packaged and 
shipped by commercial truck lines and 
package delivery services. A typical 
distributor serves some 1,500 contractor-
customers and ships nearly 9,000 orders 
per month to these customers. In many 
situations, special packaging is necessary, 
and some wholesalers maintain their own 
fleet of delivery trucks. The timing of 
deliveries is often critical to a distributor’s 
customers. Highly paid crews may be 
waiting to install products at a job site. If 
they are not delivered on time, the cost to 
the contractor can be substantial. 

 
Training Customers 
 
It is obviously essential for the wholesaler 
to make his customers familiar with the use 
and application of all the products he 
inventories. It makes equally good sense to 
help make every customer a good business 
person. This can involve such things as 
conducting technical seminars, sales 
meetings, regular classroom sessions, and 
offering distance learning courses. Some 
wholesalers have training directors involved 
with employee training as well as customer 
education. 

 

 
Direct assistance on the job. 

 
Often a wholesaler must give direct 
assistance in developing advertising 
programs for newspapers, radio, TV, and 
billboards. 
 
Some wholesalers publish their own 
catalogs, while others rely on customer 
friendly websites. Putting together these 
services involves a lot of detail work and a 
close liaison with suppliers. This all comes 
under the banner of market promotion. 

 
The Office 
 
A wholesaler’s small profit is determined by 
how well he controls his inventory and his 
expenses. With thousands of products to 
watch, persons involved with inventory 
control have a critical and important job to 
perform. 
 
Pricing involves knowledge of the very 
latest costs – a kind of stock market 
atmosphere can prevail. Very often, pricing 
sales assistants are used to add correct 
prices to orders that are written up by the 
sales staff or at the counter. This saves the 
customer time and also assures accurate, 
up-to-date pricing. 
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Inside sales product knowledge 
specialist. 

 
How well a wholesaler buys is as important 
as how well he sells.  The purchasing people 
in a wholesale firm must be knowledgeable 
about each and every manufacturer and 
product line. Purchasing must be on the 
lookout for new products and be aware of 
inventory stocks, pricing, and discontinued 
lines. To survive, a wholesaler must carry 
what his customers need and want, not 
products that gather dust in the warehouse. 
 
Distributors in the heating-cooling industry 
are investing heavily in e-commerce and 
adding more powerful computers to provide 
the information a modern wholesaler needs 
to successfully manage his business. 

 
The wholesaler serving the heating-cooling 
industry has many customers to whom he 
must extend a line of credit to provide an 
adequate degree of business activity.  A 
credit manager operating a full-time credit 
department plays a key role in the success 
of the wholesaler’s business. Too much 
credit can spell disaster as can too little. 

The financial condition of each customer 
must be carefully checked and monitored. 
 
Besides establishing reasonable credit 
policies, a wholesaler must establish a 
billing procedure for preparing and sending 
invoices to customers and receiving and 
processing invoices from vendors. Just as 
wholesalers must monitor the credit of 
their customers, they must be used to 
maintain good credit themselves. 
 
Senior Managers 
 
At an employee/management meeting at 
an auto factory, an assembly line worker 
rose to question the president of the 
company. He stated, “I know what I do on 
the assembly line to earn my pay; what do 
you do?” The president replied, “we 
manage change.” 
 
No matter how well individuals within a 
company work at their separate tasks to 
accomplish the assignments of their 
individual departments, their work and 
their objectives must be coordinated with 
all other departments, so that the effort of 
one person complements that of all others. 
 
Equally important, if proper goals and 
objectives for your firm are to be set and 
refined over time, and proper decisions 
made as to polices and procedures, the 
thinking of persons who understand more 
than any one department will be needed. 
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Making a business model that works in a 
changing channel. 

 
 

A company’s senior managers fill those 
needs. Senior managers may include a sales 
manager, a controller to oversee both 
incoming and outgoing money transactions; 
an operations manager who can make 
decisions regarding all aspects of the 

physical movement of merchandise, and in 
multi-location firms, perhaps a manager of 
branch operations. 

 
T insure that the thinking of these senior 
managers can be focused and coordinated, 
and thus proper major decisions made for 
the firm in the face of constantly changing 
business conditions, a company has a chief 
executive officer who works not only to 
keep the organization headed in the right 
direction, but also to insure that it is a good 
and responsible “citizen” of the industry 
and the community at large. 
 
The same basic economic need that 
originally brought the wholesaler into 
existence continues today – perhaps even 
more dramatically with our far more 
complex economy. The distributor with his 
cadre of specialist employees is indeed the 
hidden miracle so essential to a modern 
society. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now take 10 minutes and watch “Connections for Life,” included with your course materials. 



 Wholesaling 101 
Lesson 1 Page 9 

Self-Check, Lesson 1 Quiz 
 

You should have read all the material in Lesson 1 before attempting this review. Answer all the 
questions to the best of your ability before looking up the answers provided in the answer key.   
 
For the completion-type questions, fill in the blanks with the word (or words) that most accurately 
completes the thought. 

 
1. List the three basic business segments of the HVACR industry. 
 
1.             
 
2.             
 
3.             

 
2. A distributor can be described as an: 
 
              . 

 
3. A wholesaler’s counter is closely related to a        
sales environment with face-to-face customer interaction. 
 
4. The warehouse uses              
technology to store, retrieve and position inventory. 

 
5. Making customers familiar with the use and application of a distributor’s products 
is referred to as: 
 
                  
 
6. Senior managers in a distributor company must: 
 
                 

 
7. In addition to the counter, identify two specialized sales groups in a typical wholesaler  
organization. 
 
1.              
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2.              

 
8. List two important functions the distributor provides the manufacturer. 
 
1.              
 
2.              
 
9. In addition to training, what other vital services does a distributor provide the customer? 
 
                 

 
10. How well a wholesaler      is as important as how well he sells. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Check Your Answers! 
  
Now compare your answers with those given in the answer key at the back of this book.  The answer 
key also directs you to a page in the lesson to review the text for any questions you may have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next assignment which 
starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 

mailto:Hardimail@hardinet.org�
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Lesson 2 Overview 

 
 

Your next assignment in Wholesaling 101 is to provide an overview of the concept of marketing as 
practiced in the North American economy.  
 
Specific to this lesson – What is Marketing? – you will be introduced to:  
 

1. The concept of a marketing channel. 
 
2. Difference between marketing and selling. 
 
3. Issues manufacturers have to consider. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Now read Lesson 1 which begins on the next page. 
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Lesson 2: What is Marketing? 
 

You enter an appliance store and there 
before you are scores of domestic 
refrigerators of many colors and styles, plus 
washers, microwave ovens, mixers, irons and 
on and on. Or, the supermarket where food 
items from around the world are available 
year round. 
 
Today, consumer choice is paramount. For a 
retailer, having the right products at the right 
price – and readily available – is crucial to a 
retailer’s success.  And this is what marketing 
is all about. 

 

 
 

A formal definition: Marketing is the process 
of planning and executing the conception, 
pricing, promotion and distribution of ideas, 
goods and services to create exchanges with 
customers that satisfy individual and 
organizational objectives. 

 
 
 

 
 

 
Whew! Perhaps a bit more concise: making 
and delivering something that a person wants 
and is willing to buy at a favorable price. 
 
Who “uses” marketing? All types of 
organizations. 
 
Marketing versus Selling. Simply put: selling is 
what you do to move your inventory. 
Marketing includes determining what 
inventory you should have. 
 
Marketing management can be described as 
carrying out the tasks that achieve desired 
exchanges between your company and it’s 
customers. 
 
Product, price, promotion and distribution 
are the variables that the marketing 
professional must address. 
 
Today, the greatest potential for achieving a 
competitive advantage lies in distribution 
because technology has made product 
advantages increasingly difficult to maintain 
(think about today’s four-door family sedan).  
Price advantages are much harder to sustain 
(think about BlueRay players and flat screen 
TV pricing), and promotion actually compels 
manufacturers to out spend his competitors. 
A competitive advantage through better 
distribution (read customer service) is not as 
easily and quickly copied by competition. 
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What’s a Channel? 
 

A marketing channel is a group of individuals 
and organizations that directs the flow of 
products from producers to consumers. 

 

 
 

Distribution decisions focus on establishing a 
system that, at its basic level, allows 
customers to gain access and purchase a 
marketer’s product.  However, marketers 
may find that getting to the point at which a 
customer can acquire a product is 
complicated, time consuming, and expensive. 
The bottom line is a marketer’s distribution 
system must be both effective (i.e., delivers a 
good or service to the right place, in the right 
amount, in the right condition) and efficient 
(i.e., delivers at the right time and for the 
right cost). Yet, achieving these goals takes 
considerable effort. 

Activities involved in the channel revolve 
around these general tasks: 
 
 • Ordering 

 • Handling and shipping 

 • Storage 

 • Display 

 • Promotion 

 • Selling 

 • Information feedback 

 
 

While it may seem to make sense for a 
company to operate its own distribution 
channel – handling all phases of distribution – 
there are many factors preventing or 
discouraging companies from doing so.  
While some companies may do without the 
assistance of certain channel members, for 
many marketers some level of channel 
partnership is essential. Marketers who are 
successful without utilizing others to sell their 
products (consider Amazon.com selling via 
the Internet and not in retail stores) may still 
need assistance with certain parts of the 
distribution process (using shippers such as 
FedEx and UPS to deliver Dell PCs).  Creating 
a separate transportation system makes little 
sense given how large such a system would 
need to be in order to service a large 
customer base. 

 
When choosing a distribution strategy, a 
marketer must determine what value a 
channel member adds to the firm’s products.  
Customers assess a product’s value by 
looking at many factors including those that 
surround the product. Several features can 
be directly influenced by channel members, 
such as customer service, delivery, and 
availability.  Consequently, for the marketer, 
selecting a channel partner involves a value 
analysis in the same way customers make 
purchasing decisions.  That is, the marketer 
must assess the benefits received from 
utilizing a channel partner versus the cost 
incurred for using the services. 

 
 

How Marketing Grew 
 
There is no single factor that can take as 
great a share of the credit for recent 
economic growth as Distribution. 
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It is our distribution system, our marketing 
expertise, that makes North America great. 
Modern marketing was born with the 
Industrial Revolution beginning in the middle 
of the nineteenth century. However, 
marketing remained an infant until about 
1920 simply because the emphasis was on 
the growth of manufacturing enterprises. Up 
until this period, the market demand 
generally exceeded the available supply of 
products.  
 
Beginning with the 20s, the available supply 
of products and services far surpassed the 
effective demand. With the exceptions of the 
periods during wars, there has been relatively 
little trouble in producing goods – the real 
problem has been in selling them. 
 
The North American marketing system is 
unique in that it is completely consumer 
oriented. The Customer is King. This has not 
always been true. In the early 1900s, 
manufacturers still considered their basic 
function to be the production of their goods. 
They hired sales people to sell their product 
because it was necessary. In the 30s, there 
was a transition to sales oriented 
manufacturers. Sales organizations were 
developed, sales management and selling 
became very important vocations. Companies 
acknowledged that in order to increase their 
production volume, better sales techniques 
were needed. 
By the 1950s, the present-day marketing 
concept fully evolved. Manufacturers had 
become acutely aware that their factories 
could produce a variety of products. It was 
necessary to determine which products to 
manufacture. The modern marketing concept 
was at hand. 
 
The marketing department in present day 
enterprises, coordinates the activities of 

market research, selling, and advertising. 
After the company has determined to the 
best of their ability through market research 
what they believe to be the “needs” of the 
customer, they endeavor to develop a selling 
and advertising program that will convince 
the customer they have the product that will 
satisfy his need.  This is a tremendously 
different viewpoint than that of the early 
manufacturers who simply mass-produced 
whatever product their factory was best 
equipped to produce and then hired 
whatever number of sales people were 
required to sell it. 

 
The Want Creators 
 
The products of an inventor or manufacturer 
are of little value until the consumer is 
convinced he wants the product. A want is 
defined in marketing as: the recognition that 
the product will satisfy a need.  A consumer 
need is not just the lack of something that is 
necessary or essential. It may be the lack of a 
product or service, that the consumer 
considers useful or simply desirable. A 
consumer need can be something that is just 
desirable. For some people, ego needs are 
very real and many products are sold on this 
basis alone. 
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The sales force, the advertising people, and 
the merchandisers are the ones who make a 
product valuable. They alert the consumer to 
the fact that he wants a product because it 
will satisfy his needs. 

 
The Utility Concept 
 
Materials produced by mass production can 
not satisfy human wants sitting in the 
manufacturer’s parking lot. The goods must 
go to market. They must reach the consumer 
in the most efficient way possible. 
 
It is a long journey from the iron ore mines to 
the steel mills, to the heating and 
airconditioning manufacturers, to the 
wholesalers, to the contractor, and ultimately 
to the homeowner-customer. Iron ore at the 
mines may cost only cents per pound. The 
value multiplies rapidly as it passes through 
the various processes of transportation, 
labor, manufacturing, and the marketing of 
the final end product. 
 
This value added is viewed by economists as 
the economic value created by the capacity 
of a product, either goods or services, to 
satisfy human wants. The utility/ satisfactions 
created by the productive process are 
expressed in terms of dollars and cents. 

 
There are four types of value-added utility: 
form, place, time, and possession.  By 
forming iron ingots into steel, value is added. 

By forming steel into autos, more value is 
added. In each step of the manufacturing 
process, in which materials are shaped or 
transformed, utility is created and there is 
value added. 

 
Utility is added to a product by having it 
available where the consumer wants it. 
Value is added, utility is created, by simply 
moving the merchandise to the market 
place. This is accomplished by our vast 
transportation system. 
 
Utility is added to a product by making it 
available when the consumer wants it. One 
of the principal functions of wholesalers and 
retailers throughout the nation is to have 
the merchandise on hand. Consumers 
recognize this “value added” and are willing 
to pay extra for the utility. 

 

 
 

Possession Utility is added to the product in 
the process of the “exchange of ownership.” 
In the very functions performed in “making a 
sale,” value is added. The product reaches 
the consumer by moving from the 
manufacturer to a wholesaler who takes title 
to the merchandise. It is then sold to a 
retailer who, in turn, sells it to the consumer 
at a price the consumer is willing to pay. Part 
of this price the consumer is willing to pay is 
the utility created by the “change of 
ownership.”
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Form utility is the contribution of our 
manufacturing process. Place, time, and 
possession utilities are considered to be in 
the domain of marketing. 

 
The contractor recognizes that his customer – 
a homeowner or a commercial client – wants 
his product and service because it will satisfy 
a need. The price the customer will be willing 
to pay for the product will be based on how 
much value he believes was added by the 
place, time, and possession utility. 
 
These time, place, and possession utilities, 
which are added by wholesalers and retailers, 
are equally important and as readily 
measurable as the value added by 
manufacturing. 

 
Challenge to Manufacturer 
 
Here are some of the questions manufacturer 
marketing departments must investigate. 
 
• How will changing economic, competitive, 
and technological developments affect 
marketing channels? 
 
• How can marketing channels be designed to 
provide superior customer service while 
enhancing profitability? 
 
• How can effective channel partnerships be 
created through the selection of channel 
members? 
 
• How can distributors, dealers, and other 
channel members be motivated to do a more 
effective selling job? 
 
• How can the performance of marketing 
channels be evaluated more accurately and 
effectively? 
 

• How can cooperation in marketing channels 
be fostered and conflict reduced? 
 
• How can marketing channel strategy be 
used to gain a competitive advantage? 
 
What does the marketing channel look like in 
the HVACR industry? In your next assignment, 
we consider the traditonal functions. 
 
And What Business Are You In? 
 
Members are often exposed to channel 
terminology, the definition of which might 
not be readily apparent. William C. Capacino, 
a consultant who regularly appears in 
“Logistics Management” magazine, gathered 
the following definitions.  

 
Distribution – the outbound flow of materials 
from the supplier or manufacturer to 
customers. It naturally includes warehousing, 
transportation, and inventory management 
activities. 
 
Logistics – (according to the Council of 
Logistics Management) is “that part of the 
supply chain that plans, implements, and 
controls the efficient forward and reverse 
flow and storage of goods, services, and 
related information between the point of 
origin and the point of consumption in order 
to meet customer requirements.” 
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Supply Chain Management – (according to 
the author) is broader than logistics and 
includes all activities involved in the sourcing, 
manufacturing or conversion, storage, 
distribution, and delivery of goods to 
customers. It involves integration with 
channel partners, including suppliers, 
distributors, and customers, to create a 
linked channel. 

 
Interestingly, the Council of Logistics 
Management changed its name just this year 
to Council of Supply Chain Management 
Professionals. When founded in 1963, the 
group’s name was National Council of 
Physical Distribution Management. It kept 
that name until 1985, when it changed to the 
recently discarded Council of Logistics 
Management.  
What do you think about these definitions?  
How about defining two-step distribution, 
independent distribution, or a master 
distributor?  In some industries, two-step 
distribution means: from manufacturer 
through master distributor to local 
distributor. 

 
The important point here is to be certain that 
you, your suppliers and customers are all 
talking the same language. 
 
 
 
 



 Wholesaling 101 
Lesson 2 Page 8 

Self-Check, Lesson 2 Quiz 
 

You should have read all the material in Lesson 2 before attempting this review. Answer all the 
questions to the best of your ability before looking up the answers provided in the answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle around T (to 
indicate TRUE) or F (to indicate FALSE). 
 
 True     False 

 

1.  T  F Marketing is just a different name for selling. 

2.  T  F Today, competitive advantage depends heavily on effective distribution. 

3.  T  F Supply can often exceed demand in today’s economy. 

4.  T  F A consumer need is based on a consumer necessity. 

5.  T  F Only manufacturing can add value to a product.  
 
 
In the following multiple-choice questions, choose the phrase that most correctly completes the 
statement, and check the appropriate box for the corresponding letter in front of the phrase. 

 
6. The North American marketing system is unique: 
 
 A. because of its variety. 
 B. because it is completely consumer oriented. 
 C. because it represents free enterprise. 
 D. because of its production know-how. 
 
7. A marketing department typically includes the following activities: (check all that apply.) 
 
 A. market research. 
 B. selling. 
 C. advertising. 
 D. manufacturing. 
 
8. Products have little value until the consumer: 
 
 A. is convinced he wants the product. 
 B. needs the product. 
 C. finds the product useful. 
 D. finds the product desirable. 
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9. Value added by “Form Utility” is the contribution of the: 
 
 A. retailer. 
 B. distributor. 
 C. transporter. 
 D. manufacturer. 
 
10. Channel partners can influence and enhance the value of a product by: 
 
 A. providing customer service. 
 B. providing on-time delivery. 
 C. providing local availability. 
 D. all of the above. 
 
Special question: What do you think is the greatest challenge faced by the manufacturer? 
 
             
 
             
 
             
 
             

 
 
 

Check Your Answers! 
  
Now compare your answers with those given in the answer key at the back of this book.  The answer 
key also directs you to a page in the lesson to review the text for any questions you may have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next assignment which 
starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 
 

mailto:Hardimail@hardinet.org�
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Lesson 3 Overview  
 
 

In this assignment, you will study the various functions performed in the traditional 
manufacturer-to-distributor-to-contractors channel to serve the end user. 
 
Specific to this lesson – Functions In Distribution Channel – you will be introduced to – 
 

1. The myth of skipping a channel function. 
 
2. Functions that must be performed to bring goods to the end user. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 3 which begins on the next page. 
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Lesson 3: Functions in the Distribution Channel 
 

In discussing the distribution of heating, 
refrigeration, and air-conditioning 
products with a manufacturer, 
wholesaler, contractor, or end user, it 
would seem there is only one common 
point of agreement – everyone is quite 
certain the other fellow is not carrying his 
weight in the distribution system. 
 
The end user wants to skip the middleman 
– the HVACR contractor – and “buy it 
wholesale.”  The contractor wants to skip 
the middleman – the wholesaler – and 
“buy it direct.”  Some wholesalers cannot 
pass up the opportunity to “sell direct,” 
and some manufacturers find themselves 
in the position of selling to wholesalers, 
contractors and consumers. All of this can 
lead to utter confusion until one point is 
clear.... 

 
…No one pattern of distribution such as 
manufacturer to wholesaler to contractor 
to consumer, has a given right to exist, or 
to be accepted as the only method. 
There is only one goal to attain in our 
distribution system. The manufacturer’s 
product must be produced, sold, and 
delivered to the consumer at a price the 
consumer is willing to pay. It is not too 
important who performs the necessary 
functions. It is important to understand 
that in our economy, in our private 
enterprise system, competition will 
determine how these functions must be 
performed in the most efficient manner at 
the lowest possible cost. 

 
 
 
 

A History Lesson 
 
Just suppose sometime ago, the Giant 
Furnace Company manufactured a 
furnace they sold directly to the 
consumer. They also installed the furnace. 
As the company expanded to national 
distribution, they had numerous branches 
throughout the country. Each branch had 
its own manager, sales staff, installation 
crew, and service people. Each branch 
required an inventory so that installations 
could be made promptly when furnaces 
were sold. This manufacturer performed 
every function necessary to get the 
furnace from the factory to the consumer. 
They grew and they prospered. Giant 
would be called a vertically integrated 
company. 

 
Another manufacturer, the Direct 
Company, observed the success of Giant 
Furnace and decided to also manufacture 
furnaces. 
 
However, their marketing manager 
conducted a survey. Direct could sell their 
furnaces to contractors who, in turn, 
would sell to the consumer. The 
contractors would also install and service 
the equipment. The analysis of the survey 
indicated that the contractors could sell, 
install and service the furnaces for less 
than Direct could do it themselves. The 
contractors could enjoy a profit because 
they were more efficient in consumer 
sales, installation, and service than the 
manufacturer. So Direct entered the 
furnace business and sold to contractors. 
They grew and prospered. 
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Another manufacturer, the Premier 
Company observed the success of Direct 
and decided to enter the furnace 
business. Likewise, their marketing 
manager conducted a survey. First, she 
confirmed that her company wanted no 
part of consumer sales, installation, and 
service. Then, she proceeded to analyze 
the problems to see if her company could 
find a way to eliminate the necessity for 
having so many sales people traveling all 
over the country calling on contractors. By 
having such a large a sales staff, she then 
needed a district sales manager to 
manage the sales people, and a division 
manager to manage the district 
managers. She also wanted to solve the 
problem of contractor credit. Gathering 
credit information on a national basis so 
as to avoid credit losses on contractor 
sales appeared to be a risky phase of the 
business. With limited capital, it did not 
seem feasible for Premier to carry large 
enough inventories to take care of the 
seasonal demands of the dealers. Then a 
wholesaler suggested to Premier that he 
could do all of this more efficiently than a 
manufacturer. 
He already had sales people calling on 
every contractor in the area. The 
wholesaler already had credit information 
on the contractor and was always in close 
touch with the contractor. The wholesaler 
also would have no problem stocking 
furnaces to meet the seasonal  
demands. The manufacturer would also 
have the savings associated with shipping 
in truckload quantities as compared to the 
contractor’s one at a time requirement. 
So Premier entered the furnace business 
and sold to wholesalers throughout the 
land. They grew and they prospered. 
 

All of this is only to emphasize that a 
pattern of distribution exists for economic 
reasons. The goods must reach the 
consumer at a price the consumer is 
willing to pay. 
 
In order to move goods from the 
manufacturer to consumer, certain 
specific functions must be performed. 
Whether the operation is like the fictional 
companies just discussed or some other 
type – someone must perform the 
functions. 
 
