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INDUSTRY INFORMATION

1.
 Organization
Tannery Suppliers, Inc. competes in two distinct and highly different markets.  Sales are split roughly 50 percent to the advertising specialty market and 50 percent to the law enforcement market.  Major products sold to the law enforcement market are holsters, Sam Browne belts and belt accessories (handcuff cases, magazine pouches, flashlight holders, chemical mace holders, key holders, badge and I.D. cases and holders, and badge and duty wallets).  Major products sold to the advertising specialty market are personal planners, organizers, binders, computer cases, portfolios, pad and notecases, and certificate and diploma cases.

SPECIFIC INFORMATION FOR EACH OF THE MARKETS FOLLOWS:

Law Enforcement/Recreational Shooting Market

This market is growing slightly faster than the general population and is estimated to be growing at one to two percent per year.  The bulk of the company’s sales are to municipal, state, and federal law enforcement agencies, as well as private security companies.  Rifles and shotguns dominate the recreational shooting market and, as such, belts, holsters, and leather accessories, while sold into this market, are relatively small.  Basically, Tannery Suppliers’ sales to this market niche are minute.  The law enforcement market purchases these products in two distinct ways.  Some municipalities buy their leather accessories on a competitive bid, while others will let the individual police officer purchase this equipment out of his uniform allowance.  In either case, specific brands or other products whose specifications equal that of the specific brand are mandated.

There are seven or eight significant and direct domestic competitors, a larger number of smaller competitors, as well as several foreign competitors (mainly Mexican). 

Advertising Specialty Market

The market for advertising specialty products has more than tripled in the last 10 years.  Sales of advertising specialty products have grown from $5 billion dollars in 1990, to $15 billion dollars (at distributor selling prices) in 1999.  At manufacturers’ selling prices, this market has grown from $2.75 billion in 1990, to $8.25 billion in 1999 (source: Counselor Magazine – August 2000).  Future growth is projected to continue at 15 to 18 percent per year.

There are approximately 19,000 distributors who sell advertising specialty products to the end user.  These distributors range in size from small to one to two person companies with sales levels of $200,000 to $500,000 per year, to large distributors who have sales of $50,000,000 to $100,000,000 per year.  However, most of the advertising specialty distributors are considered small with sales of less than $2,000,000 per year.  There are approximately 4,000 different manufacturers with a broad array of products that sell this market.  These suppliers manufacture a wide assortment of products such as wearables (T-shirts, jackets, polo shirts, etc.), writing instruments (pens and pencils), calendars, leather and desk accessories, travel and tote bags, and recognition jewelry.  A great number of these products can be manufactured offshore at less cost and to an equal quality level of domestic products.  As a result, importers are buying these items in quantity and will personalize the product in the U.S. for sale to the end user.

2.
Import Competition
Foreign competitors, primarily from Mexico, are penetrating the law enforcement market, while Far Eastern competitors have made major inroads into Tannery Suppliers’ advertising specialty market.  As these foreign competitors have increased sales levels and market share at the expense of domestic competitors, U. S. domestic manufacturers’ sales, profits, and employment levels have all declined.  With Mainland China obtaining “Most Favored Nation Status” with the United States, it is anticipated that their market penetration of the advertising specialty market will continue to grow.

3.
Market Size
Law Enforcement Market

There is no reliable data indicating the size of the domestic market for law enforcement holsters, belts, and accessories.  Management estimates this market to be $250,000,000 and to be growing at one to two percent per year.  The number of police officers in the United States who carry guns and use holsters is approximately 1,000,000.  State and municipal police officers total approximately 700,000.  There are approximately 80,000 federal law enforcement officers and a little over 200,000 uniform guards who carry firearms.  The dollar amount of holsters, Sam Browne belts, accessories, and badge and credential cases is estimated to be $250,000,000 per year.

Advertising Specialty Market

While the market for advertising specialty products is $8.25 billion in 1999, the market for leather and vinyl planners, organizers, etc. is substantially smaller.  Based on data in the August 2000 Counselor Magazine (the major industry periodical), the market for these items is the third largest behind wearable products or writing instruments.  It is estimated that desk accessories, leather and vinyl presentation folders, etc. are 8.2 percent of industry sales or $676,500,000 at manufacturers’ selling prices.  This market is estimated to be growing at 15 to 18 percent per year.

