;
INTERNAL MEMO

TO: Dick WillHams, Pete DiCorti, Dale Beckles
CC: Alda Hearne, Gale Steiner

FROM: Rick Honey %

DATE: March 2, 1990
RE: Egghead Discount Software

Rick Honey, C22, 6682

HISTORY

In the past Egghead has been considered by vendors a3 » convenient vehicls throogh which large quantities of product
could be moved, ‘With 207 stores and the decision a1 lo which prodocty will be carried fa these Stores made at the
curporate leve indeed it hay been. The following is a brief history ef our mvolvement to diate with Egghead.

Norember 1987, Egghead wanied our ictter of supply for their toltial involvement with the GSA. Note, the GSA letter
sepply s good from Aprl Lat through March 31st. We were 2ot bappy with cur involvement with GTSI a1 that point s0
we offered Bpghesd s exciusive Jisticg, bu oyder to give them this exclusive siatng we, among othey items, expectsd
Egghead 1o atock our full line of products In thelr stores. Additionally we egotlared a direct relationship with Egghead
Gaversmeat sales, thit gave Egghead priciag which embled them 10 compete more effectively in the government areas.

Octobuay 1988, Fgghend once again agreed to sinck products 1 return for our Jetier of supply W& GSA- This was sgroed
10 In 2pite of our product's slow sell through at the stores Jevel, In sddition we were asked lo participate in 1hair Dirpct

100 program, which cost 376,000 spproximetely.

Daring this (lme we wers sggrossjvely seeking & divect relstioaskip with Egghead commercial sales. Wa were jold
repestedly that our producia did not move enough unjts par month lo warraat a direct relstionship. ‘We persisted, to a0
avail

October 1989, When we renawed our [etier of supply this thna there was no provision that required Ezghead 1o stock
any product ia their stores. That letier of sepply begios April L, 1990,

November 1589, we cwed Egghead approximately $90,000.00 for the Direct 100 program and some additional
ndvertising with them. I was able to arrangs for this bill 1o be paid for ln product.

Presently Egghsad has undergons major changes. They have brought in oew management, reorganized the porchasing
depatmest, reduced the pumber of siored and canceled aXl their Eggrhibitious (eaduser trade shows). This new
managemsat s focused en inventory niduction 2nd increasing mavgina.

Now, unlike prior yeacs, the stocking decision Ik no longer a mandas from corpotate purchasing. Purchasing will maks
choices as 1o what products are siocked i thair warchouscs, and these sl only two (2) moaths sapply. Bpghead's new

direction Is (o have cach stare magager be responsible for which products io siock. This format makes it very Jifficsl

fex » vendor to stipulate iheir products de carried in 2ach Egghead location. Erch product will ba stocked aczording lo

their customer dentand snd 10’y sbility 10 maintan acceptable profil margins. TR REL g
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INTERNAL MEMO

Rick Honey, C23, 5682
STOCK LEVELS

Curreat Stocking issuzs wrgenily need 10 be addressed. As [ menlioned i my meme daled January 18, 1990 we have 3
polential retura hability close to $500,000.00, (sce anached copy} Based on the currenl "mms* of our products, through
Egghead, there 13 #t least one full year of stock on kand. This stock results greatly from the negoiianons regarding our
listing on their GSA schedule in 1957,

Qur relationship with Egghead at this porsl 15 not good, it best. Resalling from the siock 155¢es and the manner in
which it came about. The ideal situstion Dave Barrow wouki ke 10 52213 two (2) months supply kn siock. Two moaths
supply a1 Ihe cursot turs rale 15 appx. $137,000.00 of stock.

TO PROCEED

First, we must svaluats Egghead's present sirocturs and datermine Egphesds importance 10 us as s vehicle to move
1arge quantilles of our product. 1f we waat 1o go forwand io cur refationship with Egghead, [ suggest & quck reduction
of prodact 1o their scceptable stock tevels.

Secondly, we must be prepared lo work with Egghead using their markating programni {o movs our products throngh
theix salex channal. This will insure siocking i most of their sioves and increacs Ibe sell 1hrongh aad our visibility
throughout Egghead.

1{ we dejermine that Egghead's current stricture does nod give thern any advastage over other national chaina, (hea we
aced not move 3o quickly 1o reduce thelr inventory,

i any event this sitoation will cost DRI cither in cash ap froot o in Jogt salea over a period of lime.

In light of my limited knowiedge of DRI's overall financial picture, 1 have no specific recommendations as (o the course
of sction we shosld pusue. Howeves, [ am asking foc your advics w this mailer to develop a mutually beneficial
soluton to thix challengs. .

SUGGESTIONS

L. Advertise reduced price (amd price protect products sold) on Arthing and Presemation Team, This would cost us
roughly $11.000 to advertise with Egghead and $50.00 per cach prodect sold duting the safc pesiod. The aale period is
for only one week at & 1ime. Each week we participale would cost an a¢aiiional $11,000.00 for ads in the newspapers,

2. Allow Egghead 1o returs all but two montha sopply of product, an sppx. $330,000.00 RMA. Actual cost of goods for
this amoumy to appx. $56,000.00. Unless we worked 2 special program with dinmbmion we woold hive 1o 1zke this back
Gircctly. [ would assume (hat we pay them the wholesale cost i It came back directly. If we issued a retarn fos credit on
this we would not see s cash sale 0 Egghead in over a yrac. Unlest of conrse ous sew product oifering exceeds all of
our expectaifons,

3. We couid price protect the sniire siock with the agsuraace they would reducs the selling prnce. This could cost fom.
$90.000.00 to $1,00,000.00.
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Rick Honey, C22, [1.4:7

4. We could olfer 10 price protect selected products. such as Deskiop Publisher, Deskiop, and Conenrrent DOS/3845,

While we offer to stock balancs Artline and Presentation Teanm.
»

5. Spread the RMA over a period of time, reducing the intensity of the refurns on any oac quacier,

% Work with Keafil to redisttibuic this overage in inveniory. Peshaps & speaial dispensation aflowing then 1o all 1o
areas pot currently apen to them.

7. Do nothing, since Egghead signed the agreement 1o stock these products and the onus is on them to move the
product. This would most Hkely cesult In Egghead reteming the product to Kenfil, With this opiion moving forward with
our relabionship in positive Wrms wonld be next w impocsible.

Are there auy other oplivas we conld look a1?

One sitpujation [ would make is that If wa "help o™ Egghead om this one, they should carry our acw applicatlons aad
DR DOS in ibeir siores for al [easl oae fall yeae. This would ajflow the producis 1o prove themselves in the

marketplace,
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