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@ INTRODUCTION
® A Message

) the ASA Education Foundation

To most distributors, inside sales personnel have always been core
components of their business. More often than not, the inside sales person
acts as the customers’ first point of contact. The inside sales rep often takes
the order, provides product information, locates information for outside
sales, troubleshoots orders, and expedites solutions. Collectively these
daunting tasks provide a basic level of service, but not the competitively
superior service or enlightened business activity that enhance a company’s
competitive position or drive profits to sustainable higher levels.

Today, inside sales professionals are taking on greater responsibility for
their company’s profitability and assuming many of the duties formerly
performed by outside sales. The well-trained and organized sales rep
spends more time selling and making sure that those sales are profitable.
In Essentials of Profitable Inside Sales in Distribution®, we introduce the
concept of the Distribution Sales Specialist—a highly trained sales
professional with a seriously expanded set of expected outcomes, defined
duties, and required skills.

Preparing people who have the potential for this expanded role requires
ongoing improvement in the tools, training, and systems that reduce the
distributors’ error and tighten the focus on profitability. Essentials of
Profitable Inside Sales in Distribution® provides much of the training
your staff will need to take on this expanded role.

Essentials of Profitable Inside Sales in Distribution® is the second publica-
tion in the ASA Education Foundation’s Essentials series of distribution
business courses. Inside Sales builds on the basic distribution business
knowledge provided by the Essentials of Profitable PHCP Distribution®.
The benefits delivered by Essentials of Profitable Inside Sales in
Distribution® will be significantly enhanced if the basic distribution course
is completed first.

Essentials of Profitable Inside Sales in Distribution® begins by explaining
the expanded role of inside sales in wholesale distribution. It contrasts the
changing natures of inside and outside sales and explains the need to
increase the level of professionalism. It provides a detailed set of expected
outcomes, job duties, and common requirements for the position.

Chapters 2 and 3 explore distribution from the customer’s viewpoint.
They explain how customers’ priorities and needs are changing.

&
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The critical role of internal customers and the need for the entire team to
take responsibility for the total transaction the customer experiences are
also explained. Techniques that enable the inside sales professional to deal
calmly with troublesome or troubled customers are prominently featured.

Next, Essentials of Profitable Inside Sales in Distribution® delves into the
economics of profitable transactions. It explains the factors that make sales
and customers profitable or unprofitable. The reader learns how to recognize
unprofitable transactions and encourage customers to engage in different
ordering procedures. Readers learn the importance of holding the line on
price and avoiding mistakes.

Essentials of Profitable Inside Sales in Distribution® helps the inside sales
rep tie basic pricing tactics to profitability. Margin and markup are explained
as well as the differences between cost and value. The rep learns how to
avoid the Stockholm Syndrome. The chapter further arms them with
knowledge of the 10 factors that impact price sensitivity.

Essentials of Profitable Inside Sales in Distribution® provides the basics
of selling including basic selling principles, selling features vs. benefits,
selling up, closing, cold calling, using voice mail properly, and getting past
the gatekeepers. Tips on time management, getting organized, and using
computers to maximize productivity are included.

Finally, Essentials of Profitable Inside Sales in Distribution® provides
significant guidance on how to establish oneself as a professional. It com-
plements the personal strengthening strategy of high personal integrity,
with the companion strategies of maintaining a professional image, staying
current on industry trends, and maintaining oneself as an exemplary citizen
of one’s community, company, and industry.

Essentials of Profitable Inside Sales in Distribution® was developed by a
team of leading distribution operators, sales professionals, writers, trainers,
and business experts. Much of the material has been tested in many years
of inside sales training. During the program’s development, the manuscript
was thoroughly vetted and tested by a team of experts from Supply
House Times’ Wholesalers of the Year wholesaler/distributors. Inside
sales professionals who study the material and diligently put it into practice
will find their productivity, personal satisfaction, and contribution to the
profitability of their company increase immensely.
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@ INTRODUCTION
@ Welcome to the Exciting World of

\  Essentials of Profitable Inside Sales in Distribution!

We work in a fascinating industry! The wholesale/distribution industry
generates almost $3 trillion dollars in sales every year. It is a very competitive
and exciting industry, and running a successful company requires coopera-
tive efforts from knowledgeable and motivated employees. The inside sales
professional is an increasingly important member of the wholesale distribu-
tion team.

What you will learn from this course

During this course you will learn how the inside sales professional con-
tributes to the health and well being of your company and the entire
distribution team. You will learn how to make sales profitable, how to
provide superb service to your customer, and how to develop your own
expertise and image as a wholesale distribution professional,and much more.

How the course is organized

The course is divided into twelve chapters, each with instructional text
and a review quiz that you correct yourself, using the answer key provided
to you at the end of each chapter. A glossary of common wholesale-
distributor terms is included so you can easily look up any term unfamiliar
to you.

When you feel that you understand the basic ideas, have learned the
important facts, and have answered the questions on the chapter quizzes
correctly, it is time to take the final exam.

First complete all the exam questions on the exam pages; then transfer
your answers to the separate answer sheet that is included with the exam.

On the answer sheet, please clearly print your company's name and your
name the way you would like it to appear on your certificate,

Finally, send the answer sheet to the ASA Education Foundation, via mail or
fax. We will correct the exam, and if you earn a passing score, we will issue
you a certificate.

&
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Tips for easier studying

1. Read the learning objectives
At the beginning of each chapter you will find learning objectives or goals. They tell
you what you should know when you complete the chapter. Go back after you read
it and see if you have accomplished these goals. If not, re-read the chapter.

2. Search for the important ideas
Use a highlighter marker or a pen to highlight or underline the most important points
as you read. Think about how each idea relates to the rest of the chapter. Write
notes in the margins about points you don’t understand or about how the material
you read applies to your own company.

3. Ask questions
Ask your supervisor or mentor about any points you do not understand. Especially
ask people in the company how what you learn applies to your own company.

4, Get personally involved
Use a calculator to play with the numbers and formulas in the chapters on the basics
of distributor finance. See how changing one number can affect other numbers and
the “bottom line,” which is the profit. If your company is publicly traded, look at its
annual report and see how what you learned is used there. Compare your company
to what you have read.

