
BUICK . CADILLAC

January  2 t  ] -99B

Ms.  susan Koerber
Zone l4anager
Buick Motar oivi- s ion
39465 Paseo padre  parkway
Frenont ,  CA 94538

DeaI  Sus  an :

I read hrith disbelief your nenorandum of December 16 concerning Lesabreallocation. The memo contains a number of inaccuracies, distortion5, andi l los ica l  ca lcurar ions ,  and is  wr i t ten  in -  a -J i . -  ip r i ;a ; i  ; ; ; ;  
-  

i " .pp i6p l i " t .  t " ,the  c i rcumstances .  r 'u r thernore .  i t  ignores  t i , "  iac t  tha t  we cons is ten t lv  exceedlesabre  marker  share  versus  na t iona l i  and 
" . " . "  

io  
"h i ia  

ih " - i ; ; i ! - i " " i i , ' ' " .n.lnventoxy is carried. Followi"ng are reasons I believe tfr" rne*oranatr^ rn'.,inappropr ia te .

^____a lJgcet ion  d is lo r t iong !  f t  appears  tha t  the  ra rge  number  o f  Lesabresearneq Dy us  recent lv  rnay  have been due to  a  h igher  than a , re rage Lesabre  sa lesmonth for us- in october,  as werr u" J i" t" i t i "" ! ' in arrocat io. ,  6reat"J- lJEast-west units taken out of normar- zone arlocation. since i 
""a"i"i""i 

tn"tearn  xa te  i s  based on  6o-day  sa les  ra ther  than a  nore  s tab le  longer  per ioa ,volat i le  swings in  ar locat ion can resur t .  Buick apparentry  recoin iz ! "  i i i !distribution f1aw, and has deveroped vor,r" ,r,i.tr 
-str'oira 

navl, p""iii_". 
-rrn"t 

it"to which you a11ude inro  wnrcn ,  you_af rude fn  your  nemo.  so ,  i t  appears  tha t  w i th  th is  improved
syscern  tha t  the  ar rocaL ion  d is to r t ions  o f  wh ich  r  have become a  v ic i im w i r l  be
reduced i f  no t  e l in r ina ted .

Inqcgura te  " re fusa l "  cq lcg la t ion :  your  c r i t i c i sm o f  my bus iness  dec is ionis  based in  paru-n lour  caGuTEt ion-Ehar r  have ; ; ; iu ; ;d , ; 'a- ; ; t " i - " t -zo
l esabres  over  two pre ferences .  Th is ,  I  be l ieve ,  i s  an  inaccur . t "  . " .ount  o tcne.ac tuaJ-  nun-ber ,  as  i f  I  had  taken a l l  14  the  f i rs t  p re fe rence,  . i t  ie
un l i ke ly  tha t  I  wou ld  have earned any  on  the  second pr -e f  e r . r r . " .  

' so  
th "rrcrvc c. ' . !r le(.r any on Ene seconct preterence. so the actual

number of cars decl ined (a more accuiate term than the ad.versari-a1 tern
" r e f u s e d "  )  w a s  1 2 .

^ - _ - _ I l l o q i c ? l  : ' n i s g e d  p r o f i t ' ,  c g l c u l a t i o n :  y o u r  c a l c u l a t i o n  o f  2 o  u n i t s  a t
) r , / u /  p e r  u n r r  r o c a l r n g  s 3 4 , r 4 0  r s  a n  a c c u r a t e  m a t h e n a t i c a l  c a r c u l a t i o n .  r f  w e
had been ar roca ted  and dec l ined 1oo un i ts .  the  , ' rn issed pro f i t , '  wourd  have been
s170 '700.  However .  the  imp l ica t ion  tha t  s tock ing  exces-s  inventory  w i - l r  resu l t
in  a  cor respond ing  inc rease in  saLes  is  lud ic rou ! .  r  wou ld  t rope 