If the contractor is bypassed, someone 
must install and service the equipment. If 
the wholesaler is bypassed, either the 
contractor or the manufacturer must take 
over all the functions of a wholesaler. 

 
 
The Specific Functions 
 
In the classical manufacturer-to-
wholesaler-to-contractor-to-consumer 
pattern, here are some essential functions 
performed by each – 
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Manufacturer 
 

 
 

• Research & Development of New Products  
• Manufacturing 
• National Advertising 
• Sales to Wholesaler by Truckload 
 
Wholesaler 

 

 
 

• Sales to Contractor (Less truckload) 
• Locally Owned Inventory 
• Contractor Credit 

• Contractor Sales Assistance 
• Contractor Engineering Assistance 
• Contractor Service Assistance 
 
 
 
 
 
 
 
 
 
 
 

Contractor 
 

 
 

• Sales to End User 
• Consumer Advertising 
• Consumer Credit 
• Job Engineering 
• Job Estimating 
• Job Layout 
• Installation 
• Service 

 
Let’s skip the wholesaler. Someone must 
then take over these wholesaler 
functions. On the first function, sales to 
contractor (less truckload), either the 
manufacturer must start making most of 
their shipments LTL (less than truckload), 
or the contractor must buy in truckload. 
Regardless of which way, the function is 
still being performed and it is only a 
question of whether the contractor or the 
manufacturer can perform it more 
efficiently. 
 
Obviously if the wholesaler doesn't carry 
inventory, the manufacturer or the 
contractor must have the inventory and 
perform this function by distribution. It is 
usually impossible for the manufacturer 
to provide this particular function since 
“place utility” is involved. 
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In other words, the wholesaler had the 
inventory in a place or location that was 
near the customer so that it was readily 
available. In most cases, the time element 
of shipping would make it impossible for 
the manufacturer to perform this 
function. Naturally, the contractor could 
carry the inventory, but again no function 
was eliminated, and it is just a case of 
who can perform the function most 
efficiently and whether the dealer has the 
financial capital to invest in inventory. 

 
The wholesaler function of contractor 
sales, engineering and service assistance 
are the functions that would normally be 
performed by the manufacturer if not by 
the wholesaler. This would apply to sales 
or engineering assistance on the unusual 
job or application. The service assistance 
would be the assistance required on a 
rare or unusual problem. This would be 
the type of assistance on sales, 
engineering or service for which, if there 
were no wholesaler, the dealer would call 
the factory. 
 
You can skip the wholesaler. But you 
can’t skip the wholesaler function. 
 
This same statement can naturally be 
made concerning the contractor. It is even 
more obvious that you may skip the 
contractor, but somebody must perform 
his function. 
 
Deciding Who Does What 
 
Everyone is familiar with the old 
expression – passing the buck. However, 
few wholesalers and contractors seem to 
realize how easy it is for them to lose 
their place in the distribution system – by 
passing the buck. Passing the buck in the 

distribution system might be interpreted 
two ways. First, shifting the responsibility 
for a function to someone else, and 
second, passing the buck or profit that 
would be earned if the function was 
properly and efficiently performed. 

 
There is a constant, tremendous pressure 
by some wholesalers to shift some of their 
functions to the manufacturer. They may 
endeavor to buy LTL (less than truckload) 
at truckload prices. They may try to 
handle a line of equipment without 
carrying adequate inventory. Or, they may 
expect the manufacturer to finance their 
inventory. All of this is fine – except that it 
won’t work. The manufacturer would 
soon recognize he has no need for such 
wholesalers. 
 
Likewise there is a tremendous pressure 
by the contractor to pass his functions to 
the wholesaler. There are many instances 
in which the wholesaler handles the 
consumer credit by using an assigned 
contract. There are many contractors who 
expect the wholesaler to engineer, layout, 
estimate, and even help sell their jobs at 
no additional fee. 

 
The contractor must recognize that if he 
or she carries no inventory, displays no 
equipment, and does no advertising, or 
does not engineer and sell his own jobs, 
he is entitled to no pay for these 
functions. He can then earn no profit. His 
income would be the wages for his own 
labor. 
 
The contractor should recognize that his 
profit potential is in direct proportion to 
the number of functions he performs and 
the rate of profit will depend on his ability 
to perform these functions better (more 
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efficiently) than anyone else in the 
channel. 

 
The Financial Viewpoint 
 
It may still seem obvious at this point that 
by skipping a middleman whether it be 
the wholesaler or the retailer, and by 
performing the necessary extra functions, 
it might be possible for someone to 
increase profits. This is very true. 
 
Assume that a manufacturer is able to 
skip the wholesaler and sell direct to the 
contractor. Assume, too, that the 
manufacturer is able to perform the 
functions and still have the profits the 

wholesaler would have made. However, 
just increasing profits is not necessarily 
good. Even increased profits resulting 
from a higher percentage of profit on 
sales is not necessarily good. 
 
The only way the manufacturer should 
consider the advisability of skipping the 
wholesaler would be to determine 
whether the increased profits on the 
assuredly increased investment would be 
in line with corporation goals. 
Shareholders most often view return on 
total assets as the ultimate measure of 
business success, not just percent profit 
on sales.
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Self-Check, Lesson 3 Quiz 
 

You should have read all the material in Lesson 3 before attempting this review. Answer all 
the questions to the best of your ability before looking up the answers provided in the 
answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle 
around T (to indicate TRUE) or F (to indicate FALSE). 
 
   True     False 

 

1. T F There is only one legal way to market products. 

2. T F Competition determines how channel functions are performed and by 

whom. 

3. T F A manufacturer cannot perform all functions. 

4. T F Goods must reach the consumer at a price he/she is willing to pay. 

5. T F Some channel functions can be eliminated. 
 
 
In the following multiple-choice questions, choose the phrase that most correctly 
completes the statement and check the appropriate box for the corresponding letter in 
front of the phrase. 

 
6. In the classical manufacturer-to-wholesaler-to-contractor process, the: 
 A. manufacturer provides contractor credit. 
 B. contractor maintains a large inventory of equipment and parts. 
 C. distributor sells to dealer-contractors. 
 D. contractor conducts national advertising. 
 
7. Taking on additional channel functions may possibly lead to increased profits: 
 
 A. and also an increase in investment. 
 B. and also an increase in workload. 
 C. and also an increase in responsibility. 
 D. all of the above. 
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8. A manufacturer who makes, sells, installs, and services his products is referred to as a: 
 A. multi-function company. 
 B. company using illegal practices. 
 C. foreign company. 
 D. vertically integrated company. 
 
9. The end user or consumer is often invited to skip the: 
 
 A. wholesaler and buy direct. 
 B. sales person and his commission. 
 C. dealer-contractor and buy at wholesale prices. 
 D. all of the above. 
 
10. Which function does the typical wholesaler NOT perform? 
 
 A. installation supervision. 
 B. make end user sales calls. 
 C. produce the products. 
 D. conduct national brand advertising. 
 
Special question: What would be the major issue faced by a contractor attempting to buy 
direct? 
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Check Your Answers! 
  
Now compare your answers, with those given in the answer key at the back of this book.  
The answer key also directs you to a page in the lesson to review the text for any questions 
you may have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next 
assignment which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 
 

mailto:Hardimail@hardinet.org�
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Lesson 4 Overview 
 
 

Sales and the job of selling have been eloquently described in many ways. The cornerstone of 
selling is providing service to the customer – be a problem solver. 
 
Specific to this lesson – Wholesale Selling – you will be introduced to – 
 

1. How wholesale selling differs from retail sales. 
 
2. Types of sales positions – outside, inside and counter sales. 
 
3. How pricing influences sales. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 4 which begins on the next page. 
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  Lesson 4: Wholesale Selling 
  

The Nature of the Work 
 
Wholesale selling is more specialized than 
either retail or direct sales. Cultivating 
repeat business is far more important than 
the big sale. The salesperson represents a 
company that serves the distribution 
function. As we have learned, the 
distributor assembles large groups and 
varieties of products from manufacturers, 
stores them, breaks down bulk, and ships 
as needed to contractors and other users 
of these products. 
 
First let’s look outside the HVACR industry.  
For purposes of illustration, consider a 
modern hospital, a large electronics firm, 
and a large retail chain of food store 
supermarkets. All of these institutions have 
a complex supply problem. The modern 
hospital requires thousands of different 
items for its daily operation. It needs 
complicated surgical instruments, highly 
specialized equipment, all kinds of health 
care products, oxygen, chemicals, food 
products, and a complete stock of 
pharmaceuticals or drugs, just to name a 
few. No one manufacturer or wholesaler 
can supply all of those needs. 
 
The electronics firm assembles component 
parts into all kinds of finished products. 
However, the firm most likely buys the 
various components because that is 
cheaper than manufacturing them. Some 
manufacturers specialize in component 
parts and can make them on a mass 
produced basis much cheaper than the 
companies that use them. Industrial 
salespeople call on the electronics firm 
selling them their component parts, 

supplies, stocks of fasteners, and raw 
materials. 
 
Air-conditioning equipment manufacturers 
most often buy major components such as 
compressors and controls from other 
component manufacturers, but they may 
also buy some items, including 
consumables, from industrial distributors. 
 
The retail food chain needs thousands of 
different items in huge quantities for 
redistribution through the various stores. 
These are purchased from many different 
manufacturers and food processors. Items 
are bought in large carload lots and 
shipped to central distribution centers for 
storage and reshipping to the various retail 
outlets. A large chain organization depends 
upon specialized buyers to stock the 
countless items that are in daily demand. 
 
Once again, a wholesaler is a “gatherer” of 
diverse goods that will be sold to a retailer 
(contractor or dealer) who in turn will 
resell to the ultimate consumer. 
 
As you can see by these examples, 
wholesale selling is far more complex and 
specialized than any other type of selling. 
 
 
Special Requirements 
 
Wholesale salespersons need a great deal 
of product knowledge and sales 
experience. A college degree is required in 
many fields, and some college or advanced 
work is required in others. The wholesale 
salesperson should certainly know a great 
deal about merchandising, promotion, 
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inventory management, and marketing 
strategy. The salesperson should have a 
great deal of technical knowledge of his or 
her field if a degree is not required. Some 
kinds of wholesale salespeople can make it 
on a high school education, but should 
have a significant product knowledge plus 
selling experience and marketing 
information. Wholesale trade associations 
have introduced distribution curriculum in 
many community colleges to help train 
interested persons in wholesale selling. 
  

 
  

The main requirements for selling in the 
air-conditioning and refrigeration industry 
are extensive product knowledge and 
technical expertise. The customer being 
called on demands quality, so the 
salesperson must have a professional 
demeanor and be groomed appropriately. 
Sales techniques are important, but are 
secondary to product and marketing 
knowledge. 
 
Wholesale salespeople cover a large 
geographical territory and have a large 
number of regular customers. Some sales 
time is spent traveling. While a great deal 
of time is spent with regular accounts, 
wholesale salespeople are required to 
cultivate new customers and win new 
business. Sometimes this means 

attempting to lure a large account away 
from a competitor, but the methods used 
must also be ethical. You win new 
accounts by giving better service, 
improving qualities, having better pricing, 
(See Price is Part of Every Sale, page 4-7) 
and avoiding returned goods. 
 
Some usual services that wholesale 
salespeople are expected to give are – 
 
1) Product and sales information 
2) Merchandising aids 
3) Marketing information 
4) Selling strategies for the products 
5) Technical innovations in the field 
6) Inventory assistance 
7) Cataloging services 
8) Financial and credit planning assistance 
9) Problem solving 
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Just How Important? 
 
The function of the wholesaler and his 
sales staff has often been reported in such 
abstract terms as the wholesaler provides 
“time and place utility” as noted in the 
previous lesson. Or, the wholesaler is the 
“middleman” in the channel of 
distribution. He “understands” local 
markets, etc. 
 
A wholesale company president expressed 
the role of the wholesaler and his sales 
staff in far more practical terms to an 
audience of service technicians. 
“....Let's pretend for a moment there are 
no wholesalers. There are, of course, 
hundreds of manufacturers in this business 
and tens of thousands of service engineers, 
but for the sake of simple illustration, let’s 
pretend that there are just 200 
manufacturers and just 40,000 servicers. 
Now remember, there are no

 

 wholesalers, 
so each service engineer will have 200 
factory sales people calling on him, let’s 
say once a month. That’s about ten every 
day. 

“To complicate things even more, for a 
typical job requiring a compressor, relay, 
overload, capacitor, drier, valve, tubing, 
fittings, gas, a new voltmeter, and a 
partridge in a pear tree, you (the service 
engineer) must place perhaps 15 phone 
calls to line up material for just one job. Of 
course you could invest in an inventory to 
take care of the jobs you think you might 
get, if you knew what size compressors you 
might need, and what sizes of everything 
else, and if you had $70,000 available.” 
 
“But let’s look at the manufacturer’s 
dilemma too. To call on 40,000 service 
engineers once a month, each factory will 

need about 350 sales people or an extra 
payroll of some $18 million a year. How 
about that for a small firm making only 
sight glasses? Many manufacturers simply 
couldn’t exist, and those gents who could 
would naturally have to double or triple 
their prices. What would most likely 
happen would be that most manufacturers 
would publish catalogs (do you have the 
shelf space for two or three hundred?), 
eliminate sales people, take phone orders, 
and look for a better way to distribute 
their products. And what would they finally 
discover? You guessed it. Someone would 
have to invent wholesaling. And this is 
where we came in.” 
 
“What it all adds up to is that someone has 
to buy the manufacturers product, 
interview sales people, write purchase 
orders, pay factory invoices, borrow 
money to finance the inventory, run the 
computer to control the inventory, build 
the warehouse to hold everything, and so 
on, and so on. Bottom line of this sermon, 
you’ve all heard it before, you can 
eliminate the wholesaler, but you cannot, 
repeat cannot, eliminate wholesaling. 
Somebody has to do it, and I’ve tried to 
indicate how messy it would be if either 
the manufacturer or you, the service 
engineer, were forced to take over this 
middle man function.” 
 
Basically then, a wholesale salesperson is a 
time saver and a problem solver for his 
customers. Even in the era of the Internet 
these observations remain true. 
 
Opportunities and Challenges 
 
The challenges and creativity of the work 
are enormous. A great deal of the outside 
salesperson’s time is spent studying, 
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increasing technical knowledge of 
products, learning what is taking place in 
the markets, keeping up with the changing 
economic picture, and studying 
merchandising and financing problems. 
These salespeople are basically problem 
solvers. Each account has different and 
unique problems to solve. Contractors rely 
heavily on the wholesale salesperson to 
solve those problems. Purchasing agents in 
large organizations buy so many diverse 
kinds of items and products that there is 
no way they can keep up with all that’s 
available to them. They depend upon the 
wholesale suppliers to keep them 
informed. Reliability and credibility are a 
wholesaler’s stock-in-trade. Remove those 
and you can no longer compete in the 
marketplace. 
 
Inside/Counter Sales 
 
Augmenting the outside sales operation 
are the inside sales staff and counter sales 
team. 
 

 
 
The traditional role of inside sales has been 
in a sales support capacity. Inside sales 
persons handle telephone inquiries by 
existing customers (or potential 
customers), taking orders over the phone, 
e-mail or FAX, for pick up or delivery, 

solving customer problems, and doing 
stints at the counter in face-to-face sales 
situations with customers. Inside sales is 
essential to maintaining and increasing 
repeat business from existing customers. 
 
While the telephone can never replace the 
personal sales call for some customers, 
here are a few ideas on how and why to 
use the telephone in a sales effort: 
 
For starters, the telephone can do the 
following: 
 
• It can increase sales, help you find more 
prospects, and broaden your market 
coverage. 
 
• It can reduce traveling and sales call 
expenses. 
 
• It can save a most valuable asset – time. 
 
• It is fast, economical, convenient and 
flexible, and commands a prospect’s 
personal attention. 
 
• It helps get the jump on competing firms. 
 
• It can be a profitable method of selling. 
 
 
A telephone is a highly impersonal 
communication device. When not properly 
used, it is nothing more than a voice 
beamed into a prospect’s ear. When 
properly used, the telephone becomes 
highly personal and transmits the sales 
person’s personality into the prospect’s 
immediate space. Your voice carries your 
personality over the telephone. You 
convey either a message of enthusiasm, 
helpfulness, courtesy and friendliness, or a 
message of indifference, boredom and 
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hostility. You can develop a good 
telephone style. You have to work at it, 
and you have to be aware that a good 
telephone voice is a matter of planning, 
concentration and lots of practice. 
 
Telephone Selling 
 
The role of inside sales in distribution is 
constantly changing. Customers are 
demanding more efficient ways to do 
business – buying on the Internet for 
example – and for many of them, inside 
rather than outside sales represents a 
good way to conduct business. 
 
Many inside sales persons are assigned 
selective existing accounts in concert with 
the outside sales account person to make 
outbound telephone sales calls. This is a 
proactive sales activity as opposed to 
reaction to a customer’s incoming request. 
By combining the outside/inside sales 
team, maximum service can be achieved 
with any given customer. 
 
Web-based Sales 
 
The internet allows distributors to provide 
24-hour ordering service for their 
customers. A contactor, at the end of his 
day, can place an order from his home that 
is needed the next day. The secret is 
making the website user-friendly and then 
making certain interested customers are 
taught how to use this valuable selling 
tool. 
 

 
 
 
All these sales opportunities are intended 
to make it is easier for the customer to do 
business with the distributor. 
 
In another lesson, we’ll consider the type 
of customers that buy from wholesalers. 
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Price & the Sale 
 
Before a salesperson decides to cut prices 
“to stay competitive,” it is important to 
understand the effect of a price cut on 
required sales volume to stay even. 
 
Suppose in a normal selling situation the 
gross profit (or gross margin) looks like 
this: 
Selling price.. ...$100. 
Cost of goods.....-$75. 
Gross margin...... $25. 
 
This means for every $100 worth of sales, 
the company has $25 left over to meet 
expenses. 
 
Now cut the sales price by $5.  
 
Selling price......$100. 
Discount.......   ...- $5. 
Actual Sale...... ...$95. 
Cost of goods.....-$75. 
Gross margin.......$20. 
 
In order to obtain the original (and needed) 
gross profit of $25, additional sales must 
be made. How many? For simplicity, 
suppose you as the salesperson sold 4 
electric motors to gross $100 for the 
company (4 x $25). At the discounted price, 
you now must sell 5 motors (5 x $20) to 
obtain the same $100 gross income. That’s 
a 25% increase in sales quota. 
 
But it can get worse. To “cover” a larger 
cut say 10%, your sales quota (volume) 
would have to increase by 67%; and if you 
wanted to cut your price by 20%, your 
quota would go up an incredible 400% to 
break even. 
 
So, before cutting your price, determine if 
you can in fact increase sales sufficiently to 
cover “lost revenues.” If faced with a price 
lower than your own, try using one or 

more of the following techniques. It just 
may save the sale – at a profit! 
 
1. Don’t get panicky. Hold the conviction 
that your price is right. Fear of price is the 
weakest point in selling. Be confident and 
your customer will respect you. 
 
2. Get all the facts: a) check the quantity 
figured by competition; b) check the 
quality figured by competition; c) check 
the service figured by the competition. 
 
3. Ask the customer to be reasonable. 
Persuade him to make allowance for 
differences in your product features or 
service that justify your price. 
 
4. Be flexible. Adjust your quantities, 
qualities and services to the competition. 
 
5. Find out if the customer is bluffing. 
Check to see if the lower price is real or a 
figment of the buyer’s too fertile 
imagination.  
 
6. Why is the price lower? Find the “fly in 
the soup” of the competitive price.  It is 
nearly always there. 
 
7. Modify the product specifications. Then 
you and your price cutting competitor are 
not figuring on the same thing. 
 
8. Sell what you have. Feature your 
exclusive brands and those things you do 
that no competitor can duplicate. 
 
9. Enlarge product specifications. This will 
shift the basis of comparison. 
 
10. Check the competitor's product. Find 
out the ways being used to chisel on the 
product. 
 
11. Discuss the product. Make the 
customer understand that someone can 
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always build an inferior product to a price. 
That inferior merchandise is never a 
bargain. 
 
12. Cite examples. Give the buyer a healthy 
fear of lower price by citing examples and 
case histories of the sad experiences of 
people who bought on price alone. 
 
13. Sell your company. Emphasize all the 
good points about your company your 
history personnel reputation. Build a 
buyer’s yardstick and check off your sales 
points, one by one. Remember, 
salesmanship can win over price. 
 
14. Can the competition be right? Ascertain 

whether a mistake has been made in your 
competitor’s price. By taking corrective 
action you may make a friend. 
 
15. Be reasonable. Demonstrate the 
difference between price and value. 
Always avoid an argumentative attitude. 
Talk benefits instead. 
 
16. Consider the ethics and future 
implications of cutting or not cutting your 
price. 
 
17. Always remember that any concession 
from price comes right out of net profit – 
every penny of it! 
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Self-Check, Lesson 4 Quiz 
 

You should have read all the material in Lesson 4 before attempting this review. Answer all 
the questions to the best of your ability before looking up the answers provided in the 
answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle 
around T (to indicate TRUE) or F (to indicate FALSE). 
 
True        False 
 

1. T F Wholesale selling is both specialized and more complex than retail selling. 

2. T F Product knowledge is less important in wholesale selling situations. 
3. T F Sales techniques are important, but secondary to technical information. 

4. T F Problem solving is not important to contractor customers. 
5. T F A wholesale salesperson can be a real time saver for contractors. 
 
 
In the following multiple-choice questions, choose the phrase that most correctly 
completes the statement and check the appropriate box for the corresponding letter in 
front of the phrase. 

 
6. In the example on price-cutting, what was the percent increase in sales volume required 
to cover a 10% cut in price? 
 
 A. 10%. 
 B. 23%. 
 C. 48%. 
 D. 67%. 
 
7. Inside sales telephone solicitations can increase: 
 
 A. sales and be profitable. 
 B. sales expense. 
 C. the need for face to face contact. 
 D. competitive pricing. 
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8. A wholesaler’s website must definitely be: 
 
 A. vibrant. 
 B. user-friendly. 
 C. hot-linked to other sites. 
 D. carry multiple ads. 
 
9. What best describes the wholesale sales team overall business objective? 
 
 A. land the biggest sale. 
 B. create repeat business. 
 C. sell to the larger contractors. 
 D. sell to the most contractors. 
 
10. Outbound calls to customers by inside sales must be: 
 
 A. designed to sell excess inventory. 
 B. intended only for small customers. 
 C. coordinated with outside sales. 
 D. conducted at slow times. 
 
Special question: How do you see web ordering changing the job descriptions for wholesale 
sales persons? 
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Check Your Answers! 

  
Now compare your answers with those given in the answer key at the back of this book.  
The answer key also directs you to a page in the lesson to review the text for any questions 
you may have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next 
assignment which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 
 

mailto:Hardimail@hardinet.org�
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Lesson 5 Overview 
 
 

The success of the customer is of course vital to the success of the wholesaler and his own 
business. 
 
Specific to this lesson – Learning About the Customer – you will be introduced to – 
 

1. The different “types” of contractor customers. 
 
2.  Matching services to customer needs. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Now read Lesson 5 which begins on the next page. 
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Lesson 5: Learning About the Customer
 
In a classical sense, a contractor is an 
expert manager of labor and a distributor 
is an expert manager of materials. 
 
National Figures 
 
A typical HVACR wholesaler may maintain 
1300 existing customer accounts. 
 

