MARKETING 364 – CASE 5 – SODA

Please use the questions at the end of the case as a guideline for your focus and discovery. Any external information you can source and analysis you can do are recommended. Source reference: (Bowersox, Cooper, Lambert, and Taylor, 1980. “Management in Marketing Channels”.)

[image: image1.jpg]CASE 9-2: South Bottling Company

On a warm afternoon in 1978, Sam Stebbins, president of South Bottling Com-
pany. was reviewing the consequences of two major strategic decisions he had
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made in the past 5 yeurs. As he prepared for the annual meeting with the other
739 Coca-Cola franchisees, he was sure he would be questioned closely about
the results of his actions regarding addition of the Dr Pepper product line and
adoption of an 8-ounce can for Coke. He knew that other Coke bottlers would
be very interested in the profit impact of these two actions as well as any proh-
lems which might have occurred in the franchise arrangement.

INDUSTRY BACKGROUND

The channel system in the soft drink industry is called u producer-oriented
wholesale system. Soft drink producers sell their syrup to franchise bottlers
who operate independently of the parent firm. The group producer. such as
Coca-Cola. attempts to minimize risks by shifting functions in the channel to its
franchise bottlers. The bottlers provide facilities tor actual boutling. relieving
the producer from considerable investment in production facilities. In addition,
the bottler provides local warehousing and delivery to retuil outlets. Thus. the
bottler actually provides production, storage. warehousing, and delivery 1i-
ties within the channel. Bottlers also handie accounting functions und provide a
considerable amouat of market information concerning tastes and preferences
to their present syrup manufacturers. Thus, the major advantages of this distri-
bution system to the producer are reduced investment in fixed facilities. lower
inventory requirements, and economies which result from shipping pure syrup
rather than the bottled beverage. The bottlers. who serve as warehousers and
“*manufacturers’ of the final product. ship locally and have a lower total inven-
tory expense than would be the case if syrup producers performed the final dis-
tribution function,

The bottler in the soft drink industry typically is viewed as the lifeblood of
the parent company. The functions performed by this channel member are
directly related to the success or failure of the syrup producers. In return. the
producer supplies syrup (typically developed from a well-protected recipe) and
extensive promotional assistance. The ussistance includes expenditures for na-
tional advertising. cooperative ad allowances granted to bottlers und retailers.
and free sampling,

GROWTH OF DR PEPPER

For the years 1965 to 1975 Dr Pepper was the star of the soft drink indusery.!
The company's cherry-flavored beverage expanded in distribution fram the
small towns of the South and Midwest into major markets of the United States,
In 1974 Dr Pepper completed its national distribution. primarily at the expense
of Coca-Cola and PepsiCo. which between them controiled 55 percent of the
soft drink market, During the past decade. Dr Pepper was able to double its

! The situation for South Boting Company is wtally fictitious. Similurity between the deci-
sions described in this case and any real situation is purely coincidental
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sales and profits every 4 years until it reached a sales level of 5227 million and
profits of $20 million in 1977.

Dr Pepper’s strategy generally called for signing the largest bottler in each
local market. In almost every case this meant gaining distribution from the local
Coca-Cola bottler. Since Coke bottlers were generally independent of that firm,
Dr Pepper was able to sign approximately 25 percent of Coke's franchisees by
1975. In doing so, Dr Pepper achieved distribution through many of the stron;
est bottlers in the industry and gained 5 percent of the total market with its sin-
gle line product mix. This share placed Dr Pepper fifth in the industry behind
Royal Crown (6 percent), Seven-Up (7 percent), and the much larger Coca-
Cola and PepsiCo firms. The rapid growth rate during the period 1965 to 1975
caused Dr Pepper executives to project that the firm would pass Royal Crown
and Seven-Up in a relatively short period of time.

Dr Pepper executives felt that, in order for sales to increase. it was ex-
tremely important for consumers to have an opportunity to sample the product.
The unique and distinctive taste of the product made the sale of single drinks a
very important aspect in building a strong Dr Pepper franchise. (The single-
drink market in the soft drink industry consists of vending machines, fountain
sales, and spectator events.) Therefore. Dr Pepper executives planned to put
more emphasis on sales promotions such as giveaways at sporting events and
shopping center openings. It was felt that this move was necessary before the
firm could hope to gain more distribution through supermarkets. It was feit also
that the firm should not try to compete directly with Coca-Cola and PepsiCo in
advertising since total expenditures for those two firms totaled S130 million—
more than Dr Pepper’s annual sales. Tables 1 and 2 and Figure | present finan-
cial summaries for Coca-Cola and Dr Pepper.

