
 

SELF ASSESSMENT QUESTIONS AND ANSWERS 

CASE STUDY  

Nkosi liquor wholesalers distribute variety of alcohol beverages such as beers, ciders, spirits 

and whiskeys.  Nkosi liquor is one of the large alcohol beverage distributors in Gauteng 

Province.  It has recorded a good year-on-year sales growth in 2015/16, however, sales 

volumes declined sharply 2017/18. 

Nkosi liquor wholesalers has approached you for advice on how it should distribute its alcohol 

beverage in other provinces in South Africa.      

 

a) Explain to Nkosi liquor wholesalers the distribution channel function that channel 

members may perform and suggest a practical example to Nkosi liquor. (7 marks will 

be awarded for the theory and 3 marks for your practical application to the case study).       

  

ANSWER 

DISTRIBUTION CHANNEL FUNCTIONS 
 
Distribution channel members take on three types of functions – transactional, logistical 
and facilitation – to enable the movement of goods through a distribution channel. 

 Transactional functions 
 
Transactional activities occur when goods move through a distribution channel. They include 
buying goods, pricing them, promoting them, and communicating with prospective buyers 
about new products and their features.Transactional activities provide value by bringing the 
manufacturer and the final consumer closer together, but they also come with a level of risk. 
When a channel member buys a product for resale, it also takes on risks linked to loss due to 
damage, theft or lowering of the value of the product. This risk is transferred to the next 
channel member when the product moves down the supply chain. 
 

 Logistical functions 
 
Logistics refers to the efficient and cost-effective forward and reverse flow and storage of 
goods, services and information between channel members. Logistical activities are often 
physical. They include concentration or rearrangement, storing, sorting, physical distribution, 
standardisation, accumulation and allocation. Sorting means bridging the discrepancy 
between the range of goods generated by the producer and the assortment demanded by the 
consumer. This is done by either grouping several of the same type of product together to 
create an assortment (such as an assortment of different brands of toothpaste) or breaking 
products bought in bulk into smaller quantities (such as fruit and vegetables).19 
 

 Facilitating functions 
 
Facilitating activities ease the sale of the goods to end users by: 
■■ Engaging in market research to gather information on customer behaviour (who they are, 
where they are located, and why they buy), the size of the market and competitors. This 
information can help producers and distribution channels better meet the market’s demands. 



■■ Providing customers with information on how to use products. 
■■ Grading products into categories, for example, meat is classified according to quality and 
eggs are graded on size. 
■■ Helping customers finance purchases by providing credit or credit card facilities, or 
supporting investments in storage facilities. 
                                                                                                                                                  

b) Describe the four characteristics of supply chain management and provide a 

practical example of the characteristics that Nkosi liquor wholesalers should consider. 

(4 marks will be awarded for theory and 2 marks will be awarded for practical example).                                                                  

 

ANSWER 

 

THE CHARACTERISTICS OF SUPPLY CHAIN MANAGEMENT 
 
The way SCM approaches inventory management distinguishes it from traditional 
product distribution in that it takes a channel-wide approach. 

SCM has the following characteristics:7 
■■ Cost effectiveness – A channel-wide cost analysis takes place to ensure that all channel 
members gain a total cost advantage. Key areas analysed include the cost of labour, the most 
effective processes, capital availability, the lowest cost of capital, tax rates and logistical costs. 
If an organisation does not have an SCM system in place, they must deal with each of these 
elements themselves. 
 
■■ Long-term goals and working relationships – With SCM, the focus is on the long term and 
not one transaction. Additionally, the relationship between channel members  tends to 
continue long after the contractual period due to the integration of information and operating 
systems. 
 
■■ Compatibility of corporate philosophies – SCM systems encourage organisations to align 
their corporate philosophies and cultures to facilitate smooth operations. Their operating 
procedures don’t necessarily have to agree, but the organisations must be able to work 
together without conflict. 
 
■■ Mutual information sharing and monitoring – A distribution channel benefits when all 
members have access to information that enables them to better manage their supply-chain 
linkages. Information is disseminated from manufacturer to consumer and the other way 
around. In non-SCM systems, information is limited to the current transaction. 
 
■■ Team-based decision-making – SCM systems demand a team approach rather than 
having one organisation take control of the channel. 
 