 
 
According to a recent U.S. Census report, 
just over 36,000 establishments were 
identified as doing HVAC contracting – 
with 25,500 firms specializing 100% in 
this field. The number of pure 
refrigeration contractors is substantially 
smaller – perhaps 1/4 the number of 
firms doing HVAC work. (An 
establishment is defined as a location 
doing business with a payroll.) A firm may 
focus strictly on the residential market 
(new and replacement), residential 
service, or commercial/institutional 
market segments. 
 
Profits before paying taxes could range 
from 2% to 8% as a percent of sales 
income. In terms of dollar volume, the 
residential HVAC market is often slightly 
larger than the commercial HVAC market 
– again, nationally speaking. 
 
Unique selling and technical skills are 
required to be successful in each of these  

 
markets. Getting business from the 
homebuilder or directly from the homeowner is 
decidedly different than a selling effort to the 
architect, engineer, and building owner. 
Technically, working on single-phase versus 
three-phase air-conditioning or refrigeration 
equipment requires different technical 
knowledge as well. 
 
The Department of Labor (DOL) estimates that 
there were 315,000 heating, air-conditioning 
and refrigeration mechanics and installers. 
Roughly half or 160,000 work for contractors. 
Others are employed in factories, institutions, 
office buildings and other organizations 
requiring full time maintenance forces. 
 
Customer Profile 
 
Air-conditioning and refrigeration customers 
are a diverse group.  There’s the father and son 
operation – two guys and a van, with 
someone’s wife keeping the books. 
 
There is the second-generation firm with an 
owner wanting to go from just “self-employed” 
to being a true business entrepreneur. 
 
There is the established contractor operating a 
small fleet of vehicles with department 
managers and involvement in the local 
contractor association. And, of course, there is 
the very large contractor, advertising his 
business through community involvement and 
high profile jobs. 
 
A University of Chicago Business School survey 
indicated that a contractor may buy from up to 
7 different distributors. About half the time the 
contractor or his employee makes purchases in 
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person. The other half split between the 
phone, fax and internet. 
 
Each of these customer classes needs 
different support services from the 
distributor. And each class can result in a 
profitable business relationship. Size is 
not necessarily the issue. 
 
A marginal customer (of any size) might 
be described as follows 
 
• Cherry picks by price shopping 
• Lots of small orders 
• Returns a lot of stuff 
• Too many rush orders 
• Slow pay 
 
Customer Service 
 
Why does a customer turn to a 
distributor to do business? Consider the 
following as thought starters: 
 
Product Availability – This means fair 
pricing, good delivery, desirable brand 
names, express counter service, technical 
help, special handling, convenient hours, 
and web ordering. 
 
Cost effectiveness – application advice, 
special pricing on large orders, quotation 
service, warranty assistance, return goods 
policy, complete order fill, merchandising 
assistance, and joint sales calls service. 
 
Administrative Certainty – regular 
customer surveys, quality improvement 
program, follow though on back orders, 
timely price information, and a user 
friendly communications system. 
 
Technological Currency – track new 
product innovations, adapt design 

innovations to local needs, conduct ongoing 
customer training sessions, keep customer 
informed on current regulations, inform sales 
team skilled in substitute product offerings. 
 
Every service offered may not be needed, or 
paid for, by individual customers. The 
wholesaler’s job – really every employee’s job, 
but in particular the outside, inside, and 
counter sales persons – is to uncover each 
customer’s business “chokepoints” and help 
resolve burning issues. 
 

 
 
Because managing labor is an important issue 
with most contractors, assisting your customer 
in minimizing his direct and unapplied labor 
costs is a good area to focus on. 
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Other Customer Types 
 
While the “construction” contractor 
constitutes the largest customer segment 
for most HVACR distributors, there are 
also institutional customers – hotels, 
hospitals, factories, etc. – with in-house 
HVACR personnel that require controls, 
parts, customer filters and other supplies. 
Some wholesalers have established 
engineered products divisions for the 
plan and spec commercial markets. 
Customers then expand to include 
architects and engineers as well as 
managers representing building owners. 
 
Each class, as well as each customer 
within a class, will seek and choose a 
wholesaler’s value added services 
according to his own business model. 
 
 
Existing Customers 
 
Here are some questions a sales person 
should propose and analyze about 
existing customers. 
 
OPERATIONS: Find out the kind of jobs 
that the customer usually gets. Are they 
residential, commercial or industrial? 
 
How much of this work does he do 
himself and how much does he 
subcontract? 
 
What construction processes does the 
firm practice?  Does he have a big sheet 
metal shop or must he buy most of his 
ductwork prefabricated? Is he good on 
the refrigerant side of the system, or 
must he depends on precharged 
equipment, etc.? Where is he weak and 
where is he strong? 

 
PERSONNEL: Who does the buying at this 
contractor’s account? 
 
Who are the people, or persons, who influence 
the buying decisions? 
 
What are the personalities of the people 
involved in the buying? Are there any 
personality clashes or unusual situations that 
may help or hinder your chances of making the 
sale? 
 
PURCHASES: What products does this customer 
currently buy from you? 
 
What products does the customer purchase 
from other distributors? 
 
What are the total purchases, and what 
percentage of his total business is your 
company getting? 
 
PLANS: Does the customer have any new 
contracts in the offering? 
 
Is he planning to use any new processes? 
 
Is he planning to add any new equipment, or 
make any significant personnel changes? 
 
At this point you have placed your account 
under a magnifying glass and come up with a 
number of items to be considered in your 
analysis of how to increase the sales yield. Let’s 
get more specific and find out exactly where 
more sales opportunities exist. What are the 
questions you might ask yourself about this 
customer? 
 
1. What brands do you have that you know to 
be better than the ones that he is currently 
purchasing? 
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2. Which brands, bought elsewhere by 
this customer, would be more convenient 
for him to buy from you? 
 
3. What useful items is he not buying? 
 
4. Which of your new items is this 
customer unfamiliar with? 
 

 
 
 
Take all of the information you have 
gathered from your analysis, including 
this customer's operations, personnel, 
purchases and plans, and see which one 
of the sales opportunities listed above 
would be most applicable. You may be 
pleasantly (and profitably) surprised to 
see how smoothly and naturally your 
analysis provides you with a specific plan 
of action that will lead to increased sales.  
 
As you probably have noted by now, 
there are no deeply involved, complex 
procedures to follow in order to analyze 
your customers. The most important 
factor is your decision to make the 
analysis. Most of the data you will need is 
readily available. Accumulate this 
material in an orderly and organized 
fashion, and most of the answers you are 
looking for will be uncovered with 
surprising ease. 

 
 

The Importance of 
Adding to the Order 

 
“Anything else?” or “Is that all?” have been 
traditional expressions to conclude a sale for a 
long, long time. However, some customers 
may not be aware of related items required, 
say to do a compressor change-out and may 
make unnecessary trips back to get all that he 
needs. It is important to both the customer 
(time saving) and to the wholesaler to add 
necessary time to the order. 

 
Consider this example: A $ 10 million HVACR 
wholesale company averages $50 per line item 
per order. This means the firm generates 
200,000 line items per year (10 million divided 
by 50). If their service level is 90%, this also 
means 222,222 line items were actually 
requested by customers. If this firm averaged 5 
line items per order, this means the 
wholesaler’s people processed 44,444 orders 
per year to obtain $10 million in sales. 

 
Now let’s assume three things: $50 per line 
item rises a “buck” to $51 per line. Fill rate 
inches up a tick to 91%, and the number of 
lines per order increases to 5.1 (an average of 
course). Now, the number of orders doesn’t 
change, it stays at 44,444 per year. What 
happens? Sales would increase to $10,510,000 
– which is a 5% increase in sales dollars. And, 
no one has worked any harder. 
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Self-Check, Lesson 5 Quiz 
 

You should have read all the material in Lesson 5 before attempting this review. Answer all the 
questions to the best of your ability before looking up the answers provided in the answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle around 
T (to indicate TRUE) or F (to indicate FALSE). 
 
   True     False 
 
1. T  F A contractor is an expert at managing labor. 
2. T  F A contractor’s profit could range from 2% to 8% of sales. 
3. T  F The residential HVAC market is typically smaller in dollar volume than  
   the commercial market. 
4. T  F Customers differ only in terms of their sales volume. 
5. T  F Contractors may buy from multiple wholesalers. 

 
 
In the following multiple-choice questions, choose the phrase that most correctly completes 
the statement, and check the appropriate box for the corresponding letter in front of the 
phrase. 

 
6. Most customer critical chokepoints involve: 
 
 A. where to physically locate a business. 
 B. what market to emphasize. 
 C. minimizing labor costs. 
 D. getting bank loans. 
 
7. Getting existing customers to buy more involves: 
 
 A. carefully analyzing each account. 
 B. entertaining more. 
 C. printing a better catalog. 
 D. developing better sales contests. 
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8. Adding to the order means: 

 
 A. selling items the customer doesn’t need. 
 B. selling related items to an existing order. 
 C. getting rid of obsolete products on sale. 
 D. introducing new products. 
 
9. A good customer: 
 
 A. buys everything from you. 
 B. buys your high profit low volume products. 
 C. matches your value added services to his business model. 
 D. endorses your brand of equipment. 
 
10. For most HVACR distributors, the largest customer class is: 
 
 A. construction contractors. 
 B. plant maintenance personnel. 
 C. institutional mechanics. 
 D. apartment owners. 
 
Special question: What does Administrative Certainty mean to customers? 
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Check Your Answers! 
  
Now compare your answers with those given in the answer key at the back of this book.  The 
answer key also directs you to a page in the lesson to review the text for any questions you may 
have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next assignment 
which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 

mailto:Hardimail@hardinet.org�
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YOU ARE NOW READY TO TAKE 

YOUR ONLINE UNIT 

EXAMINATION, EXAM #1. 

GOOD LUCK! 
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Lesson 6 Overview 
 

 
How trade credit works is not fully understood by many customers. As a result, misunderstood 
“money issues” cause undo conflict in the wholesaler-customer relationship. 
 
Specific to this lesson – Customer Credit – you will be introduced to – 
 

1. How trade credit really works. 
 
2. Typical “games” played with trade credit. 
 
3. Understanding and managing receivables. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 6 which begins on the next page.
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Lesson 6: Customer Credit 
 
One of the key services afforded by a 
distributor is the extension of trade credit. 
This allows the customer to improve cash 
flow especially while working on extended 
construction projects. 
 
How Trade Credit Works 
 
A contractor should understand before 
requesting credit from a wholesaler that 
the supplier does not establish the credit. 
All the supplier does is check the credit 
that the contractor has already 
established.  

 

 
 

In the case of a young contractor just 
getting started in business, it is 
sometimes true that he paid mostly cash 
for modest retail purchases before 
starting the business. Possibly there’s a 
mortgage on a house and an auto or truck 
on installment payments. But this is not 
the type of credit the contractor is 
negotiating with the supplier. The 
mortgage loan or the auto loan is a 
secured loan.  The contractor is requesting 
open account credit. 
 
This involves more risk on the part of the  

 
supplier than even an unsecured loan 
imposes on the part of a financial 
institution. 
 
A secured loan with a bank is one in which 
assets such as a home, auto or equipment 
is given as collateral or security in addition 
to a note. An unsecured loan is one in 
which a note signed by borrower (and 
spouse) is given to the lender. In some 
regions, this note includes a legal feature 
that gives the lender a judgment almost 
automatically in case the loan is not paid 
when due. 

 
Compare either the secured loan or even 
the unsecured loan to the open line of 
credit that the contractor would like to 
establish. The supplier is furnishing the 
equipment and supplies without any form 
of security other than the reputation of 
the contractor for paying debts when due. 
This is the credit the contractor has to 
establish. It can be one of the 
businessperson’s most valuable assets. 

 
Contractors who have established credit 
to the point that they can purchase all of 
their requirements on open account from 
suppliers has a tremendous advantage 
over contractors who have limited or no 
credit. 
 
The contractor who is just starting in 
business should expect to formally apply 
for open account credit from a supplier. 
He or she will undoubtedly be asked to 
present a financial statement. He or she 
will be asked for character references and 
a bank reference. If the contractor is 
reluctant to supply such information, the 
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supplier may be very reluctant to give 
open account credit. 

 
The next point that even established 
contractors may be surprised to learn is 
that there are very few instances of 
“unlimited” open account credit. Many 
contractors are surprised when they learn 
that a credit “limit” has been placed on 
their account. Many times a supplier will 
open a new account for, say $5,000. The 
contractor may purchase this amount in 
several days. He is expected to keep his 
account below this amount even though 
the account is not due according to the 
regular terms of sales. Assuming the 
contractor purchases $4,000 and then 
wishes to purchase $2,000 more, he 
should first send the supplier at least 
$1,000. 

 
$4,000.00 Purchased 
minus 
$1,000.00 Paid 
equals 
$3,000.00 Balance 
$2,000.00 Additional Purchase 
results in $5,000.00 Balance. 
 
The contractor should send a check to the 
supplier in an amount greater than the 
amount of any next purchase. And 
regardless of whether the contractor 
anticipates any additional purchases, the 
$5,000 must be paid by the due date 
according to the supplier's terms of sales. 
 
Keeping the account below the “limit” 
does not mean that the regular terms of 
sale may be ignored. In order for the 
contractor to continue a limited open 
account credit, he must pay the entire 
balance when due. 

 

Contractors with established credit should 
know the credit limit that the supplier has 
placed on their accounts since they may 
be considerably higher than their normal 
month’s purchases. 
 
However, until a contractor has well-
established credit, he should work with 
the suppliers within the limit set on the 
account. 
 
Assume that a contractor has a limit of 
$1,000. If he purchases $900 by mid- 
month, he can purchase only $100 more 
without exceeding the established limit. 
 
If he believes his upcoming purchases will 
exceed the $100, he should pay a portion 
of the account before making any more 
purchase.  For instance consider the 
invoice and payment data in Table 1. 
 

Table 1 

Date Credit Invoice Balance 
1/2/11  (a) $233.00 $233.00 
1/9/11  (b)    94.00 $327.00 
1/16/11  (c)  532.20 $859.20 
1/23/11  (d) 100.30 $959.50 
2/4/11 (a) $233.30  $726.20 
2/6/11      215.00 $941.20 
2/8/11 (b) 94.60  $846.60 
2/9/11      113.00 $959.60 
2/10/11 (c/d) 632.50  $327.10 

 
On the 10th, the dealer would need to 
pay two remaining January invoices (c & 
d) totaling $632.50 to conform to the 
arrangement with the supplier. 
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“Footballing” Credit 
 

Every now and then, a contractor who has a 
limited open account credit at a wholesaler 
decides to establish credit with several 
competing suppliers to give him more 
purchase ability. The contractor reasons that 
if Supplier “A” gives him $1,000 credit; 
Suppliers “B”, “C”, “D” and “E”, will give him 
another $1,000, leaving him with several 
thousand dollars of credit. Actually, this does 
not work out too well since even the most 
extreme competitors’ exchange information 
on the credit side of the business. If Supplier 
“A” considered that the particular contractor 
deserved a several thousand dollars credit 
limit, he would probably have extended it. A 
wholesaler is more willing to extend to the 
highest credit possible. The supplier makes 
his profit selling merchandise not limiting 
credit. So if the contractor wants to establish 
credit, he should consider working closely 
with a few suppliers rather than trying to 
establish smaller limits with many suppliers. 

 
Credit information 
 
Businesses must be willing to supply 
information to the standard sources in order 
to receive favorable credit terms. 
Wholesalers may use the services of 
companies like Dun & Bradstreet to provide 
credit information on customers. 
Contractors who furnish financial 
information to Dun & Bradstreet are given a 
rating. This rating is published and available 
to Dun & Bradstreet subscribers. If the rating 
is a good one, the supplier may extend credit 
because he knows that the contractor has a 
decent credit history. If the supplier believes 
the rating is not so good, he may use that 
information to limit his exposure to a 
potentially problematic customer. Even if the 
contractor has not specifically given any 

information to D&B, a report giving 
information from other sources may be 
available. 

 
The majority of successful contractors supply 
the information requested because they 
realize the tremendous advantage of having 
established credit that is available to any 
supplier throughout the United States and 
Canada. 
 
Assigned Contracts 
 
For any number of reasons, a customer may 
decide to assign some receivables to the 
supplier as security for purchases. This is 
usually called an Assigned Contract method 
of operation. 
 
The contractor actually assigns, with 
recourse, the proceeds of a particular 
customer’s contract to the supplier. In such 
cases, the supplier will actually write to the 
contractor’s customers to advise them that 
the contract has been purchased – and that 
the check will be payable to the supplier. 
 
The contractor should be cautioned on two 
points if he elects to assign some of his 
contracts. First, in nearly all cases, the 
assignment will be with recourse.  This 
means that if the contractor’s customer does 
not pay the supplier, the supplier has 
recourse to the contractor for the entire 
proceeds of the contract. If the contractor is 
of the opinion that the supplier has 
purchased the contract without recourse he 
may be inclined to sell a customer who 
cannot or will not pay when due. As a result, 
he could find himself in serious difficulty. 
 
The second caution in using assigned 
contracts is that there is a considerable 
penalty in most states if the contractor 
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should accept payment for the contract after 
he has assigned it to a supplier. This would 
be especially true if he did not quickly pass 
along the proceeds to the supplier. Actually, 
in most states, if the customer paid the 
contractor after he had received notice from 
the supplier that the account had been 
signed, the supplier could collect again from 
the customer. 

 
Double Endorsements 
 
The very fact that some end users have 
found themselves in the position of paying 
twice for the same job has resulted in the 
common usage of the double endorsement 
on checks. The ultimate customer, not being 
certain of who should be paid, simply makes 
the check payable to the order of both 
parties, the contractor and the supplier. In 
order for the check to be cashed – both must 
endorse it to provide the customer with the 
best possible receipt. 
 
Many general contractors make their checks 
payable to both the contractor and the 
contractor’s supplier even though there has 
been no assignment of the contract. The 
reason for this is that in many states it is 
possible for a supplier to get a lien on the 
property where his equipment was installed 
if the contractor does not pay for this 
specific equipment. 
 
The use of assigned contracts is not 
uncommon. Even successful contractors may 
occasionally get a larger than usual job that 
they might assign, especially if it could not 
be completed by the date the materials 
would be due. 

 
A contractor may be wiser to establish bank 
credit for such instances. A contract with a 
known customer with good credit would be 

excellent collateral for a bank loan. 
 

Terms of Sale 
 
In this discussion of credit, there has been no 
consideration given to the possibility that a 
contractor may on occasion not be able to pay 
his account by the discount date. Most suppliers 
have terms of sale of 2% 10th prox., Net 15th. 
Prox is not an abbreviation of approximately! It 
is abbreviation of the Latin word proximo 
meaning, “in the next month after the present.”  
 
So the term 2% 10th prox simply means a 
cash discount will be given on the 10th of 
the month following the date of the 
purchase. The amount of the cash discount 
may vary with different suppliers. Many 
wholesalers, for instance, pass along the 
same cash discount that they receive from 
their manufacturers. Steel sheets may carry 
only1/2 of 1% cash discount. Some large 
manufacturers give no cash discount 
whatsoever and have terms “Net 30 days”. 
Other wholesalers may simply give a flat 2% 
cash discount regardless of any cash 
discount they receive from their vendors. 
 
The entire principle of a cash discount is to 
encourage the customer to pay the account 
promptly. Since the supplier pays for most 
of his purchases on the 10th, it is very 
important that he receives the payment for 
his purchases promptly on the 10th. 
 
The equipment or supplies for which the 
wholesaler is expecting payment on the 
10th may have been paid for by the 
wholesaler several months earlier. 
Naturally, in some instances, a furnace 
might have been sold the day it was 
received. On the other hand, the furnace 
may have been in the wholesaler’s stock for 
4 months or more. 
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Inability to Pay 
 
In the event a contractor cannot pay his 
account in full, he should discuss the matter 
with his supplier. The fact that a contractor 
has been granted open credit does not 
mean he has the privilege of becoming past 
due. 
 
A wholesaler’s credit department may set 
up a “flag” on a customer’s account 
indicating a Credit Warning or a Credit Hold. 
A warning usually means the customer’s 
pending order may be processed but he 
should contact the credit department. A 
hold on any pending order will not be 
processed until the credit limit or past due 
issues are resolved. 
 
If the contractor has a good reason for 
being unable to pay his account and has 
established credit, there are very few 
suppliers who would not be willing to give 
the contractor extra time to improve his 
cash flow. 
 
The contractor should understand that he 
might be charged a monthly service charge 
if his account cannot be paid when due. 
However, this is a small price to pay when 
compared to what a bank would charge for 
the same privilege. Contractors must 
remember the wholesaler is not in the 
business of loaning money. He exists to sell 
equipment and supplies and counts on his 
customers to pay their accounts according 
to the established terms. 
 
Credit Cards  
 
Wholesalers who accept credit card 
payments consider this a cash transaction. 
Some distributors may even offer customers 

special cards with more favorable terms that 
the individual customer may be able to 
secure. 

 
Receivables 
 
There just isn’t and never will be enough 
profit in any business to make it possible for 
a supplier to allow all of his accounts 
become past due and still make any 
respectable return on investment. Even by 
having the most rigid credit terms, a supplier 
will be fortunate to have 75% of his accounts 
current. This means that for every $100,000 
in monthly sales, he needs $25,000 just to 
carry a few customers now and then who get 
in a temporary cash flow bind. If every 
customer were just 30 days slow in paying 
his account, the supplier would need 
$75,000 extra capital just to carry those 
receivables. If every account was 60 days 
slow, he would need an extra $175,000 for 
every $100,000 in monthly sales. 
 
Average Day’s Receivables is one way to 
measure control over customer accounts.  
The wholesale trade association HARDI 
surveys members and publishes results 
called Three-Months’ Average Day’s Credit 
Sales in Accounts Receivable. Table 2 shows 
an example. Here’s how the data is 
calculated. 
 
Find the average of total credit sales for the 
reporting month plus two immediate prior 
months. Credit sales are defined as total 
sales minus cash, check and credit card sales. 
 
Table 2 – Three Months Average Days 
Accounts Receivable as reported by 
wholesalers. Median indicates the middle of 
the pack. Quartiles indicate middle of either 
the lower or upper half. 
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Lowest Average Highest 

27.46 46.61 85.82 

Lower Quartile Median Higher Quartile 

40.95 45.50 51.67 

 
Example: if we were reporting for March 
2011, we would do the following: 
 
January $600,000 in credit sales 
February $400,000 
March  $500,000 
 
3-month average credit sales are $500,000. 
 
Now divide by 30.4 days ( total days divided 
by 3 months) to find the average day credit 
sales (for the past three months). 
 
$500,000/30.4 = $16,447 average day credit 
sales. 

 
Next divide the average day credit sales into 
the Accounts Receivable dollars as of the last 
day of the reporting month – March 31, in 
this case. Assume A/R dollars are $735,180, 
then 
 
$735,180/$16,447 = 44.7 days in accounts 
receivables. 
 
The wholesaler may then compare the status 
of his receivables with others in the industry 
by referring to the chart in Table 2.  The 
wholesale must then tailor its credit policies 
to achieve an acceptable average day’s 
receivables. 
 
Most suppliers will assist a contractor if the 
situation causing a shortage of cash is 
temporary. The contractor should not, 
however, expect this assistance on a 
continuous basis. 

 

 
Personal Guaranty 
 
Small contractors who are incorporated 
might find it more difficult to establish credit 
for their corporations than it would be to 
establish credit as individuals. This is 
because corporations have limited liability 
for their shareholders.  
 
