Commercial Negotiation

INTRODUCTION

This exercise is designed to illustrate some of the concepts and techniques that may be used in successful sales negotiations. Participants take part in a simulated negotiation allowing them to explore different approaches and then discuss and review their performances.

Participants are divided in to groups that take either the buyer's role or the seller's role. Besides playing these roles, each group has access to a computer to help them assess the financial implications of their proposals. Thus the exercise combines the usual behavioral aspects of a role-play with the ones of financial success.

PROCEDURE

The exercise consists of the following stages:

FAMILIARISATION & PLANNING

INFORMATION GATHERING MEETING

PREPARATION OF THE INITIAL PROPOSAL

INITIAL NEGOTIATION

MODIFICATION OF THE PROPOSAL

FINAL NEGOTIATION

REVIEW AND DISCUSSION

Familiarization & Planning involves each group, separately, becoming familiar with their own business situation, defining individual responsibilities, considering objectives and determining what information is needed from the other group. Additionally the groups may wish to become familiar with the computer.

Information Gathering Meeting involves a meeting between the buyers and sellers. This meeting serves three purposes - to obtain information, to supply information and assess the other group. The sellers should leave the meeting with a clear understanding of what the buyers want. As this is the first time the groups meet both should be fully prepared especially for the opening stages of the meeting.

Preparing the Initial Proposal occurs following the information-gathering meeting. The groups separate to define goals and consider options. When defining goals it may be useful to do this in terms of what is unacceptable, reasonable and desirable. When considering options this should be done based on their probable financial impact and to help do this the computer can be used to assess costs and profit.

Initial Negotiation the two sides meet again to present and discuss the initial proposal. Both groups should be prepared to negotiate and suggest acceptable terms.

Modification of the Proposal involves the groups breaking off from their negotiation to investigate and modify their proposals. This will involve further analysis of the financial implications of the proposals (using the computer) and the definition of firm goals and acceptance criteria.

Final Negotiation involves the groups returning to the negotiation to finalize agreement. During this period it may be necessary for short adjournments to allow individual groups to discuss proposals privately.

Review and Discussion involves the groups reconvening to report on and discuss the negotiation. This should involve a discussion on goals, how these were progressed towards and an evaluation of the other group. To help with this session each groups should ensure that they record their progress during the negotiation.

THE SITUATION

To provide a realistic negotiating scenario a particular product and business situation has been chosen. However, this has been generalized and simplified to ensure that it is applicable to most companies.

The buyers represent a small chain of stores (the Katz Stores) and the sellers represent a small, regional, brewer (Ullage Fine Ales). Recently Katz Stores has introduced a range of own brand products and, now, are investigating the possibility of an own brand Lager.

All costs and prices are measured in terms of a "universal" currency - Account Units (AUs). Specific information about selling and buying costs are detailed in the information supplied in the separate "Sellers' Brief" and "Buyers' Brief". It may be assumed that there is no inflation and all costs will be assessed from the computer models.

The two groups have not done business before as the buyers have previously bought branded beers from wholesalers and the initial meeting has come about through the buyers contacting the sellers.

AREAS OF NEGOTIATION

An agreement is to be negotiated about the following:

PRICE

VOLUME

PERIOD MONTHS

DELIVERY SITES

PAYMENT DAYS

STRENGTH % ALC.

PROMOTIONAL SUPPORT

Price is for each one thousand cases of lager. Part payment will be made after each delivery.

Volume is the monthly delivery in 1000's of cases.

Period Months is the life of the contract in months.

The number of Delivery Sites will either be one (direct to Katz Stores central warehouse) or twenty-seven (to each of their stores).

Payment Days is the time, in days, between invoice (for an individual shipment) and settlement.

Strength % Alc. is the strength of the lager (in percent alcohol content). It will affect both costs and the demand for the lager. In order to simplify differentiation the lager can be produced in steps of 1% alcohol content from 3 to 8 percent.

Promotional Support is the amount of money supplied by the sellers to support the launch of the brand.

These areas of agreement will change sellers' and buyers' costs, the demand for the product and the buyers' and sellers' profit. 

USING THE COMPUTER

A microcomputer is available to help you evaluate the financial impact of your offers. When the software is run you will be asked for a team name. The name is used to identify your proposal data and can consist of up to six letters. The first time you run the software and enter your team name you will be asked to confirm that you are starting the negotiation. 

If when using the negotiation software you need help, there are several buttons at the bottom left of the screen. Clicking the Manual Button gives you access to an online manual describing the negotiation and providing information about either the selling or buying situation. Clicking the Help Button provides help with using the software and clicking the Advise Button provides help with the current task.

The negotiation software provides these options :


Negotiation Options



 Enter Proposal



 Evaluate Proposal



 Compare Proposals



 Revert to Previous Proposal



 Delete Proposals



 Recess Negotiation






Proposal Entry allows you to change the areas of negotiation. The current entry cell is highlighted. To move between cells use the arrow keys or click on a cell to change it. Type in the new value(s) and click the Confirm Button when you have made all the changes. Each proposal is assigned a number.

Evaluate Proposal causes the current proposal to be taken, its outcome assessed and display. If you wish to print these, click on the Print Button.

Compare Proposal causes a table of the most recent proposals to be displayed (and, optionally, printed).

Revert to Past Proposal allows you to revert to a past proposal to be used as the basis for the next proposal.

Delete Proposals allows you to delete one or more proposals from the ones currently part of the list of recent proposals. (The software can only store a limited number of past proposals and when this limit is reached, the oldest proposal is deleted, 

Recess Negotiation allows you to end using the software. The current proposals are saved and, later, re-running and entering the same team name allows you to continue with the negotiation.
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