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INDUSTRIAL DISTRIBUTION (ID) PROGRAM OVERVIEW

CLIENTS AND PARTNERS – 1
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CLIENTS AND PARTNERS – 2
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PAST RESULTS (SAMPLE)
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Forces of 
Change

Forces 
of 

Change

Digital 
Transformation

Competition

Data & 
AnalyticsHuman Capital

Industry 
Dynamics
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Where is your organization?

Complexity of the buying process

Complexity of 
product/
service

LOW HIGH

HIGH
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Source: Forrester Research 2015-1710
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OBJECTIVE

Forces of 
Change

Blind Spot

Profitable 
Growth

3 Strategic 
Responses
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OPT IM I Z E CORE
BUS INESS PROF I TAB I L I T Y

S T R AT E G I C  R E S P O N S E  # 1
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W H AT  A R E  T H E  
C R I T I C A L  
B U S I N E S S  
P R O C E S S E S ?
< <  D I S C U S S I O N  > >
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BUSINESS PROCESS FRAMEWORK (7S GROUPS)

Supplier Customer
Source Stock Store Sell Ship

Supply Chain Planning

• Information Management
• Human Resource Management
• Finance Management

Support Services

Key Performance Indicators (KPIs)

14
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BUSINESS PROCESS FRAMEWORK – LEVEL 1 & 2
Distribution

Source

Supplier 
Performance 

Analysis

Supplier 
Management

Stock 
(Inventory 

Management)

Inventory 
Stratification

Forecasting

Replenishment

Store

Warehouse 
Fulfillment

Warehouse 
Management

Sell

Sales 
Management

Pricing 
Management

Marketing 
Management

Ship

3PL 
Management

Fleet 
Management

Dispatch 
Management

Customer 
Order 

Fulfillment

Planning & 
Support 
Services

Supply Chain 
Optimization

Information 
Management

Human 
Resource 

Management

Finance 
Management
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DISTRIBUTOR PROFITABILITY FRAMEWORK

16
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W H AT  A R E  T H E  
K E Y  F I N A N C I A L
P E R F O R M A N C E  
M E T R I C S ?
< <  D I S C U S S I O N  > >

17

FINANCIAL DRIVERS

18
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FINANCIAL FRAMEWORK

SH
AR

EH
O

LD
ER

VA
LU

E
CASH FLOW

CASH FLOW
STATEMENT

Cash Conversion 
Cycle (CCC)

DPO (Days Payable 
Outstanding)

DSO (Days Sales 
Outstanding)

DOI (Days Of 
Inventory)

Working
Capital

ASSET EFFICIENCY BALANCE SHEET

Asset
Turnover

Inventory 
Turnover

Receivables 
Turnover

PROFITABILITY INCOME STATEMENT

Gross
Margin (%)

EBITDA (%)

GMROII (%)

GROWTH INCOME STATEMENT Revenue
Growth (%)

Gross Margin Return On 
Inventory Investment

Earnings Before Interest Taxes 
Amortization and Depreciation
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H O W  D O  Y O U  
C O N N E C T
P R O C E S S  A N D  
P R O F I TA B I L I T Y ?
< <  D I S C U S S I O N  > >

20



11

CONNECTION TO SHAREHOLDER VALUE – EXAMPLE

Business 
Process

• Inventory 
Stratification

Process Metric

•% of slow-
moving 
inventory
• Inventory 

Turns

Financial 
Element

• Inventory

Financial KPI

•GMROII

Financial 
Driver

• Profitability

Shareholder 
Value

• Increased 
ROI

21
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REAL-WORLD EXAMPLE

23

I NNOVATE CUSTOMER
VALUE PROPOS I T ION

S T R AT E G I C  R E S P O N S E  # 2

24
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GROWTH STUDY

Question • What is the recipe for profitable growth in 
wholesale-distribution?