5. Pace yourself while you study
Don't try to complete the course in too short a time. You will remember what you
learn more effectively if you make sure you understand each chapter thoroughly
before you move on to the next. This is especially true for the financial chapters on
profitability and pricing.

6. Brag a little
When you complete the course, display your certificate proudly. You earned it.

7. Develop your skills
This course is just one step in developing your professional knowledge and your
career skills. Read industry trade journals; study the manufacturers' literature; listen
to company and industry experts. Visit the ASA Education Website at www.asaef.org
to find out about other learning opportunities to advance your career.

Good Luck. Good Learning. Have Fun.

- The ASA Education Foundation
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CHAPTER 1

The Expanding Role of the Inside Sales Rep

A new terminology is needed to describe a job that has become more
complex and important to the business of distribution.
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The Expandmg Role

of the Fnsu:le Sales Rep

Wholesaler profit
margins are just a few

cents on the dollar.

~

/ Gross Profit (25%)

Cost of Goods (75%) Net Profit (2%)

e

Wholesale Distribution is Driven by Sales

Wholesale distribution is a sales-driven business. Distributors must
continuously grow their revenues and profits to support the enormous
investment they have made in the product inventory, facilities, and equip-
ment that are required to service their customers. Yet competition has
never been tougher than in today’s world. Most customers are able to buy
not only from other supply houses, but also through numerous other sales
channels. This includes sales anywhere in the country via online Websites.

To compete in this environment, distributors must constantly search for
ways to convince customers to buy from their supply house instead of
from somewhere else. The race to prosperity also requires the continuous
recruitment of new customers who are buying elsewhere. All this must be
accomplished with ruthless efficiency since the distributor makes only a
few cents on every dollar worth of sales. As a result, the typical distributor
employs a professional sales force who are dedicated to the job of selling.

2 Essentials of Profitable Inside Sales in Distribution
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Traditional Roles of Inside and Outside Sales
are Changing

Outside and inside sales personnel collaborate to reach company goals

Traditionally, the distributor sales team has revolved around a mixture
of “outside” sales personnel and so-called “inside” salespeople.

The outside salespeople call on customers at their place of business or at
jobsites. The inside sales staff operates almost entirely over the phone.
Inside sales representatives often work hand-in-hand with the outside
salespeople to ensure customers get what they order in a timely fashion.
The inside sales staff may also develop new business by handling customers
that are too small to justify a visit by an outside salesperson.

Inside salespeople also fulfill a crucial customer service role. Because they
stay in the office, they generally can be reached more readily than outside
salespeople. So, when a customer requires immediate attention, the inside
salesperson is in the best position to initiate a prompt response. Frequently
outside and inside salespeople work as a team that shares accounts. The
outside salesperson typically is in charge of generating sales, while the
inside partner follows up to make sure the orders are handled correctly.

What customers usually need from an inside salesperson is information

Customers want to know which products they can use for a particular
application. Or they might want to know if there are other products that
can be substituted. Sometimes, they ask about product performance
characteristics or technical data. They may be calling to place an order or
to check the status of an order, to inquire when delivery can be expected, about anything under
or if delivery can be expedited. Customers may call the inside sales the sun.
representative about anything under the sun. That's because to many

customers, the inside sales person assigned to their account is the person

on whom customers rely. The inside salesperson is the company as far as

these customers are concerned.

Customers may call the

inside sales representative

\@

Essentials of Profitable Inside Sales in Distribution 3




CHAPTER 1

- The Expanding Role

Outside and inside sales
work as a team to increase
sales to existing customers

and find new customers.

Inside salespeople
are more accessible to
customers and

cost effective for

the distributor,

Inside Sales Roles and Responsibilities are
Expanding

Outside
sales

é Inside 4

‘.T - Sales - . 2006 2007 2008 2009 2010 2011
ks Existing New Increase of sales
customers customers

Inside sales are becoming a primary customer contact

What have been described thus far are the “traditional”roles of outside

and inside sales personnel in the distribution industry. But those traditional
roles are changing rapidly.

Historically, the outside sales position has been more prestigious within

the typical supply house. Outside sales personnel generally were more
experienced and got paid more than their associates working on the inside.
Frequently, the inside sales position served as a stepping stone to an out-
side sales job—an apprenticeship of sorts. The inside sales rep was viewed
as an assistant to the outside salesperson.

More and more, some distribution companies are replacing the outside
sales staff with inside salespeople as the main customer contacts. This
requires an added degree of professionalism from the inside sales staff.
Pay and prestige for inside sales are rising accordingly.

Distributors are relying more on the inside sales staff in response to their
faster-paced, more pressure-packed business world.

This also stems from advances in communications technology, as well as a
growing array of increasingly complex new products.

Furthermore, distributors are under relentless pressure to reduce their costs
of doing business. Various studies have shown that each sales call made by
an outside salesperson typically costs distributors hundreds of dollars.

4 Essentials of Profitable Inside Sales in Distribution \ ,
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These dollars add up quickly when you consider sales compensation,
transportation, customer entertainment, and all the other costs of supporting
someone on the road. An inside sales specialist can contact many more
customers in the same amount of time at a small fraction of the cost per
contact.

This doesn’'t mean that outside salespeople are an endangered species.
They are still viewed as valuable contributors to most distribution companies.
However, their roles are also changing.

Customers have less time to meet with salespeople Customers have less

Face-to-face selling has some obvious advantages. Most important, it pro- time to meet with
vides the opportunity to build lasting personal relationships. The outside
sales rep also gains an edge by reading body language and viewing the
customer’s business operations. An outside sales rep with a winning
personality and dedication to customer service has a definite advantage
over the inside salesperson in this regard. Also, in earlier days before cell
phones, fax machines, and the Internet, customers often relied upon
distributor sales reps as a major source of information about new products
and industry news. For these reasons, most distributors traditionally
considered their outside salespeople to be the company’s primary interface
with customers.

salespeople.

Customers have many sources of product information Customers have many

Today, customers have instantaneous access via the Internet to product sources of product
and industry information. They don't need the outside salesperson to keep
them informed. Moreover, the number and complexity of products have
increased so much that it's almost impossible for any sales rep to memorize
the important details of all the product lines carried by a given distributor.
Sales reps instead must refer to Websites, catalogs, and technical data sheets
to answer customer inquiries. It is easier for an inside salesperson to access
this information than it is for someone who spends hours each day traveling
by car and/or plane to numerous customer locations.

information.

