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RESUME

La franchise intecnationale est le plus souvent le prolongement & P'étranger d’un seau

natictial de franchises, Clest une forme d’entrée sur le marché infernationai.

La franchise se définit comme un accord selon lequel une entreprise (le franchiseur),

propriéiaire d’un nom, d’une enseigne, de marques ou de savoir-faire spécifiques, met a
fa disposition d'une autre entreprise (le franchis€), le droit d’utiliser ces divers €léments
et suvoir-faire, contre rémunération. (Marketing International, Jean-Marc De Leersayder,
Datloz édition, 1986).

Les avantanes
Pour le Franchiseus

ia valorisation de [a marque

le contrile de Ja distribution

le levier de croissance rapide des
entiepnses

le faible epgagement financier

Les désavantages

- les deux parties doivent se partager ce qui est gagné dans le teritoire du franchisé

Pour le Franchisé

nne assistance

une source d’idée

un  iraasfort de savoir-faire
commercial, linancier de gestion,
technique

une noioridté immeédiate

un professionalisme

une réduction du nisque

~ certains sccords du  franchiseur limitent les lbertés du  franchisé éfouffant

implicitement sa propre ingéniosité

- le degré de contrdle du franchiscur suy les activiiés du partenaire {le franchisé) on il

peut réveguer celte franchise attcibuée lorsque te franchisé e peut pas faire face 4 des
standards établis.

Au point de vue du marketing, tous Ies deux se rejoignest avee plusicurs élapes

successives dans Ie processus de la production-distribution. Donc, on va se focaliser sur
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le point de vue du [ranchisé de son sysitme d'achat des produils du franchiseur
Mothercare International.

L& systéme d'achat du franchisé, Mothercare Indonesia, a des méthodes et des outils
pasticuliers mais ils sont également utilisés globalement par le détailiant. Au début du
plan, on doit décider du budget de dépenses et dans ce cas 1, on doit prendre certaines
dispositions qui sont renforcés par la réalité. Ces dispositions s¢ composent de deux
grands sujets,

= le budget de vente ot achat

«  le plan de saison de gammes

(prévision d’achat du produits selon les saison)

Pour obtenir des résultats optimaux, il faut g"appuyer sur le remplissage de trois fiches
afin de savorr combicn de gammes acheter. Co sont fe calcul d"achat, le calcul de marge
et le calcal de Pespace (occupé dans le magasins). Tous les outils ont besoiu de doanées
historiques et ’acces aux informations,

On resume le contena de ce rapport ainsi @
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1. Qu'est-ce-qu’est le franchisage

D ~ une licence
[: l ~  par une eplreprise a une autre

e - une marque originale, de méthodes ou techniques
Sy particuliéres

P

- Dassistance technique, commerciale ef de gestion
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CHAPTER | : PRELIMINARY

[.1.  What is Franchising.

nternational business offers companies new markets as transaction business grow
tremendously from time fo time. It presents more opportunities for expansion, growth,
and income than doses domestic alone to companies and offers new choices 1o consumers.

One form of intemational market entry and expansion is franchising. Franchising
is the granting by a strategy that grants the right by a pavent company (the franclisor) to
another, independent entity {the franchisee) to do business in a prescribed menner. ' It
has been the fastest growing and most interesting retailing development in recent vears.

A franchising agreement allows the franchisee to operate a business under the
name of the franchisor in return for a fee. The franshisor provides its franchisees with
trademarks, operating systems, and well-known product reputations, as well as
continuous support services such as adverlising, training, reservation services (for haotel

operations), and quality assurance programs.

1.2.  Why franchising

For the fanchisor, franchising allows it to expaud infernationally with relatively
low risk and cost. A franchisor can alsn obtain critical information about local market
enstoms and cultures from host country eniréprencurs.

Buying a franchise is a way for people with limited capital to have their own
business. The franchisee can enter s business that has an established and proven product
and operating system. i has the benefit of using a recoznized lrade name, product, or
brand titie. Since small-business are atiributed (o lack of business lnow-how, this
advaniage of a good {ranchise is obvious.

The disadvantages are that both parties nust share profits carned at the franchised
focation, selecting and training of franchisees. Some franchise agreements allows the
franchisec very little freedom to exercise their own ingenuity, Morsover, confrol is also
an issue in international franchising such as when franchisee can not meet the standards,

ihe: franchisor can rovoke the franchise i has awarded to the franchises.

' Czinkota, Ronkainen, Moffstt, <International Business>, International edition , 1995.
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3. The Case

From macketing point of view, both the franchisor and the franchisee might link
several sugcessive sfages in the production — distribution process. Therefore, from the
franchisee standing point, one of the main work in the business is the trading and
merchandising sctivitics conducted by the merchandiser of the franchisee.

The writer has studied and experienced the function of managing the work of a
merchandiser in distribution process m PT.PKB as a franchisee of Mothercare
International. These opportunities shall be reported 28 a final project whereas the main
subject will focus mainly on the role of the franchisee” merchandiser.

The next chapter will describe in general about the franchisor, the format and the
franchigee involved, The following chapter will be details on one of the main stages in
arranging and placing orders in merchandising from franchisee’ stde and conclude the

report with summary.
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CHAPTER 2 : THE COMPANY

2.1 THE FRANCHISOR

Mothercare UK Limited is a private company whose share capital is owned 100%
by Storehousc. It ts 1 wholly owned subsidiary of Storchouse Plc a Public Limited
Company registered in England and Wales, Storchouse Shares are traded an the Londen
Stock Exchange,

The franchising activities of Mothercare are controlled through Storehouse
Internatronal, a division of Storchouse. Storchouse International are responsible for
negotiating terms of appointment of franchisees and providing support to Mothercare
International, itself a divigion of Mothercare UK. Limited. Mothercare International staff
provide the day to day point of contact for franchisees.