Research

• 12 years of data
• 18 Private distributors (6 verticals)
• 34 Public distribution firms (10 verticals)
• 150+ best practice implementations
• 300+ professional development workshops over 15 

years

26
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REVENUE GROWTH RATE
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Best of Consortium Firms (Tier 1 : < 500 MM$) : 20%

Best of Consortium Firms (Tier 2: > 500MM$) : 14%

Avg of Public Firms : 9%

CAGR (Revenue) from 1998 to 2008

Public Distribution Firms
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HOUSTON WIRE & CABLE 

FASTENAL

SYSCO

POOL CORP

BUNZL

GRAINGER

MSC

GENUINE PARTS

WOLSELEY

APPLIED INDUSTRIAL

UNITED NATURAL FOODS

RELIANCE STEEL

WATSCO

BARNES

WESCO

LAWSON

SMITH

ANIXTER
AIRGAS

DXP

KAMAN

AVNET

SPARTAN

BEACON

A M CASTLE 

BLUELINX

ARROW

NASH FINCH

AMCON

GRAYBAR

INTERLINE BRANDS

PARK OHIO

BRIGHTPOINT

-7%

-3%

1%

5%

9%

13%

17%

21%

-7% -3% 1% 5% 9% 13% 17% 21% 25%
Avg ROIC %

CAGR (Revenue)

Data Timeline: 1998 to 2008
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ROIC VS REVENUE GROWTH

Fast Growers

ROI Makers

Value 
Creator$

28
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DISTRIBUTION GROWTH FRAMEWORK

29

FINANCIAL STATEMENT 
ANALYSIS

<< EXERCISE >>

30
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INCOME STATEMENT – TYPICAL DISTRIBUTOR

31

Income Statement Fixed Variable
Net Sales 18,265,879$   100%
Cost of Goods Sold 13,662,877$   74.8% 0% 100%
Gross Margin 4,603,002$     25.2%
Employee Compensation - Outside Sales 1,116,045$     6.1% 25% 75%
Employee Compensation - Others 1,156,230$     6.3% 90% 10%
Warehouse Expenses 551,630$        3.0% 50% 50%
Delivery Expenses 558,936$        3.1% 20% 80%
Other Operating Expenses (G&A) 270,335$        1.5% 25% 75%
Total Operating Expenses 3,653,176$     20.0%
Operating Margin 949,826$        5.2%
Other Income -$               0.0%
Other Expenses -$               0.0%
EBITDA 949,826$        5.2%

Financial Statement - INCOME STATEMENT

BALANCE SHEET – TYPICAL DISTRIBUTOR

32

Assets By Total Assets
Inventory 2,151,378$     37.6%
Accounts Receivables 2,318,892$     40.6%
Cash & Marketable Securities 245,267$        4.3%
Other Currrent Assets 243,552$        4.3%
Total Current Assets 4,959,090$     86.7%
Fixed & Non-current Assets 758,099$        13.3%
Total Assets 5,717,189$     100.0%
Liabilities & Net Worth By Total Liabilities & Net Worth
Accounts Payables 1,217,190$     21.3%
Notes Payable (Short-term Debt) 175,518$        3.1%
Other Current Liabilities 296,150$        5.2%
Total Current Liabilities 1,688,858$     29.5%
Long-term Liabilities 615,170$        10.8%
Net Worth Or Owner's Equity 3,413,162$     59.7%
Total Liabilities & Net Worth 5,717,189$     100.0%

Financial Statement - BALANCE SHEET
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Financial KPIs Formulae Results
CASH FLOW

Days Sales Outstanding (DSO) Accounts Receivables / (Annual Revenue / 365)

Days Payable Outstanding (DPO) Accounts Payable / (Annual COGS / 365)

Days Of Inventory (DOI) Inventory / (Annual COGS / 365)

Cash Coversion Cycle (Days) DOI + DSO - DPO

PROFITABILITY

Gross Margin % (Revenue - COGS) / Revenue

Operating Margin (OR) Operating Profit $ Revenue - COGS - Operating Cost

Operating Margin % (Revenue - COGS - Operating Cost) / Revenue

GMROII % Gross Margin / Inventory

GROWTH

Revenue Growth %
(Current Year Revenue - Previous Year 
Revenue) / Previous Year Revenue

ASSET EFFICIENCY

Inventory Turnover COGS / Inventory

Asset Turnover Revenue / Total Assets

Net Assets Total Assets - Total Current Liabilities

Return On Net Assets (RONA) Operating Profit / Net Assets 33

Industrial Distributors Gross Margin 
%

Cash Conversion Cycle 
(days)

(DSO + DOI – DPO)

40% 90

45% 135

50% 200

Cash Conversion Cycle is the length of time, in days, that it takes 
for a company to convert investments into cash flows.

