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Distributors are quickly gaining ground on their journeys to drive im-
provements in their organizations with data.

For example, in this year's State of Analytics in Distribution survey,
69% said they were either very or most satisfied with the use of
analytics in Sales; a year ago, that number was just 40%. This year,
59% of distributors in our research were very or most satisfied with
analytics in finance; last year that number was 29%.

What's your analytics success story? My team has worked with sev-
eral distributors and seen some incredible examples of the power
of data. Here are a few:

* Anindustrial distributor leverages sales and inventory
transaction data to overhaul stocking decisions across its
networking, resulting in improved working-capital efficiency
and customer service.

* Ahealthcare distributor helps med-supply manufacturers
and pharmaceutical companies improve patient outcomes
by improving speed and agility for data and analytics to
create value more rapidly - days or weeks, rather than
months.

Chart 1: Distributors’ satisfaction with analytics
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* Alubricants distributor provides prescriptive customer
guidance to improve the business acumen of their sales
team, resulting in lower cost-to-serve, greater wallet share
and better customer experience.

* An HVAC distributor aligns pricing decisions across the
organization with their value proposition, resulting in
significant bottom-line improvements.

* A petsupplies distributor gets creative using purchase-order
data to provide strategic suppliers with uncommon channel
insights. As a result, they grab more mindshare and better
inventory allocations.

Shifting to data-driven decision-making is key to remaining compet-
itive and unlocking growth in your business. How will your analytics
success story be written?

Obstacles to Success

But distributors continue to struggle to drive value with analytics in
all areas of their companies. And even when they are satisfied, they
still see room for improvement. Distributors named some obsta-
cles:

* Too much focus on the descriptive analytics (reporting) and
less on action-driving data

* Finding the right person to drive the analytics initiative

* Investing the right amount to ensure an RO

* “Basic analytics” in place today aren't driving enough value

The areas in which distributors are most satisfied are also those in
which they have more robust analytics available.

These are the four types of analytics popularized by Gartner:

Descriptive Analytics (What happened)

Diagnostic Analytics (Why did it happen)

Predictive analytics (What will happen)

Prescriptive Analytics (How can we make it happen)
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Chart 2: Analytics maturity
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There are parallels between the importance of analytics and analyt-
ics maturity. When it comes to maturity, distributors said sales and
finance are at the top. The more important analytics have more in-
vestment in predictive and prescriptive analytics. The lower-priority
categories have more descriptive analytics.

The use of predictive analytics has grown significantly in distribu-
tion, particularly when applied to inventory and pricing. That said,
there's still a lot of room to grow. Just a fifth are using prescrip-
tive analytics, and another 23% use predictive analytics in the sales
function today.

Many distributors are still focused on core reporting dashboards
that are based on historical data. Distributors need a more dynam-
ic and holistic approach. This report looks at how distributors can
think about the use of analytics in their own organizations.
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3 Lenses for Understanding and Acting on
the State of Analytics

Lens One: Why do we engage analytics?

What is your purpose, or vision, for analytics? Is that purpose more
tactical or strategic? This ‘why" will determine ‘what" analytics and
methods you will use, and ‘how’ you will build analytics as a capabil-

ity.

Most distributors start with analytics as a tactical tool. Over the past
five to 10 years, advancements in technology, data availability and
analytics have made it more accessible to approach analytics as a
strategic capability.

Here's what distributors told us about how why they use analytics:

Analytics as a Tactical Tool Analytics as a Strategic Capability

“Analytics provide a better ability to keep customer

“Wide range of information” . . . L
g informed of his business and our service.

“Analytics play a huge part in our company across
departments. From analyzing the customer life cycle, to
“Analytics & Bl helps us automate reports that would how efficient we are in the warehouse. It provides us a
normally take us hours or days to do otherwise.” way to see what happened and how we can improve.
What we could do better is using that information to
drive behavior.”

It's certainly easier for us to extract data from tool 1 vs “Ability to pivot quicker.”

tool 2."

“We see the great potential that analytics can offer us
“Minimal benefits at the moment. Part of the issue is to improve our efforts to serve our customers by better
resources needed to gather and interpret.” executing our internal processes and identifying oppor-

tunities in the market.”

From these examples, you can see that when analytics is used as a
strategic capability, it involves themes such as keeping the customer
at the center, considering the impact across departments, focusing
on the customer lifecycle and driving behavior.

The strategic approach asks: What are we learning about our cus-
tomer from the data? Where do opportunities lie in the market?