4.
Principal Materials

The major materials purchased are varying grades of leather, depending on the product manufactured, and vinyl or synthetic fabrics.  These materials are readily available from a variety of different suppliers.  However, leather is a commodity that fluctuates in price.  All competitors pay the same price for the same quantity of material.  The Tannery Suppliers purchases needed materials at the same price as most competitors, with the exception of leather for holsters.  Larger competitors can obtain lower prices due to quantity purchases.  Material costs are the largest cost incurred (approximately 30 percent of sales), therefore, it is critical that the lowest prices, best terms, and conditions of sale be obtained when purchasing product.

5.
Principal Technology

The technology to manufacture leather holsters, belts, badge cases, and advertising specialty products, is well known and available on a worldwide basis.  The capital equipment costs are not excessive so market entry is easy.  The needed labor skills are also readily available or can easily be taught.  

Direct labor costs are the second highest cost incurred at approximately 20 percent of sales (for holsters they are higher than material costs).  The wage scales and related fringe benefits of foreign competitors are substantially less than those of domestic manufacturers.  This is an advantage since the market is highly price competitive.  Foreign competitors also benefit from not having OSHA or EPA regulations and lower administrative costs.

6.
Principal Types of Competition
Both the law enforcement market and the advertising specialty market are extremely competitive.  The law enforcement market purchases holsters, badge and credential cases, and related products in two distinct ways that are roughly equal.  One, products will be specified by the municipality or law enforcement agency and they will be competitively bid.  While it is highly desirable to have your product specified, almost all bids will have the specified product or equal.  Two, the individual officer will purchase the department’s specified product, or equal, out of his uniform allowance.  In both cases, the purchaser is highly price conscious.  Tannery Suppliers will only sell direct to the GSA.  All other bids and purchases go through police equipment dealers.  Therefore, it is critical to have a strong distribution network.  New product design and development is also critical.  The law enforcement market has become extremely safety conscious, and level three holsters have been developed and marketed in response to this concern.  A level 3 holster requires three separate actions by the police officer before the weapon can be drawn from the holster.  Police officers are trained to do this function quickly but it makes it difficult for someone to steal the officer’s gun.  Tannery Suppliers lags the market in developing this type of product.

The advertising specialty market is the only other market that Tannery Suppliers sells into.  This is a large and rapidly growing marketplace. Not only does Tannery Suppliers sell in competition to other leather goods manufacturers, but also in competition to a wide variety of manufacturers of other products who will personalize their products for sale to the ultimate consumer (wearables, pens and pencils, tote bags, recognition jewelry, etc.).  These products are sold to over 19,000 different distributors who service the ultimate customer. Frequently, the ultimate customer will have a budget for promotional items but will ask the distributor for recommendations on what to sell.  Therefore, Tannery Suppliers competes not only with leather manufactures, but also with other promotional items at the distributor level.  Even if the distributor sells the end user on personalized leather products, he may shop the order with other leather manufacturer to obtain a better price.  Because of the size of the market, a large number of leather manufacturers have entered this marketplace.  The market is not only price sensitive, but also time sensitive, since products must be developed for specific events such as sales meetings.  Imported products can compete since they can be inventoried domestically and then personalized to each order (heat stamping on embossing).  It is essential to have new attractive products, strong intensive distribution at the distributor level, be price competitive, and most important, meet delivery targets.

7.
Changes in the Marketplace

· The advertising specialty market is large and growing at 15 to 18 percent per year.

· The law enforcement market is smaller and growing at an estimated two percent per year. 

· There are a large number of foreign and domestic competitors for both product lines. 

· Large advertising specialty distributors and suppliers are importing finished product and personalize it to the end user’s requirements.

· Delivery times are shrinking as the end user requires faster turnaround.

· The development of new level three type of holsters is critical for success.

· While there are over 19,000 advertising specialty distributors, the larger distributors are increasing their share of the market.

· Pricing has become increasingly important in both markets.

· Securing strong distribution is essential for success in both markets.

· While product quality and delivery are critical, a large number of competitors can and do meet these requirements. 