CCC = Days of Inventory + Days Sales Outstanding – Days Payable Outstanding
CCC = 90 days of supply + 45 days – 30 days
CCC = 105 days

Value Capture Value Creation

34
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V
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G
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%
)

Value Creation CCC (days)

40%

45%

50%

35%

45 90 180135 35

Full Service 
Distributor 

(8 locations)

Equipment 
Expertise & Design 

Capability

Inventory Breadth 
& Depth

Customer 
Experience 
(Regional & 

National accounts)

Cash & 
Carry 

(7 stores)

Convenience 
(small orders)

Cash 
transactions

Limited 
inventory 
breadth

eCommerce

(Online)
Wide selection 

of inventory Low Cost Customer 
Experience

Full Service 
Distributor

Equipment 
Expertise & 

Design 
Solution

Inventory 
Breadth & 

Depth
Customer 
Experience

Convenience 
(small orders)

Credit & Cash 
transactions

36

REAL WORLD EXAMPLE
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OPT IM I Z E SA L ES FORCE
DEP LOYMENT

S T R AT E G I C  R E S P O N S E  # 3

37
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VALUE ALIGNMENT FRAMEWORK

Voice of 
Process (VoP)

Voice of 
Customer 

(VoC)
Voice of 

Focus (VoF)

Cx

C

R

A

Consistency

Efficiency3 Service 2

Cx

C

R

A Alignment

Relevance

Capability 
(Ux)

Customer 
Experience

40
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41

Driving
Profitable
Growth

Sales 
Management

Pricing 
Autonomy

LACK OF CUSTOMER DIFFERENTIATION
How we view our customers? Who they actually are?

If you had all the customers in your market – Would it make you 
highly profitable?

Get the order and we’ll figure out a way to make money on this

42
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INCONSISTENT PRACTICES (DISCIPLINE)

$50

$55

$60

$65

$70

$75

$80
Max = $75.90

Min = $54.70

Avg = $63.87

43

‘COMMON – GOOD – BETTER – BEST’ 
SPECTRUM

People

Process and 
Metrics

Technology
People 
Process 
Metrics and 
Technology

44
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E V E R Y T H I N G  B E G I N S  W I T H  
T H E  C U S T O M E R

< <  D O  A L L  C U S TO M E R S  C R E AT E  VA L U E  ( E Q U A L ) ?  > >

45

• Executive Platinum
• Platinum Pro
• Platinum
• Gold • Diamond

• Gold
• Silver
• Blue

• Platinum
• Gold
• Silver
• Enterprise Plus

EXAMPLES OF CUSTOMER SEGMENTATION

46

• Companies do not have unlimited resources and cannot 
be everything to all customers.
• Customers have different needs and preferences
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EXAMPLE – HOW TO SEGMENT CUSTOMERS?

47

Miles, Segments and Dollars Spent

CUSTOMER STRATIFICATION FRAMEWORK

• High Profitability
• No Relationship
• Low Cost to Serve
• Low Volume

Opportunistic 
Customers

• High Profitability
• Sustained Relationship
• Low Cost to Serve
• High Volume

Core 
Customers

• Low Profitability
• No Relationship
• High Cost to Serve
• Low Volume

Marginal 
Customers

• Low Profitability
• Sustained Relationship
• High Cost to Serve
• High Volume

Service Drain 
Customers

Customer Alignment

C
us

to
m

er
 P

ro
fit

ab
ili

ty

Customer Buying Power

C
ost-To-Serve (C

TS)

• # Customers: 5-10%
• Revenue: 60%
• NP: 80%

• # Customers: 5%
• Revenue: 5%
• NP: <10%

• # Customers: 5-10%
• Revenue: 30%
• NP: <10%

• # Customers: 70-75%
• Revenue: 5-10%
• NP: <5%

48
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Core,
Opportunistic,

Marginal,
Service Drain

Customer 
Lifetime Value

(CLV) 

BUYING POWER

(GROWTH)
ALIGNMENT

(GROWTH)

Net Profit
(NP)

PROFITABILITY

(GROSS MARGIN)

COST-TO-SERVE

(GROWTH, ASSET
EFFICIENCY, 

PROFITABILITY)

49

VALUE 
CREATE

VALUE 
CAPTURE

50

Buying Power Alignment Profitability Cost-to-Serve

List TOP 2 Metrics that represent Customer BUYING POWER?