Perhaps most significant, the hectic pace of today’s business world means
that many distributor customers have less time to meet with sales reps
face-to-face. In particular, they hate spending time with sales personnel
who drop by without an appointment, indulge in a lot of small talk, and do
little more than take orders for routine product replenishment. Distributors
are more often hearing their best customers say,”Don’'t waste my time.”

&
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Outside sales emphasize

* prospecting,
* high volume,
* high potential, and

* problem solving.

Inside salespeople are
accessible to customers

and cost effective

for the distributor.

Outside sales emphasize prospecting, high volume, high potential,

and problem solving

Top-notch outside salespeople most assuredly do not waste their customers’
time. In fact, true sales professionals understand that their own time is too
valuable to waste. They do not want to spend it in small talk, order taking,
or calling on customers and prospects that offer little sales potential. Instead,
they focus their attention where it will do the most good.

Increasingly, top outside salespeople devote their time to high-volume or
potential high-volume customers, and those with special needs that can
only be addressed in the field. Outside sales reps often are called upon to
troubleshoot situations where products or services may not meet customer
expectations.

Some outside salespeople have built rock-solid personal
relationships with certain clients, who may be more loyal to
these sales reps than to the companies that employ them.

Also, in some companies, outside sales personnel will spend considerable
time meeting with people who may not buy products directly, but who are
important buying influences. For instance, engineers specify which products
will go into commercial construction projects. In situations like these, it may
be important for distributor salespeople to get to know the engineers
responsible and try to convince them to specify products carried by their
distributor.

Similarly, outside salespeople also may call on building owners, maintenance
staff, public housing officials, and many others who don't buy products but
who have a large say about which products get used. Identifying these
purchasing influences is an important part of an outside salesperson’s job.

Inside salespeople are accessible to customers and cost effective for
the distributor

For most situations, however, a distributor’s inside sales staff serves as a
welcome alternative to time-consuming, and sometimes pointless, meetings
in the field. Phone calls usually take less time than face-to-face meetings,
and inside salespeople can make many more contacts in a day than their
sales teammates who travel.

While an outside salesperson might do well to meet with six customers or
prospects in a day, an inside sales rep can speak with dozens.

6 Essentials of Profitable Inside Sales in Distribution \ ,
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Inside Sales Rep

We have just reviewed a few of the reasons inside salespeople are increas-
ingly replacing outside sales reps as the primary contact for many distributor
customers. Their accessibility and cost-effectiveness also have led to an
expansion of inside sales duties in many distribution companies.

Today'’s inside sales professionals are more proactive than in the past

In earlier days, inside sales was considered a mostly passive job. The inside
salesperson would handle incoming phone calls and respond to the
customers’ requests. What passed for selling was mostly order taking. The _
inside salesperson would be expected to look up information the customers professionals are more
needed, but not necessarily to take charge by suggesting things the proactive than in the past.
customers might need but had not called to request. Inside salespeaple

Today's inside sales

This situation has changed dramatically. Inside sales duties have expanded sometimes meet with key

and become more complicated. Today’s inside salespeople are expected t0 /o115 iy conjunction with
originate conversations and promote the sale of profitable products. They

are expected to understand their customers’ businesses and educate them
about products and services that can benefit them. These functions require
more technical knowledge and salesmanship savvy than ever before.

specific sales situations.

Today's inside sales reps place more outgoing phone calls to existing
customers and prospective new ones. Most important, today’s inside sales-
people play a crucial role in protecting the profit margins distributors need
in order to survive.

Inside salespeople, on occasion, may even be asked to accompany outside
sales reps or company managers to meet with key clients in conjunction
with specific sales situations, or simply to get acquainted. The get-acquainted
visit can be used to migrate mature accounts that no longer require face-to-
face contact from outside sales reps to inside salespeople. Many customers
deal with inside salespeople regularly for years over the phone without ever
getting a chance to connect a face with the voice. Top inside salespeople
eagerly participate in open houses and social events where they have a
chance to meet many of the customers they deal with regularly over the
phone.

&
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Skills of a Distributor
Sales Specialist (DSS)

Inside Sales Reps Are Now Distributor
Sales Specialists

The inside sales role in a distribution business has become much more
complex than it used to be. It requires advanced skills in a number of
disciplines, including:

Customer
: relations £

Problem
solving 4

Business
economics

Information
technology /

Product
knowledge 4

Many duties that were once handled primarily by outside sales reps, or even
by managerial personnel, are now handled by an inside sales team. The
inside sales job in today’s distribution businesses generally requires higher
levels of education and expertise than it did years ago. Many distributors
prefer to hire college graduates for inside sales positions. Strong computer
skills are essential, as is the ability to efficiently manage one’s time. A“can-do”
attitude is necessary to help solve customer problems. Distributors’inside
salespeople must convey a professional image, including superior listening
and presentation skills. They must have a congenial personality and be
intelligent and articulate when speaking with customers who are, in many
cases, top-notch professionals in their own fields. Inside salespeople don't
have managers looking over their shoulders telling them what to do at
every step. So they must be organized and self-motivated to fulfill their job
functions.

Changes have been so profound that the term“inside sales” now belongs
to a bygone era when the job was of lesser importance and prestige. The
role of a distributor’s inside salesperson has evolved so dramatically that a

8 Essentials of Profitable Inside Sales in Distribution \ ,
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new terminology is needed. Those who work in inside sales need to be
recognized for the crucial role they play in distribution businesses and the
enhanced abilities they require.

As a result, throughout the rest of this book we will dispense with the old
terminology of “inside sales”and its derivatives. From now on, we will use
a term that equates better with the level of professionalism required:
Distributor Sales Specialist, sometimes abbreviated as DSS.

The title “Distributor Sales Specialist (DSS)" reflects the fact that people who
work in inside sales occupy one of the most critical jobs in a distribution
company. A DSS serves as the primary interface with customers, and there
is no more important duty than that in a sales-oriented business.

In this book, we will examine in greater detail the duties of a DSS. We will
also explain what the men and women who hold this position need to do
to perform at the highest levels of their profession.

Outcomes and Duties of a Distributor
Sales Specialist
What follows is a sample job description defining the objective, duties, and

common job requirements for the Distributor Sales Specialist position in a
progressive distribution company.

