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In July 2006, Thomas Zimmerma

trying to decide what price to submit-on his bid ligital computer to Konig
& Cie., AG, Germany’s largest ¢ i wed Computron’s standard
pricing policy of adding a 33!/3% ma ding transportation costs and
import duty, his bid would 3 wever that this would not be low

enough to win the contract f

d to believe that Computron would have a
re than 20% higher than the lowest bid.

hat had, in the winter of 2002, opened a European sales office
s its manager. The company’s main product, both in the United
X’computer, a medium-sized digital computer designed specifically

arket for digital process control computers kept growing rapidly. These
ially different from those used for data processing and engineering
enerally produced by specialized companies, not by the manufacturers of
office and/or n“oriented digital computers. These companies also were different from those
that produce process control computers (the units traditionally used for process control).
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a @ process
hare of the

control computer equipment. This, however, con
company’s overall sales volume.

In the 2005-2006 fiscal year, however, s
Computron’s total worldwide sales tha European countries,
Germany constituted one of Computron’s mo ontributed $4,800,000, or

5:2006.. England and Swede bre also important, having
he aining 36% of sales %spread throughout the rest of

nufactured and assembled in the
heir external manufacture these
untry to country. The German tariff

10,000 for the year.!

contributed 22% and 18% respecti
Europe.

Computron computers g
United States and shipped

ty, Computron began constructing a plant
ean Community and was scheduled to open
for assembly of 1000X computers. This would
e company planned to use the plant to fabricate
anufactured in Germany would be entirely free

are feet and employ 20 to 30 people in the first year. Its
approximately $1,200,000. As of July 2006 the European
the new plant could begin work, although training of

Company Prici

Computron had~always concentrated on being the quality, blue-chip company in its segment of
the digital com r industry. The company prided itself on manufacturing what it considered the
best all-ar 1@0 mputer of its kind in terms of precision, dependability, flexibility, and ease of
operation.ggs

Koy

1 Computron’s fiscal year was July 1 to June 30.
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+  Markup of 33'/3 % on cost (covers profit
+  Transportation and installation costs

+  Import duty

Total European price

Prices calculated by this methgd tended ntry-to-country differences

in tariffs and differences in comporents-hetween specific com For the Koénig application,
Zimmermann had calculated he “hormal” price for the 100&0mputer would be $1,244,800:

ed to provide a before-tax profit margin of 11% of the
%, and a selling and administrative expense allowance of
shent was clearly against cutting this markup to obtain sales.

The Cifstomer

\%%& Cie., AG, was the largest manufacturer and processor of basic chemicals and chemical
in West Germany. It operated a number of chemical plants throughout the country. To

S

2 Depending on the specific application, the components of the 1000X varied slightly, so each machine was somewhat different.
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Thus Konig was Computron’s largest German customer 4
Computron’s 2005-2006 sales to Germany.

Looking ahead, Zimmermann felt that Kénig would ) ial business

than any other single German customer. He estimated v i 6nig would

ng operators for a
e years, after which

ulations the computer
achine flexibility. In the

n%rpent had stated that it was
ice. @D ine flexibility and pinpoint
a

The computer on which Konig was thé
new chemical plant. The training program
the computer would either be scrapp
would have to perform were highly ¢
specifications published with the i

accuracy were of very minor e machine t to be used for on-line process
control. %

O
Competition @5

In Germany
medium-priced
2005-2006 (see'Ta

companies w: peting with Computron in the sale of

0l compu r companies accounted for 80% of sales in

a Companies IIT% Medium-Priced Digital
man Market, 2005-20!

Q

$ 4,800,000 30.0%
3,200,000 20.0
G 2,000,000 12.5
2,800,000 17.5
3.200,000 _20.0
$16,000,000 100.0%

expand share of the market. Ruhr sold a medium-quality, general-purpose digital
a price roughly 22!/2% lower than Computron charged for its 1000X computer.

co

Be@% Ruhr machine was manufactured entirely in Germany, the absence of import duty

accounted for 17'/2 % of this price differential. To date Ruhr had sold only general-purpose
omputers, but reliable trade sources indicated that it was then developing a special computer

@»i e Konig bid. Ruhr’s planned price for the special-purpose computer was reported to be

out $872,000.
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e Elektronische Datenverarbeitungsanlagen, AG (EDAG): “a new company whickhad
developed a general-purpose computer of comparable guality~to “the Computro .
Zimmermann felt that EDAG presented a real lon threat to €omputron’s as
the blue chip company in the industry. To get a footheld, this firm had sold its f puter
almost at cost. Since that time, however, it had omputron only by the unt of

e Digitex, GmbH: a subsidiary of an A
facilities in Germany and produced a
computer that competed with the Comput
engaged in price-cutting tactics, anghin the pas

computer equi y«;\ at/ The Digitex
Cld

was only of fair, . Digitex often
e of its com d sometimes been
X In spite of th ference, Computron

had usually competed successfullya use of tech n% uperiority.

Zimmermann was not overly > iningcy pe tors; he did not consider

The German Market

The total estimated e i iced-digital process control computers of the
type manufactured by

% for the next several years. For 2005-
0 worth of new business, broken down as

$1,200,000
1,000,000
600,000
1,760,000
640,000

$5,200,000

ition to the possible computer sale to Konig; however, none of this
as expected to materialize until late spring or early summer.

The deadline for submission of bids to Kénig was August 1, 2006—then

>
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