Being incorporated permits an individual or 
group of individuals to enter into the “risk of 
business” by risking only what they put into 
the business. The owner of a business that is 
not incorporated, on the other hand, risks 
his life’s savings, home and all personal 
assets. It is easy to see that if there were any 
question as to credit, a supplier would rather 
take a chance on the owner who is laying his 
entire net worth on the line. 
 
In actuality – a very small corporation with 
one or two persons owning the majority of 
the stock would find it difficult to establish 
credit without the personal guaranties of the 
principle stockholders.  Legitimate 
contractors should not object to this since 
the real reason for being incorporated is not 
to avoid paying legitimate bills. Being 
incorporated still protects the owners from 
the hazards of a large lawsuit due to an 
accident or other act beyond their control. 
 
 
A Written Policy 
 
Most firms would agree that a written credit 
policy is preferred. Most would also agree 
that a company’s policy (liberal to strict) is 
influenced by the competition as well as the 
overall economic climate. Since credit policy 
influences both cash flow and sales volume, 
policies are normally under regular review by 
top management. 
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For more on credit, visit the website of 
the National Association of Credit 
Management – www.nacm.org. 
 

http://www.nacm.org/�
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Self-Check, Lesson 6 Quiz 
 

You should have read all the material in Lesson 2, before attempting this review. Answer all the 
questions to the best of your ability before looking up the answers provided in the answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle around 
T (to indicate TRUE) or F (to indicate FALSE). 

 
 True     False 

 

1.  T F A company’s credit policy should be unwritten and therefore totally flexible. 
2.  T F Trade credit is of little value in today’s business climate. 
3.  T F Establishing credit is the responsibility of the customer. 
4.  T F Trade credit is legally equivalent to a secured bank loan. 
5.  T F Unlimited open account credit is the norm in the HVAC industry. 
 
 
In the following multiple-choice questions, choose the phrase that most correctly completes 
the statement, and check the appropriate box for the corresponding letter in front of the 
phrase. 

 
6. If a contractor has a credit limit of $4,000, buys $3,000 and in a few days wants to purchase 
$2,000 in additional items, the contractor must first: 
 
 A. make a payment of $500. 
 B. make a payment of $1,000. 
 C. make a payment of $3,000. 
 D. make no special payment. 
 
7. A D&B rating refers to: 
 
 A. Double & Breakeven finances. 
 B. Dun & Brookhaven credit report. 
 C. Dun & Bradstreet credit report. 
 D. Doubleday & Brookhaven standards. 
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8. An assigned contract refers to: 
 
 A. a designated payee. 
 B. a signature on the contract. 
 C. using receivables as collateral. 
 D. a co-signer to a contact. 

 
9. A general contractor pays with a double endorsement check, this means that to cash the check: 
 
 A. both he and the HVACR contractor must sign the check. 
 B. both the HVACR contractor and his wholesaler-supplier must sign the check. 
 C. both the building owner and the general contractor must sign the check. 
 D. both the HVACR contractor and his accountant must sign the check. 

 
10. Credit card payments are considered the same as: 
 
 A. cash sale. 
 B. a credit sale. 
 C. a discounted sale. 
 D. a refundable sale. 

 

Special question: What does footballing credit mean? 
              
              
              
              
               

 
Check Your Answers! 

  
Now compare your answers with those given in the answer key at the back of this book.  The 
answer key also directs you to a page in the lesson to review the text for any questions you may 
have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next assignment 
which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org 

mailto:Hardimail@hardinet.org�
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Lesson 7 Overview 
 

 
The warehouse is where most of a distributor’s money is invested. It is essential that the 
warehouse operate effectively.  
 
Specific to this lesson – The Wholesaler’s Warehouse – you will be introduced to – 
 

1. The basic functions performed in a warehouse. 
 
2. What it costs to have products on the shelves. 
 
3. Using space more effectively. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 7 which begins on the next page. 
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Lesson 7: The Wholesaler’s Warehouse 
 
The warehouse is a critical component in 
the HVACR distribution business. 
Thousands of Stock Keeping Units (SKUs) 
from small boxes of sheet metal screws to 
hefty rooftop air-conditioning equipment 
must be properly counted and stored for 
rapid access to satisfy a customer’s order. 

 
Coffee languishes for years in Brazilian 
warehouses – a static storage facility to 
be sure. But a modern HVACR warehouse 
is only a temporary “holding station” in 
which rapid turnover of products is 
critically important to the success of the 
wholesale company. Products that gather 
dust mean lost profits. 
 
Functions Performed in a Warehouse 
 
Receiving  
 
Since wholesalers buy in large quantities 
from several hundred manufacturers, 
receiving incoming products is a vital  
operation in the warehouse. 
 
Merchandise is money. Consider the mess 
a bank would be in if it didn’t keep 
accurate records of the money being 
deposited every day. Accurate records of 
incoming inventory are absolutely 
essential. The use of bar codes, scanning 
devices, and software for computers has 
eased the burden, but not the 
responsibility, for checking in products 
accurately and efficiently. 

 
Putting Stock Away 
 
Efficient storage of inventory and 
absolute cleanliness is what makes a good  

 
warehouse. This means making maximum 
use of available space, being able to find 
what you need, and providing for easy 
retrieval of items for shipment. Over time, 
re-warehousing is necessary to maintain 
good order. 
 
Warehouses feature some type of 
location numbering systems – a “mailing” 
address to store products. Think of it as a 
more refined version of the supermarket 
aisle numbering system used to assist 
consumers in finding grocery items. 
 
Order Picking 

 
Customer orders can be picked in several 
ways. The simplest is one person picks 
one customer’s order involving a single 
item or several items. Another is batch 
picking where a worker gathers several 
separate orders as he/she proceeds 
through the warehouse. A larger 
warehouse may be divided into zones and 
involve more than one picker to complete 
an order. 
 
Shipping 
 
Once an order has been picked, it must 
then be “shipped.” This could mean 
simply delivering the order to a 
customer’s pickup truck at the loading 
dock. It may also mean loading the order 
in company owned vehicles for delivery to 
another company branch location, a 
customer’s location, or direct to the 
jobsite. There may be a need to use third 
party services such as UPS, FedEx or other 
private carriers. 
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Persons involved in shipping must have 
good knowledge of the shipping 
requirements specified by the carrier or 
by government regulation involving 
hazardous materials, such as refrigerant 
cylinders for example. 
 
(For more on physical handling, complete 
the workbook “Fundamentals of Materials 
Handling” included with your course 
materials.) 
 
The Cost of Carrying Inventory 
 
A typical HARDI wholesaler might carry 
just over $3 million worth of products in 
his warehouse to supply the buying needs 
of more than 1,000 customers. This $3 
million may represent an investment in 
8,000 different kinds of HVACR products 
for a distributor with $18 million in annual 
sales. 
 
Inventory is the largest single asset on a 
HVACR wholesaler’s balance sheet. The 
ideal objective of inventory management 
is to have on-hand exactly what the 
customer wants or needs – no more, no 
less. 
 
How well a company is filling customer 
orders for products is called (Customer) 
Service Level. It is usually expressed as a 
percent – line items filled divided by line 
items requested. 
 
 
 
 
 
 
 
 

 
 

What Does SKU Mean? 
 
The SKU represents the smallest unit of a 
product that can be sold from inventory, 
purchased, or added to inventory. Two 
examples: 
 
An electrostatic furnace filter has a part 
number of 1234. It is packed 5 to a box, 
and the box is marked with the same part 
number 1234. The box is then placed in 
the warehouse. The box of filters is the 
stock-keeping unit (SKU), because it is the 
stocked item. Even though the part 
numbers are interchangeable to mean 
either a filter or a box of filters, the box of 
filters is the stocked unit. There may be 
three different sizes of filters; each of 
these sizes will be a separate SKU. When 
the filters are shipped, there may be 5 
boxes of 16 x 20 filters, 10 boxes of 20 x 
20 filters, and 7 boxes of 20 x 25 filters 
shipped. That shipment would be said to 
have been a shipment of 22 boxes, across 
three SKUs. 
 
If you distributed 150-160 viscosity 
refrigerant oil in both 1-gallon and 5- 
gallon containers, you would maintain 
the inventory as two SKUs even though 
they are both 150-160 viscosity oil. 
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Since inventory represents investment 
dollars, there must be constant balancing 
between the cost of having lots of 
inventory versus the benefit of having lots 
of inventory to increase service level. 
 
Beyond the actual purchase cost of 
inventory, there is the cost to carry 
inventory.  This is often overlooked 
because of the way many companies 
typically do bookkeeping. 
 
There is a cost associated with just having 
inventory sitting on the shelves and 
potentially available. And while each 
firms’ inventory-carrying costs vary, we 
can identify typical contributors to 
carrying costs. 
 
Let’s start with identifying inventory risk 
cost factors – 
 
• Inventory becomes obsolete 
• Physical damage occurs to inventory 
• Theft 
• Losses resulting from any price declines 
• Surplus inventory 
• Insurance on inventory 
 
Next, how about handling cost 
contributors – 
 
• Maintenance & repair of forklifts 
• Fuel & energy for equipment 
• Insurance and taxes on equipment 
• Depreciation on material handling 
equipment 
 
Then there are the related inventory 
service costs – 
 
• Clerical costs to keep inventory control 
records 

• Labor costs to receive, ship & rearrange 
inventory 
• Health, pension, social security & other 
fringe costs 
• Local taxes on inventory 
• Share of general administrative 
overhead 
 
There is the obvious physical storage 
space cost – 
 
• Taxes on land and building 
• Rent 
• Insurance on building 
• Depreciation on building (if owned by 
wholesaler) 
• Depreciation on warehouse installation 
• Utilities, heat, light and water 
• Janitorial services and security services 
 
And last, but absolutely not least is the 
cost of money - capital costs. 
 
• Bank interest on money borrowed to 
buy inventory 
• Lost interest income from cash used to 
buy inventory 
• Interest on money invested in material 
handling equipment 
• Interest on money invested in land and 
buildings 
 
After combining and totaling the relevant 
cost factors, for many firms the cost to 
carry inventory will range between 24% 
and 36% of average inventory value. 
 
For a HARDI distributor with $3 million in 
average inventory, annual carrying costs 
range from $720,000 to $1,020,000. 
 
Here are some estimates of individual 
costs as a percent of the inventory value 
that wholesale companies incur: 
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Obsolescence/theft/damage, etc. may 
represent 5% to 6% of average inventory 
dollar value. Deal with rapidly developing 
products and this could be higher! 
 
Material Handling may represent 4% to 
6% of average inventory dollar value. 
Warehouse space costs are 2% to 3% of 
average inventory dollar value while taxes 
and insurance add another 2%. 
 
Cost of Money could represent 8% to 14% 
of average inventory dollar value. 
 
Reducing Warehousing Costs 
 
Any effort to remove costs in wholesaling 
must be focused to a large extent on the 
handling, storage, and transportation of 
inventory. Although warehousing is a very 
traditional business, the function has 
probably changed more in the last twenty 
years than it did in the previous century. 
The major changes have come in the 
areas of IT, materials handing, space 
utilization, and professionalism in 
warehouse management. 
 
Information Technology  
 
International warehouse consultant Ken 
Ackerman believes that information can 
be an inexpensive substitute for space 
and labor. While the cost of labor goes up 
every year, the cost of information is 
going in the opposite direction. He points, 
for example, to the software category 
popularly known as WMS (Warehouse 
Management Systems). These systems are 
expensive, and some smaller warehouse 
operators may find it difficult to justify the 
capital outlay and the startup costs in 
installing new systems. 

 
 

The Fundamentals 
 

Pallets are used to combine items for ease of 
movement using a folk lift truck.  Sizes very, but a 

40” by 48” is termed the standard pallet. 
 

 
 

Pallet loads should not exceed 2,200 pounds to 
match the performance of most lift trucks. 

 
Basic definitions of pallet load are as follows: 

 

 
Case: an outer container (usually fiberboard) 

holds either a single item or a number of smaller 
boxes called inner packs. Recommended 

maximum case weight is 50 lbs. 
 

 
 
All this has changed with the development 
of ASP (Application Service Providers). 
Under these programs, the software user 
can pay for the service through a fee per 
document, thus avoiding the capital 
investment and startup costs of most 
software systems. 
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The use of scanners can eliminate the 
checking function and reduce errors. 
Barcode scanning is a Warehouse 
Management System feature that has 
raised accuracy levels in warehouse 
receiving and shipping to new heights. 
Ackerman says that, unlike humans, 
scanners almost never misread an item 
number and they certainly read it faster 
than most people can. Another 
information feature, the Advance Shipping 
Notice (ASN), has greatly improved the 
receiving process. When warehouse 
personnel receive detailed manifests 
before an inbound truck arrives, receiving 
is handled much more smoothly. Electronic 
communication, says Ackerman, has made 
the ASN procedure relatively easy to 
implement. 
 
Ackerman believes that wholesalers should 
take charge of their traffic departments by 
requiring appointments at receiving and 
shipping docks. This way surprises are 
eliminated and reasonable planning can take 
place. He sees this practice at a growing 
number of warehouse operations. 
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Ken Ackerman’s Tips for 
Efficient Warehousing 

 
• Take advantage of good Warehouse 

Management Systems software, considering 
the use of Application Service Providers (ASP’s). 

 
• Use scanners to eliminate the checking function 

and reduce errors. 
 
• Require appointments at the receiving and 

shipping docks. 
 
• Create an area near the doors for fast moving 

items. 
 
• Never separate the receiving from the shipping 

functions. Look for cross-dock opportunities. 
 
•. Find the bottlenecks in your warehouse and 

eliminate them. 
 
• Do not leave storage locations to the fork lift 

operators. Management must control the 
warehouse layout. 

 
• Track materials handling productivity in units 

per hour (UPH). 
  
• Track storage effectiveness in units per square 

foot. 
 
• Develop professionalism in your warehouse 

management team – one person should join 
WERC. 

 
• Maintain a library of warehousing magazines 

and books. 
 
• Encourage attendance at warehousing 

conferences and seminars. 
 
• Use benchmarking to measure progress against 

the best in the industry. 
 

 
 
 

 
 
Since everyone has easy access to a 
telephone, there seems little excuse for 
failing to keep the warehouse informed if 
unavoidable circumstances make it 
impossible for the driver to arrive at the 
appointed hour. 
 
Finally, information technology has made it 
easier for warehouse managers to develop 
unit costs for the warehousing function. 
When you know how to develop a cost per 
unit for warehousing furnaces or air 
conditioners (or whatever “widgets” you 
are dealing with), you can greatly improve 
the budgeting process for your business. 
Furthermore, you can measure your 
progress improving warehouse operations 
by tracking these unit costs over time. 
There is no reason why the unit cost 
should be far higher in June than it was in 
December. 
 
Materials Handling  
 
There is often significant waste in the 
material handling process. This can be 
minimized by creating an area near the 
doors where fast moving items can be 
kept. An ABC analysis loaded into your 
computer will allow you to quickly identify 
those items that represent the highest 
activity level in the warehouse. A typical 
ABC analysis would show there is 
invariably an 80/20 rule and probably even 
a 90/10 ratio. A small percentage of SKU’s 
represent the vast majority of warehouse 
transactions. The analysis should be 
expressed in units rather than dollars.  
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To avoid wasted space, Ackerman warns to 
never separate the receiving from the 
shipping functions, and that we should be 
constantly looking for cross-dock 
opportunities. Cross-docking reduces the 
need to store items that can be purchased 
quickly and easily from nearby sources. As 
a growing number of items move directly 
from any inbound truck to an outbound 
truck load, it makes no sense to separate 
the shipping doors from the receiving 
doors. In a manufacturing building, 
receiving is typically at the opposite end of 
the plant from shipping, since raw 
materials come in on one end and finished 
goods go out from the other. But the 
warehouse does not manufacture things, 
and therefore there is no reason why 
shipping and receiving doors cannot be 
intermingled.  
 
In the days when many warehouse 
workers were illiterate, the checking 
function was critically important. When a 
truckload of material was unloaded, it 
could not be placed in storage until a 
supervisor had inspected and checked it. 
Today, says Ackerman, the checking 
function can be performed by scanning, 
and staging the load on the receiving dock 
is no longer necessary. The same is true 
with outbound shipments. Staging of loads 
is a waste of time and space. Live loading 
and unloading is successfully performed in 
many warehouses. 
 
Bottlenecks are always a challenge in 
materials handling. The “hurry up and 
wait” problem exists at one time or 
another in almost every warehouse. If you 
are really intent on speeding up the 
process, you should do an active and 
continuous search for the cause of the 

bottlenecks and then eliminate them -– 
even if it requires capital expense to 
readjust the warehouse layout. The next 
time you see somebody waiting in your 
warehouse, Ackerman urges you to find 
out the reason for the delay. Usually the 
situation is correctable. 
 
With respect to monitoring personnel, he 
urges use of productivity measures. People 
do what you inspect, not expect. 
 
Space Utilization  
 
Good space utilization starts with the 
warehouse layout. An efficient warehouse 
layout is one that reduces travel time and 
provides maximum utilization of available 
cubic space. Any competent warehouse 
manager can design a good layout on 
paper, but maintaining that layout 
depends on the ability to control storage 
locations for inbound materials. In a 
surprising number of operations, according 
to Ackerman, the decision on where to 
store an inbound pallet is left to the 
judgment of the lift truck operator on the 
receiving dock. When this happens, the 
operator naturally stores the pallet in the 
first available slot that is almost never the 
best place to put the material. 
 
Storage locations can be fixed or at 
random. Random locations will save a 
substantial amount of space, but a good 
Warehouse Management System is 
essential to handle random locations 
without wasting time. Many operations 
have a “pick line” with fixed locations and 
backup stop in random locations.  
 
It is always best, says Ackerman, to store 
like items in the same area. For example, if 
you have unusually long items such as 
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ladders, metal pipe, or siding, these hard 
to handle materials should be kept 
together. 
 
Professionalism  
 
Ultimately, warehousing is a craft that 
needs to be recognized as a profession. 
The first professional society for 
warehouse managers (WERC) is just 
twenty-five years old, but it has grown 
rapidly in a quarter-century. As a branch of 
business logistics, warehousing is part of 
the course material in many colleges and 
universities, and a growing number of 
technical schools and community colleges 
offer courses in warehouse operations. 
Management seminars are available from 
professional societies as well as 
independent training groups. There are 
also numerous trade magazines dealing 
with warehousing science. 
 
Nevertheless, notes Ackerman, there are 
still a few companies where management 
considers warehousing to be “the back 
room,” and the more talented people are 
engaged in other activities. When this 
happens, employee retention in the 
warehouse is low, and shipping quality 
suffers accordingly.  
 
Wholesaling’s scarcest commodity today is 
honest and hard-working people. Find such 
people and then promote from within – it’s 
a valuable strategy. Professional 
warehouse people improve through 
constant training and practice. Growth 
opportunities should be offered through 
an array of industry educational services.  
 
Can’t Fix What You Don’t Measure 
 
Use benchmarking to measure progress 

against the best in the industry. Find those 
warehouse operators who excel in 
different aspects of the function and target 
their standards as your own. 
 
New warehouse managers should be 
mentored as they make the transition from 
worker to manager. Many companies 
seem to provide little or no guidance. They 
pay a price when their new supervisors 
struggle or fail. 
 
Consider some variation of “gain sharing” 
to make warehouse employees see 
benefits of successful operations. This can 
be pegged to sales increase levels, unit 
volume shipped out of the warehouse, or 
reductions in loss or damage. 
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Self-Check, Lesson 7 Quiz 
 

You should have read all the material in Lesson 7 before attempting this review. Answer all 
the questions to the best of your ability before looking up the answers provided in the 
answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle 
around T (to indicate TRUE) or F (to indicate FALSE). 
 
 True     False 
 

 
1.  T F The efficiency of the warehouse has little impact on a distributor’s sales. 
2.  T F Location system relates to putting stock away in the right bin. 
3.  T F Order picking may involve dividing a warehouse into zones. 
4.  T F Shipping requires knowledge of government and carrier regulations. 
5.  T F Warehouse cleanliness is a minor management issue affecting efficiency. 

 
 
In the following multiple-choice questions, choose the phrase that most correctly 
completes the statement, and check the appropriate box for the corresponding letter in 
front of the phrase. 

 
 

6. An example of an inventory “risk” cost would be: 
 
 A. physical damage while in the warehouse. 
 B. taxes on land and building. 
 C. labor costs to ship and rearrange items. 
 D. bank interest on borrowed money to buy inventory. 
 
7. An example of “handling” cost to manage inventory would be: 
 
 A. janitorial services. 
 B. inventory control clerks. 
 C. theft of inventory. 
 D. Fuel/energy for handling equipment. 
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8. Obsolescence/theft/damage is estimated at: 
 
 A. 2% to 4% of inventory dollar value. 
 B. 5% to 6% of inventory dollar value. 
 C. 7% to 8% of inventory dollar value. 
 D. 10% of inventory dollar value. 
 
9. A stock keeping unit (SKU) is: 
 
 A. a single item of inventory. 
 B. the smallest unit of a product purchased or sold. 
 C. the smallest class of product stored. 
 D. a basic category of products. 

 
10. The decision on where to store incoming products should be: 
 
 A. left to the forklift operator. 
 B. decided by the receiving checker. 
 C. controlled by the manager. 
 D. decided in staging area after all products are counted. 

 
 

Special question: What are the basic functions in warehousing? 
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Check Your Answers! 

  
Now compare your answers with those given in the answer key at the back of this book.  
The answer key also directs you to a page in the lesson to review the text for any questions 
you may have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next 
assignment which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org 

mailto:Hardimail@hardinet.org�
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Lesson 8 Overview  
 

 
The air-conditioning industry in particular has a responsibility to conserve energy 
through improved products and to protect the environment. This lesson focuses on 
safety on the job and how products are being redesigned to use safer refrigerants. 
 
Specific to this lesson – Government Regulations in Distribution – you will be introduced 
to – 
 
 1. Hazardous materials requirements. 
 
 2. Truck and forklift driver training rules. 
 
 3. EPA regulations on refrigerant sales. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 8 which begins on the next page. 
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Lesson 8: Government Regulations in Distribution 
 

For many reasons, federal and state regulations covering businesses have been put in place. 
It is beyond the scope of this introductory course to cover EEOC, ADA, anti-trust laws, etc. 
Here the focus is on safety and environmental regulations that impact HVACR Distribution.  
 
The Occupational Safety and Health Administration (OSHA) is responsible for issuing legally 
enforceable standards for workplace health and safety. OSHA has issued literally hundreds 
of health and safety standards, covering such areas as noise exposure, machinery guarding, 
work and walking areas (the warehouse), welding and cutting safety, first aid, injury, illness, 
accident reporting forms, plus much more. 
 
OSHA inspectors may conduct on-site visits without advance notice. Fines can be imposed. 
A list of resources to help comply with the regulations appears at the end of this lesson. 
 
Hazardous Materials 
 
How hazardous materials are handled by HVACR wholesalers is regulated by three key 
federal agencies (and appropriate state authorities) –  
 
1. OSHA and the Hazard Communication Rule  
2. EPA Emergency Planning Act  
3. DOT Emergency Response – and DOT hazardous materials training requirements 
 
Wholesalers must comply with the Department of Transportation DOT training 
requirements known as HM 126F. 
 
