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PROJECT DESCRIPTION

Brenton Safety is a didributor and servicer of safety equipment products.  Brenton Safety
is currently experiencing growth dagnation in their core product busness and it is
looking for ways to increase its profit margins. Alreedy narrow product margins are
being pressured, and overal revenue growth has been reduced to 1-2% per year. Brenton
Safety is one of the few safety equipment didtributors that have embraced technology.
Over the past few years, Brenton Safety has developed an Internet Ste for customers to
order safety products. Though this initid attempt a implementing technology as a means
of expanding its business has proved successful, it could be consdered only a margind

SUCCESS.

Brenton Safety engaged our team to develop technology based marketing drategies for
growing ther busness and increasing their profit margins. After our initid conversations
with Brenton Safety, we concluded that the best approach to developing our

recommendations was through the following process.

* |dentifying all potential technology options — Our team worked with Brenton Safety
management to identify al exising technology based marketing proposas that hed
been developed interndly.  Additiondly, our team andyzed the safety equipment
market and offered recommendations for additional technology based marketing tools
that provided some levd of potentid for satisfying Brenton Safety’s ultimate
objectives, Higher Growth rates and Higher Profit margins.

* Evaluating each option based on Brenton Safety Objectives — Once our team
identified each of the available technology options, we evaduated each one based on a
number of criteria including; Sze of Maket Opportunity, feashility within a stagnant
“old economy” safety equipment market, Potential reduction in processing costs, and
costs to implement technology dStrategy. Our evauation parameters were structured to
determine the technology drategy that would be best suited for increasng Brenton



Safety’s Sdes Potentid and reducing the costs associated with safety  equipment

digribution and services.

* Developing technology based marketing recommendations — At the conclusion of
our evauation process, our team developed a technology based marketing srategy
targeted specificdly for Brenton Safety. Our recommendations are based on the
market data for each of the technology options and the unique assets of Brenton

SAey.

INDUSTRY OVERVIEW

The safety equipment industry accounts for 4% of the total indusdtria distribution market.
According to this alocation, the worldwide safety equipment market is $56 hillion. This
market includes products designed to provide a safer work environment, including
respiratory protection products, gas detection and environmental monitoring devices,
persona protective products, industrial safety products, medica/first aid products,
ergonomic products and other associate products. The safety equipment market isa
federdly regulated industry. Many companies originated as family-owned entities. The
market is comprised of various different products produced from numerous safety
equipment manufacturers. Within the security market, safety equipment digtribution firms
serve as manufacturer aggregators and provide a one-stop source for most safety
equipment.

Distribution Market Highlights

The market is growing & a 5-year average annual rate of 4.0%.

It is expected to grow at 3-5% over the next five years (before factoring the events of
September 11).

Industry profit margins are relatively low, estimated to be 1.0% (pre-tax).

The market is rdaively stagnant and it has seen little change over the past 30 years.
The market is served by both large distributors (over $100 million) and smdll
digtributors.



Significant Barriersto entry exist in the form of longstanding customer relationships
and name recognition within the indudtry.

Competitive L andscape

The safety equipment distribution function is served primarily by large players. Large
digtributors target primarily fortune 500 corporations and large government agencies. The
top large playersinclude:

W.W Grainger - Grainger isa$5 hillion globd digtributor of MRO and indutrid
equipment. 1t's Lab Safety Equipment division brought in $330M in 2000.

Fisher Scientific - Fisher Safety is amgor participant in the large market for
occupationa health and safety products. It distributes safety-related products, including
respiratory protection systems, environmental monitoring and sampling equipment,
critical care environments, production safety apparatus, and other health and safety

supplies

Vallen - Valen was recently acquired by Netherlands based Hagemeyer. Since the
acquigition, it has experienced a decreasing market share, potentialy due to
mismanagement from Hagemeyer. It has closed many of itsregiond didtribution facilities

and fired a ggnificant portion of its sales force and employees.

Smdll equipment digtributors serve the remaining smal to medium szed dientsthet are
ignored by bigger equipment distributors. There exist numerous smadl distributors across
the nation, with most operating within their specific region.