1.______________________________________________________________________

2.______________________________________________________________________

Sales in the Recent 12 Months

Number of Items Accessed AND Line Penetration
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List TOP 2 Metrics that represent Customer ALIGNMENT?

1.______________________________________________________________________

2.______________________________________________________________________

Buying Power Alignment Profitability Cost-to-Serve

Sales Trend Over Two Years

Hits – # of Orders OR # of Invoices

52

Buying Power Alignment Profitability Cost-to-Serve

25% 25% 25% 25%

Sales $ 
2016

Sales $ 
2017 #Items #Invoices Sales Trend

Sales $ 
2017 #Items #Invoices

Sales 
Trend Final

191,751$  598,121$  132 28 212% 40 40 30 40 37.5 A

206,408$  529,098$  298 18 156% 40 40 20 40 35 A

11,282$    27,738$    3 2 146% 30 10 10 40 22.5 C

562$         26,588$    12 2 4631% 30 10 10 40 22.5 C

Level of Importance (100%)

Customer Lifetime Value (CLV) METRICS SCORE
CLV 

Rank

SCORE

40 >$36K >75 >36 > 50%

30 $24K - $36K 50-75 36 25%-50%

20 $12K - $24K 25-50 24 0-25%

10 $12K 25 12 <0%

RULES
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Core,
Opportunistic,

Marginal,
Service Drain

Customer 
Lifetime Value

(CLV) 

BUYING POWER

(GROWTH)

1) Sales Revenue $

2) Number of Items 
Accessed

ALIGNMENT

(GROWTH)

1) Sales Trend

2) Hits (Orders or 
Invoices)

Net Profit

(NP)

PROFITABILITY

(GROSS MARGIN)

COST-TO-SERVE

(GROWTH, ASSET
EFFICIENCY, 

PROFITABILITY)

53

VALUE 
CREATE

VALUE 
CAPTURE

54

List TOP 2 Metrics that represent Customer PROFITABILITY?

1.______________________________________________________________________

2.______________________________________________________________________

Buying Power Alignment Profitability Cost-to-Serve

Margin $ in the Recent 12 Months

Deviation of GM% from Goal
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DISTRIBUTORS ROLE IN CTS EXPANSION & INNOVATION

Equipment

InsuranceTransport Facility

Cash

HR

Admin

COGS

CTS

Net Profit (NP)

PRICE

• Activity Based Costing (ABC) 
is a Best Practice

• Surrogate Measures also 
serve the purpose

• CTS is critical to any 
successful pricing decision

Inventory Equipment

InsuranceTransport Facility

Cash

HR

Admin Inventory

CTS

Innovation

Training Support Kitting

Marketing Feedback

55

C O S T- T O - S E R V E  
( C T S )
E X E R C I S E
D E T E R M I N I N G  C R I T I C A L  F A C T O R S
( W H A T  A R E  T H E  C T S  F A C T O R S  T H A T  A R E  
I M P O R T A N T  T O  Y O U  W H I L E  S E R V I N G  Y O U R  
C U S T O M E R S ? )

56
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List TOP 2 Metrics in Each Category that represent Customer COST-TO-SERVE?