Mothercare was founded in 1961 ay the first ever UK motherto-be and new
mother specialist offering all the essential for their need, Mothercare is still the only
retailer focusing on fhis specific market segment. Today Mothercare also caters for the
childrenwear 2-8 year old market and sclls through over 330 stores as well as its

international franchise eperation.

2.2  THE FRANCHISE FORMAT

Mothercare Internstional franchise the Mothercare concepts, system and
inteilectual property comprised in the Mothercare business. It also makes available to
franchisees a comprehensive range of product for pregnant mothers, babies and young
children (Mothercare Merchandise).

The franchise agreement is predonsaantly based upon an area development
agreement format wherzby the [ranchizes will be expected to commit o a program of
storc openings {unded and operated by themselves. Unit franchising whereby the rights to
operate stores are sub licensed to others is not generally permitted.

The territory is defined in the agreament and the franchisee is granted exclusive
rights within that territory to develop the business subject only to those reservaiions to

Mothercare, as franchisor, which are set out in the agreement. The franchisee 1s restrnicied

VA
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from supplying Mothercare merchandise or establishing Mothercare Store outside the
territory. The agreement is typically for a period of 10 years.

Moihiecare approves all proposed locations for Mothercare stores in the territory
and those stores are expected to conform to Motherare standards of layout, display,
equipment, stock levels and customer scrvices.

All store operating costs, such as rent, local taxes, staff costs ete are paid for by
the franchises, The franchisee purchase their entire stock requirements from Mothercare
and also buy from Mothercare the nocessary fixtures and fittings at the cost price charged
to Mothercare by its supplier. They are invited to the United Kingdom at regular intervals
during the year to inspect and order ranges of merchandise. The range of merchandise is
that offered {o the UK stores, together with additional ranges developed by the
Mothercare Interpational buying staff.

Properly trained franchisee staff is pre-requisite to a successfitl Fanchise m the
territory. Mothercare offer training via its stores in the UK for franchise key store
management who will then be able to train their own staft

The success i any markel will be dependent upon a thorough knowledge of the
local market. Appraisal by the prospective franchisce of the oppertunity is the basis of
whether a franchise wall be granted.

Mothercare monitors the effectivencss of the franchise operations within the
territory by visits, announced and unannounced fo ensure & consistent presentation of the
Mothercare systern and store standards with those of Mothercare itseif. Mothercare also
provide general help and guidance to franchisees who requests it and in accordance with
the terms of the agreement provide management assistance in the territory.

The agrecment sets out Hmiled rights to the franchisee on the franchisee ability to
scll the business and resiricts the franchisee in dealing with the development rights (as
defined 1n the agreement). It also sets out the method by which Mothercare, as fanchisor,
approves proposed retail sites, the franchisee obligation in general, obligation in respect
of the approval and supply of products (0 be sold m the franchised units, and promeotion
and advertising of the Mothercare brand.

The franchisees attention is directed to the agreement which sets out the terms

upon which a franchise will be offered; a franchise will be controlled; a franchise may be
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renewed; the terms upon which the franchisee may require the franchisor to grant a new

operational agreement; the terms upon which the franchisor may purchase the business,
All rights in the Mothercare system belong to Mothercare UK Limited and the

franchises does wot through the agreement obtain any rights to it. ANl goodwill from the

use or attaching to the use of the Mothercare trademark belongs to Mothercare.

2.3 THE FRANCHISEE

The original franchise for Indonesia was granted to CV.M which subsequently
requesied the approval of Mothercars to transfer the franchise rights to PT.TT, a
cormpany formed by the owners of CV.M, In view of non-payment of debt owed to
Mothercare, failure (o achicve the minimum sales requirement; failure to mest and
maintain the required store standards and other observed breaches of the agreement;
Mothercare toak steps to terminate the relafionship with PT.TT. However an amicable
solation was concluded by an Assignment Agreement, the rights to the Mothercare
franchise for Indonesia were assigned fo PT.PKB.

At present, as partner of Mothercare in Indonesia and under the terms of the
Agreement, PT. PKB manage and control the two stores of Mothercare at Pondok Indah
Mall and Kelaps (Gading Mall, Jakarta. The management structure for the business is as

follows :

¥ ]
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Pressdent Ditector

{eneral Manager

Finanece Maerchandiser Skores Heaman Hezource

Warehouse

2.4 THE MERCHANDISER

A merchandiser is needed both in the franchisor and the franchisee but o be
carried aut in different manners. In this report the writer focus only on the merchandiser
of the franehisee. The basic idea is simply that the merchandiser of the franchisee (PT.
PKB} places order to buy goads only to the franchisor (Mothercare) fo sell them fo end
customer in Jakarts, indonesia.

The role of franchisee” merchandiser characterize, with some variation, their
buying system. They have great authority to select the merchandise fo be featured,
however base o certain issues. Meaning that they need to masiering the principles of
demand forecasting, merchandise sclection, stock contrel, space allocation, display eic.
They are using computers to fragk laveatory, compute economics order quantities,
prepare orders and generate printouts of money spent on products.

Mothercare produst has two scason range every year, namely autumn winter and
spring swmmer. These ranges are ordered base on Mothercare calendar called financial
vear that is divided into 13 periods of time. Each peried covers four weeks or 4 x 7 days
and each week begins every Saturday and ends every Friday. As a result, these product

are needed to be planned accordingly 1o keep up with the latest theme of every style of

the product.
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As lhe name indicated, the merchandiser need o establish sales and buying
budget to support its function which extends through budgets to range planning. The
merchandiser of the franchise has two major decisions in conducting the process of
merchandising that begins with deciding how much budget Lo spend to coms up with how
many ranges fo buy.