BRENTON SAFETY

Brenton Safety began in 1942 as a Safety equipment distributor and has expanded its
business to include services for safety equipment over the past ten years. Brenton Safety
selects each of their environmenta health and safety products for distribution based on
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their quaity, performance, and value. Brenton Safety is alongstanding player possessing
relaively high name recognition, particularly on the West Coadt. It has positioned itsalf
among small safety equipment distributors as a high quaity complete service offering,
which offers the following advantages:

- A large selection of products from many manufacturers
- ugintime (JT) service

- 24]7 service

- Vendor managed inventory

. Site managed inventory

- Client training

. Superior customer service

- Comptitive pricing

As might be expected, competitive differentiation among equipment distributors is based
primarily on price, however Brenton's high qudity image and comprehensive service
offering have positioned it as superior to many of the above competitors on the West
Coadt, particularly in the Bay area

Higtoricaly, Brenton has focused on smdl to medium size regiona companies across
various sectorsincluding government, utilities, petrochemica, agriculture, congruction
and manufacturing. Brenton cuts off dient progpecting at $1 million in annua revenues —
companies with less typicaly do not have sgnificant safety budgets. Although, to date,
Brenton Safety has not served many Fortune 500 Sized corporations, it has begun to
pursue these contracts with more aggression of late asit has developed the infrastructure

and support staff required to serve large clients.



POTENTIAL TECHNOLOGIES EVALUATION & ANALYSIS

In this section, we analyze and assess three technology options available to Brenton
Safety to meet its strategic objectives of increased growth rates and profit margins.
Specificdly the three technology options discussed are e-commerce B2B marketplace
digtribution, an ASP model to manage interna safety equipment portas Stesfor its
customers, and web technology utilization in the development of a safety management
gte targeted to the currently ignored smal business niche of the safety equipment
customer market. We will focus the greatest attention on the final aforementioned option,
evauating not only the technology and market opportunity, but aso assessng a detailed
marketing and implementation strategy.

B2B Marketplace Distribution

Industry dynamics

B2B e-marketplaces are atechnology that could be used as a means of distribution for
Brenton Safety. B2B e-marketplace transactions account for alarge amount of business-
to-business commerce, though, they have never performed according to forecasts. In fact,
astudy conducted by the Gartner Group indicates that the prognosis of B2B commerce
has dwindled significantly. According to the sudy, earlier forecasts of e-commerce
transactions reaching $7.3 trillion in 2004 were over estimated, and as aresult, the
Gartner Group now predicts that B2B transactions will account for $4.95 trillion worth of

transactions.

B2B e-market trends suggest that e-commerce will be successful in very specific verticd
industries including; chemica, stedl and process manufacturing industries * Vertical e-
marketplaces cater to specific industries.  Horizontal marketplaces are not forecasted to
see dgnificant growth. Horizontal e-marketplaces offer smilar product categories to

multiple indugtries. E-commerce marketplaces are systemicdly difficult to compete in.

! Global Sources, Oct 26, 2001



Prices are often squeezed and products and services commoditized as competition is

grictly based on price and delivery.

Competitive landscape

Safety equipment is sold through many different e-commerce marketplaces. Though
many vertica e-marketplaces exist, the amount of safety equipment sold through these e-
market placesis difficult to determine.  There are rdatively few horizontd e-
marketplaces focused on sdling safety equipment.  We have identified five primary
horizontal e-marketplaces that offer safety equipment.

Blue292 (www.blue?292.com)

Environ (www.environ.com)

Pollution Online (www.pollutiononline.com)

Water Online (www.wateronline.com)

Globa Sources (www.d obal sources.com)

Of these horizonta safety equipment e-marketplaces, Blue292 and Pollution Online are
the largest in terms of their value of transactions. Blue292 has offered a safety equipment
marketplace snce 1997 and has a very advanced catalog service. Blue292 isthe only e-
marketplace that offers alarge selection of safety related equipment. The remaining
safety e-marketplaces are focused on a particular subset of the safety equipment market.
For example, Pollution Online, launched in 1996, is geared towards providing
environmental safety products with 2 million registered webste users. Globa Sourcesis
focused more towards vertical products for the computer industry than safety products.
This company is dso well established, being in the trading business for 30 years and

providing e-commerce solutionsfor 5 years. It is publicly traded and is aso profitable.