Existing Federal Rules 
 
Under the OSHA “employee right-to-know” rule, employers are required to teach 
employees how to use and understand information in the Materials Safety Data Sheets 
(MSDS) provided by manufacturers and to create an awareness of the hazards associated 
with the materials employees handle at work.  
Visit the OSHA website for complete details – 
 
http://www.osha.gov/SLTC/hazardcommunications/index.html 
 

http://www.osha.gov/SLTC/hazardcommunications/index.html�
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The EPA (Environmental Protection Agency) community regulation requires a wholesaler to 
report to the local fire department or local emergency planning committee the amount and 
type of hazardous materials stored in his warehouse.  
 
The DOT (Department of Transportation) emergency response rule HM 126C requires a 
wholesaler to have a 24 hour emergency response “hotline,” list hazardous materials 
correctly on shipping papers, and keep emergency response information on hand in vehicles 
and in the warehouse. 
 
 
The DOT Training Rule 
 
DOT expects adequate physical training. The breadth and depth of the employee training 
must be commensurate with the level of hazardous materials in the warehouse; e.g. 
training for storing and handling military explosives would dictate more extensive training 
than training for handling a few containers of mastic mixed with some corrosive ingredients. 
The specifics of the training are in fact left to the employer under DOT HM 126F, but the 
training must cover the following areas: 
 
1. General familiarization with hazardous materials – how labeling system works and an 
understanding of MSDS information (also covered by the OSHA right to know rule). 
 
2. Function-specific training (very important) – how to properly fill out shipping papers for 
refrigerants, mastics, etc.; how to move, store and transport refrigerant cylinders and other 
HVACR-specific hazardous materials. Training must relate to jobs as performed in each 
specific warehouse. 
 
3. Safety training – overall concepts of safety; personal protection needs (gloves. hard hats, 
shoes, etc.), emergency response procedures, such as what to do in case of…; use of fire 
extinguishers, basic first aid and other relevant safety instructions. 
 
4. Driver training – how to use Emergency Response Guidebook placed in each vehicle, 
placard requirements, and other non-driving responsibilities. 
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What Are Hazardous Materials? 
 
Each federal (and state) agency defines hazardous materials somewhat differently. OSHA 
includes items that DOT probably does not (galvanized sheets for example).  
 
DOT focuses on flammables, compressed gases, explosives, corrosives, poisons, radioactive 
materials and oxidizers. HVACR wholesale companies that have materials in inventory that 
fall into these categories are probably covered by the DOT training rule. 
 
Who Inspects/Enforces Rule? 
 
All training and testing must be documented and records kept in each employee’s 
personnel file. Employees must be retrained every two years and new employees trained 
when hired. As with other federal regulations, fines may be imposed for failure to comply. 
Audits may be conducted by both state and federal agencies which might include (as 
examples) DOT’s office of motor carriers and/or Research and Special Programs 
Administration (RSPA), a state public utilities commission, or a state equivalent of the 
federal DOT, or a state Fire Marshall’s office. 
 
Forklift Training 
 
OSHA also mandates forklift driver training. 
 
Training must consist of a combination of formal instruction (lecture, videotapes, CD-ROM, 
etc.) and practical hands-on vehicle operation. 

 
 
The trainer must be qualified in both truck operation and training know-how. Both truck 
related topics and workplace related topics must be considered. 
 
What follows is a checklist of topics to be covered in forklift training: 
 
• Operating instructions, warning and precautions for the type(s) of powered industrial 

truck the operator will be using. 
 
• Similarities and differences between forklifts and automobiles. 
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• Location and function of controls and instruments. 
 
• Engine or motor operation. 
 
• Steering and maneuvering. 
 
• Restrictions to visibility due to loading. 
 
• Fork and attachment adaptation, operation and use limitations. 
 
• Vehicle capacity and stability. 
 
• Inspection and maintenance operator is required to perform. 

 
• Refueling and/or charging/recharging batteries. 

 
• Operating limitations. 

 
• Special instructions, warnings, precautions listed in equipment operator's manual. 

 
• Surface conditions where the forklift truck will be operated. 

 
• Composition of actual loads to be encountered and load stability. 

 
• Stacking, unstacking and general load manipulation. 

 
• Pedestrian traffic to be encountered. 

 
• Aisles and other restrictions to be navigated. 

 
• Operations in any hazardous locations. 

 
• Ramps and other sloped surfaces that could affect stability. 

 
• Closed environments where insufficient ventilation could cause dangerous exhaust 

problems. 
 

• Other unique environments that could affect safe operation. 
 
If an operator has previously received training in any of the above topics, and has been 
evaluated, duplicative training is not required. 
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Ongoing Training 
 
An evaluation of forklift truck operators' performance should be conducted every three 
years. Refresher training may be required if a particular operator is involved in an accident 
or is observed operating the equipment improperly must drive a different type of truck, or 
the physical workplace is changed in such a way that safety could be affected. 
 
Records 
 
Records must be kept of the following data for each driver: 
 
• The name of the trainee 
• The date of the training 
• List of training materials used 
• A course outline 
• Signed evaluation that the operator has received training and passed evaluation 
• The name and signature of the trainer 
 
Clean Air Act 
 
The Clean Air Act of 1990 made it a federal requirement to capture and recycle CFC and 
HCFC (e.g. R-22) refrigerants. This includes a “no venting” regulation for all substitute 
refrigerants. The Act is part of an international effort to reduce the amount of chlorine that 
reaches the atmosphere and eventually interacts with ozone in the stratosphere. The ozone 
layer is a protective shield around the earth that helps screen many harmful ultraviolet rays 
coming from the sun. 
 
Most chemicals are removed from the atmosphere by photo dissociation, rainout and 
oxidation. Because CFCs are so stable, these processes are not effective. Here’s what 
happens. 
 
Through the process of diffusion (mixing of gases without regard to weight), CFCs “float” up 
to the mid-stratosphere above the ozone layer and at this point, CFCs finally break down. 
The chlorine in their chemical formulation is released. This active chlorine descends back 
through the ozone layer and in a chain reaction “attacks” the ozone, thereby depleting the 
stratospheric ozone layer. 
 
These are the “reasons” behind all the regulations and rules established by the U.S. 
Environmental Protection Agency (EPA) regarding refrigerants. 
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Refrigerant Sales 
 
Currently, under section 608 of the Clean Air Act, CFC and HCFC refrigerants can only be 
sold to persons certified to service air-conditioning and refrigeration equipment. 
 
Certified refers to persons who have passed a test administered by an EPA approved testing 
agency. Furthermore, only technicians certified under section 609 (motor vehicle) may 
purchase small cans of CFC-12. On the other hand, Section 609 certified technicians cannot 
purchase refrigerants for stationary air-conditioning applications – e.g. HCFC-22. EPA 
certification credentials currently do not expire. 
 

 
Wholesalers may sell to an authorized representative of an employer (a so called a “gofer”) 
with written evidence the employer has at least one properly certified technician in his 
employ. EPA also recommends that wholesalers who sell refrigerant for resale, say to 
another wholesaler obtain at least a signed statement from the purchaser that it is intended 
for resale only to certified technicians. 
 
Under current regulations, wholesalers must retain invoices that indicate the name of the 
purchaser, the date of sale, and the quantity of refrigerant purchased. There are no sales 
restrictions on the purchase of non-ozone depleting refrigerants such as HFC-134a and HFC-
410A. However, these gases cannot be vented to the atmosphere during installation or 
repair of equipment. 
 

 
 

In the beginning, EPA planned to restrict the sale of pre-charged split systems to only 
certified technicians. But the EPA issued a “stay” on that restriction that continues today. 
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Thus, pre-charged components may be sold to non-certified persons as long as the 
wholesaler has “reason to believe” that these components will be assembled into new split 
systems by certified technicians. A prudent seller may require more proof. 
 
The requirements to be in the HVACR distribution business are indeed many and quite 
varied. Most companies must depend on outside sources such as their trade association, 
public seminars and the like to keep abreast of all the regulations and the inevitable 
changes that occur. 
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Self-Check, Lesson 8 Quiz 
 

You should have read all the material in Lesson 8 before attempting this review. Answer all 
the questions to the best of your ability before looking up the answers provided in the 
answer key.   
 
 
Please indicate whether the following statements are true or false by drawing a circle 
around T (to indicate TRUE) or F (to indicate FALSE). 
 
 True     False 
1.  T F Employee right-to-know rule is administered by OSHA. 
2.  T F MSDS is part of the Hazard Communication rule. 
3.  T F OSHSA inspectors must announce their onsite visits. 
4.  T F DOT HM126F just covers truck drivers. 
5.  T F Forklift training must include hands-on operation. 

 
 
In the following multiple-choice questions, choose the phrase that most correctly 
completes the statement, and check the appropriate box for the corresponding letter in 
front of the phrase. 

 
6. The “no venting” of refrigerants regulation is administered by this agency. 
 
 A. CAA. 
 B. FEMA. 
 C. EPA. 
 D. OSHA. 

 
7. CFC and HCFC refrigerants can only be sold to: 
 
 A. licensed contractors. 
 B. contractors employing an EPA certified technician. 
 C. technicians that are NATE certified.  
 D. technicians employed by bonded contractors. 
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8. Pre-charged components or equipment may be sold to: 
 
 A. non-certified persons but installed by certified technicians. 
 B. EPA certified technicians only. 
 C. licensed contractors only. 
 D. NATE certified technicians. 

 
9. Section 609 of the Clean Air Act covers: 
 
 A. stationary air-conditioning regulations. 
 B. motor vehicle A/C regulations. 
 C. commercial A/C regulations. 
 D. residential A/C regulations. 

 
10. Forklift training under OSHA must be: 
 
 A. reviewed every three years. 
 B. repeated every three years. 
 C. reviewed every year. 
 D. repeated every year. 

 
Special question: What is the “right to know” rule and what must the employee learn? 
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Check Your Answers! 
  
Now compare your answers with those given in the answer key at the back of this book.  
The answer key also directs you to a page in the lesson to review the text for any questions 
you may have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next 
assignment which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 
 
 

mailto:Hardimail@hardinet.org�
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Lesson 9 Overview 

 
 

Buy Low – Sell High. Easier said than done. This lesson discusses purchasing issues and 
introduces the company’s operating statement. 
 
Specific to this lesson – Purchasing For Profitability – you will be introduced to – 
 
 1. Issues to consider in purchasing decisions. 
 
 2. How the discount calculation is made. 
 
 3. Effect of reducing purchase price on profit. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 9 which begins on the next page. 



 Wholesaling 101 
Lesson 9 Page 2 

Lesson 9: Purchasing for Profitability 
 
Purchasing 
 
Buy low – sell high is the motto of almost 
any business. But there is much more to 
purchasing decisions. 
 
Here is a list of concerns that wholesale 
purchasing professionals often consider 
when dealing with a manufacturer-
supplier. 
 
Product Quality – does it give a competitive 
edge or does it have no impact in the 
market? Is it the Lexus or the Kia of the 
industry? 
 
Competitive Pricing – are meaningful 
volume price breaks available?  Is the 
product price competitive? Is preseason 
buying necessary? 
 
Sales Aids – Is there vendor support, 
training assistance in particular, good 
literature, etc.? 
 
Lead Time – Is the lead time long or short? 
How many times has the order been late? 
 
Terms/Billing Policies – (See  
Appendix C for definition of terms.) 
 
Warranty Procedures How difficult is it to 
process warranty claims? 
 
Back orders and over-shipments – how 
frequent? How does one supplier compare 
to the rest? 
 
Handling of Rush Orders – Is the supplier 
good, bad or indifferent to such requests? 
 

Return Policy – Are there restocking fees 
and are they reasonable? 
 
Packaging & Labeling – Is there a useful 
barcode system? Are products well 
protected for shipment? 
 

 
 
So while price is certainly heavily weighted, 
it is the total cost of doing business with a 
firm that must be evaluated. 
 
Those empowered to make purchases for 
the company may turn to the 
manufacturer’s sales representative for 
product specifications, printed catalogs, 
attend trade shows, be prompted by 
advertisements in trade publications, and 
of course conduct research through the 
internet. 
 
Turn & Earn 
 
As explained in Lesson 7, there is a cost 
associated with having inventory on the 
shelves. 
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Purchasing managers must consider the 
cost of having too much inventory versus 
risking a poor service level. Service level 
refers to the number of items requested 
versus the number of items actually 
provided the customer. 
 

 
 
Inventory turns or turnover rate is also an 
important tool for the purchasing 
professional. Consider this simple example: 
Suppose you sell $100,000 worth of start 
capacitors every year with your cost at 
$80,000. If you brought capacitors once a 
year, you would have to pay your supplier 
$80,000 and find room for 8,000 
capacitors. Your inventory would turn once 
per year. 
 
Now suppose you purchase $40,000 worth 
twice a year. You keep $40,000 in the bank 
earning interest, and you only have to find 
room to store 4,000 capacitors. Your 
inventory turns are 2.0.  Thus the cost of 
owning and holding the capacitors goes 
down with increasing turns. 
 
On the other hand, the cost of acquiring 
capacitors goes up with increasing turns as 
frequent ordering in small quantities raises 
operating costs – higher freight, more 
chances of error, stock outs, and in an 

extreme case (involving multiple products) 
perhaps the need to even hire extra office 
people. 
 
A related business tool is turn and earn. 
Here’s the concept: a wholesaler can 
accept lower gross margin on high 
turnover products. Conversely, a 
wholesaler needs high gross margin on low 
turn over products. 
 
In other words, if a product turns 6 times a 
year, a 25% gross margin might be 
acceptable. If another product only turns 3 
times a year a 50% gross profit would be 
needed to produce the same turn and earn 
– 6 x 25 = 150 versus 3 x 50 = 150.  Tracking 
turn and earn for various products may be 
a useful tool for product profitability 
analysis. 
 
The Discount  
 
“We’ll give you another 5!” says the seller. 
While the computer has automated 
financial transactions to the “Nth” degree, 
an understanding of computing multiple 
discounts can be of real value when 
purchasing from a supplier or when selling 
to customers.  
 
If an item lists at $100 which discount 
would you rather get – 50 and 5% or 5 and 
50%? As we’ll see, it makes no difference. 
 
A percent discount is often expressed as a 
multiplier. For instance, a 15% discount is 
the same as a multiplier of 0.85. We simply 
deduct 15% from 100% and divide by 100. 
 
Example: Item costs $150. Discount is 15%. 
The final sell price is 
 
$150 x 0.15 = $22.50 dollars off list price.
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Hence, the sell price is 150.00 – 22.50 or 
$127.50 
 
If we use the multiplier of 0.85 we get the 
results in one step – 
 
$150 x 0.85 = $127.50 
 
 

 
 
Logically, a discount of 20% is a factor of 
0.80; a discount of 30% is a factor of 0.70 
and so forth. But what about multiple or 
chain discounts? They can be combined 
into one factor. 
 
A discount chain of 50 and 5% becomes – 
0.50 (factor) x 0.95 (factor) for a combined 
factor of 0.475. 
 
30 and 10% discounts becomes – 0.70 x 
0.90 for a combined factor of 0.63 
 
Consider this problem: an item lists at 
$98.20 with a posted trade discount of 30% 
and 10%. What the final cost? 
 

Step 1 
 
$98.20 x .30 = $29.46 first discount dollars 
 
Step 2 
 
$98.20 – 29.46 = $68.74 first price 
 
Step 3 
 
$68.74 x 0.10 = $6.874 second discount 
dollars 
 
Step 4 
 
$68.74 – 6.874 = $ 61.866 final price 
 
Or we could use the combined factor to 
compute a final price – 
 
$98.20 x 0.63 = $61.866 
 
(Recall that 0.63 is the combined factor for 
a 30 and 10 chain of discounts.) 
 
 
Cost of Goods Sold 
 
How much does the actual cost of goods 
sold affect a wholesaler’s profitability? 
 
Let’s assume the following for a 
hypothetical single product wholesale 
company: 
 
Sells 10,000 V-belts at $10 each for net 
sales of $100,000. 
 
Cost of V-belts sold is $75,000 ($7.50 each) 
 
The Gross Profit is $100,000 – $75, 000 or 
$25,000. 
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Company expenses are $22,000, so the net 
profit (before any taxes paid) is  
 
$25,000 – $22,000 or $3,000. 
 
Now, suppose purchasing can buy the belts 
for just 1% less, or $7.425 each. 
Everything else remains the same – 10,000 
are sold at $10 each and expenses remain 
at $22,000. 
 
Sales remain at $100,000, but cost of sales 
is now $74,250(10,000 x 7.425) and Gross 
Profit is 
 
$100,000 – $74,250 or $25,750 
 
Deducting expenses of $22,000 and the 
new net profit is $3,750. 
 
Now $3750 – $3,000 (old profit) = $750 
increase which results in a 25% increase 
(750/3,000 = 0.25). 
 
Operating Statement 
 
A distributor’s financial or operating 
statement is simply a financial history of 
the firm’s business activity in terms of net 
sales (dollars coming in) and cost of goods 
sold and operating expenses (dollars going 
out). 
 
The simple exercise presented here 
showing the impact of reducing costs by 
1% is actually one part of a more 
comprehensive inspection of the basic 
operating statement contained in the 
audio file included in your course materials 
and in Appendix D.  
 
You should now proceed to listen to the 
audio file and follow along with the 
examples. 
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Self-Check, Lesson 9 Quiz 
 

You should have read all the material in Lesson 9 before attempting this review. Answer all the 
questions to the best of your ability before looking up the answers provided in the answer key.   
 
 
Please indicate whether the following statements are true or false by checking the 
appropriate box. (Boxes to the left mean true, to the right mean false.) 
 
 True     False 

 
1.  T F Low price is the basis for making good purchasing decisions. 
2.  T F Research is essential for buyers before making purchasing decisions. 
3.  T F Service level refers to items requested by customers but not in stock. 
4.  T F High inventory turns has no negative effect. 
5.  T F The order of taking multiple discounts is important.  

 
 
In the following multiple-choice questions, choose the phrase that most correctly completes 
the statement and check the appropriate box for the corresponding letter in front of the 
phrase. 

 
6. A tool that relates gross profit and inventory turnover is called: 
 
 A. product turns. 
 B. profitability margin rate. 
 C. turn and earn. 
 D. sales minus returns. 

 
7. A 20% discount is the same as a multiplier of: 
 
 A. 0.20. 
 B. 0.80. 
 C. 1.20. 
 D. 1.80. 
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8. A company sells 1,000 limit controls for $60 each. Controls cost the company $40 each. What 
is the gross profit on the controls? 
 A. $10,000. 
 B. $20,000. 
 C. $30,000. 
 D. $40,000. 
 
9. A company expenses associated with the controls business in question 8 was $19,000. Did 
the company make a profit or loss – and for how much?  
 
 A. profit of $1,000. 
 B. profit of $11,000. 
 C. loss of $9,000. 
 D. broke even – no profit/no loss. 

 
10. What should the purchase price of the control be changed in order to earn a profit of 
$6,000, assuming 1,000 are still sold? 
 
 A. $20 or 50% reduction. 
 B. $25 or 37.5% reduction. 
 C. $30 or 25% reduction. 
 D. $35 or 12.5% reduction. 

 
Special question: What does the “Bottom Line” exercise  teach us? 
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Check Your Answers! 

  
Now compare your answers with those given in the answer key at the back of this book.  The 
answer key also directs you to a page in the lesson to review the text for any questions you may 
have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next assignment 
which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 
 

mailto:Hardimail@hardinet.org�
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Lesson 10 Overview 
 

 
Much is expected of business managers today beyond assuring efficient operations of a 
company.  
 
Specific to this lesson – Business Ethics – you will be introduced to – 
 

1. Several scenarios regarding everyday business decisions. 
 
2. The five point ethical test to guide business decisions. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now read Lesson 10 which begins on the next page. 
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Lesson 10: Business Ethics 
 

By James Truesdell, former Association President  
 
The HVACR industry has been blessed 
with a minimum of scandal over its long 
history. Many business relationships are 
based on a handshake, but even lengthy 
contracts cannot prevent – for lack of a 
better term – bad behavior. And don’t 
dismiss corporate “culture” as being 
meaningless in the “real” business world. 
A good reputation generates business. 
 

 
 
 
Scenarios 
 
The specifications called for the unit 
heaters on the large government bid to 
meet certain criteria. The distributor of 
HVAC products who was about to submit 
his pricing knew there was a strong 
likelihood that others quoting might well 
be substituting non-conforming goods 
and that such substitutes were unlikely to 
be discovered. If the distributor stood 
firmly in line with the specifications, it 
might well mean that the bid would be 
lost. The temptation was great to fudge a 
little bit on what would be supplied. 
 
In another situation, a distributor had 
negotiated a special purchase price on 
some fittings in order to meet 

competition on a large upcoming bid to a 
contractor. In the intervening time, however, 
he received an unexpected order for a 
quantity of the same items for the regular 
needs of another customer. If he claimed the 
order was for part of the large competitive 
bid, he would be able to secure the product 
at a lower cost from his manufacturer 
supplier and pocket the extra gross profit. 
 
Another distributor faced a situation wherein 
his sales rep would receive a bonus based on 
meeting certain gross profit goals. A small 
adjustment in the product cost information 
applied to an invoice would mean that the 
sales rep would fall just short of the goal and 
no bonus would be owed. 
 
In all three of these situations, the company 
owner/manager owed an ethical duty – to his 
customer, to his supplier, and to his 
employee. Circumstances were such that he 
probably could avoid his ethical duty and no 
one might be the wiser. But to do so would 
mean ignoring the constraints which morality 
and conscience place upon us all when we 
venture to serve the marketplace and our 
fellow human beings as business 
entrepreneurs. (Not to mention that he might 
also be violating the law.) Consistent with 
being recognized as the most efficient 
channel for going to market, the Market 
Center Distributor will want to be recognized 
as adhering to the highest standards in 
relations with customers, vendors and 
employees. 
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Meeting Standards 
 
Dr. Ray Hilgert, Professor of Management 
and Industrial Relations at the Olin School 
of Business at Washington University in 
St. Louis, is a noted lecturer and teacher 
on the subject of business ethics who has 
been quoted extensively in HVAC and 
industrial distribution periodicals. He finds 
encouragement in the growing concern 
over ethical standards in America. This 
concern has escalated following the 
questions raised in the wake of a number 
of corporation revelations. In his 
assessment, ethical principles are alive 
and well in this country and remain as 
vital elements of our democracy and 
economic system. He also sees a strong 
link between this resurgence and the 
growth of quality improvement 
methodology.  
 
“Ethics and quality are almost 
synonymous,” says Hilgert. “I don’t see 
how it’s possible to have an operating 
quality process without a strong 
commitment to ethical behavior. After all, 
in a customer-centered culture a key 
element is trust. If you haven’t earned 
customers’ confidence over a period of 
time by treating them fairly, then it’s 
going to be difficult to establish that trust 
just because you announce you are 
concerned with ‘quality’.” 
 
“Too often our emphasis on productivity 
and service primarily is driven by a 
concern for the bottom line,” says Hilgert. 
“But how we get there should be as 
important as where we arrive. We need 
to continually ask ourselves if the end 
justifies the means.” 
 
According to Dr. Hilgert, acting ethically in 

business rarely involves a simple choice. After 
all, throughout recorded history, religious 
scholars and ethical philosophers have 
debated questions of morality and immorality, 
and of right and wrong. He sees it as far more 
realistic to consider various levels of ethical 
standards, values, and conduct that are 
available to people in the decisions they make 
in their business or professional lives. To help 
understand this, he and a former colleague 
(the late Dr. Joseph W. Towle) developed a 
model which identifies a number of ethical 
levels and a range of standards that people 
use in their business behaviors. These levels 
include: 
 
• The illegal or illicit ethic. For a small minority 
of people “anything goes,” including violating 
laws in order to achieve their objectives. In the 
business world, greed knows no boundaries in 
the eyes of some people, even to the extent 
that they disregard the law in order to achieve 
profits, cheat someone else, or to attain some 
form of personal gain.  
 