DISTRIBUTOR SALES SPECIALIST OBJECTIVE

The Distributor Sales Specialist works cooperatively with outside sales and
other members of the distribution team to grow existing customers, create new
customers, and meet or exceed monthly sales quotas at the appropriate gross
margin while increasing customer satisfaction.

As you can see, there's more than enough required of this position to fill a
day with productive work! Not just anyone can do this work or generate
the results demanded of a top rate DSS. Distributors looking to recruit,
train, and develop Distributor Sales Specialists have a shopping list of
qualifications and requirements for this most important position. Here are
some of the qualities and qualifications distributors commonly seek.

\ , Essentials of Profitable Inside Sales in Distribution 9
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Job duties:

+ Generate new and repeat sales by providing
product and technical information in a
timely manner

+ Determine customer requirements and
expectations in order to recommend specific
products and solutions

+ Recommend alternative products based on
cost, availability or specifications

* Present price, credit and terms in accordance
with standard procedures and customers’
profitability profiles

+ Accurately process customer transactions
such as orders, quotes or returns

* Provide accurate information regarding
availability of in-stock items

* Obtain accurate information from vendors
relating to shipment dates and expected
dates of delivery

* Proactively recommend items needed by
the customer to increase customer satisfac-
tion and improve transaction profitability

* Increase sales and average order size by
means of cross-selling, up-selling, add-on
sales and offering promotional sale items

+ Educate customers about terminology,
features and benefits of products to improve
product-related sales and customer
satisfaction

* Monitor scheduled shipment dates to en-
sure timely delivery and expedite as needed

Contact customers following sales to
ensure ongoing customer satisfaction and
resolve any complaints

Fill requests for catalogs, information or
samples

Remain current on consumer preferences,
changes in local codes and product
developments by attending sales meetings,
vendor training, trade shows or reading
trade journals

Setup and maintain customer files

Identify trends in customer satisfaction or
dissatisfaction

Manage time effectively, meet personal
goals and work effectively with other
members of the distribution team

Communicate to the purchasing depart-
ment unexpected increases or decreases
in demand for products

Assist in scheduled physical inventory
counts

Maintain proficiency in using personal

computer, data entry terminal and other
common office equipment and software
Follow company policies and procedures

Present a professional image at all times
to customers and vendors

Perform other duties as assigned

*Source: Employee Performance Improvement Tool Kit, ASA Education Foundation
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Common Requirements/Qualifications for
Distributor Sales Specialist
* Demonstrated success in growing sales

+ Outgoing and eager to make outside customer calls

* Delivers superior customer service

« Handles difficult customers with diplomacy and tact
« Positive attitude and professional image The DSS needs to be

« High energy analytical and have a
«  Works productively with a wide range of people—a team player  positive attitude and a
« Technical expertise and knowledge of company products professional image.

* Excellent organizational skills

» Superior listening and presentation skills

« Knowledge of office, Internet, and distribution software

* Ability to multi-task

* Motivated and self-directed

» Problem-solving and analytical ability

* Accuracy and attention to detail

« Demonstrates a desire to succeed—Ilearns quickly

* High level of integrity

« Bachelor’s degree or equivalent experience

Your company’s inside sales job description and requirements may vary
somewhat from the model presented here, but probably not by much.
Some companies may not issue formal job descriptions, but it's a good bet
that the job expected of the Distributor Sales Specialist will encompass
most of the duties described here.

Your journey through the rest of this course will take you through the
critical components of a profitable distribution business. It will help teach
you the skills required to help a distribution business prosper. We will start
our journey in Chapter 2 with an in-depth look at the lifeblood of our
business—the customer.

\ , Essentials of Profitable Inside Sales in Distribution 11
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1. The MAIN reason wholesale distributors need a well-trained,
professional sales force is to

A. reduce the overall cost of doing business.

B. find new customers.

C. successfully compete with other companies.
D. reduce the amount of employee turnover.

2. Which of the following is part of the TRADITIONAL role of a
distributor’s inside salesperson?

A. Call on customers at their place of business
B. Collect payments from customers

C. Develop large accounts

D. Answer customer questions promptly

3. Aninside salesperson is often in a better position than an outside
salesperson to

A. retrieve information about new products.

B. build personal relationships.

C. stay in touch with non-buyers who influence the sale.
D. troubleshoot product failures.

4. The biggest complaint customers have about outside distributor
sales personnel is that they

A. have inadequate inventory.
B. waste time with small talk.
C. seldom arrive for appointments on time.
D. fail to make promised delivery deadlines.

5. Successful outside sales professionals routinely concentrate on all
of the following tasks EXCEPT

A. Prospecting for new customers

B. Handling the needs of high-volume customers

C. Training inside sales reps to handle difficult customers
D. Building solid relationships with customers

12 Essentials of Profitable Inside Sales in Distribution \ ,
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6. Inside salespeople or Distributor Sales Specialists are gaining
prestige in the distribution industry because they FREQUENTLY

A. meet outside the office with key customers.

B. are better team players than other regular employees.

C. possess high levels of education and expertise.

D. have managers advising them about every part of their job.

7. Which of the following is NOT a typical responsibility of a
Distributor Sales Specialist?

A. Providing product and technical information
B. Responding to customer requests

C. Selling upgrades and add-ons

D. Restocking inventory

8. Of the following skills, which is the MOST important for a
Distributor Sales Specialist to master?

A. Verbal and written communications
B. Advanced mathematics

C. Foreign languages

D. Manual dexterity

9. A successful outside salesperson is most likely to call on a customer who

A. orders a large amount of the same products each month.
B. has special needs that can only be met in the field.

C. needs new product information before making a purchase.
D. places several small orders on a regular basis.

10.A typical job description for a Distributor Sales Specialist will
include all of the following requirements EXCEPT

A. Accuracy and attention to detail

B. Ability to multi-task and problem solve

C. Positive attitude and professional attitude
D. Willing to travel 30-40% of the time

(Answers below)
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The key to giving top-notch customer service is understanding the
business concerns of your customers.

e Compare the_dlfferent prlorltles of contra
s OE ome _ )

40

| s Discuss how internal customers;are crltlcal to superb servlce. i

6. State the components of a culture of customer care.
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 is Defined by the C

Do all you can to make

customers think of your
company as the most
desirable supply house

to buy from.