Analysis

After thorough evauation, we recommend that Brenton Safety should not focus on e-
marketplaces as a means to achieve its growth and margin strategies. In order for Brenton
Safety to gain Sgnificantly from adding itsdlf to an e-marketplace, order sizes must be
large. It can be assumed that large safety equipment orders are mogt likely to be placed



within a horizonta e-market place that caters toward safety equipment. Based on these
assumptions, Brenton Safety would need to enter a horizontal e-marketplace.
Unfortunately for Brenton Safety, the prospects for horizonta B2B e-market places do

not appear to be bright for numerous reasons.

Foremogt, vertical e-market places are providing companies with aone stop shop for al
required equipment, without forcing organizations to join multiple e-marketplaces for

their procurement needs. Joining an e-marketplace may aso squeeze Brenton Safety’s
profits even further for the following two fundamenta reasons 1) The primary drivers
behind e-market places are price and ddivery, and 2) Prices are the primary determinant
for which an order is placed with a supplier. Additiondly, e-market places actually
increase industry rivalry because equipment distributor competitors may join the same e-
market places. With alarge number of competitors in the same e-marketplace, even lower
profit margins would predictably follow. In atime when Brenton Safety is struggling to
improve profit margins, it would seem difficult to justify entering a trading market

environment in which prices will be further pressured.

Because of the previoudy discussed disadvantages of horizonta B2B e-marketplaces,
Brenton Sefety, if it fill wanted to enter an e-marketplace, could focus on key vertical e-
market placesin which safety equipment is alarge percentage of totd transactions.
These indudtries include, petrochemica and utilities. There are many e-marketplaces that
exig for each of these vertical industries. Each of the vertical B2B e-marketplaces
maintains ardatively smal market share of totd transactions. The cost of joining any of
the B2B e-marketplaces makesit cost prohibitive to join multiples. Without a
concentrated basis of transaction volume within any of the vertical marketplaces, this
option becomes cost prohibitive. Consequently, athough more advantageous than
horizonta e-marketplaces, vertica marketplaces are aso unattractive means for
increasing margin and growth rates.



ASP Model — Safety Equipment Portals

Industry Dynamics

An dternative to the B2B Marketplace model is an Application Service Provider (ASP)
modd where Brenton would setup and maintain Safety Equipment portals for large
indudtrial cusomers. ASP's are suppliers that remotely host and manage software
gpplications or web portals for their customers to usein return for arenta/license fee.
There may be additional fees based on the Sze of membership, applications or services
available and the transactions made.

Brenton has dready tested this concept by setting up and administering PG& E' s safety
equipment MRO ste. Thismodd redlly gives Brenton an dternative means to interact
with its exigting cusomers. Brenton's traditiona business model involves sending out
yearly or semi-annud cataogs with descriptions, pictures and pricing information for all
of the productsthat it distributes. Brenton’s customers call into the company’ s sdes
representatives, ask questions, and order equipment. Thisisavery expensive and time-
consuming process. Catalogs are codtly to produce and distribute which prohibits
frequent updates. By developing and maintaining web- portals Brenton can dramatically
reduce the costs of doing business with its customers and potentially gain access to new

customers and markets.

Brenton currently offers PG& E access to its cata og, product pricing information, item
avallability and order status through a Commerce One portal Site accessed through the
PG&E intranet site. Thisdlows PG& E procurement people to search for items and
prices and check on orders without picking up the phone to talk to a Brenton Saes Rep.
Updates can easily be made to the Site for new items or changesin prices. Thisdte
provides Brenton with various benefits including:

Improved customer relations

Improved demand forecasting

Improved inventory management

Reduced inventory costs
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Improved order accuracy

Reduced administrative costs
The benefits trandate to lower sdes and administrative costs that result in higher profits.
This ste dso provides PG& E the benefits of immediate access to updated catalog

information, on-line invoicing and payment.