' t r ra l  
iu ick

does  noL use th is  method o f  fo recas t i -ng  fo r  i t ' s  p roduc t ion  le izers .  There  as  a
reLatively finite market for any produ-t which cainot be aLtered by any signif-
icance with excess inventory, unress accompanied by prohi-bit ively 6xpe-nsive
marke t ing  e f fo r ts .  A f te r  nany  years  o f  a t tempt ing-  u isucc  e  s  s  fu l r !  to ' fo rce  a
narke t .  cenera l  Motors  has  w i ie ly  adopted  the-ph j - iosophy o f  res t i i c t ing
produc t ion  to  a  leve l  tha t  can  be  so ld  p lo f i tab ly  w l th  ieasonab le  mark5 t rng
ef fo r ts .  I t  works  the  same \ " ray  in  a  de i le rsh ip .

sa les  and reg is t ra t ion  e f fec t i veness :  you  ind ica te  tha t  the  loss  o f  sa les
and reg is t ra t ion  e f fec t i veness  wou ld  resu l t  f rom not  tak ing  the  fu l l
a l loca t ion .  you  fa i l  to  no te  tha t  in  1996 we so ld  65  t -esabres ,  wh ich  is  13Bt
o f  reg is t ra t ions  requ i red  to  equa l  the  na t ionaL average o f  47  fa r  our  marke t .
A lso ,  fo r  1997 th rough Marchr  the  la tes t  repor t  I  hav5 rece ived,  we so ld  13
v e r s u s - n a t i o n a l  a v e r a g e  b a s i s  o f  1 2 .  D u r i n g  t h i s  e n t i r e  p e r i o d  w e  h a v e
normal ly  car r ied  a  to ta l  ava iLab i l i t y  o f  no  more  days  supp ly  than we cur ren t ly
have,  and have f requent ty  had less  due to  unava i lab i l i t . y  o f  p roduc t .

vo la t i le

39639 Bolenl ine Drive .  Nework, Col i fornio 9r '560 .  (510) 226'1234 .  Fox (510) 226'6545



l 4s .  susan Koerber
January  2 t  I99B
page 2

It is qeneraLlv aor:eed arong dealers, j-ndustry analysts, cltAc, f ir,/enty
9 i?y !  gy id : i i n "s ,  " t c . ,  t r l " t  i  a i -eo -a ; ; " ; " ; ; i ; - . f  ca rs  i n  s tock  i s  t heqesr raDJ-e  J -eveJ .  and rs  adequate  to  ma in ta in  marke t  share .  Many nakes ,j -nc lud ing  the  success fu l  inpor ts ,  p rogpeE wi th  nuch a  much lower  days  supp ly .cadilrac's custon Express oeriveiy-l irEEri-ne s state ,,rnventory size wil l dependo n  t h e  r a t e  o f  s a l e : - 3 0 - 4 0  d a y s  

" ' " p ; l t  
; ; ; ; i ;  b e  a a e q u a t e , , ,  A s  t o n s  a s  a

Jepresenta t ive  inventory  o f  popu lar  co lo rs  a re  main t i ined ,  in  the  e ien l  o r  no tnavr -ng  a  desr red  co lo r  o r  -equ ipnent  leve l  we have tbe  ab i l i t y  to  dea le r  t rade
for  a  Bu ick  fo r  nex t  day  de l i v6ry .  Not  on ly  w i l l  excess  inv l " to rv  . .use
unfusr r l red  car ry rng  expense.  the  inev i tab i r i t y  o f  o rd  dead s tock-can preven!
earnrng  t resh  new merchand j -se  needed to  ma in ta in  sa les  f  lo l r -

, . . . ,  
T ! l : "gh  Decerber ,  1997,  we so ld  49  Lesabres ,  an  average o f  4  per  nonth .

whrJ .e  our  month ly  sa les  have ranged f rom 2  to  B .  the  quar tJ r ly  sa l -es  a re  as
f o l l o w s : .  l s t _ -  1 4 ,  2 n d  -  I o .  3 r d - -  1 2 ,  a n d  4 t h  :  1 3 .  r h i s  i s - a  r e l a t i v e l y
pred ic tab le  f low o f  sa les .  As  o f - the  las t  p . re fe rence,  o r  ava i iaU i i i i y  

" . "  
fe

I -esabres ,  wh ich  is  a  t2o  day  suppLy base on  4  per  mon ih .  us inq  indus ' t rv
gu ide l ines .o f  4s-60  days ,  and a-a l i ig  as  days  fb r  veh ic ie "  i ; - ; ; " ; ; ; ; ;  

- l i r .