• The legal ethic. This is pushing the law to its 
limits and taking advantage of every loophole 
to achieve maximum gain.  
 
• The pecuniary ethic. Here, achieving for 
one’s own self is the primary goal, with little 
concern for the rights of others. This includes 
running rough-shod over other individuals to 
gain a particular outcome. 
 
• The power ethic. This is based primarily on 
positional and authority relationships 
between individuals and groups. An 
adversarial stance is assumed in an attempt 
to dominate the other party and take 
advantage regardless of the consequences to 
the other side. 



 Wholesaling 101 
Lesson 10 Page 4 

• The situational ethic. Without rejecting 
moral and ethical standards, the 
suggestion here is that right and wrong 
largely resides in the “eye of the 
beholder,” and relativism and contingency 
are used to rationalize behavior which 
may be for the benefit of others, or which 
may become primarily self-serving in 
nature. 
 
• The professional ethic. This includes 
written codes, standards, and principles 
as adopted and practiced by individuals, 
companies, organizations, professions, 
and occupational groups. It recognizes 
multiple relationships of human 
interdependency and responsibilities. 
Rights and claims of others must be 
observed as well as the individual’s own 
objectives and those of his or her 
organization. 
 
• The Judeo-Christian ethic. This is 
concerned with one’s ultimate 
relationship to a supreme being and to 
fellow human beings. This is built upon 
moral principles and teachings which 
emphasize responsibilities, love, and 
concern for others as moral duties. Hilgert 
points out that all of the great religions of 
the world tend to have the same basic 
moral teachings. They imply behavior 
from individuals and organizations that 
are compatible with the needs and 
desires of the community and broader 
society as these may be affected by 
individual and corporate behavior. 
 

 
 
The Five-Point Test 
 
How do we incorporate these ethical 
levels and standards into our daily 

business transactions? Hilgert offers a five-
step test to apply to situations where ethical 
implications are raised. 
 
1.  The public knowledge test – Ask what 
would be the consequences if the outcome of 
a particular decision became known to the 
public, one’s family, the media, or a 
governmental agency. 
 
2.  The long term consequences test – Ask what 
would be the long-term versus the short-term 
outcomes and weigh these against each other. 
 
3.  The examine your motives test – Ask 
whether the motives for a proposed decision 
will serve to benefit the company and others, 
or are the motives primarily selfish in nature 
and designed to harm or destroy other people 
and their interests. 
 
4.  The legal compliance test – Laws, 
regulations, and policies normally are to be 
followed and not broken or ignored. The 
rationale and explanation that “everybody’s 
doing it” and “everybody’s getting away with 
it” are poor excuses if one gets caught 
violating a law, policy, or regulation. 
 
If in doubt, ask someone who knows the law 
or regulations for proper guidance. Legal 
compliance should be just a starting point in 
most ethical decision making. 
 
5.  The inner voice test – This is the test of 
conscience and moral values that has been 
instilled in us since childhood. If something 
inside you says that the choice being 
contemplated is wrong or it may be wrong, 
usually it is wrong; it is prudent then to look 
for a different and better alternative. 
 
Hilgert says these five tests can easily be 
applied to examine the ethical basis of a 
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company’s decision making. For example, 
the “public knowledge” test calls upon us 
to ask if a particular approach improves 
productivity. Can we justify our actions if 
they come out in the media or in some 
public forum? As to the long-term 
consequences test, we might for example 
evaluate a deal with a customer whereby 
we make a quick short-term profit in the 
light of whether it will contribute to 
building a long-term relationship. If not, it 
may be exploitive. If we apply the 
“examine your motives test” to new 
services we are touting, we would ask if  
the actions really improve service or just 
make more money? The “legal 
compliance” test would lead us to ask the 
next step question – “Is it right?” Finally, 
the “inner voice” test leads us to apply 
the traditional Golden Rule (“Do unto 
others…”) to our actions. 
 
Our ability and willingness to address 
these questions are critical to our 
continued development as a civilized 
society. Maybe we have fallen short in 
these areas in recent years. Maybe that’s 
why people are beginning to see 
relevance in moral evaluations of the 
actions of business and government 
decision-makers.  
 
We can demand better of ourselves…and 
the distributor who builds his business on 
close local trust-based relationships has a 
responsibility to show the way. 
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Self-Check, Lesson 10 Quiz 
 

Day-to-Day Business Decisions 
 

You are a Parts and Field Service Representative for a distributor. One of your contractor 
customers asks you to do him a favor and “take a look” at a problem cooling job he’s inherited 
as part of his service work. You visit the home and listen to a noise that convinces you the 
compressor is shot. While not a brand you carry, you do have a compressor that will work. Your 
customer buys the compressor and replaces the old one. A day later, the same “lousy cooling” 
complaint is voiced by the homeowner. A second technician from the contractor’s firm 
discovers an erratic expansion valve.  He replaces the expansion valve and the problem is 
solved. The homeowner is out $1,100. (Compressor not covered in annual maintenance 
contract.) The contractor has spent $600 on the unnecessary compressor. Naively, the 
homeowner asked for nothing believing this was just a series of required replacements for her 
6-year old system. What action (if any) would you take as the parts/service rep? 
             
             
             
             
             
             
             
               

 
 

Check Your Answers! 
  
Now compare your answers with those given in the answer key at the back of this book.  The 
answer key also directs you to a page in the lesson to review the text for any questions you may 
have missed. 
 
When you are satisfied you understand the questions missed, proceed to your next assignment 
which starts on the next page. 

 
Do you have any unresolved questions on this lesson? 

 
Fax your questions to 614-345-9161 or email to 

Hardimail@hardinet.org. 

mailto:Hardimail@hardinet.org�
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YOU ARE NOW READY TO TAKE 

YOUR ONLINE UNIT 

EXAMINATION, EXAM #2. 

GOOD LUCK! 
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Appendix A: A Quick History of the  
HVACR Industry 

 
Henry Ford was quoted as saying 
“history is bunk.”  Mr. Ford, however, 
then proceeded to build a mammoth 
museum explaining the history of 
technology with emphasis on the 
automotive industry – of course. 
 
What Mr. Ford meant by his 
statement was that history as written 
by outsiders – historians – tended to 
be conjecture and romance. Here is a 
quick history of the industry, and it is 
not conjecture and romance. It is a 
review of the changes in technology 
that resulted in today's modern 
heating-cooling-refrigeration 
industry. 

 
Energy has been the cornerstone of 
the HVACR (Heating, Ventilating, Air-
Conditioning, and Refrigeration) 
industry. The change from wood and 
coal to oil, gas and electricity brought 
about great changes in heating, 
cooling and refrigeration. Today's 
environmental concerns will no 
doubt result in more changes. It is 
well to remember that in a dynamic 
industry such as ours, change is 
inevitable. By recognizing past 
changes, you'll be better prepared to 
recognize and accept future changes 
as they occur. 

 
Heating, cooling and refrigeration is 
an essential part of a modern society. 
Considered a defining 20th Century 
technology, air-conditioning was a 
featured exhibit at the prestigious 

National Building Museum in Washington, DC 
from May 1999 to January 2, 2000. 

 
The Heating, Cooling and Refrigeration industry is 
not a particularly large industry but it is an 
important one.  About 6 million central air-
conditioning systems and 1.2 million heat pumps 
worth billions of dollars are installed each year. 
Over 3.5 million gas furnaces are sold annually as 
are 8.7 million domestic refrigerators. Several 
hundred thousand unit coolers, commercial 
refrigeration fixtures and icemakers are sold as 
well. 
 
The HVACR industry has had a major impact on 
the North American economy and the way we 
live. 
 
Almost half the food sold today requires 
refrigeration or it would spoil. It is a fact that in 
non-industrialized nations, more food spoils than 
is consumed. The widespread application of 
refrigeration as used in North America could 
technically eliminate hunger in the world with no 
change in food production. 

 
Air-conditioning has literally revolutionized the 
way we live and where we live.  Air-conditioning is 
essential in the pharmaceutical, textile and 
printing industries. Mainframe computers would 
cease to function without air-conditioning. 
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Air-conditioning made possible the 
rapid development of the Southwest, 
Southern California and Florida. Thus, 
whole communities exist today 
because air-conditioning made areas 
livable. 
 
Refrigeration is used in 
petrochemical plants and oil 
refineries.  
 
Dehumidifying air before it enters a 
blast furnace improves the quality of 
steel. 
 
Cold treatment of metals can 
improve certain needed properties. 
Importation of liquefied natural gas 
is made possible through the use of 
extremely low temperature 
refrigeration called cryogenics. 

 
Nine out of every ten new 
automobiles are equipped with 
factory air-conditioning.  If we are 
indeed a nation on wheels, we are 
also a nation on wheels enclosed in 
an air-conditioned environment. 
 
 
Coal and Ice Heritage 
 
Obviously, heating, cooling and 
refrigeration was not always a 
particularly important business in our 
economy. To understand the changes 
and how we got to be where we are 
today, perhaps the coal and ice 
company of the recent past can be 
used as a point of historical 
reference. 
 

 

 
 

Just as many of today's automotive 
manufacturers, dealers, and repair shops can 
trace their origin back to a carriage blacksmith 
shop; a number of modern-day HVACR firms grew 
out of the old coal and ice business. 
 
Coal and ice was an essential business in the east 
and Midwest at the turn of the century. Following 
the Civil War, coal had become the most popular 
fuel, and ice – first natural and later 
manufactured – was in great demand to preserve 
food. The coal and ice business mix afforded a 
company a year-round business activity. 
Essentially every home, store, and commercial 
building was a dependent customer. Coal and ice 
companies simply competed among themselves 
for market share. 

 
 

Winds of Change 
 
By the time of the Civil War, steam power and gas 
illumination were fairly common in major cities. 
Following the war, America entered the golden 
age of the mechanical arts and numerous key 
inventions resulted. 
 
Small manufacturers were already producing 
parlor stoves, cook stoves, and other iron devices 
and they were being sold by tinner/hardware 
stores.  Ice was in great demand. Natural ice from 
the North’s frozen lakes was covered with 
sawdust and sent south and even overseas. 
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But by 1880, there were at least 3000 
patent applications for ideas on 
icemakers. The progressive ice 
company soon added refrigeration to 
make “artificial” ice even in the face 
of some consumer reluctance to use 
“man-made” ice. 
 
Coal continued as a principle heating 
fuel until to the Second World War.  
However, oil burners were 
introduced early on, and by 1930 
over 500,000 homes were heated 
with oil. Some thoughtful coal 
dealers became oil dealers. 
 
Gas furnaces were demonstrated as 
early as 1890. Gas finds in Texas and 
Louisiana in 1925 helped spread the 
use of natural gas as a heating fuel. 
But it was really World War II and the 
enormous demands for fuel that 
launched the natural gas boom. By 
1951, the more than 315,000 miles 
of gas pipeline exceeded the total 
mileage of all U. S. railroads. 
 
Another source of energy, electricity, 
was introduced into homes for 
lighting at the start of the new 
century. In those early days, 
electricity was only supplied at night 
since there were no daytime 
appliances requiring electricity. 
 
The development of the small 
electric motor made possible the 
introduction of the automatic 
household refrigerator. The home 
refrigerator became popular in the 
1920s with one manufacturer 
producing one million machines in 
1929. 

 
To the coal and ice firm of the 1920s, the 
introduction of the refrigerator meant the demise 
of the residential ice market. The introduction of 
gas and oil as heating fuels also added new 
business competition. 
 
Some coal and ice firms began to sell coal stokers 
to their customers in order to compete against 
“automatic heat” promotions of the oil and gas 
interests. The stoker business for some evolved 
into the heating equipment business. 
 
In the meantime, commercial use of ice also 
began to decline as commercial refrigerators and 
fixtures were marketed. The first supermarket 
featuring refrigerated display cases opened in 
1931. 
 
In the 1920s, another technology – combining 
both refrigeration and heating know-how – 
emerged. Air-conditioning was first installed in 
movie houses and then department stores. 
Singular attempts at air-conditioning had been 
attempted even before the turn of the century 
but in the 1920s it was a proven concept. 

 
As the 1930s began, some furnace contractors 
began installing residential air-conditioning 
systems – or systems "prepared" for air-
conditioning. 
 
 
Continuing Evolution 
 
World War II temporarily delayed the growth of 
all consumer product sales but after the war, a 
sales bonanza occurred. By the mid 1950s, the 
heating, cooling, refrigeration industry as we 
know it today had been clearly established. 
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Many coal and ice companies who 
believed they were in the business of 
selling coal and ice – nothing else – 
simply went out of business. A few 
survive today to service specialized 
markets. Others made the transition 
along with newly formed companies 
in providing distribution, sales and 
service of heating, cooling and 
refrigeration products. 
 
Today, more than one thousand 
different HVACR products are 
marketed by over 2,000 
manufacturers. Several hundred 
thousand people are employed in the 
manufacture, distribution, sale, 
installation and service of heating, 
cooling, and refrigeration machinery. 
 
Even with such a remarkable history 
of rapid growth and progress, experts 
predict even greater growth and 
change for the future.  New and 
better products based on different 
technologies are sure to arrive. 
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Appendix B: Shipping Terms & Checking-in Freight 
 
The meaning of common shipping terms. Note who owns the freight in transit. 
 

F.O. B. Origin, Freight Collect 

Owns goods 
in transit 

Pays freight 
charges 

Bears freight 
charges 

Files any 
claims 

Wholesaler Wholesaler Wholesaler Wholesaler 

 
F.O. B Origin, Freight Prepaid 

Owns goods 
in transit 

Pays freight 
charges 

Bears freight 
charges 

Files any 
claims 

Wholesaler Supplier Supplier Wholesaler 

 
F.O.B. Origin, Freight Prepaid and Charged Back 

Owns goods 
in transit 

Pays freight 
charges 

Bears freight 
charges 

Files any 
claims 

Wholesaler Supplier 
(adds to 
invoice) 

Wholesaler Wholesaler 

 
F.O.B Destination, Freight Collect 

Owns goods 
in transit 

Pays freight 
charges 

Bears freight 
charges 

Files any 
claims 

Supplier Wholesaler Wholesaler Supplier 

 
F.O.B. Destination, Freight Prepaid 

Owns goods 
in transit 

Pays freight 
charges 

Bears freight 
charges 

Files any 
claims 

Supplier Supplier Supplier Supplier 

 
F.O.B Destination, Freight Collect and Allowed 

Owns goods 
in transit 

Pays freight 
charges 

Bears freight 
charges 

Files any 
claims 

Supplier Wholesaler  
(deducts from 

invoice) 

Supplier Supplier 
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Checking-In Freight 
 
Shortages 
 
Scanning shipment with bar code labels meeting industry standards can be effective in 
uncovering shortages. 
 
• Count carefully, always with an eye on the loss to your firm if you should overlook a shortage. 
 
• Look for carrier notations on the delivery receipt for indications of damage or shortage at 
interchange points. 
 
Example: (PC 1-S – meaning previous carrier l short or 1 D – meaning one damaged. 
But, do not rely on these notations if they appear on receipt. Make your own inspection. 
 
• If shipment is palletized or unitized, sign for the number of pallets or units when cartons 
cannot be counted. 
 
• On pilfered cartons, take an inventory of contents with driver. 
 
• When receipting, sign for the number of pieces received, even though it will usually be 
identical with the total quantity appearing on the bill. 
 
Example: Rcd. 17 pcs. 
 
• When shortages occur, make certain that this is noted clearly: for instance, the freight bill , 
the packing list, or your order may identify precisely which item is short. 
 
Example: Rcd. 16 pcs. One 844 filter-drier short. 
 
• Driver must sign all copies 
 
 
General: Record the seal number of a trailer-load, as a shortage.  It can then be indicated as 
originating with the shipper. 
 
 
Visible Damage 
 
• Inspect during delivery.  Look for evidence of damage or pilferage. 
 
• Look for broken, crushed, rattling, or torn packages, broken glass, creases, cuts, dents, 
holes, loose articles, wet spots, etc. 
 
• If possible, look inside trailer for evidence of damage, shifting, leaking, broken bags, or 
leaking drums. 
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• Insist on opening any package with evidence of damage in the driver’s presence. 
 
• If damage is on a rail shipment, call for an inspection prior to unloading and confirm in 
writing. 
 
• When damage to contents is clearly seen, detail precisely the extent of such damage. 
 
Example: Rcd. 17 pcs. One upflow furnace #825 dented on left rear panel area, approx. 8” 
round. 
 
• If damage or abuse of the containers shows, but the condition of the contents cannot be 
determined without breaking open the container, be sure to note this condition. 
 
Example: Rcd. 17 pcs. Two cartons crushed and water-soaked. 
 
• Driver must sign all copies. 
 
• Take pictures of damaged merchandise and of trailer or car if lading (freight) badly shifted and 
damaged. 
 
 
General: Accept all damaged merchandise unless it is worthless or where it may contaminate or 
damage other merchandise. 
 
 
Concealed Damage 
 
You are now negotiating in a highly deregulated transportation industry, but the old “rules” 
are still a good benchmark. 
 
• Open all packages within 15 days. 
 
• If damage is discovered after driver leaves, or after signing for damaged outer container and 
finding damage to contents, or after signing with no indication of abuse, stop unpacking and 
call carrier immediately. 
 
• Confirm request for inspection in writing with 15 days of delivery by certified mail, return 
receipt requested. 
 
Note: Why 15 days? It’s an old and arbitrary rule that creates a presumption that if not 
reported within 15 days of delivery, you caused the damage! 
 
• Make certain that you retain the original container, including inserts, partitions and internal 
packaging in the same locality (try not to move) for the inspector to check. 
 
• Never dispose of the salvage nor institute repairs prior to inspection by the carrier. 
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• Be prepared to offer an estimate of the cost of repairs or such alternatives as return to the 
shipper for repair; or sales “as is” at a reduce prices, and so on… 
 
Note: There is a legal obligation for your firm to reduce the loss to the carrier to a minimum. 
 
• If a carrier inspects, request a copy of all inspection reports made. 
 
• Take exception to any remark in the inspection report, if you do not agree. 
 
• If the carrier does not inspect within 30 days of your request, make a detailed inspection 
report with pictures. 
 
General Instructions 
 
Have Available – 
 
• Carbon paper so notations and signatures will be identical on all copies of the freight bill. 
 
• A digital camera so you can take immediate pictures if necessary. 
 
 
Do Not – 
 
• Do not reject the shipment… 
 
Unless 
 
• The shipment is “practically worthless” considering the cost of repair, salvaging, etc. 
 
• You take pictures. 
 
• You get the driver to acknowledge and confirm the damage. 
 
• The shipment may contaminate or damage other freight in your place of business. 
 
• Do not accept deliveries without inspection. (Writing “subject to inspection” on the delivery 
receipt does not protect you.) 
 
• Do not give opinions as to possible causes of damage – report only the facts! 
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Appendix C: Common Sales Terms Explained 
 

Every salesperson should be familiar with the terms of sale used by his company or used by 
suppliers to his company. Here is a review of some of the common sales terms used in North 
America. 
 
A cash discount is a deduction allowed for the prompt payment of an invoice. The terms of the 
agreed cash discount and the number of days that the terms are valid are stated on the 
invoice. Credit terms for cash discounts may be stated in many different ways. 
 
The terms of an invoice are usually valid for a specific period of time. If there are no terms 
stated, or if the terms simply state “net,” then the full amount of the bill is understood to be 
due and payable within 30 days.  If the terms state “2/10,” this means that a 2% discount will 
be allowed if the bill is paid in 10 days. Otherwise, the full amount is due within 30 days from 
the date of the invoice. All terms begin on the day after

 

 the date appearing on the invoice, 
except those terms which are specially dated from receipt of goods or have an “as of” . . .  
designation.  For example, if the terms are designated as “3/10” and the date on the invoice is 
April 10, then the 10 days are counted beginning on the 11th. Thus, your dealer-contractor 
customer may have until April 21 to pay his bill and receive the 3% discount.  If the bill is not 
paid by April 21, the discount is not allowed, and the full amount is due by May 10, 30 days 
after the date of the invoice. 

Net, or net 30, means the invoice must be paid no later than 30 days from the date of the 
invoice; it will be past due if not paid by that date; it may be subject to an interest charge for 
late payment; and no discount may be taken off the list price. Net 30 may also be written as 
“N/30.” 
 
EOM means “End of the Month,” and terms marked EOM are computed from the end of the 
month when the purchase is made rather than from the date on the invoice. For example, if 
the invoice is dated September 15 with terms 2/15 EOM, then the date begins at the end of 
the month. Your customer begins counting from the first day of the next month. In this case, 
he may pay by October 15 and still deduct the 2% discount. 

 
A further extension of time is sometimes granted if the invoice is dated the 25th of the month 
or later. In this case, the period of counting begins with the first day of the following month. 
For example, if the date on an invoice is December 28, and the terms state 2/10 EOM, then the 
due date would be February 10 rather than January 10. It is important to remember that only 
EOM datings have this commonly accepted rule. 
 
ROG (Receipt of Goods) datings are counted from the date that the goods are received, rather 
than from the date of the invoice. When a firm receives merchandise, a waybill is signed or bill 
of lading from the transportation company, which signifies that the firm has received the 
merchandise. The transportation company notes the date the goods were delivered and a copy 
is returned to the vendor. Thus, the vendor knows the date the goods were received. For 
example, suppose an invoice is marked 3/15, ROG, and is dated September 4. The goods are 
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actually received by your company on October 1. In this situation, your firm must pay the 
invoice on or before October 16 to be eligible for the discount. 
 
Such terms are sometimes given by a vendor when the customer is a long distance from the 
warehouse or source of supply. It also gives the company an opportunity to see the goods 
before paying for them without penaly on a discount. 

 
Extra datings are extended terms given on merchandise to help a business over a financially 
weak period without penalty on discounts. Extra datings are usually given for periods of 30, 60, 
or 90 days, and in some instances for 120 days. Thus, an invoice dated August 21, with terms 
2/10, 60X or 60 Extra, would mean that the wholesaler could pay by October 30 and still 
deduct the 2% discount. 

 
As of (date) datings mean that the date on the invoice is disregarded and begins with the date 
specified. It is another way of assisting a customer in a period when he does not wish to make 
payments. He is still not penalized on a discount. An invoice dated March 14, with terms 3/10 
as of July 1, would mean that the due date would be July 11, not March 24.  The merchant 
could still deduct the 3% discount if the invoice is paid on or before July 11. 

 
Anticipation is the practice of paying a bill before the due date in order to receive an extra 
discount bonus. The interest for prepayment is normally the same as the interest fine for 
overdue payment. The number of days in advance of the due date is calculated and discounted 
in addition to the discount given in the terms. Thus, if a bill is due on September 5 and is paid 
on August 6, this would be 30 days of anticipation. If a company’s late payment charge was say 
6%, anticipation would be figured as 30/360 x .06,  or as 1/12 x .06 = .005. This extra 0.5% 
would be deducted from the bill in addition to the regular cash discount offered in the 
company’s terms. (Typically 360 days is assumed in a year when figuring anticipation and 
overdue bills.) The interest for anticipation may vary, just as the interest for a late payment 
varies with different companies. 
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Appendix D: Growing the Bottom Line 
 
Most of us who are not in the business for ourselves have limited knowledge of accounting, or 
in basic terms, how to keep financial track of a business. Most of us know little of the inter-
relationships among what business consultants call the four profit variables—sales volume, 
sales price, cost of goods sold and expenses—on a company’s bottom line. Of course, profit is 
what keeps a company in existence.  
 