1. SALES________________________________________________________________

2. OPERATIONS__________________________________________________________

3. FINANCE _____________________________________________________________

Buying Power Alignment Profitability Cost-to-Serve

Avg. Order or Invoice Size ($)

Days to Pay

No Category Factor Unit of 
Measure Available Quantifiable Reliable Common Factor

1 Average days to pay Days

2 Accounts receivables Dollars

3 Freight/transporation costs by customer Dollars

4 Customer specific inventory requirement Dollars

5 Average order size Dollars

6 Average line size Dollars

7 Average number of line items Number

8 C & D items accessed Percentage

9 Sales $ from C & D items Percentage

10 Returns (RMA - Return Material Authorization) Number

11 Returns to sales ratio Percentage

12 Quote conversion ratio Percentage

13 Same day deliveries required Percentage

14 Online or self serve orders Percentage

15 Will call orders Percentage

16 Special product packaging requirements Percentage

17 Order cancellations Number

18 Errors on orders Number

19 Number of sales calls Number

20 Time spent with customer Minutes/Hours

21 Sales expenses by customer Dollars

Finance

Sales

Operations

58
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Buying Power Alignment Profitability Cost-to-Serve

18.00% 25% 25% 25% 25%

GM % 2017
GM $ 
2017

Dev From 
Goal

Avg$ / 
Invoice

Days to 
Pay

GM $ 
2017

Dev From 
Goal

Avg$ / 
Invoice Days to Pay Final

7.3% 43,892$ -1066 21,361$    29 40 10 40 40 32.5 B

10.3% 54,516$ -770 29,394$    72 40 10 40 10 25 C

4.1% 1,150$   -1385 13,869$    53 10 10 40 20 20 C

25.6% 6,815$   763 13,294$    30 30 40 40 30 35 A

NP 
Rank

Level of Importance (100%)

Net Profit (CLV) METRICS SCORE

SCORE

40 >$9K >200 >$1.5K 30

30 $6K-$9K 100-200 $1K-$1.5K 30-45

20 $3K-$6K 0-100 $750-$1K 45-60

10 $3K <0 $750 >60

RULES
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Core,
Opportunistic,

Marginal,
Service Drain

Customer 
Lifetime Value

(CLV) 

BUYING POWER
(GROWTH)

1) Sales Revenue $
2) Number of Items 
Accessed

ALIGNMENT
(GROWTH)

1) Sales Trend
2) Hits (Orders or 
Invoices)

Net Profit
(NP)

PROFITABILITY
(GROSS MARGIN)

1) Gross Margin $
2) GM% Deviation 
from Goal

COST-TO-SERVE
(GROWTH, ASSET

EFFICIENCY, 
PROFITABILITY)

1) Days to Pay
2) Avg. Order Size ($)

60

VALUE 
CREATE

VALUE 
CAPTURE
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Buying Power and Alignment

P
ro

fi
ta

bi
lit

y 
an

d 
C
os

t-
to

-S
er

ve

10

17.5

25

32.5

40

10 17.5 25 32.5 40

Customer 1

Customer 4

Customer 3

Customer 2

62

REAL-WORLD EXAMPLE
BUILDING MATERIAL DISTRIBUTOR

Platinum

• Own Trucks
• Outside & Inside
• Return Policy
• Next Day Deliveries

Gold

• Own Trucks – 50%
• Outside
• Return Policy
• Next Day (Limited)

Silver

• 3rd Party Trucks
• Inside Sales Primary
• Return Fee
• Next Day (When 

Available)
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HOW OTHER DISTRIBUTORS PERFORMED?

63

Customer Stratification Implementation

64
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65

OPTIMIZE CORE
BUSINESS
PROFITABILITY

INNOVATE CUSTOMER
VALUE PROPOSITION

OPTIMIZE SALESFORCE
DEPLOYMENT

S T R AT E G I C  
R E S P O N S E S

The greatest danger in times of turbulence is not the 

turbulence – it is to act with yesterday’s logic.

WHAT’S YOUR STRATEGIC RESPONSE?
66
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ADDITIONAL RESOURCES

http://naw.org/odp http://naw.org/cs http://naw.org/smo

http://naw.org/po http://naw.org/growth 67http://naw.org/inventory 

All rights reserved.
No part of this presentation may be 

reproduced, printed, published, 
or distributed without the express 

written consent of the authors.
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http://naw.org/odp
http://naw.org/cs
http://naw.org/smo
http://naw.org/po
http://naw.org/growth
https://www.naw.org/inventory