? : " : I 3 ? t : ,  
t o c a l  d a y s  s u p p l y .  w o u L d  - b e . 9 o - 1 0 5  d a y s .  s o ,  o u r  c u i r e n L  a v a i l a b i l i t y

rs  nore  than adequat .e  to  ach ieve  des i red  marke t  share .

__ .  An except ion  to  the  above gu ide l ines  o f  course  is  a t  bu i ldout /  l rhen
add i t iona l  inventory  i s  necessa iy .  r f  \ , Je  had taken the  add i t i -ona l  20  cars  as
you suggest  h re  shou ld  have,  tha t  wou ld  g ive  us  a  to ta l  ava i lab i t i t y  o f  36
lesabres, or 270 days supp)-y. This g-manth supply would t.ake us tfrrouqh
september ,  the  end o f  the  nodeL year .  However l - i t  was  no t  my unders ta id rng
tha t  the  las t  two pre ferences  were  bu i ldout  a l loca t ions .  ec io rd ing  to  the
alrocation /production schedure, there are five more lesabre prefer6nces between
now and mid-March ,  and I 'm cer ta in  nore  a f te r  tha t .  f f  h is t l rv  i s  anv  qr r i r te
there  w i l t  be  adequate  oppor tun i ty  fo r  us  to  on ta in  aaa i i i " . " i '  l . l . t i !  =  "J i - -  

'

those pre ferences ,  and rece ive  them on a  t ine ly  bas is .

In  add i t ion  to  the  above ava i tab i l i t y .  the  Eas t -west  cars ,  p redominate ly
I ,esabres .  w i l l  be  ava i lab le  in  mid-January .  add ing  to  the  days  s ipp ly .  when-
the allocations were short during the weeks the East-West cais weie being
preferenced. chri-s told me that ihe cars c an're out of reqular zone alrocaiion.
Then when d iscuss ing  the  las t  p re fe rence,  he  to ld  ne  th ;  Eas t -west  cars  shou ld
be cons idered a  bonus,  s ince  these cars  a re  e i ther  requ la r  a l loca t ion  or  a
bonus and cannot  be  bo th ,  I  wou ld  apprec ia te  a  c la r i f i6a t ion  as  to  wh ich  rs

.  
' jHe1p us  work  tgwards  our  mutua l  qoa ls : "  Dur ing  the  1997 node l  year  our

Drs t r t -c t  Managers  asked ny  he lp  in  tak ing  sky tarks  and R iv ie ras  tha t  I  d idn , t
need.  they  asked fo r  he1p,  wh i le  acknowledg ing  ny  response tha t  we d idn , t  need
the number we earned. Based on this amicable ipproachl r took nost of rrhat
they  asked me to  take ,  p r inar i t y  in  the  in te res t  o f  good re la t_ ions .

By  the  t ime we so ld  a I I  the  Sky la rks ,  the  cars  had averaged 219 days  in
s tock .  our  average gross  was S1045,  w i th  an  average f loor ing-and insur ince
expense per  car  o f  approx j_nate ly  gL03g.  w i th  an  average cornmiss ion  o f
approx ina te ly  5200,  \ , /e  ne t ted  a  loss  o f  approx imate ly  S2Oo per  car .  The
Riv ie ras  averaged 209 days  in  s tock ,  inc lud ing  one ,90  we s l i l l  have.  our
average gross  was 91384 per  car .  w i th  an  average f loor ing  and insurance expense
of  approx imateLy  $1740.  Wi th  an  average commiss ion  o f  approx ina te ly  9250.  we