The purpose of this, your final lesson, is to provide you with valuable information to help make 
your job a bit easier and hopefully a bit more interesting. Along the way this should make you 
personally more valuable to your company.  
 
In addition to the worksheets that follow, you will need a pencil and the audio file that came 
with this course. (If you do not have access to the audio file, you can find a complete transcript 
of the audio file as an appendix in the back of this book.)  
 
At a very measured pace you will listen to the lecturer Mr. Evans as he walks you through a 
series of easy to follow exercises. There is also a printed recap at the end of the lesson.  
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What Really Helps (or Hurts) Your Company’s 
Bottom Line:  

Participant Workbook  
 

Before you start 
 
In addition to this booklet, you will need a pen or pencil, a CD player, and the CD entitled What 
Really Helps (or Hurts) Your Company’s Bottom Line. 
 
This is not a test.  You are also not being timed.  The whole purpose of this exercise is to 
provide you with valuable information about the wholesale business to help make your job 
easier and more interesting --- and to make you personally more valuable to your company. 
 
You can re-play the program for review and reinforcement. 
 
Also, keep your booklet.  It summarizes the key points of this Business Basics session and can be 
useful for future reference. 
 

 
 
 
 

NOW --- 
 
 

Play the audio file and turn this page …. 
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THE OPERATING STATEMENT 
OF ECON-SUPPLY COMPANY 

 
Item Dollars 

(a) Net Sales …………………. 
              (10,000 items at $10 each) 
 
(b) Less: Cost of Goods Sold… 
              ($7.50 per item) 
 
(c) Gross Profit ……………… 
 
(d) Less: Expenses …………... 
 
(e) Net Profit Before Taxes ….  

$100,000 
 
 

-75,000 
 
 

$25,000 
 

-22,000 
 

$3,000 
 
 

SOURCE: All examples prepared by Dr. Donald S. Foster.  Used with 
permission of Management Foresight, Inc. 
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WHAT HAPPENS IF ECON-SUPPLY LOWERS ITS 
SELLING PRICE BY 1%. 

 

 
Item 

(1) 
Selling Price 

Change To $9.90 
Each 

(2) 
Results Before 

Any Change 

(a) Net Sales ……. (10,000 
items at $9.90 each) 
 
 

(b) Less: Cost of Goods 
Sold……… 
(10,000 items at $7.50 each) 
 
(c) Gross Profit … 
 
 
(d) Less: Expenses  
 
(e) Net Profit Before 
Taxes ….  
 
(f) % Change in Net 
Profit Before Taxes 

 
 

(a) 
 
 
 

-75,000 
 

 
(c) 

 
 

 
 

-22,000 
 
 

(e) 
 
 

33-1/3% 

 
$100,000 

 
 

-75,000 
 
 

$25,000 
 
 

-22,000 
 
 

$3,000 
 
 

0% 
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But ….  
WHAT HAPPENS IF ECON-SUPPLY INCREASES 

ITS SALES VOLUME BY 1% 
 

Item 

(1) 
Volume  

Change To  
10,100 items 

(2) 
Results Before 

Any Change 

(a) Net Sales ……. (10,100 
items at $10 each) 
 
 

(b) Less: Cost of Goods 
Sold……… 
(10,100 items at $7.50 each) 
 
(c) Gross Profit … 
 
 
(d) Less: Expenses  
 
(e) Net Profit Before 
Taxes ….  
 
(f) % Change in Net 
Profit Before Taxes 

 
 

(a) 
 

 
-                 (b) 

 
 
 
 

(c) 
 
 
 
 

-22,000 
 
 

(e) 
 
 

+8-1/3% 

 
$100,000 

 
 

-75,000 

 
 

$25,000 
 
 

-22,000 
 
 

$3,000 
 
 

0% 
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WHAT HAPPENS IF ECON-SUPPLY SAVES 1% 
ON COST OF GOODS. 

 
 

Item 

(1) 
Cost of Goods 

Change to $7.425 
Each 

(2) 
Results Before 

Any Change 

(a) Net Sales ……. (10,000 
items at $10 each) 
 
 

(b) Less: Cost of Goods 
Sold……… 
(10,000 items at $7.425 
each) 
 
(c) Gross Profit … 
 
(d) Less: Expenses  
 
(e) Net Profit Before 
Taxes ….  
 
(f) % Change in Net 
Profit Before Taxes 
 

 
 

$100,000  (a) 
 

 
-                 (b) 

 
 
 
 

(c) 
 
 
 
 

-22,000 
 
 

(e) 
 
 

+25% 

 
$100,000 

 

 
-75,000 

 
 
 

$25,000 
 
 

-22,000 
 
 

$3,000 
 
 

0% 
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WHAT HAPPENS IF ECON-SUPPLY REDUCES 
EXPENSES BY 1% 

 
 

Item 

(1) 
Expense Change to 

$21,780 
(2) 

Results Before 
Any Change 

(a) Net Sales ……. (10,000 
items at $10 each) 
 
 

(b) Less: Cost of Goods 
Sold……… 
(10,000 items at $7.50 each) 
 
(c) Gross Profit … 
 
(d) Less: Expenses  
 
 
(e) Net Profit Before 
Taxes ….  
 
(f) % Change in Net 
Profit Before Taxes 
 

 
 

$100,000  (a) 
 

- $75,000  (b)        
 

 
 
 

$25,000  (c) 
 
 
 

-               (d) 
 
 

(e) 
 
 

+7-1/3% 

 
$100,000 

 
-75,000 

 
 
 

$25,000 
 
 

-22,000 
 
 

$3,000 
 
 

0% 
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COMBINED IMPROVEMENT IN PROFIT AS A RESULT OF 
1% IMPROVEMENT IN SALES VOLUME, SALES PRICE, 
COST OF GOODS SOLD AND EXPENSES FOR ECON-
SUPPLY. 

 
Item 

(1) 
Results  

After 1%  
Change 

(2) 
Results Before 

Any Change 

(a) Net Sales ……. (10,100 
items at $10.10 each) 
 
 

(b) Less: Cost of Goods 
Sold……… 
(10,100 items at $7.425 
each) 
 
(c) Gross Profit … 
 
(d) Less: Expenses  
 
(e) Net Profit Before 
Taxes ….  
 
(f) % Change in Net 
Profit Before Taxes 

 
 

$102,010 
 
 

- $74,993 
 

 
 
 
 
 

$27,017 
 
 
 

-21,780            
 

$5,237 
 
 

% (f) 

 

$100,000 
 
 
 

-75,000 
 
 
 
 
 

$25,000 
 

-22,000 
 
 

$3,000 
 
 

0% 
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Recap … 
 
A distributor’s operating statement is simply a financial history 
of the firm’s business activity in terms of: 
 
• Dollars coming in – known as net sales 
• Dollars going out – payment for the goods purchased PLUS 

operating expenses 
 
The example HVACR firm Econ-Supply experienced a dramatic 
33-1/3 percent drop in profit when prices were cut only a tiny 1 
percent. 
 
On the other hand ----- 
 
A one percent increase in sales volume and sales price coupled 
with a 1 percent reduction in cost of goods purchased and 
operating expenses, resulted in an overall improvement in 
profit of a dazzling 74.8 percent for Econ-Supply. 
 
In terms of dollars, this would mean a previous profit of $3,000 
would increase by $2,237 for a new profit of $5,237. 
 
Your own company may not exactly match the experience of 
Econ-Supply but the tread is clear.  Everyone in a wholesale 
company can affect it in a big way! 
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HOW CLOSE DOES YOUR COMPANY MATCH THE ECON-SUPPLY 
EXPERIENCE? 

(Optional Exercise) 
 

Item Your Company 
Results Before 

Any Change 

Your Company 
Results After 1% 

Change  
 

(a) Net Sales…. 
 
 

(b) Less: Cost of Goods 
Sold 
 
 

(c) Gross Profit.… 
 
 

(d) Less: Expenses.... 
 
 

(e) Net Profit Before Taxes  
 
 

(f) % Change in Net Profit 
Before Taxes  

 
 
 

- 
 
 
 
- 
 

 
 
 
 
 

- 
 
 
 
- 
 
 
 

 
 

% 
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SOME IDEAS ON HOW TO ACCOMPLISH  
GREATER PROFITABILITY 

 
These ideas were contributed by wholesalers from all over North America during 
a special round table idea exchange.  Can you add to the list? 
 
Ideas to improve Sales and Purchasing 

• Classify customers by profitability potential, rather than by potential dollars of sales. 
• Classify customers by geographical area; then make sure the delivery truck is full, by 

contracting geographically convenient accounts without orders, to see what is needed --
- since the truck is going to be in their area anyway. 

• Make everyone a salesperson, starting with the receptionist, and including counter 
people and delivery people. 

• Have inside salespeople occasionally make service calls. 
• Train each counterperson to be responsible for a group of products and to write brief 

sales pitches with copies to all counter people.  During slow periods each day, have 
counter people make telephone calls to customers to tout these products. 

• Consider having an incoming toll-free line direct to the city order desk, bypassing the 
switchboard, but monitor toll-free usage. 

• Make sure all sales people receive proper training.  Manufacturers must play a large role 
in the area of product training. 

• Pay more attention to sales “tools,” such as catalogs, manufacturer brochures, etc.  
Avoid lost sales and/or wasted time caused by outdated or inadequate literature. 

• Make sure electronic data processing identifies your high gross profit products and high 
gross profit customers; then get information into the hands of sales people so they can 
concentrate on both. 

• Establish a system to concentrate on moving obsolete inventory --- separate from 
regular sales. 

• Consider billing twice a month, with two different discount dates (one for each billing), 
to short receivables. 

• Schedule purchases; don’t purchase on a “fire” basis. 
• Maintain a separate department for Inventory Control – one which has no duty except 

to monitor specific items and compute usage, then suggest lead times and quantities to 
buyers. 

• Review profitability of lines regularly. 
• Add your ideas here: 

________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________ 
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….. MORE IDEAS 
 
Ideas to Reduce Expenses 

 
• Reduce the size of vehicles used for local delivery. 
• Convert vehicles to diesel engines or natural gas. 
• Organize delivery schedules and routes in the most logical manner. 
• Give customers incentives (perhaps discounts) for picking up orders. 
• Avoid sending wrong material by making sure all carton markings are easily read. 
• Consider an incentive program, for fewer/“no” picking errors. 
• Use door switches to control warehouse unit heaters. 
• Make sure all managers have a yearly budget --- and then receive quarterly updates.  

Correct problems on a quarterly basis. 
• Hold staff meetings (including counter and warehouse personnel, not just managers) on 

a regular basis. Use “teamwork” approach for problem solving. 
• Take other steps to improve communications between counter and warehouse 

personnel, to maximize cooperation and productivity. 
• Shop for insurance and other services price breaks. 
• Conduct structured meetings with supervisory personnel on a routine basis. 
• Ask employees for their ideas, get them in writing, and have an employee committee 

review proposals.  Consider awards, maybe cash, for dollar saving and profit improving. 
• Effective administration starts with good budgets, so develop sound, workable ones.  

Don’t just go “last year’s plus 10%.” 
• Review budgets regularly. 

 
• Add your ideas here: 

________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________ 
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________
________________________________________________________________________ 
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Printed script for: 
 
What really helps (or hurts) your company's bottom line 
 

(First Voice) Hello! I’m John Evans your seminar leader, and I’m going to 
get right to the point. 
 
It’s true! You can’t run a wholesale business strictly by the 
numbers. Wholesalers cannot ignore . . . 
 
An understanding of markets . . . 
 
products . . . 
 
customer needs . . . 
 
and competition. 
 
On the other hand, a failure to manage a wholesale business 
without recognizing financial realities could easily result in a 
business failure. 
 
In this presentation, we want to explore with you the fact 
that very small changes in a wholesaler’s operation can have 
a big impact on that very important bottom line. 
 
You can follow along with your booklet — and keep your 
pen or pencil handy. We’ll ask you to jot down a few 
numbers as we go along. But don’t worry about time. You 
can have all the time you want. In this seminar, you can 
control the pace. 
 

 (Second Voice) 
Excuse me sir!  I’m Jeff Reason and I’m new in the sales 
department. I don’t think I should be in this seminar. I don’t 
know anything about company finances and I’m not so sure I 
should. 

(First Voice) 
Jeff, I’m glad you interrupted me right at the very onset and 
brought this question up. First of all, please don’t think this 
is a seminar on finance. That’s an accountant’s term, and 
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we’re not accountants. This is a seminar on operations — 
the very basic things we do in this company, in our every day 
work and decisions. But every employee — even part-time 
help — should understand about company profitability.  And 
by the way, there’s almost always an awful lot of 
misunderstanding about company profits. 
 
For example: Jeff, how much profit do you think a typical 
heating and air-conditioning wholesaler makes, as a 
percentage of sales, and before paying taxes? 

(Second Voice) 
I ready don't know, but I’d guess 10 to 20 percent. 
 

(First Voice) 
Would you believe less than 2 percent Jeff?  It’s true, based 
on computer - analyzed data from wholesalers of our trade 
association — Heating, Airconditioning & Refrigeration 
Distributors International (HARDI).  The before-tax profit for 
a typical company last year was just 1.94 %.  That’s less than 
two pennies on every sales dollar, and that’s not very much. 
And as you know, profit is what keeps your company going 
and growing. 
 
Profit is so small and sensitive that a lot of things you are 
responsible for in your company can have a big influence on 
whether profit goes up or down. So, please believe me when 
I tell you that what we’re going to cover is of great 
importance to every employee. 
 
So, let’s get back on track here — but please Jeff, feel free to 
interrupt again if you have any doubts or are confused. 
 
On page 1 of your booklet, you should find a simplified 
operating statement for a hypothetical wholesale firm. 
 
What this report tells us is the business history of a company 
for a month, 6 months, or a year in terms of money — 
dollars coming in –  the income from all sales . . . and dollars 
going out, to pay for goods sold and operating costs. 
 
What is left over is called profit . . . profit, that is, before 
Uncle Sam takes his share. 
 
For simplicity, let’s assume this wholesale firm —  
Econ-Supply — sells only one kind of item. . . 
 
Registers . . .  
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Refrigerant . . . or  
Thermostats. 
 
Whatever you care to assume, this firm sells $100,000 worth 
every year. Net sales dollars is at the top of page 1. Find 
item (a) — net sales – and opposite it — $100,000. 
 
In case you’re wondering, net sales is what’s left, after all 
returns have been considered. 
 
Please note, we are assuming this firm sells 10,000 items — 
10,000 registers, 10,000 cans of refrigerant, thermostats, 
etc. — at $10 each. 
 
Line (b) on our statement shows (we are still on page 1 now 
and (b) is just below net sales) that Econ-Supply buys those 
items for $7.50 each from his supplier. 
 
Thus, Econ’s cost of goods sold is $7.50, times 10,000 items, 
or a total cost of $75,000. 
 
Now the difference between line (a) and line (b) is called the 
gross profit for the company which in this case is $25,000. 
You can find $25,000 gross profit on line (c). 
 
Depending upon the exact type of business you’re in and 
even the part of the country you’re from, you may hear 
gross profit referred to as gross margin, gross profit margin 
or just plain old margin. It’s simply the difference between 
what an item is sold for and what the firm has to pay for the 
item in the first place. 
 
To repeat, Econ’s gross profit is obtained by subtracting 
$75,000 from our net sales of $100,000. 
 
This, of course, is not our final or net profit because we have 
not deducted any costs for wages, rent, light, heat and all 
those other expenses resulting from operating a wholesale 
business. 
 

(Second Voice) 
Mr. Evans — Jeff Reason again Do you mean to tell me that 
out of sales totaling $100,000 this company only has 
$25,000 left over to pay everybody; to pay for the 
warehouse, trucks and all the other stuff it takes to run a 
wholesale business? 

(First Voice) 
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That’s right Jeff.  In fact, if you look on line (d) you’ll find the 
expenses for Econ-Supply listed at $22,000. 
 
We must subtract these costs from our gross profit to find 
out what’s left over, or what our profit is — again, before 
paying taxes. 
 
If you look at line (e) on page 1, you'll see a net profit before 
taxes of $3,000. 
 
In this case, we obtained this number by subtracting 
expenses of $22,000 from our $25,000 gross profit. 
 

(Second Voice) 
Mr. Evans! 

(First Voice) 
Yes Jeff. 
 

(Second Voice) 
Let me see if I got this straight and then I’ll keep quiet for a 
while. 
 
Out of sales of $100,000, this firm’s profits were only $3,000 
— which figures out to be 3% of sales — and this is higher 
than the typical wholesalers of our industry. 
 

(First Voice)  
 
That’s right. 
 

(Second Voice)  
You also mentioned this was before taxes. How much tax 
might a firm have to pay on profits of $3,000? 

(First Voice) 
Jeff, the tax laws are always changing and they are complex, 
but it is quite possible that this firm might have to pay Uncle 
Sam almost $500 of that $3,000 profit. 
 
You might also be interested to know that corporations 
making over $100,000 in profit must pay almost half in taxes 
— 46 % to be exact. 
 
But this isn’t a seminar on taxes and I would like to get back 
to the subject at hand — Econ-Supply Co. and its operating 
statement. 
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Now then — and this is very important — there’s another 
really useful way of looking at page 1. That’s because it 
shows four things, that we like to call the common sense 
profit variable.  And by that I mean there are four things 
which, if you change them — either one at a time, or 
together — will have an effect on your profits. That is, you 
can vary your profits, by changing these things.  Also — and 
I’m sure you’ve already thought of this — you can either 
increase or decrease your profit, depending upon which

 

 
profit variable you change, and in which direction — for 
better or worse — you can change it. 

Two of these profit variables are combined in the very first 
line of page 1 — the Net Sales line.  Net sales, remember, is 
made up of two parts — the price you receive for each item 
and how many items you sell.  Naturally, in most cases we’d 
like to sell more items, and if possible sell each item at a 
somewhat higher price. But sometimes for any number of 
reasons the price we ask may be somewhat lower than we’d 
like, The point is: by changing one or both of these 
elements, we either increase or decrease our Net Sales — 
and we’ll see in a minute that our profit

 

 in turn, will also 
change. 

The next profit variable is on the very next line — line B — 
or, the Cost of Goods Sold.  Obviously if the items we buy 
cost more, as compared to our sales price, we’ll have less 
gross profit left over.  If we can buy items at a somewhat 
lower price, and keep the sales price the same, we’ll have 
more gross profit. So, Cost of Goods Sold is the third 

 
Common Sense Profit Variable. 

And finally, the fourth Profit Variable is on line D — called 
Expenses — again, our costs of personnel, our physical 
plant, delivery and all the rest. If everything else stays the 
same, and those expenses go up, we’ll have less net profit at 
the end. But if we can keep our expenses lower net profit 
will be better — again if everything else stays the same. 
 
So there you have the four Common Sense Profit Variables

 

. 
And, I think you can see how they all fit together to produce 
the final profit picture for our company. 

Now let’s use what we've just learned.  Let’s see what can 
happen to that $3,000 profit shown for Econ-Supply, on 
page 1, if we make some very small changes in our Common 
Sense Profit Variables. 
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Turn to page 2 in your booklet. I think you are going to find 
this interesting and surprising. 
 
Let’s assume the sales people at Econ-Supply pressure for a 
price reduction — to meet the competition — as the saying 
goes. Let’s say this price reduction is a mere 1%—not 10 or 5 
or 2 — but a bare bones one percent. 
 
And I think you’ll all agree that we could have a one percent 
price reduction and not change any of the other items on 
the statement. 
 
This means instead of selling 10,000 items at $10 each, 
Econ-Supply will be selling 10,000 items at $9.90 each. 
 
Thus, our new net sales income will be $9.90 times 10,000 
registers, thermostats or what have you for a net sales of 
$99,000. 
 
Write in $99,000 in the box on line (a) in column (1), page 2. 
 
We’ll pause for a moment while you fill in the numbers.  If 
you need more time, push the stop or pause button on the 
player and start up again when you are ready. 
 
(PAUSE) 
 
All right, since the selling price is the only change we are 
making, the $75,000 purchase price for the cost of goods 
sold is unchanged on line (b). 
 
But note! The resulting gross profit will be reduced to — 
$99,000 minus $75,000 — or only $24,000 in gross profit. 
 
Write in $24,000 in the box just below $76.000 in column 
(1), line (c). 
 
(PAUSE) 
 
Now, our expenses are unchanged. So, to find our net profit 
before taxes, we simply subtract expenses of $22,000 from 
the new gross of $24,000 and obtain the new profit of 
$2,000. Write in $2,000 in box (e), column 1. 
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(PAUSE) 
 
Note that the new $2,000 profit is $1,000 less than the 
original profit of $3,000 shown in column 2. 
 
Now here is the important comparison. Look at line (f)—
percent change in net profit — again, before taxes. 
 
In column (1) we see a minus 33 1/3 % just below the box in 
which you wrote in the net profit of $2,000. 
 
What does this mean? It means that a tiny one percent 
change — a one percent reduction — in the selling price of 
Econ’s product resulted in a massive 33 1/3 % decline

 

 in the 
company profits. 

Now don’t be confused by percentages. We’re simply saying 
that the $1,000 decline in profit is a decrease by 1/3 of the 
original $3,000 profit. That’s the same as saying $1,000 is  
33 1/3% of $3,000. 
 
If we were considering $30,000 in profits rather than $3,000, 
this would mean a decrease by $10,000 on the bottom line. 
 
Since a very small change in selling price can have a dramatic 
change in a firm’s net profit picture, pricing is an extremely 
important factor in a firm’s profitability. Giving discounts 
casually to get the sale may not be the best idea (A bit later 
on, we’ll look at how a price increase
 

 affects profits.) 

Right now Jeff, can you think of any other way, besides a 
direct price reduction, that could result in the same profit-
reducing effect? 
 

(Second voice) 
 
Well, reading a price sheet wrong and inadvertently giving a 
customer too low a price can have the same effect . . . or 
giving a customer 5 items and only charging him for 4 . . . 
would also seem to make profit drop rather quickly. 

(First Voice) 
Good points. What we have just considered resulted in a 
bad effect on profit. But let’s switch our thinking now and 
consider only positive effects — changes that can increase

 

 
profits. 
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Let’s look at a new variable so turn to page 3 in your 
booklet. 
 
Suppose Econ-Supply, through the combined efforts of its 
inside and outside sales team, increases

 

 the number of 
items it sells by a tiny one percent . . . not impossible 
perhaps even in tough times. So what’s the impact on Econ’s 
bottom line? 

Let’s find out by plugging in some numbers as we did before. 
 
On line (a), page 3, we are now going to sell 10,100 items — 
rather than an even 10,000 — at our original price of $10 
each The result? 
 
Net sales increase to $101,000 — that’s $10 times 10,100 
items. So write 101,000 in the first box in the column 
headed Volume Change to 10,100 item 
 
Again, that's $101,000 in the box on line (a). 
 
(PAUSE) 
 
All right, on the next line — line (b), our cost of goods sold 
will also increase. In order to sell more items, we obviously 
had to have bought more items. OK? 
 