The foliowing chapter is details of how the merchandiser of the franchisce

prepares and set the seasonal range planning as day-io-day basics role to support its
function.
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CHAPTER 3 : BUDGET AND RANGE PLANNING

This chapter covers a logical framework of merchandistng from deciding the
budgets to planning the ranges of the products. They are practices fo manage the

Mothercare” merchandising using techniques and methods desceribed in two sequences as

foliows,

3.1. Sales and Buying Budget
3.2. Seasonal Range Planning

3.1. Sales and Buying Budget.

The creation of Sales and Buying Budget is a2 key element of merchandising
planning. Every franchise pariners use several different methods to arrive at their final
agreed figures.

The process of agreeing budgets mvolves a number of stages, all which are
explained below. They are eight key points in creating sales and buyving budgets, and to

be as effective as possible they must be completed tn which they are listed as follows.

3.1.1. Objectives for the year or season being planned.

The very first stage in the process is to decide what are the objectives for the year,
What this involves is agreeing the message as to communicate to the customers through
the product offer and the elements of that offer upon which to placs as additional
emphasis.

For example, because very few competitors offer a eredible range of cots, there is
an opportunity to grow the market share in this area. As a resuli, one of the objectives
will be o increase cot range from the previous season.

When objectives have been established, they must be reflected in all subsequent
stages of the budgeting process Le. the eventual sales budget by department such as
maternity department, girlswear department, toiletries etc., should show a growth level
wlhich is consistent with the objgctives, Other possible objectives are
- space strategy

- number and location of nsw stores
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- price strategy

- promotional and advertising strategy

3.1.2. How to achieve the objectives.
Tactics and measures are terms used o explain in more detall how the
achievement of (he objeclives will be supported and their effectiveness will be measured.

Referring to the above example, the relevant tectics and measures of growing the share of
the cot market might be

Tactics Measure

- Strengthen avtumin winter cof range i Incremental sales & profit
£130-£173 price point market by Mothercare market share in this
tatroducing new line segment to grow by 8%

«  Introduce top end limited store exclusive cots  Incremental sales & prefit from these
lines i.e. pver £228 Mothercars market share in this
segment fo grow to 5%
- Reduce existing cot options by putting second -~ Critical path of cot end introduction
colors onto cot ends Maintain sales of second colors
- Use promotions o drive volume and market  Increimental sales & profit fom

ghare promotions _ ‘Tatal cot market share grow by 4%

313 Understand the faciors affecting ihe country.

After the strategic dircetion has been agreed, the next thing is to start developing
the numbers around which the eventual sales budgets will be formed. These wall be those
which can not be controlled and as a result of factors happening withia the country which
will impact on the final sales budget.

Such factors might he

- measarable changes i the birth rate
- government tax legislation

- currency fluctuations

- economics of the country, 1.¢. inflation eic.
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These factors niay not secm relevant to how the sales budget is normally planned,
but they ¢an have massive impact upon the sales tumover and cannot be ignored in the

budgeling process.

¥

3.1.4. Identify Sales History

The sales history is needed to involve in more detailed sales budgeting. This
history will need to be available at the level of budgeting, Le. by store or by country and
department or sub department.

The principles to budget are the same either for 2 full financial year or by season.
Where possible, it should have two full years or sesson history availabie. The reason is
stmply to look at the sales history over 2 greater length of time. Naturally, if there has not
heen frading for the two years or season, then it is possible to use whatever history is
available. In case of less than a full year, then i will has to use for example autumn

season histery with spring planning.

3. L5, Normalise Sales History

Normalisation is the process of finding explanation as to why sales occurred as
they did. The benefits of doing this is that i{ can re-state the history to remove any events
which affected the sales in the past but which are likely to re-occur and affect the sales in
the future, The events of which to be appeared in a number of questions such as were
sales affected by periods of being out-of-stock or very low on stock or by unusually high
sales which are unlikely to cocur again in the future,

The types of events which will have an eifect on sales are events such as weather
conditions, national events and holidays or period of markdown activity. The best source
for the information is from the shop staff or from the knowledge of others in the business
who regulacdy analyze sales. They should be able to provide some details as to why and
how sales occurred as they did,

When identifying events which affected sales, 1t i3 necessary to guantily the
impact of these events on the sales history. For example, there was a lost sales because

of low stock levels and such stock levels is not intended o happen n the futace, then it

i0
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wiil need fo add the lost sales on the sales history to show the sales it should have taken.
The sales history then is normalised,

The methods used in developing information for normalizing sales involves
keeping records each week of the events that could affected sales, both pesitively and
segatively. Keeping these records on a weekly basis will build up a good basis for
normahization in the fidure.

'To see the pattern of sales, it is better by looking at the individual weeks rather
than an average weekly sales Agure to see if there were weeks with unusually high or low

sales. Looking at this detail will normalise more accuratsly. The following figure
iltustrates this point.

Opening stock 30 unity

Sales week } 8 units Stock week 1 22 units
week 2 5 units week 2 17 units
week 3 4 upite week 3 13 units
week 4 2 units week 4 11 unts
week 3 2 unils week 3 9 units
week 6 1 units week 6 B units
week 7 1 units week 7 7 units
week 8 1 unifs week 8 & units

Total sales 24 units

The average weekly sale is 24 divided by 8 weelis = 3 units

This {igure hides the true potential of thig product, as the sales reduced from week
4 due to the stock Iovels being low, a3 in week 5 there was only 9 units left. By looking at
the weekly sales figure rather than the average, the conclusion would be that if there were
more stock then safes could have taken more. The average weekly sales for the first 3
weeks, with good stock level, were about § units. The sales history then should use 6
units and sed 3 uniiz.

Deciding that 6 units is 2 more realistic number than 3 is what is known as using
the ‘rate of sale’ rather than the “average weekly sales’. The rate of sale is the average
weekly sales during the time of acceptable stock levels. The figwre above uses the
average of the first 3 weeks and not the whole 8 weceks. So the rate of sale is 6 units per

weel during the lime of good stock levels.

il
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3. 1.6, Create Departwental Budgets

There are three angles to approach the plan of cach departmients’ performance,
they are
3.1.6.1. Sales Mix

This means looking at bow much of total sales will come from each department,
and sub-department {to be more detail). The decisions regarding these mixes will come
from experiencing of how the previous ranges performed and information from the UK
merchandising team as to how the range is being bought by the UK buyers.