l : . i : d , ! 11 i .1  l l i , l l i :  f o r  a  l oss  o f  app rox ima te l y  g6oo  pe r  ca r .  ru i t he rmore ,
rE r-s nr-gnJ-y unJ-rKety tnat even $rj-th the excessive inventory we carried that we
wj - I l  have ach ieved na t iona l  average marke t  share  in  1997 fo i  sky la rk  and.
R iv ie ra .  wh i le  th is  exper . ience was on  lower  vo lume cars .  the  pena l ty  o f
excess j -ve  inventory  wou ld  be  the  Eame fo r  Lesabres .  so ,  tak inq  excess
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a l loca t ion  o f  Lesabres  does  no t  cons t i tu te  a  good , ,bus iness  case. , ,

.  So ,  i t . i s  apparent  tha t  the  excess  inventory  o f  these un i ts  d id  no thrng  tornc lease sa les  fo r  us  o r  Bu ick  Motor  D iv is ion ,  b i t  nere ly  inc reased ou i - tos t  o topera t ion .  cos ts  must  be  t igh t ty  
" " " t i " i reJ - - i t -a  

dearer  i s  to  surv ive  wr th  the
- l in i ted ,  markup ava i lab le  on  6u ic -k  p roau. ts  io - i y .  wh i le  to  my knowledqe wehave no t  ye t  had a  cusromer  ment ion  cM Buypower  to  us ,  i f  th ; t  ; i r ; ; i ; - ; ;ppen r - r .w i l l  on ly  fu r ther  e rode gross  pro f i t s .

- voYsj Further adding to.ny irri-tation was an articLe in the Decenber issueof 'rnside Buick." rt  d5scribLs the new v.t i .r .  oia"i- lr"" l i" i i ," t"Ji !r?i '""a
the benef i ts  to  Buick and i ts  dealers,  largely  i " r_r . ror . : . r ,g  my conroents.  Afeature box in  the arr icre,  reproducel  u. iJ" , ' " r t " "  the f iaw-s in  f i , . - - ia  

"y" t . rnand compares it to voMs. I believe that further comment is unnecessarv.

In sununary, I believe that my dealership has served Buick h,ell for 17
years .  I , le  have cons is ten t ly  exceeded s ta te  i verage marke t  e f fec t i veness ,  and.
l.n some years national average. our csl is consiltently above average, and
currently among the top in the district and zone. r,arqelv throuqh tiqht
expense cont ro l f  we have surv ived some very  d i f f i cu l t  yea is  wh i l6  dea ie rs
around us have come and gone, with value iricing and now cM Buypolrer, survival
has  become even more  cha l leng ing .

we have always maintained good and coopexative relatlons \,f ith zone
personne l ,  and w ish  to  cont inue to  do  so .  i t  i s  un for tunate  tha t  the  tone and
il logical content of your memorandum lrork against this relationship, and
furthercmore are based on an acknowledged fl iwed allocation system that is in
the  process  o f  be ing  rep laced.

what 's  new wi th  voMs?
voMs is a more market-driven order manaqement Drocess
compared to  Bu ick 's  p rev ious  vay  o f  do i ig  bus i ;ess .

H e r e ' s  h o w  i t

The OId !^rav
Separa te  sys tens  and proce s  seg

React ive  "  push"  svs tem
outdated  techno lo ly
D is  jo in ted ,  con fus ing  marke t ing

9Eraceg les
Flee-flolr order submis sion
Manufacturer-dxiven
Minimal dealer input

The New Way
coflunon systems and business

Proac t ive  "pu l l ' ,  sys tem
cut t ing-ed9e techno logy
Brand management-driven;

consensus  p lann ing
Pattern-order generation
Market-driven
FuIl dealer involvenent

fn  l igh t  o f  tbe  above,  f  ask  tha t  you  recons ider  your  conunents

s incere ly .

Dona ld  R.  s igner
Pres ident

rur---
cc :  Chr is  Hudd les ton

Mark Thomas
Buick  Motor  p iv is ion  l ' i l e