This cost increases to $75,750 — 10,100 items times Econ’s 
price of $7.50 each.  So write $75,750 in box (b), just below 
our new net sales dollars. 
 
(PAUSE) 
 
Now, what’s our new gross profit for Econ-Supply? 
 
Why it’s $101,000 minus $75,750 or $25,250. 
 
Write in $25,250 in the box on line (c), page 3. 
 
(PAUSE) 
 
O.K., we are assuming that our operating expenses haven’t 
changed, so $22,000 is the same. 
 
Therefore, our new net profit is our new gross of $25,260 
minus $22,000 or $3,250. 
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Write in $3,250 in box (e). 
 
(PAUSE) 
 
On line (f), please note that Econ’s net profit increased by 
$250 or 8 1/3 % as a result of a tiny one percent increase in 
sales volume — not bad, eh? 
 
Again, this percentage increase is simply indicating that the 
$250 increase in profit is 8 1/3 % of the original profit of 
$3,000. 
 
Up to now, we’ve seen the base effect of lowering sales 
price — then we turned around and saw the good results of 
selling more items, without lowering the original price.  And 
so we’ve really looked more closely at the first two of our 

 
Common Sense Profit Variables. 

Now, what about the third one? What about buying better 
— saving, say, just one percent of our Cost of Goods Sold? 
 
Turn to page 4 and let’s find out. 
 
Suppose, through the alertness of Econ’s buyers, our 
example firm can now buy its product for one percent less 
— instead of paying $7.50 each, Econ buys them for $7.42 
and 1/2 cents each. 
 
Let’s assume we do not change our selling price and the 
number of items we sell stays the same. Hence, Econ still 
has net sales dollars of $100,000. 
 
One line (b) however, our cost of goods sold reduces to 
$74,250. That’s $7.42 and 1/2 cents times 10,000 items sold. 
 
Write in $74,250 in the box on line (b). 
 
(PAUSE) 
 
Econ’s gross profit is now what?  It has increased to $25,750. 
 

(Second Voice) 
Oh, Oh Mr. Evans? I just got lost. Where did the $25,750 
come from? 

(First Voice) 
How did we get that number?  We subtracted our new cost 
of goods sold of $74,250 from our net sales of $100,000. 
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So, write in $25,750 in the box on line (c). 
 
(PAUSE) 
 
Again, our expenses — rent, heat, light and payroll, etc. — 
are unchanged at $22,000. What's our new net profit then?  
It’s $25,750 minus $22,000 or $3,750. 
 
Write in $3,750 in the box on line (e). 
 
(PAUSE) 
 
And if we look at line (f) we see that our net profit increased 
by $750 or a surprising 25% because of a simple 1% change 
in the cost of goods sold. 
 
One more time, don’t let the word percentage confuse you. 
We are just indicating that the $750 increase in profit is 1/4 
or 25 % of the original profit of $3,000. 
 
Think your firm could find ways to save a tiny one percent 
on its costs of goods sold? Just think about reducing product 
damages in the warehouse — that’s one way of reducing 
costs. 
 
Well, let’s look at our fourth and final Common Sense Profit 
Variable on the operating statement — expenses. What 
would happen if we could reduce expenses by one percent? 
 
To find out, let’s turn to page 5 in your booklet. 
 
Let’s say Econ-Supply finds a number of ways to reduce 
expenses totaling one percent — energy savings and more 
efficient deliveries might be good candidates. 
 
Instead of $22,000 in expenses on line (d), we now have only 
$21,780. 
 
Fill in the box on line (d) by writing in $21,780. 
 
(PAUSE) 
 
Now, what’s Econ’s profit, assuming everything else stays 
the same? 
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Deducting expenses of $21,780 from Econ’s gross profit of 
$25,000 results in a net profit of $3,220 . . . so . . . 
 
. . Write that number in the box on line (e) — $3,220. 
 
(PAUSE) 
 
Looking at line (f) we see that a mere one percent reduction 
in total expenses — the telephone, light bill, paper, pencils, 
etc. — resulted in a 7 1/3 % increase in net profit.. 
 
Do you think your company could find ways to reduce 
expenses a tiny one percent? 
 

(Second Voice) 
Mr. Evans, it’s interesting to see what happens when you 
change these things. But we’ve been changing them one at a 
time. Wouldn’t it be possible to improve more 

 

then one 
Profit Variable at the same time? 

(First Voice) 
Jeff, you’re absolutely right. And as a matter of fact, it just 
might be possible to change all four by a small amount — 
again let’s say just one percent each— at the 
 

same time. 

To see what would happen then, let’s turn to page six.  But 
as we do, remember that the first two Common Sense Profit 
Variables

 

 are Price Per Item, and Number of Items sold. 
Together, these two Profit Variables make up what we call 
Net Sales, and we're going to improve both.  We’re going to 
raise the price per item by just one percent, and then we’re 
going to sell one percent more item 

If Econ-Supply increased sales volume by one percent and at 
the same time raised prices one percent, decreased costs of 
goods sold by one percent and decreased expenses by one 
percent, net profit would increase dramatically. 
 
Follow along carefully with me now and we’ll see by exactly 
how much. We’re on page 6, column 1. 
 
Line (a), net sales, goes from the original $100,000 to 
$102,010. And Jeff, before you ask me how I got that 
number, here’s how . . . 
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We are going to sell 10,000 items at $10.10 each so both 
number and price are increased one per cent. And 10,100 
items times $10.10 comes to $102,010. 
 
Next we’re also going to improve our buying cost by 1%. So, 
line (b), cost of goods sold is 10,100 items — times the 
reduced cost of $7.42-1/2 or $74,993.  Remember we had to 
have that many to sell that many. 
 
The new gross is $27,017 on line (c)—and I believe by now 
all of you know how to compute gross profit. (Sales minus 
cost of goods.) 
 
Expenses are reduced 1% — to $21,780 as before (line d) . . . 
and now for our amazing new net. 
 
Net profit dollars — shown on line (e) went from the original 
$3,000 up to $5,237 or an increase of $2,237. And that 
punches out to be a profit increase of 74.6%. That’s the $2,237 
increase divided by the original $3,000 — so write in 74.6 % in 
the box on line (f). 
 
(PAUSE) 
 
OK Let’s wrap this up. 
 
Everyone should be strongly aware that net profit is what 
keeps your company going and growing. 
 
It’s what’s needed to enlist your local bank’s financial 
support. 
 
It’s what suppliers look for when seeking out good 
distributors for their products. 
 
It’s also what determines your own personal financial 
growth. 
 
Just as everyone in your firm should be a sales person, 
everyone should also be a profit manager by paying 
attention to, and making improvements 
 
sales volume . . .  
purchase . . .  
and expenses. 
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With everyone cooperating, my guess is you could 
accomplish a 1% improvement in these profit variables for 
your firm by simply working smarter —  
 
There’s an interesting list of several “working smarter” ideas 
contributed by leading industry wholesalers starting on page 
9.  You ought to discuss these ideas and add your own 
thoughts to ways to improve your company’s profitability. 
 
Jeff? 
 

(SECOND VOICE) 
 
Yes, Mr. Evans? 
 

(First Voice) 
In particular, I hope you got something out of this seminar. I 
think you’ll agree we were talking about the real world of 
wholesaling, and not about something called “finance” — 
and I do hope we cleared up a few points about profits, and 
how they can be improved. 
 
 

(Second Voice) 
Mr. Evans, you did clear up several points for me. Profits are 
a whole lot smaller than I thought; and what I do to hold 
down costs and increase sales even a tiny bit can make a 
very big difference in my company’s bottom line. 

 
(First Voice) 

 
Thank you Jeff, and thank you all for your kind attention. 
 
HARDI is indebted to Management Foresight, Inc. who as 
the originator of the one percent analysis generously made 
the technique available for the benefit of this HARDI 
education program. 
 
The end. 
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Appendix F: Answer Key to Self-Check Quizzes 
 
The answer to each quiz question is grouped by lesson number. The student is encouraged to 
refer back to the lesson for those questions missed and reread the material.  
 
Self-Check Lesson 1     
 
1. manufacturers/wholesale-distributers/installing-servicing; dealer-contract firms  
2. information specialist  
3. retail  
4. materials handling  
5. customer training or education  
6. manage change  
7. outside sales/inside sales  
8. local sales force/local inventory  
9. trade credit  
10. buys  
 
 
Self-Check Lesson 2     
 
1. False  
2. True  
3. True  
4. False  
5. False  
6. B   
7. A/B/C  
8. A   
9. D   
10. D   
 
Response to Question: Here’s One—How can marketing channel strategy be used to gain a 
competitive advantage?  (No single right answer) 
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Self-Check Lesson 3     
 
1. False  
2. True  
3. False  
4. True  
5. False  
6. C   
7. D   
8. D   
9. C   
10. C   
 
Response to Question: Finding the time to place multiple orders with multiple companies.  The time 
lost would take away from what the contractor does best—design, install, and service equipment.  
(No single right answer). 

 
 
Self-Check Lesson 4     
 
1. True  
2. False  
3. True  
4. False  
5. True  
6. D   
7. A   
8. B   
9. B   
10. C   
 
Response to Question: Removes the burden of mundane, repetitive work to allow more time for 
more creative selling opportunities. (No single right answer) 
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Self-Check Lesson 5     
 
1. True  
2. True  
3. False  
4. False  
5. True  
6. C   
7. A   
8. B   
9. C   
10. A   
 
Response to Question: Consistency in business transactions while being easy to do business with. (No 
single right answer) 
 
 
Self-Check Lesson 6     
 
1. False  
2. False  
3. True  
4. False  
5. False  
6. B   
7. C   
8. C   
9. B   
10. A   
 
Response to Question: Establishing a credit with many suppliers with hopes of having “almost 
unlimited” credit. (No single right answer) 
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Self-Check Lesson 7     
 
1. False  
2. True  
3. True  
4. True  
5. False  
6. A   
7. D   
8. B   
9. B   
10. C   
 
Response to Question: Receiving incoming shipments from vendors, putting stock away in proper 
locations, picking up orders accurately and shipping orders correctly. (No single right answer) 
 
 
Self-Check Lesson 8     
 
1. True  
2. True  
3. False  
4. False  
5. True  
6. C   
7. B   
8. A   
9. B   
10. A   
 
Response to Question: Employers must teach employees how to understand and use the information 
listed on the Materials Safety Data Sheet provided by the vendor of the related product. (No single 
right answer) 
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Self-Check Lesson 9     
 
1. False  
2. True  
3. True  
4. False  
5. False  
6. C   
7. B   
8. B   
9. A   
10. D   
 
Response to Question: Small changes of just 1% can have a dramatic effect on a company profit 
improvement. (No single right answer) 
 
 
Self-Check Lesson 10 
 
Response to Question: Range of options – 1) do nothing; 2) give the homeowner a free 10 years 
parts and labor warranty on the new compressor with the distributor offering the free parts 
and the contractor offering the free labor; 3) the mistaken diagnoses is the dealer’s and 
wholesaler’s fault not the consumer’s, so there should be a refund of the $1100 using funds 
taken out of company warranty reserve accounts – the wholesaler’s “eats” the cost of the 
compressor and the dealer the labor cost. The consumer pays for the replacement of the 
expansion valve. (No single right answer) 
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Appendix G: Glossary  
 
ACCOUNTABILITY: Liability for a person's conduct in fulfilling his/her obligations: 
 
ACCOUNTING: The recording, reporting, and interpreting of financial data resulting from 
business transactions: 
 
ACCOUNTS RECEIVABLE: Unpaid bills due from customers: 
 
ACTIVE STOCK AREA: A storage area from which customers' orders are filled: 
 
ASSETS: Things of value owned by a business: 
 
AUDIT: A procedure that determines the reliability of financial statements or accounting 
information: 
 
AUTOMATION: The accomplishment of activities by machines that replace human effort: 
 
BALANCE SHEET: A statement that indicates the financial condition of a business as of a given 
date: 
 
BANKRUPTCY: The legal declaration that a person or business is unable to pay debts to 
creditors: 
 
BREAK-EVEN POINT: The point in total sales where revenue of a company will cover all its 
costs: 
 
BUDGET: A financial plan that forecasts expenses in relation to revenues for a period of time: 
 
BUSINESS TRANSACTION: An event that can be measured in terms of dollars that affects the 
assets, liabilities, and owner's equity of a business: 
 
BUYER: The person who makes or executes the buying decisions of a business: 
 
COD (CASH ON DELIVERY): Cash or collect payment on delivery of goods or services to a 
purchaser: (See also Appendix B:) 
 
COGS (COST OF GOODS SOLD): The cost of all goods sold during an operating period: 
 
CL AND LCL (CARLOAD LOT AND LESS THAN CARLOAD LOT): C:L: – A standard carload 
shipment of freight that measures up to the legal minimum weight: L:C:L:– Anything less than 
C:L: Varies with commodity classifications: 
 
CAPITAL: The funds needed to finance the operations of a company: 
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CARRIER: A transportation firm engaged in the transport of property: Carriers are classified as 
common, contract, or private carriers: 
 
CASH FLOW: The flow or circulation of cash resources during a business period: The sources 
and uses of cash are included in the term: 
 
CHANNEL OF DISTRIBUTION: The route taken by the title or ownership of goods and services 
as they move from the producer to the ultimate consumer or business user: 
 
COMMISSION: Compensation paid a person or business for selling a product or service: 
 
CONSIGNEE: The person or business to whom goods are being shipped: 
 
CONSUMER: All people, businesses, institutions, and industrial firms who purchase and use 
goods and services: 
 
CONTRACT: An agreement between two or more persons or businesses that is legally binding 
on the parties involved: 
 
COUNTER CLERK: The person who serves wholesale customers who make their purchases or 
pick-ups of merchandise at the wholesaler's warehouse: 
 
CREDIT: The ability of an individual or business to secure goods and services in exchange for a 
promise to pay later: 
 
CUSHION (BUFFER): A minimum quantity of stock carried by the wholesaler, over and above 
estimated customer requirements, for use in the event of emergencies or unforeseen delays in 
delivery by vendors: Also called Safety Stock: 
 
CUSTOMER: The ultimate consumer, or the contractor, retail business, the industrial or 
institutional firm are customers when they buy goods and services: 
 
CUSTOMER SERVICE: The socioeconomic services provided by the wholesaler to customers: 
Includes services such as buying, selling, assembling, bulk breaking, transportation, storage, 
financing, risk bearing, management, and marketing: 
 
DEFICIT: The amount by which funds fail to meet required amounts: 
 
DELIVERY SCHEDULE: A predetermined sequence and timing for the delivery of merchandise to 
customers at their business locations: 
 
DEMAND: The quantity of goods or services that will be purchased at a given price: 
 
DEPRECIATION: A decrease in the value of capital goods: 
 
DIRECT EXPENSE: An operating expense that is directly traceable to a specific segment of the 
operation of a business: 
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DISBURSE: To pay out money: 
 
DISCOUNT: A reduction from the normal selling price of an item: 
 
DIVIDENDS: Payments from earnings of a corporation to its shareholders: 
 
EOQ (ECONOMICAL ORDER QUANTITY): The most economical quantity of an item to order 
from a supplier with regard to acquisition cost and cost to carry in inventory: 
 
ECHELON: A level of management or authority in the organization of a business enterprise: 
 
ENTREPRENEUR: A person who establishes a business by putting capital and labor to work 
thereby assuming risks in the hope of economic gain: 
 
FIFO (FIRST IN, FIRST OUT): (1) Applies to the orderly rotation or movement of goods in 
distribution: (2) Used as a method of accounting to determine the cost of goods sold: 
 
FOB (FREE ON BOARD): A pricing arrangement in which all shipping costs from a specified point 
are paid by the buyer:  
 
FIXED ASSETS: Items that represent ma or capital investments such as land, structures, and 
equipment: 
 
FORECAST: A prediction or estimate of future business events such as sales, expenses, and 
inventory: 
 
FRANCHISE: A contractual agreement or right granted to a person or business firm: 
 
FREIGHT CLASSIFICATION: The classification of commodities into groups for the purpose of 
establishing freight rates: 
 
FUNCTION: An activity or service performed by a person or business organization: 
 
GOAL (OBJECTIVE): The result or achievement at which personal or organizational effort is 
directed: Must be the result of a decision: 
 
INCOME: Revenue or earnings from business operations: 
 
INDIRECT EXPENSE: An operating expense that is not directly traceable to a specific segment of 
the business operation or that could not be eliminated if the operation were discontinued: 
Often expressed as overhead expense: 
 
INDUSTRIAL CUSTOMER: An industrial organization that purchases goods or services to use in 
the conduct of the industrial activity or in the making of other products: 
 
INSTITUTIONAL CUSTOMER: An institutional organization that purchases goods or services to 
use or consume in the conduct of the institutional activity: 
 



 Wholesaling 101 
Appendix G Page 4 

INVENTORY: Merchandise on hand and available for sale at a given time: Also a physical count 
of merchandise: 
 
INVENTORY CONTROL: The management of merchandise on hand and on order so that all 
merchandise received is either on hand or accounted for: 
 
INVESTMENT: The amount of money put into a business by the owner or owners: 
 
INVOICE: A bill for goods and services purchased or sold: It usually lists quantity, description, 
and price of each item shipped: 
 
LIFO (LAST IN, FIRST OUT): A method of accounting to determine cost of goods sold: 
 
LIABILITIES: Debts owed by a person or business firm to creditors: 
 
LINE OF AUTHORITY: The direct flow of control from the owner/manager to subordinates: 
 
LIQUID ASSETS: Cash and other assets that can be quickly converted into cash: 
 
LIST PRICE: The price at which an item is listed or marked for sale to customers: 
 
LOADING DOCK: An elevated platform or dock used to load or offload merchandise from 
freight cars or trucks: 
 
LONG RANGE: A term for extending into the future: Long range normally refers to extensions 
beyond one year, whereas the term short range refers to extensions of less than one year: 
 
Loss (COMPARED TO PROFIT): A term indicating a condition in which expenses exceed 
revenues: 
 
MANAGEMENT: Those at the executive and supervisory levels of a business who plan, 
organize, staff, coordinate, and control activities, personnel, and resources: 
 
MANUFACTURER: A producer of consumer items who changes raw materials into finished 
products by a chemical or mechanical process: 
 
MARKET: A place where goods and services are exchanged at mutually agreed upon prices: 
 
MARKETING: The exchange of goods and services: (See MARKET): 
 
MARKET VALUE: The price at which an item is currently selling: 
 
MATERIALS-HANDLING EQUIPMENT: Equipment and facilities used for movement, storage, 
and handling of materials: 
 
MEASUREMENT STANDARD: A constant measurable characteristic or quality used to give 
uniformity to an activity or a product: 
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MERCHANDISE: The stock of goods or items that a wholesale distributor has for sale: 
 
ORGANIZATION: A structure of personnel, material, and financial resources put together to 
accomplish a coordinated purpose: 
 
OSHA (OCCUPATIONAL SAFETY AND HEALTH ACT OR ADMINISTRATION): The governing law 
or administering body that assures safe and healthful working conditions for the labor force: 
 
PALLET: A platform on which materials are placed for storage, handling, or transportation: 
 
PRODUCER: An individual or firm that is involved in the removal of natural resources from the 
earth and/or their processing into finished goods and services: 
 
PRODUCT LINE: A group of products with similar ultimate uses and with similar physical 
characteristics: 
 
QUOTA: A quantitative objective or limit expressed in absolute terms and assigned to a specific 
activity: It may be indicated in sales, dollars, units, etc: 
 
RATIO: The comparative relationship expressed between two values: An example might be the 
number of customer contacts as related to actual sales volume (NCC:AS): 
 
RECEIVING: The function involved in the receipt of goods and services from manufacturers, 
producers, or other suppliers: 
 
REORDER POINT (ORDER POINT): The level at which the remaining stock justifies the purchase 
of replacement stock: 
 
RESERVE STOCK: See CUSHION (BUFFER): 
 
RESOURCE: That which may be drawn upon to satisfy a need and which permits continued 
business operation: 
 
RETAIL: The sale of merchandise or the point of sale in the channel of distribution to ultimate -
consumers: 
 
RETURN ON INVESTMENT: A yield or profit realized on money put into a business by the owner 
or owners: 
 
REVENUE: The return from investment or other sources of income: 
 
ROUTE: The regular course traveled by a salesperson of a product or the product itself in the 
moving of that product from the vendor to the consumer: 
 
SECURITY: (1) Collateral used to guarantee the satisfactory completion of a business 
transaction: (2) Method used to ensure the safety and integrity of a product, service, or facility: 
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SELLING: The process of persuading another to react favorably to an offer to exchange 
commodities or services of value: 
 
SHORT RANGE: (See LONG RANGE) 
 
STACK: The arrangement of items of merchandise one upon the other: Arrangements might 
include single items, cases, or pallets of items: 
 
STAFFING: The process of securing and developing the human resources of a business 
organization or activity: 
 
STOCK: A collective term referring to the total merchandise inventory of a wholesale 
distributor: 
 
STOCK LOCATOR CARD: Data, placed on a card in a file, or some other information system 
usually reflecting the location and quantity and other pertinent information regarding the item 
listed on that card: 
 
STOCK ROTATION: A system of stock movement from inventory to ensure that older stocks are 
removed first on a FIFO basis: 
 
STORAGE: The function of providing goods and services available for sale to retail customers 
and business users in quantities required when and where needed: 
 
STORAGE LAYOUT: The arrangement of facilities, equipment, and supplies to facilitate 
receiving, storage, and shipment: 
 
SUPERVISOR: A representative of an organization's management who has the authority and 
responsibility to meet specified organizational objectives with and through other members of 
the organization: 
 
SUPPLIER: A producer or other firm engaged in the selling of goods and services: 
 
SURPLUS: A quantitative amount over and above the prespecified requirements of an 
organization: 
 
TAX: A compulsory payment to a government agency, levied upon goods or services rendered 
by an organization in the performance of its business activities: 
 
TERMS OF CREDIT: Terms established by the seller and agreed to by the buyer which define 
and specify the discount and interest notes as well as the procedure for payment when credit 
is extended in the purchase of goods or services: 
 
TERRITORY: An area, usually geographic-though occasionally by customer-which defines the 
boundaries of operation of a business activity: 
 
TON MILE: A term applied to the transportation of goods which is used to calculate costs of the 
movement of one ton of goods for one mile: 
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TURNOVER: The number of times an item of merchandise is sold during a period of time: 
Usually determined as the ratio of gross revenue to value of inventory at cost: 
 
UNIT PRICE: An indication of cost per some standard unit of measurement that facilitates 
comparison: 
 
UNIVERSAL PRODUCT CODE: A series of magnetic symbols placed upon products that can be 
read by the optical-scanning device of a computer: 
 
UTILITY: The capacity of goods and services to satisfy human wants: Marketing utilities include 
form, place, time, and possession: 
 
VALUE ADDED: An increase in the value of goods on the market imposed by each business 
activity concerned in the processing and movement of those goods from the original source to 
the ultimate consumer: 
 
VENDOR: A person or organization which markets goods or services to other persons or 
organizations: 
 
VOUCHER: A document or paper serving as an indication of shipment and/or receipt of goods 
from one source to another: 
 
WAREHOUSE: A building where goods are stored until needed to meet some consumer 
demand: 
 
WHOLESALE: The functions of distribution of goods and services between points in the channel 
of distribution starting at the point of extraction or production and ending at the point of 
delivery to the retail merchant or to institutional and industrial customers: 
 
WHOLESALE DISTRIBUTOR: A person or business organization that performs functions 
classified as wholesale: 
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