For example, assuming that boyswear will account for 12% of the sales this year
compared to the 10% that it was last year. To support this view simply by showing how
the departments within boyswear have moved year-on year. In fact the 2% increase at the
departiment level may all come from a planned increase in sales of say jeans and jog pants
and maybe a reduction in formal trousers compared fo last year. When structuring the
sales budget in such a way, it need o ensure that the objectives and tachics & measures

are reflected in the sales mix and the variances which are expiained next.

3.1.6.2 Sales Variances

This means looking at the increases or decreases envisaged in this year’ sales
versus lagt vears” performance.

Keeping the previous example, say last year sales can be improved on by 8% and
again most of this will come from jeans and jog pants. The technique to use to help with
working out what sort of variance is by deciding the reasons why the sales will vary from
last year and then {rying to put a sales value againsl each reason.

For example, the reasons would be

- betier availability of product through a higher fulfillment rate on orders
- the ranges are more fashtonable and would sell better on country

- more stores than last year

- order more of the new products offered than lasi year

3.1.6.3. Meaking It Fii

12
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Having completed the first two angles above, it needs to compromise aspirations
in order to make them fit, i.¢. to get the mix percentage and sales variance to generate the
same sales value.

For example,

Last vear:
Total sales were 800,000,
Boyswear sales was 80,000,
The boyswear mix was therefore 10%.
This year plan :
Total sales plan 15 1,000,000,
Boyswear generate 12%, which will be 120,000,
Increase its” sales by 10% on last year i.e. 88,000.

There is a conflict between the mix aspirations and the variance aspirations, and this

conflict may well exist for other departments as well. The only way to resolve this

situation is to agree on & sales value somewhere between 88,000 and 120,000 and then

determine what mix and variance this number generates.

3.1.7. Determine the Seasons’ Sales Budget.
The sales budget is the measure of the expected sales. Assuming the top-line Sales

Budget for the year is 1,000,000 ; this sales budget 15 phased across the 13 periods of the

financial year as foliows :

Period | 76,000

Perigd 2 75,000

Perigd 3 75,000

Period 4 72 000

Poriod § 73,000

Peried 6 75,0404

Period 7 20,000 Autumn Winter Season
Period § 88,000 Sales = 495,000
Period 9 85,000 [pericd 6 1o 11
Pericd 16 95,000

Perind 11 £6.000

Period 12 70,000
Period {3 70,004
Total 1,000,000

If autumn/swinter season is plaaned to be from Period 6 Week 1 to Period 11 Week 4 as in

the UK, then the sales budget for the season will be the total of these periods = 453 000

13
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{03t is anticipated that say 45% of the sales will come from fashion product, then the total

fashion sales during autumn winter will be 495,000 x 43% = 222,750,

318 Determine the Seasons’ Buying Budget.
The buying budget is the amount of money needed to spend in order to ensure the
planned sales are taken, The figures of sales budget and buying budget are not the same.
If the buying budget is calculated as being the same as the sales budget then there
will be stock difficulties. In reality the sales will come from mixture of say autumn winter
and other product, so that during the season, the following types of merchandise will
contribute towards overall sales,
1. New sutwmn winter product bought speciafically for the season
2. Recoded product fram previous seasons. This product may have been recoded
from the spring summer scason prior to the autumn season being planned, as
well as the previous sutumn 522801,
3, Marked-down product which will coniribufe towards sales during say the

main Christmas sale or other sales during the season.
The following ave stages to create a buying budget,

3.1.8.1. Breakdewn Sales Budget

For example, the breakdown will be as follows,

Autummn wmter praduct 80% 178,200
Recoded product 12% 26,730
Marked-down product 8% 17.820

Total sales for the geason 100% 222,750

The process of breaking-down the sales above is 2 form of guess-work. It will need (6
forecast the volume of stock that (I will have at the beginning of the aulumn winter
aeason for both recoded and marked-down product, as this will give a view as to how

pwsch of it will sold during the season itself.

3.4.8 2. Building Sales Breakdown

i4
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Gne of the rules of creating buying budgets is that the store will never sell
everything that is bought. They will always have something left at the end of the season.
This 1s & fact and cannot be ignored. The reason why many companics {including some
franchisees) experience the situation of having move stock left than they would fike is that
they do not plan the amount they want left'in the first place.

By planning o have stock left {called terminal stock), does not mean defeat that
there is something wrong with the way the merchandiser buy. [t is simply facing up to 2
fact but controlling that quantity by building terminal stock into buying plans.

The next stage is to quantify the extra amount that need to be bought. An example
listed below are the quantities expressed as a % of sales for the season, thus making them
ready to be used in the budgeting process.

Maternity Fashion  6.8%

Baby Fashion 3.2%
Laystie 3.7%
Younger Boys 5.0%
Youneer {rirls 4 5%
Total Fashion 4.5%

Using these figures with the sales breakdown by applying the percentage to the sales
figure, will work as follows,

for fashion ; taking awlumn winter product sales of 178,200 from above and

adding on 8,550 {4,8% of 178,200) to amive at a total buying figure of 186,750
‘This means that in order o sell 178,200 of fashion product the merchandiser need to buy
186,750 which will have 8,550 of product left at the end of the auumn winter season,
This figure may include product which would be re-code into the following season, thus
reducing the overall termminal stock,

Each seasons buying budget follows on front the previous season. When planning,
say the spring sumuner buy, it will need to consider the sales of old stock during the
following spring summer and aulumn winter seasons during which it may be sold as

marked-down product 1.¢. back at stage 1 above for the {ollowing season,

i3
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3.2. Seasonal Range Planning

The contents of Seasonal Range Planning are

|, Creating Buying Budgets from Sales History
2. Creating Morgin Budgets from Sales Budgets
3. Planmng the Space

4. Using Stocktum te Control the Range Plan

3.2.1. Creating Buying Budgets from Sales History

The further stage from the principles outlined within the sales & buying budgets

above is creating a phased yearly plan for sales & buying budgets which in tum will be

used as the basis for the final range plan. The working to achieve this phased plan are

contained in the buying caleulator.