Compstitive L andscape

Although, Brenton’s proposed business modd is not exactly the same as atraditiona

ASP modd where they would be hosting a company’ s enterprise systems, such as ERP
and MRP, itisamilar in that Brenton would be hogsting Safety Equipment catalog
information, transactions, and providing inventory management and forecasting services.
Industry pundits look upon the overdl ASP market as a high growth sector. ASP
revenues are predicted to grow from $7million in 2000 to $7 billion by 2004.2 ASP users
are predicted to grow from 20,000 to 30 million in the same period.®> However, thisisa
highly competitive market that does not seem to be growing as fast as expected. Many of
the companies that have operated in this space have folded. Over 60% of ASP's doing
businessin the 3rd quarter of 2000 failed by the end of the year.*

Analysis

Although thismodd of providing web-based management for safety equipment
purchasing represents improved communication and collaboration with customers and
improved margins, it is not without its challenges. We believe that Brenton should
explore this opportunity further with certain key account customers but should not change
its entire busness modd sgnificantly to pursue it. We believe that this strategy does not
make sense because it requires an exigting relationship with the customer and that many
customers will be looking for a single vendor to provide portal accessfor dl of ther

Maintenance, Repair & Operations (MRO) equipment not just safety equipment.

2 Cahners In-Stat Group, 2001
3 Forrester Research, 2001
* Gartner Croup, Inc. — March, 2001
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Brenton’sinitid invedigationsinto further pursuing thismodd indicate that, at least
intidly, this Safety Porta service model requires a pre-existing rdaionship with the
customer. Brenton was able to add these services as aresult of an existing exclusive
relationship with PG& E for safety equipment. 1t will be difficult for Brenton to
aggressively seek to offer this service to new customers that have aready established
relationships with other safety equipment distributors. Buyers of these products and
sarvices are rdlatively consarvative and do not often switch suppliers.  Additiondly, we
suspect that some of Brenton's competitors, such as Grainger, may aready be offering

this service to their existing customers.

Secondly, there isatrend for businesses to use a single vendor or “one-stop-shopping”
placeto purchase dl of ther MRO goods. Although, Brenton has deep Safety equipment
knowledge they do not have the more generaized expertise in other areas of MRO
products. We believe that the company should focus on its core competenciesin the
Safety Equipment and Service area. Although, we recommend that Brenton continue to
pursuer these types of value added services with existing customers to improve customer
loydty and increase switching cogts, our group does not fed that this Strategy poses a
sgnificant revenue growth opportunity unless Brenton is able to capture new customers

by offering this service.

“Safety Manager” Website (Disruptive Technology)

Analysis

Out of the expansion technology opportunities evauated, we recommend that Brenton
Safety pursue a safety management website catering to the small business segment. As
dready dluded to earlier in this paper, safety management and equipment procurement
within large corporationsis a burden and maintenance of proper safety equipment
inventories, compliance with various safety regulations, and management of generd
safety issuesistypicaly outsourced to externa safety equipment distributors and
consultants. Within the Safety Equipment Distribution industry, additiond vaue added
support services to address these pains are making up an increasingly large portion of

total revenues and, more importantly, providing double digit marginsin an otherwise low
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margin industry. While large corporations typicaly outsource this safety management
function, paying szable consulting and adminisiration fees, the smal business, as defined
by a company with under 100 employess, is forced to interndly manage this function.
Moreover, for safety distributors and consultants to serve the smal businesses market
with existing labor-intensive consulting and service arms, it is uneconomica and
inefficient.

Conggtent with “ disruptive technology” theory, we recommend that Brenton Safety
address thisignored customer niche by utilizing existing web technologies to create a
webgte that dlows smdl sized organizations the ability to manage their safety programs
remotely and inexpensvely. The products we envision will provide most of the services
offered by safety distributors and consultants including a comprehensive source for safety
related assistance, regulation compliance ass stance, implementation assstance,
information management, training materid tailored to the customers specific needs and
the ability to directly purchase safety equipment.

The concept can be gpplied to virtudly any industry with safety needs. And, dthough
smdl companieswill be initidly targeted, the product will be scaled over time to
accommodate the needs of medium to large Sized enterprises. This solution will
encompass dl of the known benefits the web has to offer including mass reach,
scdability and the ability to offer enough customization to add significant vaue.

