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Distribution Agreements

In order to sell products more widely, many manufacturers and suppliers of products choose to enter into distribution agreements, whereby a third party contracts to independently market and sell those products on their behalf. Getting the right terms for such an agreement is crucial to the business’s ongoing success.
The advantages of entering into a distribution agreement are clear and include reaching more customers and maximising product sales whilst also being able to concentrate on manufacturing and supplying products locally. Your chosen distributor should also have local knowledge of the law and/or customs of the market you are expanding into, particularly if based abroad, and they will often be responsible for much of the cost of selling your products in that location.  Such costs might include transport, warehousing and marketing costs as well as any loss due to fluctuation in currency. 
 
The downside of a distribution agreement is primarily the loss of the control over the marketing and production of the products.  You may also be bound by the distribution agreement (which may be exclusive) for a long period of time, depending on what was agreed. You should carefully consider the possible implications of this, both for your business (for example, if the relationship breaks down or if the agreement is too restrictive on your business) and in light of Competition Law restrictions on anti-competitive agreements.
 
When entering into a distribution agreement, the following points should be considered (although this is by no means an exhaustive list):
 
· What products will be included in the agreement and whether or not new products will be included automatically. 

 
· Whether the distributor will require any training in respect of the products. 

 
· The scope of the agreement, including the definition of territory, whether or not the agreement is exclusive and whether the distributor must maintain sales in certain areas. 

 
· The length of the agreement, whether the agreement is for a fixed term or ongoing and subject to notice, as well as renewal fees and performance criteria. 

 
· Prices and payment and the terms of any credit given to the distributor. 

 
· Protection of your company, such as intellectual property issues, standard terms which should be included in the distributor’s sales, secrecy and confidentiality and rights and obligations during the agreement and upon termination. 

 
· Performance targets for the distributor and, very importantly, the right to get out of the agreement if the distributor is not performing satisfactorily. 

 
As stated above, many considerations have not been listed here and the contents of an agreement will depend largely on the circumstances and the needs and requirements of the parties.
 
It is suggested that all suppliers thinking of employing a distributor should seek legal advice before entering into any contract.
 
Steeles can be contacted 01603 598000 or visit:www.steeleslaw.co.uk