To armive at the buying budget, the entire spreadsheet shown in appendix 1 is

explained below. The column headed code is used for the purpose of explaining the

mdividual elements of the spreadsheet.

Code

Expianation

i

2
3
4

Actual sales for last vear, valued at retail

Bales last year alter they have been normalised.

Sales budget for the vear at refad prices

The % variance of the sales budget for this year compared to normalized sales for
last year. Normalized sales is used because they represent the best view of bow
they should have be performed last year and thercfore should be used a5 the basis
tor planming this year.

The % vartance of szles budget for this year compared o actual sales for last year.
Headings

Perceniage breakdown to each of the product classifications and shows how to
expect each category of product fo contribule wwards total sales 2ach period.
Percentage figures from codes 7 to 10 to the sales budget in code 3. For example,
using period | From the budget calculator, code 3 shows that the sales budget for

the period is 46.200. Code 7 shows an estimate that 3% of that sales figure will

i6
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10

5

16

t7

18

19

20

2i

come from recoded product, which is 1.386 — the figure that appears in code 12,
Code 8 & 9 follow this logic with their relevant values appearing in codes 13 and
14.

A calcglation to ensure that the % entered in code 7, 8, 9 add to 100%

Caleulation of code 12, 13, 14 o ensure that they add to the total budget as agreed
m code 3

These figures are the link between the sales on new product and the amount on
new product to be bought in order to achieve those sales. The chosen percentage
reiates fo a season or year and should not vary across the periods.

These are calculaled by applying the % figures in code 18 to the new product
sales from code 14. For example in period 1 the value 0f 2.434 is 5.5% of the new
product sales of 43.890,

This is the addition of the new product sales value {code 14) an the additional
terminal stock buy value (code |7) and as a result is your definitive buying budget
at retail,

This margin % is known as intake margin and relates only fo the new products io
be beught. It 13 different to sales {or gross marga) e that 1t s used here to
convert buying budgei, which is valued 4t retail (code 18) into a buying budget
which will be valued at UK cost. Because this margin only relates 1o the stock
coming into the business, i.e. buying proposal, it will not fluctuate as much across
the year as sales margin, which s affected by markdown gtc.

This figure shows the value of the margia on new product buy at the margin %
specified as code 19. it is calculated by applying the margin % agreed in code 19,
to buying budget value from code 18. In pertod 1, the required margn value of
20,846 come from multiplying the required margin of 45% to the buying budget
vatue of 46,324,

The buymg budget at landed cost therefore is the retait value of buying budget
fess required margin vahue, The reason why landed cost is used s because it is the

ultimate cost of the product prior to distribution cost.

)
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22-24 Once landed cost s known, deduct the costs of freight and franchise fee from this
value, These two cosls are normally expressed as a % of the UK Cost, so working
back from landed cost will allow us {o caleulate the buying budget at UK Cost.

Conclugion :

Retail sales history of 680,000 drove a sales budget of 725,000. OFf this sales
budget, 94% ucross the year will come from new product (678,078). Need to buy 5.5%
more 1n order to achieve this sales plan, 1.e. 715,373, This value is still at retail, but hy
knowing fo achieve an intake margin of 46%, this product will cost 386,301. This
includes freight & franchise fee, which when taken away wiill {eave 300,000 at UK cost
to spend on new product across the year.

3.2.2. Creating Margin Budgets from Sales Budgets

The caleulations required to create margin budgets from sales budgets are
contained in the margin calculator, Several codes from the buying caloulator are used in
the margin calculator namely 3, 11, 12, 13, 14, 15, 19, all of which are congerned with
sales budget and required buying margin %.

The reason [or bringing the buying margin % into the process of creating sales
mavgins is that it acts as a guide to show how fo expect the selling of new product at

lugher margin % than the buying cost.

Code Explanation

25&30  Heading for the 4 rows ; planned sales margin %% to cach product classification
26-28  These rows rejate to the sales margin % planned to achicve across both the
periods of the year and across the product ¢lassifications. For example, the re-
coded product and the new product will have similar sales margin percentages
cach peried. The new product % will need io be planned taking the buying
margin into account. The markdown product % varies across the year, but
increases during markdown periods, in this example periods 3 and 10. The
reason that this happens is that product whieh had previously been in the ‘new’
categary 1s being marked down for the first time. This product will when

matkesd down be al a higher margin than the existing market down product,

18
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31-33

34
29

3.2.3. Planning The Space

Square fect should never be used within the range plaoning process a4 it dees not provide

some of which may lave been reduced several times previously. As a result,
the overall margin of the marked down product will increase. This margin will
subisequently reduce again during the sales, as it is likely that it will be reduced
further during this time,

Related to the three code above and are calculated by applying the margin %
to its relevant sales budget For exaemple, in period 1, new product will
contribute a 45% margin off sales of 43.890 giving a margin value of 19.751,
Total value of code 31, 32, 33 = total margin value for each period.

Total sales margin % for the period, but is not keyed in as the product
classification percentages are, but is instead caleulated as the total margin
value as a percentage of the total sales budget valve. In period 1, a total margin
value of 20,619 from a sales budget of 46,200 produces a sales margin of 45%
{20,619/46,200 ailowing for rounding to one decimal place)

The space can be measured and reported as either square feel or fiucar feel, 5

the volume of stock that can be displayed. In order te understand what this volume will

be, it is Emportant to understand the amount of space available for displaying stock that

can only be anderstood by using lincar feet.