\ )
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Chart 3: Importance of analytics
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To help you assess where you stand, here are some important ele-
ments of a strategic approach:

* Analytics cannot be purely IT-centric. It must be business-
centric and IT-enabled. The business groups that will use
the analytics, such as sales or inventory, should drive the
strategy.

* Analytics isn't just about the tool itself or beautiful
dashboards. Those are the means to an end, not the
goal. The goal is: What decision (buying, stocking, pricing,
customer outreach) are you trying to optimize? What are the
insights and action you can apply?

* Analytics-based decisions are intertwined with other areas
of your business. For instance, you can't make an inventory
decision without affecting sales. You must consider how one
decision influences another.

* Though many distributors started out focused on internal
issues, such as improving inventory or margin, they should
now be shifting to a bigger-picture approach: How are we
benefiting and influencing the customer experience?

Your mindset and vision for analytics influence how much you'll in-
vest, which resources you'll use, and how you'll manage and monitor
analytics to ensure the greatest benefits and return on investment.
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Lens 2: What analytics do we want to engage?
Distributors named sales and customer profitability as their top two
applications of analytics this year - for good reason. Sales is the
reason distributors exist in the channel, and customer profitability
is tightly tied to sales. Inventory is also in the top five, which makes
sense as it is the largest asset on the books.

Surprisingly, optimizing customer support, vendor performance
and human resources is low on the analytics priority list. This is sur-
prising because in distribution we are always saying our key stake-
holders are our customers, suppliers and employees. Yet, though
the data is there, distributors aren't using it to enhance experiences
for and relationships with these stakeholders.

Knowing where to prioritize can be a challenge:

* “Feels like we are just scratching the surface and it's hard
to know where to start to get the most leverage. We are
currently involved in major IT projects including ERP and
ecommerce re-platforming.”

* “We are trying to justify (and figure out) the potential ROI for
investing in an analytics and Bl tool.”

* “We are seeing very little benefits from the basic analytics we
are employing today. We have a very strong desire to move
very quickly to implement more.”

Distributors have access to a large amount of data, and many func-
tional areas are seeking priority. The problem: Many distributors
have limited resources to dedicate to the cause.

The best approach is to create a business case for analytics. Doing
SO requires you to slide two additional lenses over the data: strate-
gic and financial.

Strategic Business Case Drivers
Strategically, consider:

* (Customer value proposition and journey: What is your value
proposition? And how will the analytics you pursue influence
the customer?

* Non-traditional competition: Non-traditional competitors
have different go-to-market and business strategies. How
they leverage data will also be different.
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* (Channel dynamics: Vendors' expectations of distributors
have changed over the past 12 to 18 months. All distributors
want inventory, but few provide the manufacturer with
analytics to give them channel visibility, which would give
them more mindshare.

Balancing Value Creation and Value Capture

You are creating value using your assets (inventory, location, trans-
portation, knowledge base, capital deployed). Analytics that improve
value creation are equally important to those that improve value
capture, which is the value you receive for the service you generate.

Sometimes, distributors over-invest in one of these two buckets,
forgetting the other. It's important to balance value creation and
value capture. Looking through this lens to determine where to in-
vest is another way to prioritize analytics.

Assets Profit

Capital Revenue

Value Creation = Assets and Capital

* |nventory analytics

* Customer profitability
* Vendor performance
* Fleet analytics

*  Network optimization

Value Capture = Profits and Revenue

* (Cross-sell/upsell/market-basket analytics
* Customer churn analytics

* Pricing optimization

* Spend & rebate analytics

* Marketing analytics

© 2022 Distribution Strategy Group | distributionstrategy.com




2022 State of Analytics in Distribution: Turning Data Into Dollars

2022

Value
capture

Value
creation

Analytics Benefits

Another strategic way to determine which to prioritize is to analyze
the benefits you're getting from analytics. In our survey, we asked
respondents what they perceived as benefits.

Of course, there are clear business and financial benefits, but re-
spondents answered more specifically, citing:

* Improved inventory management
* Improved forecasting
* Improved customer management

* Margins

* Pricing

* Profitability
* Growth

These responses show a mix of process and financial benefits.
Financial Business Case Drivers
Financially, consider:

* Shareholder value: How do the analytics create
shareholder value?

* Ownership priorities: Most distribution companies are
privately owned. Within that, there are strategic and private
equity ownerships, usually with different goals. These can
determine which analytics you'll focus on.
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Shareholder Value

What are the four major drivers of shareholder value from financial
data?