Whether this opportunity can be viewed as a disruptive technology may depend on
persona perspective, however, consgtent with Christensen’ s definition of adisruptive
technology, the safety management Site does the following:

Utilizes exiding technologies

Serves an ignored customer niche

Scales as demand increases

Provides alower performing option than existing persona consultants and
equipment manufacturers

Offersadragticaly lower price than existing options
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Operates beneath large company radars

Achieving Strategic Objectives; Increased M argins & Revenue Growth

Revenue will be generated for the safety management ste from fees Smilar to an
gpplication services provider modd (pricing is €laborated on in the Marketing piece of

Brenton Safety Projected Revenue Growth With &
Without Site
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this section) and by revenue from safety equipment sales made through the ste. The
following chart illustrates the increased revenue that will be redized through launching a
safety management webgite:

From consarvative annud membership estimates, revenues from the site are projected at
$550,000 in year one, increasing to $2.2 million and $4 million in years two and three
respectively

Perhaps of greater Sgnificance, profit margins are estimated a 10% in year one, but jump
to %60 in years two and three after initia marketing and development expenditures are
recouped, limited vird effects transpire and network externdities increase. For detalled
graphsiillustrating added revenue and profit projections, see Appendix A.
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The Market

The demand for safety management servicesin smal companies has grown rapidly over
the past decade, driven by the explosion in technology, heightened environmental
awareness and increased regulatory requirements. There are over 21.2 million small
businesses in the United States, as defined as businesses with less than 100 employees®
Small businesses spend over $1.1 hillion on safety equipment and related services
annualy.® Due to the event of 9/11, recent demand has increased further, specificaly asit
pertains to relevant safety equipment such as gas masks and fire hazard equipment.
Unlike large corporations, smal businesses typically do not have dedicated personnel for

sdfety.

Compstitive L andscape

There are currently no Internet websites or other mediums providing safety management
related services to the small business owner. Smal businesses have been forced to
address safety management issues through ineffective or costly mechanisms. The specific
methods currently utilized by small business owners are discussed below:

Personal Consultation — Independent safety management consultants are often
highly trained in the generd field of safety management and credentided.

I ndependent consultants charge $100 to $150 per hour. Each user's consultation
requires 30 minutes to severa hours depending on the complexity of the
consultation and amount of documentation desired by the client.

Training Classes - Training classes can be less expensive than persona
consultation Since one trainer can ingtruct an entire team in one or two hours.
Unfortunately, saverd factors limit the effectiveness of training classes. One,
ingructors may only possess generdized safety management knowledge that may
not be directly applicable to a specific company. Two, the individua students

® US Census Bureau, Statistics of US Business, 2000
6 SEDA (Safety Equipment Distributors Association) Industry Report, 2000
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must then assmilate this information and gpply the principles they learned
themsdves. Training in conjunction with applying learned concepts can pull
senior level managers from high vaue tasks that might better utilize their time,

Internal Safety Management - In- house safety managers are appropriate only in
specific industries with high safety compliance demands such as construction.

Even in such indudtries, the safety management function may be to minimd to
justify a sdaried pogtion, particularly in smdl companies.

Safety Documentation Library — Texts, binders and pamphlets are often used to
supplement persona consultations and classes. They provide the advantage of
making the information available when and where a person needsiit.

Unfortunately, it requires many pages to contain al of the computer ergonomics
information a person might need finding the right information for a specific need
istime consuming and difficult. Moreover, such job aids are relatively usdess by

themsdlves and require the guidance of a consultant for effective usage.

The above-discussed products currently used to satisfy small business safety management
needs are ranked againgt the Proposed Safety Manager dte in the ensuing table:

OPTION

PRODUCT/SERVICE PRICE BREADTH OF SOLUTION EFFECTIVENESS

Safety Consultants High Medium ¥ High
Formal Training Medium Medium Medium
In-House Mngr. High ® High ® High
Safety Library ® Low Low Low
Web Safety % Low % High % High
M anager
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M ar keting Strategy

The underlying marketing objective for Brenton's safety management siteisto build
awareness among small business owners/executives with safety management needs. In
this section we provide recommendations for effectively marketing Brenton Safety’s
safety management Site on alimited budget. We will aso address pricing and budget

concerns.,

Specific Target Market

Within the broad and diverse smal business segment, Brenton Safety should target small
businesses (under 100 employees) within indusiries possessing high safety equipment
needs and/or safety regulatory pressures. Specificdly, smdl businesses should be
targeted within the following indudtries:

Congtruction

Energy

Resource refinement
Parts manufacturing
Maintenance and repair

In addition to possessing high annua expenditures on safety equipment and safety
management, these aforementioned indudtries o rely heavily on smal businessesto
serve indugtry niches. Of the 21.2 million small businesses operating in the US, Brenton's
initid target market accounts for just under 10% of these, or gpproximatey 2 million

businesses.