Customers Want to Deal with Distributors
that Understand Their Business

Customers are the lifeblood of any business. Your goal as a Distribution
Sales Specialist (DSS) is to do all you can to make customers think of your
company as the most desirable supply house to buy from. The distributor
with the best reputation among customers in a given market usually is the
one that delivers the best customer service.

Distributors have various ways to measure customer service. Capturing
data on fill rates (the percentage of orders or line items filled completely),
errors, and on-time deliveries are among the ways companies gauge how
they perform with transactions.

Yet customer service is a matter of perception more than statistics. Your
company can rank high in all the measurable areas, but still be back in the
pack in the eyes of customers. That’s because reputations are forged
through relationships. Customers want to do business with distributors
whose employees are knowledgeable. They want to be treated with
respect. They want to deal with people who solve their problems quickly
and inexpensively. They want to give their business to people who are
friendly, cheerful, and helpful. Most of all, they want to deal with people
who understand their business.

Distributors’ Customers’ Needs Have Changed

Most distributors claim they give great customer service. However, it’s easy
to be fooled when you try to evaluate your own performance. A reputation
for great customer service is not an exercise in self-congratulations. Only
the customers can bestow it.

Imagine yourself in the following real-world situation. You are a DSS working
for Supply House A. You answer a phone call from a customer who wants to
know if you have a certain product in stock, how much it costs, and if it meets
certain technical criteria. Within seconds, you retrieve the information, read
it to the customer, and exchange pleasantries before hanging up. It's
tempting to pat yourself on the back for a job well done.
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Superb customer service goes beyond “what they need, when they
need it”

But suppose that customer made a second phone call to Supply House B,
maybe to compare prices. Its DSS did everything you did, except this DSS
also informed the caller of a similar product that can do the job just as well.
The DSS even told the customer that although the other product is slightly
more expensive, it offers labor savings that more than make up for the
additional purchase price. This DSS also volunteered,”If you need this right
away, | can get it on a truck that will get to your place by late afternoon.”

Due to the Internet,

Which distributor do you think will be perceived as customers can have products

offering better service? shipped from anywhere in

The DSS at Supply House A did not do anything wrong. Everything the the country overnight.
customer asked for and expected was delivered. Unfortunately, when you

simply meet customer expectations, it's likely they won't even notice.

That's what customers expect. They'll only notice if you fail to meet

expectations—or if you exceed them.

Superb service exceeds the customer’s expectations

The DSS at Supply House B exceeded expectations. This DSS offered addi-
tional valuable services to the customer,and was able to do so because of
an understanding of the customer’s business. This DSS knew that labor
savings would be more important to the customer than paying a little more
for an upgraded product, and also knew that when customers take time to
call a DSS, they usually need something right away. That's why the DSS
volunteered to have the item shipped immediately. Furthermore, this DSS
was aware of the company’s delivery capabilities.

Learn your customers’businesses and know your company
inside out. That's the recipe for becoming a top-rated DSS.

The DSS at Supply House A had an antiquated way of thinking about
customer service. There was a time when superb customer service could be
defined as supplying customers what they asked for when they asked for it.
In the past, only the best firms were able to accomplish that because it
typically took days or weeks to ship goods from one part of the country to
another. Information also was more difficult to come by. Those who
possessed it had something of exceptional value to offer.
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Moreover, it used to require special expertise to identify and find certain
products. Customers relied on distributors to do that for them. Times have
changed because most products can now be obtained overnight if
necessary. The Internet has made it easy for anyone to locate almost any-
thing. Customers not only can locate products and product information
online, often they can buy it with a few mouse clicks and have it shipped
from anywhere in the country overnight.

This means it's no longer good enough to have what customers need when
they need it. Distributors that want to stand above the competition in
today’s world must provide services that most customers wouldn't even
think of asking for. You can only do that if you understand customers'’
businesses and how they make money.

Contractor, MRO, and OEM Customers Have
Different Priorities

Understanding a customer’s business takes time and effort on the part of
any DSS. As much as anything it requires a commitment to continuous
learning. Fortunately, learning opportunities will help you relate to customers
and the issues they face. They include:

» Educational opportunities by your association

+ Information from your customers’ associations

* Training sponsored by your employer or vendor
*  Websites of vendors and suppliers

*  Formal and informal conversations with customers
and vendors

» Newsletters and online e-letters on industry issues

* Industry trade publications

Complicating the task is that most distributors have multiple types of
customers with different concerns. For instance, many distributors deal
with both construction contractors and industrial customers. Contractors
tend to place a high value on things like next-day delivery to a jobsite and
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convenient pickup service. Contractors also tend to have specific brand
preferences for many items.

Industrial customers, on the other hand, usually don't place the same value
on next-day delivery, pickup service, or brand names. To them, it’s very
important that goods arrive within an agreed-upon schedule, but seldom
do they need things shipped on an emergency basis. Industrial customers
also value technical services such as bar-coded inventory and computer
integration for purchases and billing, which are of lesser concern to most
contractors.

Variations exist within customer groups

Even within those customer groups, there will be different priorities de-
pending on the types of work and product applications. Contractors that educational opportunities
do primarily residential work face some different issues than those who
pursue commercial building. Likewise, service contractors have different
needs than those who operate in the new construction market.

Take advantage of the

at your professional or

trade association.

MRO refers to maintenance repair operations
Industrial customers also may have different needs, depending on whether

MRO refers to
they are MRO or OEM users. MRO stands for maintenance, repair, and opera- ]
tions, and refers to goods used to sustain the factory and keep production Maintenance,
lines running. MRO customers typically keep a stock of critical repair and Repair, and

replacement parts in an on-site storeroom. Then the maintenance staff can Operations
quickly make repairs or perform preventive maintenance at specified intervals.

Distributors help factories keep the production lines running

For industrial customers, the most important consideration is to keep pro-
duction lines running. Anything that causes a slowdown or stoppage in

production can be devastating to manufacturers. So their top priority is to
make sure they have items constantly on hand to minimize this possibility.