The idea of using space in range plamming s to momtor that the ranges to be

bought will be appropriate for the space from which they sell and how to achieve the

sales plan by department from the space assigned 1o each departient.

The first stage in planning the space is {o convert the buying budget value nto

units. This can be easily achieved by dividing the buying valuc by the average price of

the units to be bought. The buying calculator will show then that there are two buying

budgets, one caleulated at retail and the other at UK cost (code 18 & 24). When using the

retail value budget, the average retall selling prices can be used for next year by looking

a1t how they were priced last year and agreeing upon what the siratezy will be for this

year. When using UK cost buying budget, the average UK cost prices is used for the next

Y
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12 months and ther¢ will be no access to these that far in advance, as they enly get
confirmed as each phase or merchandise is developed.

The retail prices planned for next year, will need io be an average by department
and as a result are unlikely to change very much during each season, although they may
vary from one season 1o another.

The space caloulator shows the progress from the buying budgets in retail value to

a buying budget in units. The explanation of the space calculator ia as follows,

Code Fxnlangtion

3,14,18  As previcusly explained from the buying and margin calculators.

3,14 [information onlyl

ig To be converted mio units.

35 It will need to address the prcing strategy for the year being planned, using
last year average retail selling prices to drive out a view of the prices for this
yoar,

36 This s arrived by dividing code 18 by code 35.

3 2.4 Using Stock Turn to Control The Range Plan,

3.2.4.1. Stockturn

The concepts of stacktum relate to how quickly the stock is selling and for bow
tonig it will fast. They are extremely uscful measures of the stock position and have the
advantage of being applicable at any jevel within the business.

Stocktwn is defined as sales in a certain period of time divided by the average
stock, and is thus a measure of how fast merchandise has sold. For example, if the sales
in one store last year were 100,000 and the average stock in that store during the year was
25,000, the stock turn is 4 (.o, 100,006/25000), It means that the stock can be turned 4
limes a year.

As stock level can vary guite significantly over the course of say 2 year, gelting an
average stock level can be achieved In any one of three ways. In the example below are

openng stocks for each of the Mothercare 4-week periods.

20
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Period | 220,000 apening steck of the yoar
Poriod 2 230,000

Period 3 230,000

Periad 4 240,000

Peniod § 245 000

Period 6 250,600

Period 7 260,000

Period 8 235,000

Period 225,000

Period 10 230,000

Perind 11 215,000

Period 12 235,000

Periad 13 240,600 closing stock of the year

The three methods of caleulating the average stock are as follows,

I. The average of the opening stock of the year and the closing stock of the year, Iny the
example above, this is the average of 220,000 and 240,000 which is 230,000

fna

The average of the opening stock of the year, the closing stock of the year and a stock
level from the middle of the year. Thig would be the stocks from peneds 1, 7, and 13,
e, the average of 220,600, 260,000 and 244,000 which is 240,000. This method is
usefiul, where the stock reaches a very different level in the middle of the year and
you want this level to influence the average.

3. The average of the upening stogk for the each of the periods which is 235,000

The above methods have been applied to a full year, but can also be used to
calculate averages over any length of time such as weekly or daily ete. The last method
provides the most relisble average and should be used if you have access to all the
individual numbers.

Stock turn is designed (o show many times i will sell (or turn) the stock during a
season. As a result, the elements required to caleulate the stock tum are the sales and the
stock, Within the range planning process, it 1s used primarily to check that there 1s
sufficient space to the ranges in order to achieve the sales. To check if the stock being
Bought throngh the space will nccapy quickly encugh duning the season in order to avoid
having excess stock at the end of the season, [t should clarify the fact that stock turn is
about the movement of stock and the speed that it moves through the space available. Ifit

does not move guickly enough, then the season will have ended before the stock has

2t
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cleared. I it moves quickly, then the stores would rurming out of stock and have missed

safes opportunities, The number of the stock twurn depends on the store location and its

customer fow.

3.2.4.2. How to use Stockiury

Stockturn can be used during in-season trading and range planning activities.

In-Season
During the season, it can be calculated by valuing the average stock and dividing
it nto the value of sales taken aver a period of time. To get a meaningful stock tum

figure the period of time needs to be at least the length of 2 season, but kleally a whole

vear (see example abave).

Range Planmine

It will need an average stock number and 2 sales plan, in this case the sales is
taken from code 14 “New Product Sales Budget”. the value of stock thal can be displayed
in the space should be used in order to calculate the average stock.

This can be achieved by understanding bow much stock the fixtures can hold.
There are a number of stages (o achicving this and from here to the end of the module,

there 1s a considerable amount of space details to absorb.

i. Calculate the linear footage for the departinent.
This footage is unlikely to change during the season, but may change from one

season 1o the other in case of changing the departmental layout of the store.

2. Calculate the new product footage.

This 15 to consider how much space will be given to markdown and recoded lines.
it needs to be done because not all of the sales come from new product duning the season,
so therefore il must devole some space o achieving these sales. This will give the
available space for new product. The above are covered by code 37, 38, 3% in the space

caloulator,

P
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2 Calewlate density per linear foor {code 40).

Density per foot is the term used to understand how much product can be
displayed on each linear foot in the store. To initialiy calculate these figures does require
time, but as the benefits of remaining constant for each season or year. The reason for this
is that the density simply reflects how much to display on a fixture and has nothing to do
with sales or margin figures in other words it is a salesfloor siockliolding capacity. The
next thing is to value that capacity using average selling prices.

Code 40 shows typical densities. As thess figures relate to an average density per
foot, the total stockholding capacity is calculated in units by multiplying this density
number by the anumber of lmear feet it has on the floor. This salculation is shown as code
41, Code 42 15 simply the retail value of code 41 and is caloulated by multiplying the

latter by the average retail prices, which is code 35.

