10 Tips: Distributor Contracts 2024

When was the last time you reviewed your distributor contracts?
Fortunately, both brand owners and distributors only dedicate
time to these documents at the start of a relationship or when the
end is near. View our ten tips on handling distributor contracts.

1. Contract, Letter, or Handshake Deal?

Most companies maintain a mix of these type of relationships.
This is normal, although most wish to standardize the model.
The rule of thumb is that the “more money you spend, the more
detailed the contract you need.” A simple two page letter of
understanding may be appropriate for a small business or a
handshake commitment in situations where the distributor
“buys and resells.” However, fully supported brand launches
and business management of a global brand usually requires

a detailed contract to protect both parties.

2. Sole Versus Exclusive Distributor

Most distributors demand country exclusivity. This is standard,
but may cause problems if the region is subject to inbound
shipments from global customers, e-commerce, or grey market
traders. A compromise is to offer a contract as the “sole”
distributor, providing protection from the manufacturer
appointing multiple partners in a country.

3. Distributors are Customers

At contract time, some manufacturers fail to remember that
distributors are customers, buying your product and reselling
to all local retailers. Suppliers may forward “one way” contracts
that are biased to terms favoring the manufacturer. Would you
send a contract like that to Kroger, Carrefour, or Tesco? Key is
to strike a reasonable balance favoring commercial sensibilities.

4. E-Commerce Implications

Many distributor contracts were executed before the advent
of e-commerce. Revised agreements may be necessary
incorporating e-commerce service requirements: items,
pricing, inventory, metrics, channel exclusivity.

5. Local Law Dominates

Overseas companies should have their contract reviewed by

a local law firm to guarantee compliance with local regulations.
For example, in Puerto Rico and Belgium, distributor (agent)
protection laws supercede any contract language.

6. Point of Arbitration

Normally, the brand owner automatically assigns his home
country as a point of arbitration for any disputes. In some cases,
both parties select a neutral country like Switzerland. A global
corporate counsel once taught me that ultimately any dispute
will need to be resolved in the distributor’s home country. For
example, a USA company can sue a distributor in a USA court.

It is unlikely that the distributor will hire a USA lawyer or even
show up. The USA court may enter a judgement, but the brand
owner still needs to go to the distributor’s country for enforcement.

7. Notification of Contract Termination

Standard contracts appear for two or three years with provisions
for automatic renewal. Distributors fight for long lead times;

a loss of brand can represent a major disruption. From a brand
owner’s side, would you want a terminated employee working
for you for six months or one year? I prefer three months
notification, but that can also backfire if the distributor resigns
your business.

8. Loss of Major Principal

Sadly, I have witnessed distributor bankruptcies because they
were doing “too well.” A distributor grows the brand to a size
where the manufacturer decides to take the brand back and form
a subsidiary. The distributor scrambles, but sometimes they need
to lay off more people and causes a rapid exit of other brands.
2024 contracts should require distributors to inform you within
10 days of notification (not effective date) of any loss of principal
representing ten percent or more of their business.

9. Global/Regional Customers

Large players like Walmart, Costco, Amazon, and Carrefour can
be difficult to manage. They demand best pricing system wide or
threaten to trans ship from other locations. In some cases, these
retailers may demand to “buy direct.” In this case, you can add
an “indent” clause permitting this practice while compensating
the distributor for local services such as merchandising.

10. Late Payments & Currency Exchange Rate

A distributor that pays late signals financial difficulties. Include
a clause that allows you the option to consider the contract in
default with payment delays beyond 45 days or with frequent
problem payers. The benchmark for calculating currency
exchange rates should be specified in the contract. I have seen
cases where a distributor assigns a five to ten percent benefit in
his favor to protect against the possibility of currency swings.

Need more information? Visit www.exportsolutions.com.
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Recent Distributor Search Projects

Middle East

Latin America
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Export Solutions

Distributor Identification Experts

Australia Germany Israel Argentina
China Ireland Kuwait Brazil
Indonesia Netherlands Qatar Colombia

Japan Nordics Saudi Arabia Costa Rica
Malaysia Spain UAE Ecuador
Philippines United Kingdom North America Mexico
Singapore Africa Canada Panama
South Korea South Africa United States Peru

Call the Export Accelerator!

Contact Greg Seminara at greg@exportsolutions.com
to discuss your business development project.
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Create Your Own Export Library

,@‘ Export Strategy Guide 300 Tips for
Export Managers
@ Distributor Search Guide Idea Guide:

# New World — New Business

% Export Handbook

== Export Treasure Chest
/] Selling to USA Handbook L") My Favorite Templates & Forms

¥ People Power
4 Distributor Management Guide Strong Teams Build Great Brands

e New Distributor
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ss Finance & Logistics Cooperation Model

All guides available free at www.exportsolutions.com.

Looking for a fresh point of view for your
@ next event or training workshop?
\/ Contact Greg Seminara at

Export Solutions greg@exportsolutions.com

Distributor Identification Experts
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Where Do You Want to Grow?

Asia/Africa/Middle East Europe Americas

Australia — 284 Distributors Austria — 72 Distributors Argentina — 60 Distributors

China — 161 Distributors Belgium — 91 Distributors Bolivia — 55 Distributors

Hong Kong — 182 Distributors (roatia — 78 Distributors Brazil — 151 Distributors
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India — 110 Distributors France — 134 Distributors (Canada — 232 Distributors
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Indonesia — 80 Distributors Chile — 99 Distributors

Japan — 176 Distributors
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Germany — 203 Distributors
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Greece — 93 Distributors Colombia — 87 Distributors

Hungary — 71 Distributors Costa Rica — 77 Distributors
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Ecuador — 62 Distributors
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Malaysia — 128 Distributors Italy — 114 Distributors

Philippines — 120 Distributors Netherlands — 162 Distributors Guatemala — 66 Distributors
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Singapore — 164 Distributors Poland — 107 Distributors Mexico — 206 Distributors

Thailand — 103 Distributors Russia — Not Available Panama — 65 Distributors

Vietnam — 52 Distributors Spain — 173 Distributors Paraguay — 59 Distributors
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Israel — 82 Distributors Sweden — 110 Distributors Peru — 84 Distributors
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Saudi Arabia— 111 Distributors Switzerland — 104 Distributors Uruguay — 59 Distributors

U.A.E. — 206 Distributors Turkey — 96 Distributors USA — 654 Distributors
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South Africa — 114 Distributors U.K. — 281 Distributors Venezuela — 38 Distributors
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Plus 14 more countries Plus 19 more countries Plus 14 more countries

Use Export Solutions Database
to fill in the Gaps in your
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