Ah, 1995. The Year That Fucked It All.

Here in 2002 we’re still playing out the ramifications of ’95. We will be for years to come.

Estimates say that perhaps as many as half of all comic book shops went away in ’95. Think about that for a few moments, will ya’?

I got the scenerio about half right I think – and the other half was much much worse than I ever could have imagined.
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(Originally Ran in Comics Retailer #36)
I was going to write one of those dopey Year-in-Review type columns this time, but thank the Lord that on Christmas Eve word came through of the biggest news story of the year -- a story that, frankly, makes the rest of the year look like no great shakes; a story that threatens to fundamentally change the way that we look upon the business -- I'm talking, of course, of the Marvel Entertainment Group (MEG) buy-out of Heroes World Distribution Co. (HWDC).

Before I go on: This column is the sole and singular opinion of Brian Hibbs! It contains some conjecture, as well as rumor... and any datum that is not clearly noted as fact should be taken with a grain of salt! You should in no way, shape, or form to interpret these opinions as necessarily having any basis in fact, or reflecting any "inside information"! Nor should you believe that these opinions are in any way endorsed by Comics Retailer, Krause Publications, or any employee or owner of Krause -- they just give me the space...I fill it up! No animals were harmed in the writing of this column! Tilting at Windmills is filmed in front of a live studio audience!
There. That should satisfy the lawyers.

As we all should know by now, as of December 28th, it was officially announced that MEG bought HWDC. How is this going to affect us?

The first thing to figure out is: Why would a publisher buy a distributor? I can identify three likely reasons: #1) You want to "bail out" a failing company, to continue an atmosphere of competition. I suspect we can write this concept off the list -- my understanding was that HWDC was in a sufficiently O.K. position to weather 1995, simply because they didn't expand in 1994 like most other distributors. #2) You want to create a new profit center. Not completely beyond the realms of possibility, but given the retail climate as we end 1994, I judge this to be unlikely -- the market is collapsing (sorry, there's no other word for it...), and it's like to get worse throughout the first half of 1995, long before it gets any better. Especially given that HWDC controlled what appears to be around 8% of a 600 million dollar industry -- that makes their share something on the order of 48 million dollars...with what I assume to be a minimum purchase price of 10 million dollars. That makes HWDC a long-term investment, and I think it's fair to say that such a purchase doesn't exactly fit in with the typical MEG acquisition.

This makes the third option the most likely one: You want to control your own distribution. As it has been relayed to me by more than one reputable source, MEG has trimester-based contracts with it's distributors, and said contracts expire in either April or May. So I expect MEG to simply not renew these contracts when they come back up. Effectively making HWDC their sole distributor.

"Farfetched!", you say? "HWDC can't be geared up to handle that kind of volume!", you cry? "They don't have regional warehouses!", you exclaim? To which I reply..."So?"

If MEG and HWDC were to switch to a set of what are in effect Street Dates, they wouldn't need to have more than one shipping warehouse, with a large bank of telephones. 

Here's how I see it working: HWDC would have nearly 'round the clock workers pulling and processing orders. They would ship out the West coast on, say, Monday; the Midwest on Wednesday; and the East Coast on Friday. All shipments would go out through one shipping company (let's assume UPS), and they'd be COD. The vast majority of retailers would receive their books by the following Monday from the start of shipping. Anyone who didn't could be minorly adjusted to make the arrival. If you received your order before Monday, you'd be asked to hold it until then. Failure to do so would result in your future shipments being cutoff. If you didn't know, this is more or less the book- and record-store paradigm, so it has a precedent.

One would no longer go to the local warehouse to pick your own reorders -- it would be handled by a phone call on a FIFO (first in, first out) basis. All reorders would be shipped with your next scheduled shipment.

None of this would be especially revolutionary...and I expect it to be more efficient, on some levels (reorders, for example, would not need to spend a week in distributor compiling limbo), but it's got a couple of downsides, as well. Primarily among those would be the presumed COD shipping. I think it's fairly safe to say that MEG doesn't have a lot of account info at their fingertips -- they may know who and where we are, but it's unlikely that they'll have data like our credit levels, and payment history. For the first several months of such a plan, it is extremely likely that they'll start us from "scratch", with no credit extended. Now, for a lot of us, this isn't much of an issue: as far as I've been told, most accounts are COD anyway, right now. And the majority of those with terms are "Net 7". But for those of us with terms (I personally have been on "net 30" for years), this could provide a hard short-term cash-flow pill to swallow.