■■ Shared risk – SCM requires members to each carry a share of the risk. Since SCM is a 
long-term approach, a win-win situation should prevail, with each member benefiting from 
being in the channel. 
 
■■ Computer-based operations – Information systems such as electronic data interchange 
(EDI) can speed up operations. EDI and barcoding can help products flow more smoothly by 
allowing for quicker packing and dispatching. Whereas traditional systems rely on warehouses 
to store large volumes of product, which can hamper product flow, SCM uses information 
systems to track the location of products, allowing them to be made available where and when 
they are needed. 



 
■■ Coordinating multiple channel levels – SCM coordinates activities on three levels: between 
channel members, between management levels and between functions. For example, the top 
management of the different organisations in the channel will meet to formulate a combined 
plan that affects all members of the channel. Middle management within each member 
organisation will then work together, 
communicating daily to implement the plan. 
 
■■ Joint planning – SCM systems involve continuous planning, evaluation and improvement 
involving almost all channel members, not just one or two ‘leading’ organisations. 
 
■■ Limited supplier base – In traditional distribution systems, organisations rely on several 
suppliers to provide products at the best possible price and ensure product availability. An 
SCM system limits the number of suppliers in favour of closer relationships and better 
coordination. 
                                                                                                      

 
c) Explain to Nkosi liquor wholesalers  the four factors to consider when designing a 

distribution channel and provide a practical example. (3 marks will be awarded for 

theory and 1 mark for will be awarded  practical example).      

                                                   

ANSWER 

 

TARGET MARKET FACTORS WHEN DESIGNING A DISTRIBUTION CHANNEL 

 
Producers need to know the needs, structures and buying behaviour of their target markets 
when starting with the distribution channel design process. Understanding different customer 
needs is part of market segmentation (of end consumers and of businesses/intermediaries). 
Some important market factors affecting channel design 
are: 
■■ The type of market – Different distribution channels are used to reach different types of 
markets.8 For example, a computer manufacturer may directly sell to institutional users but 
indirectly to consumers through retailers.  
 The number of potential customers – Producers with a limited number of potential customers 

may use their own sales force to sell directly to the end consumer. Those with a large market, 
on the other hand, may need to use one or more middlemen to market their products. For 
example, sports clothes manufacturer Nike has a large market spanning the globe and 
therefore uses several different middlemen. 

■■ Geographic concentration of the market – Direct sales is a practical distribution method 
when most customers are in the same geographic area. 
■■ Order size – Direct distribution is more economical when the total volume being delivered 
is large. This allows large manufacturers like Koo and All Gold to sell directly to grocery stores. 

 
QUESTION 2 

 

(a) Discuss primary and support activities in the value chain and provide four examples 

of how these activities will benefit Nkosi liquor wholesalers. (8 marks will be awarded for 

the theory and 4 marks awarded for practical examples)           

 
 
 



ANSWER  

 
Primary activities 
Primary activities can be divided into inbound logistics, operations, outbound logistics, 
marketing and sales, and services. 
■■ Inbound logistics deals with receiving and warehousing goods from outside the company 
and ensuring that they are moved to where they are needed for production to take place. 
■■ Operations refers to all activities needed to change an input into an output. For example, 
a metal coil might be processed into a cooldrink can for use by a beverage producer. 
Operations can also refer to services, for example a waiter bringing food 
to customers in a restaurant. 
■■ Outbound logistics refers to the processes involved in moving the product further along the 
supply chain, specifically collection, warehousing and distribution. Using the example of the 
can manufacturer, the completed cans are packaged, placed on pallets, warehoused, loaded 
on trucks and then sent to cooldrink producers. These producers fill the cans and send them 
on to various retail outlets, which in turn sell them to final consumers. 
■■ Marketing and sales refers to all the activities aimed at making consumers aware of 
products and persuading them to buy them. This is done by means of the marketing 
communication mix. Sales also refers to those activities that facilitate the buying process. 
 