Some distributors offer inventory management programs to their industrial
customers. This is a value-added program whereby distributors take respon-
sibility for making sure their customers’ storerooms have all the spare parts
needed to prevent downtime. Inventory management programs can be a
great service to offer. Customers may not know how to manage their
inventory as well as their distributors do. So distributors with inventory
management expertise can lock in this very profitable business with a client.
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Repair and

replacement parts

OEM refers to
Original

Equipment

Manufacturing

The price of repair and replacement parts is not as
important to industrial customers as making sure they have
what'’s needed to avoid downtime.

Distributors often use sophisticated formulas to help industrial customers
reduce the amount of inventory they carry, while ensuring that they don't
run out. Inventory management agreements entail a great deal of responsi-
bility on the part of distributors. If the right materials aren’t available when
needed, it will not be the fault of a factory’s plant manager or maintenance
staff. The blame will lay with the distributor.

OEM refers to original equipment manufacturing

OEM pertains to products sold for original equipment manufacturing, such
as a valve or fitting used as a component of an engine. OEM accounts
typically use large quantities of materials for a given production run, and
then they may not need any of those materials until the next production
run for that assembly. Usually factories do not have a lot of room to store
all of the components needed to assemble their products, so they prefer to
have distributors hold on to the components for as long as possible. OEM
clients frequently request “just-in-time” delivery. This means they ask the
distributor to deliver the needed components as close as possible to the
start of a production run—even the same day.

To stand above the competition, a distributor must be knowledgeable
about these different needs among customers and tailor services to meet
them. A DSS usually is in the thick of the effort to deliver valued services,
no matter what they may be.

What OEM/MRO customers value

Again, any downtime by the customer is wasted expense. The wholesale
distributor who can ensure that a production line is never shut down due
to lack of needed assembly products, or never breaks down for extended
periods due to lack of repair parts, is targeting their service at the customers’
business model.
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Time is money for contractors

One thing all of these customers have in common is the need to make profits.
In construction work, labor is the biggest cost factor. Anything you can do
to help contractors reduce their labor cost is a valuable customer service.

Contractors cannot afford to have their workers stand around idle while
waiting for materials to be delivered. Even worse is when they waste time
dealing with mistakes, such as when the wrong products are delivered or
the paperwork doesn’t make sense. Mistakes are especially costly. Not only
do they delay productive work, but customers waste even more time getting
the problems straightened out. Sometimes a mistake requires customers to

dismantle and rework an installation. That frequently wipes out any profit As a DSS, always be
on the job.

mindful that

“time is money.”
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“It’s important for me,

that inside sales is
immediately available
when | call and that
they're eager to help.”

As a DSS, always be mindful that “time is money.” Strive to get the job done
efficiently and accurately. Make it a point to immediately fulfill requests for
catalogs, samples, or information. Delays in obtaining these items can be
just as costly as the late delivery of job materials.

So, too, are delays in waiting for phone calls to be returned. Make ita
practice to return phone calls promptly, and with any requested information
already in hand. Take a look at the list of what contractors want and note
how many priorities relate to “not wasting my time.”
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Flawless Transactions Mean Satisfied Customers

Order tracking is an important DSS responsibility
Within a distribution firm,a DSS usually is assigned the responsibility to
ensure that the correct materials are supplied in a timely manner. Orders

sometimes get delayed, and it is up to the DSS to find out why and to
expedite the delivery process.

This can be trickier than it sounds. Distribution is a complex business that
requires coordination among several different companies and various
individuals to satisfy customer needs. The materials and information
processing—whether by computer or paperwork—for a typical order passes
through multiple parties, all of whom are susceptible to human error. The DSS needs to expedite

i delivery process.
Fulfillment process has several steps the defivery process

As an example, for a relatively simple order that can be filled with goods
that are stored in the distributor’s warehouse, the process typically goes
something like this:

1. Customer places order with a DSS, an outside salesperson, or counter worker

2. That salesperson enters the order into a computer (in some companies,
a separate person may be responsible for order entry, adding one more
possibility of miscommunication)

3. The order is transmitted to the warehouse for picking
4, A copy of the order gets transmitted to accounts receivable for billing

5. A warehouse worker picks the materials and transfers them to the
shipping area for delivery, or to the counter area for pickup

6. The goods must be loaded onto a truck for delivery, or a counter worker
must correctly identify the order and hold it for the right customer

7. The truck driver delivers the goods, and the customer’s representative
signs a delivery receipt; or the goods are picked up and signed for at the
distributor’s counter

8. Further handling and movement may occur at the customer’s end

9. Information is transmitted back to the distributor’s accounting
department for billing and posting as accounts receivable
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When any type of
mistake happens,
the impact on the

customer—whether the

customer is a contractor,
MRO or OEM—can be

very costly.

As you can see, just filling a simple order from your warehouse shelves
involves a lengthy chain of custody. The process becomes even more
complex if all of the items are not available. Then the order may be partially
filled, while the rest must come from a vendor’s factory, a manufacturers’
rep’s warehouse, or a master distributor’s facility. This means more parties
get involved in the transaction, which creates more opportunities for
mistakes to be made.

A mistake can happen during any step along the way. Paperwork might
contain wrong information or get lost or misdirected. The wrong materials
could be picked. The materials might get sidetracked and sit unnoticed in
the corner of someone’s warehouse or shipping dock. The goods could be
loaded onto the wrong delivery truck, or the truck driver could drop them
at the wrong location. When any type of mistake happens, the impact on
the customer—whether the customer is a contractor, MRO, or OEM—can be
very costly.

A DSS must understand the distribution process

When you think about how many people must do their jobs correctly just
to fill a simple order, it's no surprise that mistakes occur. More surprising is
that they don’t happen more frequently. It's a tribute to the skills of the
American distribution industry that the vast majority of orders do get filled
and delivered correctly.

When something does go wrong, the DSS must understand all these
different links in the chain of distribution to track down the cause and fix
the problem. It requires thorough understanding all of the stepsin a
distributor’s operations, and the paperwork that accompanies each step.
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Expediting means springing into action

It is useful for the DSS to figure out what went wrong when a mistake
occurs, because that can identify steps to prevent it from happening again.
It's important to keep in mind that the customer doesn't care why mistakes
happen. Excuses don't help the customer. The only thing that matters to
the customer is obtaining what's needed as soon as possible.

This requires being armed with extensive knowledge about your company’s
operations. It also requires being familiar with vendors’ operations, as well
as those of manufacturers’ reps, master distributors, and transport companies.