Another possible problem area could be discounts. As above, I expect HWDC to eliminate (at least initially) the concept of discount plateaus, for simple expediencies sake. Now, given that the numerical majority (though not, I think, in terms of buying power) of retailers are buying at a relatively low discount (50% or less), I'm going to assume that this discount is more likely to be lower than higher. On this point, at least, I'm willing to admit I could be wrong -- if HWDC offered 60% on all MEG product, they'd still likely be more profitable than they are now (we're talking something on the order of 3 to 5 points), but I suspect, with the need to look at the bottom line at MEG, it's more realistic to assume a flat 50% discount (or perhaps net pricing in the same place...) UPS COD, free freight as an economically viable package.

Again, this deal comes out looking a lot more attractive to the smallest of stores. But to the upper level of the retail community, this would represent a severe hit to the bottom line.

Of course, the "benefit to small stores" assumes there isn't some sort of minimum purchases required -- either in terms of quantities (how about you need to buy books in increments of 10?), in terms of a percentage of line (what if you need to order at least 50% of their entire output to qualify?), or, perhaps even both. If a minimum purchase is required on this scale, I suspect that current distributors won't be completely cut out of the loop -- they'll end up working essentially as sub-distributors, buying at that same flat 50% discount, and reselling to us at 40%.

Implicit in MEG being exclusive to HWDC, is the assumption that other publishers would want to pull out from HWDC. If you were DC would you want MEG to be receiving between 5 and 25% of your cover price? But, honestly, I don't think HWDC will want to distribute other publishers.

For distributors, this is quite nearly a death sentence. MEG represents something like 40% of Diamond and Capital's income (with Malibu factored in). Distributor margins are fairly tight on MEG product, because they're distributing so darn much of it, so that type of a loss could be quite catastrophic for them. Two solutions exist:

1) looking for a publisher to buy them out

2) Downsizing.

I hope for the latter, because the former would break the comics market into armed camps, but either solution will make for drastic changes in the way we do business.

Within a year, I predict, we'll be forced to do business with two or more distributors -- and even if the unilateral power of MEG doesn't cut your discount, meeting extant distributor plateaus probably will. For example, if I lost the MEG portion of my business through Diamond, I'd drop from 55 to 52.5%. Those two and a half points represent a large portion of my profit, at my current size. Certainly, one could adjust to the new world order, but the short-term impact could be fairly drastic.

In addition to a greater costs of our doing business, I'm deeply concerned about the loss of advocacy. As much as I feel current distributors don't work to the retailer's best advantage in most cases, they've always been a good "buffer" between retailers and publishers. They have the ability to set some policies in the ways product is handled, and they lend a certain amount of clout to retailer complaints. But, a publisher-controlled distributor has no such concerns. For example, we could have a scenario where MEG decided to go back to the old "it's not returnable until it's 90 days late" rule. Or, they could take offense at something you write in an industry trade magazine, and cut you off from receiving MEG product, altogether (hey, hey, folks, let's not forget what happened to poor Walter Wang and Comics Unlimited...). They are now in a position where they can dictate terms to us that we will have no choice to but follow.

A couple of other thoughts: historically distributors have acted as the "banks" of the industry, extending (or adding) credit when retailers were cash-poor; releasing even partial shipments when payments got behind, to keep the cash flowing through our doors. Although I'm proud to say I've never had to avail myself of this service, I know a lot of you have. If shipments are arriving off the back of the UPS truck, the UPS man ain't gonna accept partial payment, the truck driver ain't gonna extend you terms. If you come up a little short, you may be going without merchandise that week. Or if you accidently bounce a check, you may face your product flow being permanently cut off.

I think it's safe to say that before a year has passed on the HWDC deal, we'll be looking at a vastly different way we do business, and we'll more than likely be less profitable, as a result. This business has been, and will continue to be, difficult for retailers: the uncertainty of having to order product sight unseen months before it arrives is enormously large. And I'm very afraid that the hassles in dealing with more than one distributor, with having less distributor accountability and competition, with the myriad of problems this acquisition will cause us all...it's just going to get more and more difficult at a time when we desperately need relief more than anything.

In the meantime you should be taking a hard look at your store, and the various options you're going to have when the changes start a flyin'. The only practical suggestion I can have for you is to not be foolish enough to instantly kneejerk your business away from MEG to another publisher. Take it from someone who knows: it takes between 6 months to two years to change the minds and patterns of your customers. Sure thing, work towards that day, but don't expect it to happen overnight.

Take care of yourselves out there -- the streets just got a whole lot rougher. I hope we're all still here, able to talk, a year from now. Maybe then I'll finally write one of those dumb Year-in-Review things...

********************

Brian Hibbs, owner of Comix Experience, wishes you all the best luck in 1995! We're going to need it! You can write him at 305 Divisadero St., San Francisco, CA, 94117; fax him at (415) 863-9299, or e-mail him at 70314.3013@Compuserve.com! He'd love to hear your thoughts!