Support activities 
 
Secondary (support) activities can be divided into procurement, human resource 
management, technological development and infrastructure. 
■■ Procurement deals with the acquisition of materials, services and other resources that 
make up the inputs required for production. Organisations should strive to streamline their 
procurement processes to ensure the biggest cost savings while maintaining quality. 
Procurement also involves outsourcing non-core functions within an organisation – for 
example cleaning and maintenance services – to an independent third party. 
■■ Human resource management involves activities such as recruiting, training, developing 
and, if need be, firing personnel. Determining remuneration is also a human resources 
function. Since employees account for a large part of an organisation’s expenditure, the 
process must be well developed and in line with the organisation’s objectives. 
■■ Technological development deals with the all equipment – be it hardware or software – 
that helps an organisation transform an input into an output. When assembling motor vehicles, 
for example, sections of the production line consists of robots that do tasks such as welding 
or painting. Technological advancement is one way an organisation can get a competitive 
advantage over its market rivals. The effect of the internet on the way products and services 
are distributed is another example of how technological developments have changed the 
market. 
■■ Infrastructure refers to all the parts of an organisation that play a role in planning and 
controlling the organisation.  
                         

  

 

 

 

 



                                           

(b) Explain to Nkosi liquor wholesalers  the characteristics that it has to consider when 

selecting channel members. (6 marks will be awarded for theory and 2 marks will be 

awarded for practical examples).                                                                                                                                                    

 

ANSWER 

The following characteristics need to be considered when selecting an intermediary: 
■■ Customer characteristics – The demographic and psychographic characteristics of the 
target market form the basis for decisions on the distribution channel structure. Answers to 
questions such as what the customers need, and why, when and how they buy determine the 
method according to which products must be made available to obtain a competitive 2dge. 
 
■■ Financial strength – It is important to consider all the potential channel member’s financial 
resources to determine what it can commit to the distribution channel.  
 
■■ Sales strength – Are there enough good salespeople? Sales strength is a term used to 
analyse the skills of the sales force (see ‘Determining sales strength’). 
 
 Product lines – In the current economy, it is critical to find an intermediary that is devoted to 

a given product line. Any other products carried should be complementary or compatible. To 
determine compatibility, an in-depth analysis needs to be made into the type of product and 
the strategies and resources the intermediary has already committed to the product line.  

  
■■ Reputation – An intermediary’s reputation in the market can make a difference in terms of 
the input required to sell products. For instance, major producers are equipped to give ‘channel 
partner’ status to stores such as Edgars. An intermediary’s reputation with other suppliers can 
also give an indication of their behaviour regarding returning orders, late payments and asking 
for discounts.  
 
■■ Market coverage – The bigger the market coverage, the better. Producers use 
intermediaries not only because they perform certain functions (such as the packaging, 
sorting, advertising and storing products), but also to reach a bigger, wider market. Producers 
aim is to share market control with intermediaries, in other words, to bridge the gap between 
themselves and a larger number of consumers. 
 
■■ Management strength – A potential intermediary must have efficient management in place 
to help the producer increase its market strength. The management styles of the producer and 
the intermediary don’t need to be compatible, but they need to be efficient. Here, efficiency 
can be measured in terms of employee relations, strategic direction, organisational decision-
making structures and employee training programmes. 
 
■■ Equipment and facilities – A potential intermediary needs to be able to supply suitable 
transport facilities, delivery methods and record-keeping when delivering goods. Strong safety 
measures during storage and transportation is also important. 
 
■■ Ordering and payment procedures – The way intermediaries place orders with producers 
and settle bills also influence the selection process. It is no use having a fast inventory 
exchange period if the average collection period is long. 
 



■■ Willingness to commit resources – A potential intermediary must be able to demonstrate 
willingness to commit resources, cooperate in joint programmes and share data with the 
producer regarding its customers, sales force and inventory. 
 
■■ Competition – Distribution channels used by competitors may be the only system 
acceptable to both the producer and consumers. If this is the case, a company that markets 
internationally needs to use these channels effectively and efficiently. Alternatively, the 
company may, in an attempt to obtain a competitive advantage,follow a completely different 
approach to distribution from that of its competitors. 
 
This alternative approach must be analysed and tested thoroughly against the cultural, political 
and legal background in which the system is to be used. In many cases, feasible systems are 
blocked by domestic competitors by means of contractual agreements. 
 
■■ Communication – When it comes to distribution, communication is defined as the exchange 
of information that is essential for the functioning of the channel. Communication is an 
important consideration in the design of the distribution channel, especially in international 
trade, where distance can be a problem (see ‘How communication helps bridge gaps’). 
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