A problem may not even involve a mistake on anyone’s part. Occasionally,
customers decide they need something quicker than they originally indi-
cated. When these situations arise, the DSS may be asked to speed up the
process. Consider it a great opportunity to surpass customer expectations.

A DSS needs to exercise

oL " good judgment in deciding
If an unanticipated need arises, the DSS may have to act on an emergency

basis to locate and purchase critical materials. This may require obtaining
them from a master distributor or even a competitor—sometimes at a emergency tactics.
premium price. A DSS needs to exercise good judgment in deciding when

a situation calls for emergency tactics.

when a situation calls for

Your Internal Customers Are Critical to
Superb Service

Another type of customer exists for every distribution firm. That's your
internal customer. These are the colleagues who work with you to provide
services to your external customers who buy products. Almost any service
a customer receives is the result of the work of several people.

A customer may call you about a billing issue, or for engineering expertise,
or to check inventory or order status, or for a myriad of other reasons. To
satisfy these requests, the DSS will need assistance from outside salespeople,
the quotations department, warehouse order pickers, shipping dock workers,
or office staffers who work in purchasing or accounts receivable. At various
times, a DSS will interact with almost everyone in a distribution firm.

As a DSS, you also will work closely with vendor and manufacturers’ rep
personnel, as well as master distributors. Think of them as your internal
customers as well.
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Maintaining strong

relationships with
co-workers will go a
long way toward ensuring

superb service.

Relationships are built over time

Maintaining strong relationships with co-workers will go a long way toward
helping a DSS to be successful. If you don't serve internal customers well,
you can't serve your external customers well. If you don’t provide accurate
information to the warehouse, an order will not be pulled or shipped
correctly. If you don't provide accurate and timely information to accounts
receivable, billing will be messed up. If you don't obtain accurate informa-
tion from vendors pertaining to shipment dates and expected dates of
delivery, the customer’s project be delayed. In all cases, you caused a problem
for the customer.

Personal relationships also count with internal customers. The better your
relationships, the more inclined they will be to go the extra mile to help you
fulfill customers’ requests. So it's important to be cheerful and cultivate
friendships within the company. Even more important, the best way to
build those strong internal relationships is to go the extra mile when they
need a favor from you.

The buck stops with you

The opposite of cooperation is“passing the buck.” Superb customer service
requires taking charge of a situation. For instance, if a customer has a question
about an order or an invoice, a good DSS will not merely transfer the phone
call to someone in the warehouse or office. They'll take the initiative to get
the answers for the customer.

Think of how many times you've gotten passed around to multiple parties
when you've called an organization to obtain information or resolve a
problem. Don't you get tired of having to explain the problem over and
over to each person who answers the phone? Plus, the more people you
get transferred to, the more likely it is that you'll encounter one who may
not be very responsive. Think of how infuriated you got when someone
left you on hold for a long time or cut off your phone call.

Don't let it happen to your customers. YOU take charge of obtaining the
correct information from co-workers. If they're slow in providing it, YOU
follow up with a reminder. Then YOU call the customer back with the
answer as soon as possible.
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Everyone in the distributorship may do his or her job but
the customer experiences the entire transaction.
When all internal customers take responsibility
for the transaction, the outcome of a happy customer
is much more certain.

Develop a Culture of Caring for the Customer

Many distributorships work hard to develop a culture of commitment to -
the customer. Many have codified that commitment into a set of guiding
principles for the distributorships in their work with customers. Some post
it as a reminder to employees and customers alike of why the distributor-
ship is in business. Here is an example:

Some distributorships post
their commitment to their
customers as a reminder to
employees and customers
alike of why the distributor-

ship is in business.

In this chapter, you have learned to anticipate customers’' needs and exceed
their expectations. The job of a DSS requires a take-charge attitude. It is not
enough to merely respond to customers’ requests. You must be proactive in
giving customers more than they expect.
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In the next chapter, you will learn how to handle some of the trickiest
situations a DSS is likely to encounter. That occurs when customers call
with complaints—sometimes in an extremely agitated manner. As you'll
see, it doesn't have to be a dreadful experience. Customers with complaints
may become the best friends you can have in the distribution business.
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1. The most important thing a DSS can do to deliver SUPERB customer

service is to

A. return phone calls promptly.

B. satisfy customer basic expectations.

C. understand the customer’s business.

D. give the customer the benefit of the doubt.

2. All of the following are good ways to learn about a customer’s

business EXCEPT

A. Taking advantage of educational opportunities offered by your
association

B. Reviewing information from your customers’ associations

C. Reading industry trade magazines

D. Calling competitors and asking them questions

3. When serving industrial customers the most important

consideration is to

A. provide next-day service.

B. keep production lines running.

C. offer the lowest price.

D. qualify for premiums from the vendor.

4. Contractors usually place a high value on all of the following

EXCEPT

A. Technical services

B. Next-day delivery to a job site

C. Convenient pickup service

D. Availability of their favorite brand items

5. All of the following are likely to be important to industrial

customers EXCEPT

A. Technical services

B. Goods delivered on schedule
C. Brand name products

D. Purchasing and billing services

\ ’ Essentials of Profitable Inside Sales in Distribution 29




CHAPTER 2

Qu_iz

CQS‘té'm-?fts'ei'V__i‘Ce is Defined by the Cuétom_er

6. Products sold to be part of a larger assembly are known as

A. MRO.
B. DSS.
C. VML
D. OEM.

7. Today’s customers can be more demanding for all of the following
reasons EXCEPT

A. Customers can buy products from many sources.
B. Fewer products are available.

C. Many products can be obtained overnight.

D. Customers can purchase online.

8. Which of the following is the MOST costly for a customer?

A. Lower discounts

B. Mistakes

C. MRO products

D. Not getting phone calls returned

9. The MOST important reason for treating internal customers well is
because they

A. are critical to superb customer service.

B. may be one of your bosses someday.

C. will act the same way toward you.

D. can positively impact your work environment.

10. When a mistake occurs, customers usually don’t care about

A. honest mistakes.

B. the reasons for mistakes.

C. mistakes that are not your fault.

D. mistakes that only cost them time.

(Answers below)
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How to Handle Problem Customers

Dealing with irate customers is the real test of a DSS's professionalism.