Promotion & Advertising

Brenton Safety will rely primarily on word-of-mouth buzz and resulting vird effects,
however limited marketing expenditures are necessary for a successful product launch.
Brenton shoud market in the fallowing mediumsiinitialy:

Safety indudtry journds
Industry specific business journads in aforementioned industries
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Online advertising, but limited to keyword searched for “ safety equipment” or
“safety management.”

Trade shows and conferences aready attended by Brenton Safety

Exiging Brenton Safety promotiond materias

Site specific promotiona materials for mass distribution at targeted industry
events

Pricing

Pricing the Ste is an important consideration significantly affecting Site adoption levels.
The ste will combine ASP and membership fee pricing modds. Specificdly, annua
membership fees will be augmented by an additiona fee per employee. This fee structure
was derived because of the high correlation that exists between the size of the employee
base and Site/service usage. Moreover, it is an effective means by which to price

discriminate based on company size and expected Site usage.

Annua membership feeswill start at $189 per year. Additiona per user feeswill be
priced based on company size asfollows.

Companies with under 10 employees: $5 per employee
Companies with 10 to 50 employees: $4 per employee
Companies with over 50 employees. $3 per employee

Pricing will dso incorporate two service levels, Standard and Premium. The specific

program differences are detail below:

Standard service: this service provides accessto dl Site content and safety
management functions including, a corporate account for equipment purchases,
equipment comparisons and reviews, access to information postings and use of all
other site specific functiondlity.
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Premium service: In addition to the benefits provided in the basic service
offering, the premium sarvice offers email consultation on al safety management
issuesincluding safety compliance and equipment sdlection.

The premium service will command a $1 per user premium and have an annua
membership fee of $399.00 per year. The premium service is geared to companies that
require greater persond attention and specidization than the standard service can offer.
The Standard membership feeis priced at just under 30% of estimated annua safety
management expenditures for small businesses not including equipment purchases.’

Safety equipment sold on the site will be priced in conjunction with areedy listed
Brenton Safety prices.

CONCLUSION
Brenton Safety has taken a unique position compared its competitorsin the Safety

Equipment indudtry. Its embracement of technology and acknowledgement of a changing
industry will push Brenton into a leadership position. After evaluating three distinct
technology based distribution strategies, our team developed a marketing strategy for the
technology that proved to have the most potentid in relation to Brenton Safety
specificaly.

B2B e-marketplaces have been unable to live up to analyst’ s projections in terms of
transaction dollars. Though vertica e-marketplaces provided alarge market for
disributing Brenton Safety products, the low margins that result from transacting in an e-
marketplace do not compliment Brenton’s strategy to improve profit margins. Though
Brenton safety has been successful utilizing its interndly developed website to sl its
products, expanding this business will require significantly more resources to handle the
physica procurement of the orders. According to Brenton Safety, this method of

" November 2001, Interview: Nate Russel, CEO, Brenton Safety
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digtribution has been successful in lowering the cogts to existing customer, not to

acquiring new customers.

Brenton Safety’ s best opportunity for meeting its desired stated gods of growing
revenues and increasing profit marginsis through a disruptive technology, Webste for
Ignored Small Business Segments.  Developed correctly, this disruptive technology
could provide additiond revenuesin the millions over the next three years. Additiondly,
the scdability of the website will provide Brenton Safety with the increasing profit
marginsit seeks. According to our research, there are few existing competitors that can
compete with this proposed technology solution that addresses the needs of the small

business market.
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APPENDIX A: REVENUE PROJECTIONS

Revenue Growth
Distribution 3%
Safety Manager 25%

Net Profit Margins

Distribution 2%
Safety Manager 20%

Revenues 2000 2001 2002 2003 2004 2005
Distribution 13.00 13.39 13.79 14.21 14.63 15.07
Safety Manager 0.00 0.55] 2.20 4.00 5.00

Profits
Distribution 0.26 0.27 0.28 0.28 0.29 0.30
Safety Manager - - 0.10 0.60 0.60 0.70
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