* Growth - income statement - revenue growth (%)

* Profitability - income statement - gross margin / EBITDA/
GMROII

* (Cash flow - balance sheet - asset turnover / inventory
turnover / receivables turnover

* Asset efficiency - cash flow statement - cash conversion
cycle (CCC) / working capital

For this framework (Chart 4), we aligned KPIs to those four drivers
and the bridges for each, which indicate what lens people use to
view the major drivers. The idea is to use a specific KPl and step
back to see which is an opportunity for you. This framework helps
build a business case because it helps bridge the gap with, say, a
CFO or controller. You can state the business case in terms of cash
flow or another driver.

Chart 4: Financial perspective

Cash conversion
cycle (CCC)

Cash flow Cash flow statement
Working capital

Asset turnover
Asset efficiency Balance sheet Inventory turnover

Receivables turnover

Shareholder
value

Gross margin (%)

Profitability Income statement EBITDA (%)

GMROII (%)

Growth Income statement Revenue growth (%)
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Lens 3: How to Build Analytics as a Capability

If you're thinking of analytics as a tactical tool, you may not even
be thinking about this question of how to build analytics as a core
capability in your company. You're not spending resources. You're
just thinking, put these reports together and send them to me. This
is common in distribution.

When you get serious about analytics, you want to consider how

yOu organize your resources. Is it a decentralized group, or is it cen-
tralized? Do you have specific resources to handle analytics? Or is it
more of a hybrid? There is no right answer.

Analytics may be centralized at a higher level and decentralized at a
department or function level. Let's look at what's required at a func-
tional level to execute on analytics:

Stage 1: Extract data from the system and get it ready, via data
warehouse or lake.

Stage 2: Make the data usable for simple reports.

Stage 3: Go deeper and more advanced.

Growth in the Use of Al

Survey responses showed more distributors are embracing emerging
technologies such as Al to drive analytics initiatives forward.

Here are some of the ways they're using Al:

“We are using Bl mostly on the sales and marketing side now but realize we can
utilize Al/BI to vastly improve inventory management/warehousing, too.”

“Al to alert our sales team to potential opportunities.”

“Automation will continue to be the key. How do we continue to build reports

and information that reduce work for people in the company? Further, reports

need to focus on highlighting exceptions quickly so they can be managed in an
efficient manner.”

“ldentify new trends in categories, as well as customers. Manage our ever-
growing inventory listings to optimize stock across multiple warehouses.”

“Ability to isolate profitability by employee/customer/sales territory and product
line inside of our seven profit centers.”
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Chart 5: How analytics is handled within organization
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You can centralize stage one. This consolidates the data so it's avail-
able for the rest of the team. But for stages two and three, it is often
more productive to have decentralized analytics, so the department
isn't waiting on an IT person to deliver a report.

Who owns analytics is just one part of the equation (Chart 5).

Many distributors aren't happy with the performance of their analyt-
ics initiatives. This is likely because they are missing key ingredients
to analytics implementation:

* Weak infrastructure

* Incomplete data

* Not enough resources to develop the required analytics

* Don't have the right talent to support analytics

* Executives don't understand or support analytics initiatives
* They don't know where to begin
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Here are next steps if you want to build out an effective analytics
capability in your organization:

Stop waiting for the perfect setup.

* Analytics is not a traditional expense or CAPEX. That is not
the mindset you want to bring to analytics. View it through
the lens of “test and learn” rather than as a big investment.

* |t takes time to build analytics as a capability since it involves
people, data and culture.

Start small and build from there.

* Thereis no “right” moment when it comes to developing
analytics because we will never have enough resources as
distributors. Distributors often get caught on the bandwidth
issue and wait.

* There's no such thing as complete data. Start with the
transaction data, rather than waiting for perfectly prepared
data.

* ook for the quick wins.

Prioritize change management and training.

* Many distributors come to the point where they have
beautiful dashboards, but nobody is opening them. They
spend a lot of energy on analytics creation and neglect
analytics consumption at a branch/regional level or middle-
management level.

* Make a case for why you need these individuals to use the
analytics. Creation and consumption will drive ROI.

Establish support from top management from the start.

* Support from top management is crucial. You need
a champion, or analytics translator who explains why
individuals should use the analytics. Without top
management support, you may not gain traction.
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About this survey

Distribution Strategy Group surveyed distributors and manufac-
turers in June and July 2022. About 70% of respondents were dis-
tributors, representing 17 sectors. Top five sectors were Industrial,
Electronics, Electrical, Building Materials/Construction and HVACR.
Responses also reflect diverse company sizes, from less than $10
million to more than $1 billion.