4. Stockturn (code 43}

Code 42 provide the nomber needed in order to make decision of how quickly can
the store sell the products during the season through the given space. It ig calculated by
dividing salesfloor stockholding value {code 42) info new product sales {code 14).

However, stocktum is only a mearingful number when use the correct sales
figure, meaning that sales for at least a season, buf ideally a Fill year. Therefore in
calculating the stocklurn for cach period on the space calculator | each periods sales has
been muitiplied by 13 before the stockholding value has been divided info 1t This is
known as annualizing the sales. In this case, the stocktumn increases during period 10
which is the highesl sales period of the year,

For the fall year total stocktumm figure, the average stock across the year has been
divided inta the total sales for the year, There are two option to determine whelher the
stocklum figure caleulated as code 43 is realistic or not ¢

1. Using the sales and stock history from previous years {for long trading} as a
measure of the past.

2. Refer to the UK averages when starting up a new store.

Z3

Merchandise Range..., Herawati Yuniati Aziz, FEB Ul, 2003



3. Facings por foot {code 44)

Al this stage, there are calculations of hiow many units 1o buy (code 36}, how
many of them can fil on the salesfloor at any one time (code 41) and how guickly to tura
them in order to achieve the sales plan (code 43). This information is vitally important to
a well-constructed range plan. One further level of detail to go in completing the range
plan that is how many options to buy.

This can be achieved by understanding how many facings per linear foot can be
displayed. A facing can be defined as the number of products that can be seen per linear
foot. For an arm, thiz will always be one. For shelved products, it will be the number of
products that can fit across the shelf,

The fundamental principle here is that all the options bought must be able to fiton
the sales floor. This number of options can be calculated by understanding how much

space dn average eption needs. These averages are those used by the UK and should be
used as code 44,

6. Multiple display (code 43}

In certain sized stores, probably those of 3000 gross square Fect and greater, thers
may be a requirenient on some essential and basic clotidng lines to display an option on
more than one arm. This practios is known as multiple displaying,

Multiple displaying iz net a method of using up space to disguise a badly planned
range. Instead it 15 & specific tactic to ensure sufficient volumes of products are displayed
to sell in Iarge quantities and to make it very aware to customers that the stere have these
garments, In some ways, it is similar to the previous example in this module about
displaying just one product and expecting to tura it 1000 tames. Instead if may adopt a
maultiple display and thus create a sensible stockturmn.

Within the space calculator, code 43 is to input the departments and the extent of
multipie displaying activities. Two important points to be noted,

[. when not using any multipie displaying, the figure entered should be 1 eg. fbr

pushchairs, cols eic.

24
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2. when displaying every option twice, the figure entered should be 2. In this case,

clearty theee is 2nough space to buy more options to generale a wider range and more

cusiomer (nterest,

Choosing a number between 1 and 2 for each department is clearly not an exact
science, bat it is important to provide best view, otherwise the space caleulator will
suggest a number of option which may not be comfortable.

The maximum of 2 only appliss to the department total on the space calculator.

In reality, individual garments may be displayed on three or four arms within the
deparimental space on the sales floor.

7. Number of options to buy (code 46}

This 1s a calenlation which involves codes 39, 44, 43 in the following formula :
code 39 [linear feet for new product] divided by code 44 [number of options per linear
foot] divided by code 45 [multiple display factor].

Using Periad | from the space caleulator

New linear feet 95
Averaze oplions per foot 1
Mulaple display factors 1.5

Number of aptions (100/1/1.5) a3
F:
The explanation of this s that it has 95§ linear feet and can only fit one options on
each foot. Therefore, the maximum number of options to buy | would be 95. However,
there is zoing to be some multiple displaying. The factors of 1.5 indicales that on average

half of the option range will be displayed across two anms, so the options to buy i 43

aplons.
8. Average unit buy per option {vode 47}
The final row within the space calculator and acts as a guide to order quantities

for each option. It 1s calculated by dividing the number of oplions to buy {code 46) into

the new product buying wnits {code 36).

25
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Summary

There 13 3 lot of work mvolved in range planning. The above stages shows how it
can be carried oul in a series of logical steps which build upon each other. The
mezrchandisers should be devoting the Uime to gelling the range planning correct for gach
season, as this should always be the primary focus of their roles. Most of the work will be
in accessing the information which will be needed for each of the calkeulators.

The ¢wo season refer to the variety of fashion in style which regards 1o the current
season such as autumn winter and surnmer spring. As the name of the season suggests,
the budget for autumn winter fashion should be adjusted due 1o the domestic season, such
as Jakarta. Therefore in pianping for saies and buying budget, histonical data to be used

should be emphasized on the data containing sales of summer spring [ashion,

24
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REFERENCES

1. Starehouse means Storghouse Ple, United Kingdom

2. Mothercare International  means a division of the franchisor

31 PT. PKB means a division of the franchise

4. Re-coded Product They sabsequently viewed as being genuine elements of the

next season in exactly the same way as new products line.
The process of recoding is the practice of taking products
from the current season and nominating them as part of the
Xt season range.