Table 1
The Coca-Cola Company and Subsidiaries
Financial Highlights
(In Million Except per Share Data)

Year ended December 31

Percent
1977 1976 increase
Netsales . . . ... .. ... . . $3.559.9 $3.004 5 16.0
Profit before taxes on income . . 2 e 605.3 545.5 1.0
Net profit . . . . EunEa ‘ 328.2 2807 122
Net profit per share i FEET R 267 238 122
Dividends per share % ¥ i s o 154 1.325 16.2
Shareholders’ equity PR 1.587.2 14185 9.8
Percent net profit to net sales . . . « i 2 9.2% 9.4%
Percent net profit to sharehclders’ squlty ‘ 20.9% 20.5%

* 1876 amounts have b tated 1o :nclude operations of The Taylar Wine Campany, Inc.. on a poahng of
interests basia and 1o reflect a twa-for-ons stock spit eftactive in May 1977
Sourco: 1977 Goca-Cala Company annual repart
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Table 2
Dr Pepper Financial Highlights
(Years Ended December 31, 1977 and 198786)

Percent
1977 1978 change
Netsales . .. . . . . $226,750.000  $187,216,000 -21.1
Earnings
From continuing operations
before income taxes . . . 38,504,000 33.426,000 =T
Provision for income taxes . . . @ 18,182,000 15,834,000 ~14.8
From continuing operations * 20,322,000 17,592,000 +15.5
From discontinued operations,
net of applicable income taxes . . . . = 183000 -100.0
Net earnings . . 20,322,000 17,785,000 +14.3
Number of weighted average
shares outstanding i 20,200.000 20,173,000 -

THE 8-OUNCE CAN

The 8-ounce can of Cocu-Cola was introduced by a number of independent
bottlers.? First brought into the market in Los Angeles, it won quick consumer
acceptance there and spread to several other major markets. including New
York and Miami. Adoption of this can represented the first time since 1915 that
independent bottlers took on a package which the parent firm had not recom-
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Figure 1 Dr Pepper: distribution of revenue (net revenue of $226,750,000). (Dr Pepper 1977
Annual Report.)

2 Facts for this part of the case were developed from R. §. Smith, Dr Pepper: Pitted Against
the Soft Drink Glants,” Business Week (October 6. 1975), pp. 70-73.




[image: image5.jpg]298 CHAPTER 9

mended. Since purchase of Coke in 8-ounce cans was more expensive for con-
sumers (2.9¢ per ounce when bought in a six-pack of 8-ounce cans versus 2.3¢
per ounce in a six-pack of (2-ounce cans), marketing executives were puzzled
at its rapid acceptance. However, some consumers indicated they eventually
threw away some of the contents of the 12-ounce cans because they contained
more than would normally be consumed at one time. Thus, the 8-ounce can
seemed to fit consumers’ needs more closely. Still, Coca-Cola did not give this
product its backing either through franchise encouragement or through adver-
tising expenditures.

SOUTH BOTTLING COMPANY

South Bottling Company was located in a major southern metropolitan area
with a population of over 700.000.> The firm was started as a Coca-Cola bottler
by Joshua Stebbins. Sam's father. in 1915. South had enjoyed success com-
mensurate with that of the parent company until Sam took coutrol. Being ambi-
tious, Sam Stebbins added a line of ground coffee to his supermarket distribu-
tion network. He also started a packaged sandwich subsi ary which
distributed its products through vending machines located in many of the same
outlets as his Coke machines.

Stebbins had also added many products intended to make his firm more
dominant in the industrial feeding market in his market area. These products
included portion-controlled packets of spices and table condiments and a broad
base of soft drink products. By 1977 net sales and profits of South Bottling
Company, which by this time had become a corporate entity owned by Steb-
bins and fifteen other relatives (Sam and his immediate family maintained 25
percent ownership}, were $27.8 million and $978,000 respectively,

THE CURRENT SITUATION

South Bottling Company became a Dr Pepper bottler in 1973. Stebbins ex-
plained that he had added the product because of Dr Pepper’s agressiveness in
the marketplace and the high level of sales it had achieved. He indicated that Dr
Pepper was a very good product and the company did a superb job of promot-
ing it. Since he was not required to take on Coke’s competitive product, Mr.
Pibb, which had considerably less than 3 percent of the total soft drink market.
he felt that it only made sense to add Dr Pepper. He knew that it was extremely
unlikely that Coke would sell a Mr. Pibb franchise to Pepsi or Seven-Up
bottlers since the regular Coke bottlers would complain bitterly, Thus. by tak-
ing on a Dr Pepper franchise. the Coke bottler could virtually monopolize the
cherry-flavored market, This was particularly true since Mr. Pibb suffered from
low levels of consumer awareness and received little support from Coke.

® Facts for this part of the case were developed from ~“Marketing Observer.” Business Week
(October 3. 1977). p. 64.
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South was also one of the first bottlers to begin producing Coke in the 8-
ounce can. Stebbins believed that Coke would never give this product a major
effort since it had the potential to reduce the total amount of Coke syrup used
by local bottlers. On the other hand, he thought bottlers might favor the pack-
age since it would reduce their purchases of Coke syrup and increase the per-
ounce selling price of their final product. Of course, he realized that this pack-
age also increased the number of stock-keeping units required since he felt it
would be impossible to eliminate the [2-ounce can entirely. Thus. aithough there
were some drawbacks, Stebbins’ experience showed that profits would increase
for the bottler by utilizing the 8-ounce can.

Since he was the only bottler in the United States to add Dr Pepper and
begin production of 8-ounce cans of Coke, Stebbins was looking forward to
the annual bottlers meeting. He knew that he would be the center of attention
for other bottlers who were considering the same decisions.

CASE 9-2; QUESTIONS

1 Map the channel network for soft drinks.

2 How does consumer behavior place the bottler in a dominant channel position? What
offsetting buyer characteristics tend toward producer dominance’!

3 What other sources of buyers does South Bottling Company have over Cocu-Cola?
What about its position relative to Dr Pepper?

4 What can Coca-Cola do to regain its dominance over a firm such as South Bottling
Company?
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