About the Author

Senthil Gunasekaran, Co-Founder and
Managing Director, ActVantage

Senthil Gunasekaran is co-founder of ActVantage,
which helps distributors drive profitable growth
through analytics and talent development. He
has more than 19 years of experience helping
hundreds of distributors and manufacturers,
while co-authoring seven books for the NAW. He
also delivers executive education and speaks at
distribution industry forums. Prior to ActVantage,
Senthil led research and industry projects at
Texas A&M's Industrial Distribution program.

Contact Senthil at senthil@actvantage.com.
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About Distribution Strategy Group

Distribution Strategy Group's thought leadership, research and consulting services are pro-
vided by a team with decades of experience in the distribution industry. They have helped
more than 70 distribution companies build a solid foundation to win in today’'s changing
market.

Distribution Strategy Group offers strategic guidance for distributors in the face of disrup-
tion, including:

Independent expert content

Digital and ecommerce strategy
Customer lifecycle management strategy
Customer analytics

Contact us:
distributionstrategy.com | 303-898-8626 | contact@distributionstrategy.com
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The most complete commerce suite
for growing companies

B2B Commerce

%

Create experiences your business customers can’t live without

B2B Commerce was built for businesses so you can easily provide a buying
experience your customers will love. Personalize experiences with data-driven
recommendations and give your team the tools they need to drive revenue with
built-in workflows.

Commerce in a single solution

Minimize the complexity of your online commerce stack by effectively managing your
Catalogs, Check-Out, Orders and Commerce-all from one holistic V|ew

Build better experiences that drive adoption

Al closes gaps in the customer experience so you cahﬂmatch the right visitor
segments with the right digital experience to enhance your team’s ability to drive

more revenue. d
/

Deliver more revenue

Meet aggressive sales goals by opening new channels, addressing new markets and
providing data-driven recommendations to your current customers.
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See Why NetSuite is
the #1 Cloud ERP for
Wholesale Distributors

Visit our website @ NetSuite.com for
a Free Product Tour.
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Data-driven solutions for Microsoft Dynamics GP and Microsoft Dynamics 365 Business Central.

Complete visibility.

Know the status of every order. Make informed
decisions about inventory, margins, and pricing.

Unparalleled efficiency.

Streamline everything from your warehouse to your
sales operation and provide your CSRs with the

customer service and order entry tools they need.

Seamless integrations.

Our solutions harmonize smoothly with other industry-
leading software such as Shopify, EVO, Square,
Key2Act, Magento, Pacejet, and more.

Faster ROI.

Realize profits faster with automated workflows
and business rules to make your processes run with
maximum efficiency and take human error out of
the equation.

CONTACT US TO START
MAKING THE MOST OF
YOUR BUSINESS.

800.935.5660 / CAVALLO.COM

Actionable insights.

Our real-time dashboard lets you see the status of
every order in your system, allowing you to spot and
fix bottlenecks before they cause issues.

Clarity of vision.

Use the data you uncover to find hidden profits,
clearly map your distribution processes, and eliminate
bottlenecks. View your operations with perfect clarity,
then make informed decisions on how to address any

challenges brought to light.

Performance tracking over time.

Compare historical averages with real-time data to
optimize the financial and operational performance
of your business.
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Turn Your Customer Experience into a
Competitive Advantage with Sales Order
Automation

Conexiom is a fully automated, purpose-built document automation solution that
solves the shortcomings of RPA, OCR, and workflow technologies. Easy to
implement and works perfectly with your customer’s current ordering process.
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Complex Data Transformation

: s : Configuration M
Automates the transformation of millions of electric e

documents, regardless of the format, complexity, or
repeatability.

100% Data Accuracy

Documents are transcribed with 100% data
accuracy at the line level, eliminating costly and Onextions

error-prone mistakes caused by human error and R
typical of other automation solutions. .

4444 Touchless Document Processing

1,400 proprietary machine learning algorithms
eliminate all manual processing of documents and
allows your team to focus on delivering greater
levels of customer satisfaction.
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Per'lfliiagr?ner | can’t imagine going back to what we

WINTER did previously without Conexiom.

G
Easiest To Do
Busi With

 WINTER |

Andy K.
Full review on G2.com

Get up and running with Touchless Sales Order
Automation in as soon as 30 days on Conexiom.com