5. Marked-down product Products which values are reduced under certain terms and
considerations.

6. Terminal Stocks Stocks that have reached the end of their selling life and aze
no fonger considered o be part of the main product offer
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Le Franchiseur

" Mothercare International

Le Franchisé

- le directeur, etc

- le marchandiseur

données /
historiques Le procés du
budget et du
L’accds aux %lan
infomations

PT. PKB
- le directeur, etc
- le marchandiseur

Trois documents ;

1. e calcul d’achat

2. le calcul de marge
3. le calcul de I'espace |

\/—

<_~

L’option acheté |
P
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Le Franchiseur les accords . Le Franchisé

F 3

Mothercare International PT. PKB

- le directeur, etc - le directeur, etc

- le marchandiseur - le marchandiseur

,x:" _ 1 Trois documents :
e F [ - le budget de vente et achat |7 v/ 1. le calcul d’achat
! i1l L'acces aux "] - le plan de saison de gammes  [777 /| 2.le calcul de marge
i“ infomations .7 e 5007 a

. le secteur indiqué est le sujet de memoire
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2. Pourquoi la franchise international

Les avantages

Pour le Franchiseur

- la valorisation de la marque
- le contrdle de la distribution
- le levier de croissance rapide

des entreprises

125 désavaniaees

Pour le Franchisé

-

une assistance

une source d’idée

usn transfert de savoir-faue
commeicial, financier de gestion,
technique

une notonéié immeédiate

un professionalisme

une réduction du risque

- 8¢ partager de gagner

- étoufer ing€niosité

- le degré de contrdle
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3. Les sociétés

- L& Franchiseor
- Le Format du Franchisage

- Y& Franchisé

Iz Marchandiseur,
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Plan du Budget Vente et Achat
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Plan du Budget Vente et Achat
1. L’ objectif
Atteindre
Les facteurs affectés
Les donndes historigues de vente
Normaliser les données
Les budgets de département
Le budget de vente des saisons

Le budget d’achat des saisons

® N WA WN
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Plan de Gamme de Saison

1. Budget d’achat de données historiques

2. Budget de marge de budget de ventes
3. Plan de 1’espace

4. Employer le Stockturn pour contrdler plan de gamme
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Le Franchiseur Le Franchisé

PT. PKB
- le directeur, etc
- le marchandiseur

Mothercare International

- le directeur, etc
- le marchandiseur

\Y4

dgnne.es Trois documents :
historiques

1. 1a calculatrice d’achat

- 2. la calculatrice de marge
”H L acces aux 3. 1a calculatrice de 1’espace

infomations
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Le Franchiseur Le Franchisé

PT. PKB
- le directeur, etc
- le marchandiseur

Mothercare International
- le directeur, etc
- le marchandiseur

HH données ’ll“rois documents :
historiques 1. le calcul d’achat

Te 2. 1e calcul de marge
HH ;fi,cl;zstig?é processus > | 3. 1e calcul de I’espace A

N\

1l

Nombre de 1’option

acheté
-
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Sourenance de Herawati, Jakarta 3 decembre 1998, jeuds

1. Qu'est-ce-gu’est le franchisage

Tout d’abord, les affaires d'internationales offrent aux entreprises un marché souvean
avec des transactions d'affaires réguldres en croissance. [ présent pour les entreprises plus
¢’ opportunités d’expansion, de croissance, et de revenus sur lewr propre marché domestique
et il offre aussi des choix nouveaux aux conscaunateurs.

L'un des moyens d’acceds aux macchés €trangers et d’action du marksting d’entrer
sur le marché international est la franchise internationale.

Le franchisage est une licence d’ordre commercial concédée par une entreprise & une
autre pour "exploitation 4’une margug originale, de méthodes cu techniques particulidres, en

apportant "assistance technique, commerciale et de gestion nécessaire.

2. Pourquoi la franchise international

Pour le franchiseur, il peut s¢ développer mondialement 4 ene reduction de risques et
de cofit. I peut aussi obtenir des infezmations critiques sur la coutume et les cultures des
marchés locaux de ’animateur d¢ Uentrepencur.

Acheter une franchise est un moyen pour les geéns avec capital limité 'avolr leur
peapre affaire. Lg franchisé peut enirer dans une affaire gut 2 produit un systéme opérationned
établi et approvvé, I a Uavantage d’utiliser 4’une marque reconnue, des produits, efc,

Pour tous les deux | il y a beaucoup plus d’avantages que dinconvénients.

Les avantages :

Pour le Fraanchiseur Pour le Franchisé
- la valorisation de la margue - UDE assisiance
- e contrdie de la distribution - une source d'idée

- le levier de croissance rapide des un  transfert  de  savoir-faire

enteeprises commercial, fpascier de gestion,
- le faible engagement financier technique
~  une uotptifté immédiate
- un professionalisme

- une réduction du risque
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Les désavanlages :

s partager de gagner

les deicx pariies doivent se partager ce qui est gagné dans fe rritoire du franchisé
étoufer ingéniosité

certainy accords du franchisewr limitent les liberiés du fronchisé élouffant
implicitement sa propre ingéniosité

le degxé de contrdle

{e degré de controle du franchisenr sur les aciivités du partenaire {le franchisé} ofi il
peut révoquer celte franchise atiribuée lorsque le franchisé ne peut pas faire face &
des standards établis

. Les sociétés

» L& Pranchiseur

» Le Format du Franchisage

» Le Franchisé

» Le Marchandiseur
1 joue le réle d’acheteyr. Son rite consiste d écablir des budget. H va commencer
par i budget de vente ¢f achat, Il y a plusieurs étapes afin &'établir fe budget, La

premiére etape est (ci-dessous)

Plan du Budget Venie et Achat

1. L’objectif pour 'anaée en cours
2. Comment atteindre cot objectif
3. Comprendre les factewrs affectés
{qui peuvent affeter ces abjectifs)
4. Identificr les données historiques de vente
3. Normaliser ies données historiques de vente
{a partir de toutes ces données, on peuf établir le budget concernant}
6. Etablir les budgels de département

Merchandise Range..., Herawati Yuniati Aziz, FEB Ul, 2003



7. Décider de faire le budget de vente des saisons
8. Décider de faire le budget d’achat des saisons

Plan de Gamme de Saison

1. Erablir un budget d"achat de donuges historiques

2. Etablir un budget de marge de budget de ventes

3. PlandePespace

4. Employer le Stockturn pour contrdler plan de gamme

Stockturn ¢’est a dire rovlement de stock

Merchandise Range..., Herawati Yuniati Aziz, FEB Ul, 2003