\®
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Follow Four Principles to Treat Customers
with Care and Respect

“The customer is always right.” This is one of the most famous slogans in
the business world. It is not literally true. Sometimes customers are wrong.
Sometimes a problem arises because of their own mistakes, but they will
blame others.

Nonetheless, to become a top-flight DSS, it is necessary to follow four critical
principles in working out problems with customers:

Always give the customer

the benefit of the doubt; lways give the customer the benefit o

when a customer complains p a level head to stay focused on the pri

about something, assume 3. Don't take it personally

the complaint is valid. 7' 4 Don't take the ball

1. Always give the customer the benefit of the doubt
Even when evidence conclusively shows customers to be wrong, treat
customers with the same respect and courtesy as if they were right.
Keep the following rule in mind: Customers may not always be right,
but it's always good to conduct your business as if they were. Adopt
“the customer is always right” as a bedrock business principle. It sets the
stage for turning unpleasant encounters into selling opportunities.

2. Keep a level head to stay focused on the problem
Whether or not a customer’s complaint is valid, it is crucial for the DSS
to keep a level head at all times. You can never win an argument with
a customer. That's because even if you “win” by proving you are right,
the customer will lose face and likely react by taking the business
elsewhere. So you and your company lose in the end.
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The objective is not to prove who made the mistake, but to solve the
problem. It's important to stay focused on this goal, even if the customer
is heaping abuse on you.

Losing your temper can never be permitted under any circumstances,
even if the customer is out of control. If there is verbal abuse, try to
ignore it. Pretend you didn't hear it or that it is directed at someone
else. Concentrate on solving the problem at hand.

It's not easy to be even-tempered with an unreasonable customer.
You have human emotions like everyone else. You may be having a
bad day at work or be troubled by personal issues. Then a customer
takes something out on you that you had nothing to do with. Normal
human behavior is to react indignantly and defend yourself—or even
to lash back.

In these situations, a pride in professionalism must take over. The pro-
fessional DSS cultivates the people skills needed to handle customers
who are upset.

3. Don't take it personally
Realize that when customers are upset, it's most likely not with you.

ituati : Wt /
They are upset by the situation. So don't take it personally. T AR

“You screwed up my order”
The customer may address the problem personally, saying something
like: “You screwed up my order” or“You gave me the wrong information.”
The “you” may pertain to anyone in the company, however. It's just that ~ /1formation,“the “you”
in the customer’s mind, you represent the company at that moment. may pertain to anyone in

or “You gave me the wrong

When this occurs, the first words out of your mouth are critically the company.
important. They may determine whether you are able to defuse the
situation, or make it worse.

4. Don’t take the bait
Sometimes when customers call, they are itching for a fight. A mistake
may have cost them time and money, and they want to take revenge
on the company they perceive as being the cause. Arguing or making
excuses plays right into their hands. Before we examine the correct way
to handle such a call, let’s first review some responses that should be
avoided because they are likely to make the customer even more upset.

S
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Avoid the Six Phrases Most Likely to
Upset Customers

1.

“It's not my fault”

Maybe you weren't at work when this particular problem originated. It
doesn’t matter. Remember, it’s the company that the customer is mad at,
and you represent the company. Someone in the company made the
customer angry, and you are the only spokesperson available for now.

. “That’s not my department”

It's the same as saying,”It's not my fault.” From the customer’s perspective,
one department is the same as another. It's up to you to set the wheels
in motion to find a solution to the customer’s problem, and this may
include getting other departments involved. That's something for you to
pursue after the call ends. However, when the customer is on the line
with you, you need to take charge of the situation.

. “That’s against company policy”

This may, in fact, be the case, but the customer doesn’t want to hear it.If
a customer requests something that conflicts with company policy, say
you'll have to check with someone higher up in management to gain
approval. Then do so and call the customer back with an answer as soon
as possible,

. “You'll have to...(call back later, talk to someone else, etc.)”

Customers don’t HAVE to do anything. Avoid sounding like you are
giving orders. Upon hearing this, customers are likely to exercise their
freedom to do business with someone else.

. “Hang on for a moment”

Never abruptly put someone on hold. Say, “May | put you on hold for a
short time?” If you think it will take more than a few seconds to return,
offer to take a number and call back.

. “This is the first time anyone’s ever complained about that”

This is a not-so-subtle way of putting the blame on the customer. You're
saying the company is perfect and the problem doesn't exist. A customer
with a problem doesn't want to hear that. Think of how well that will go
over with someone who is having a problem.
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Practice the Eight Steps for Handling
Upset Customers

When you field a call from an irate customer, you know that a problem
exists. The problem may or may not have been caused by your company,
but as long as the customer is unhappy, that’s a problem for your company—
and for you. Here are eight steps that will help you diffuse—and solve—
the situation.

When you field a call

1. Agree that a problem exists i A TR
After customers express their frustration, you should acknowledge the '

situation and agree that a problem exists.

you know that a

problem exists.

Use expressions such as:

about this,
let’s see ..."

That's step one for handling an upset customer—agree that there is a
problem.

2. Let them vent
Agreeing that a problem exists usually helps calm an irate customer—
but not always. Sometimes it is necessary to let the customer vent while
you proceed to the next step.

Listen without comment as the angry customer describes the nature

of the problem. Take detailed notes. However, if the customer continues
to complain, aggravation builds. When you think you've heard enough,
restate the complaint in your own words and ask the customer to
confirm that your understanding is correct. It is a good way to break in
if the customer gets repetitive.
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Check for understanding by restating the customer
complaint in your own words.

3. Gather the facts
Then it's time to go to the third step for handling upset customers—fact
gathering.

It's very important to listen carefully to the customer’s complaint. Ask
questions to gather needed information and clarify anything you don't
understand. Continue to take detailed notes. Stay calm and friendly.
Your tone should be matter-of-fact, though sympathetic. Don't ignore
the complaint—that will just make the customer angrier—but be sure
to gather all the facts before rendering any judgments or excuses.

Continue to take

A customer may complain about one thing while really being angry
about something else. Careful listening can uncover these hidden
agendas. For instance, a customer may be railing about the fact that an
before rendering any order was shipped incomplete by saying: “I should’ve bought it at Supply
judgments or excuses. House X, where | could’ve gotten a better price!” s this customer upset
about the short order, or the fact that your competitor was selling it at a
lower price? Sometimes a tone of voice can betray the real thinking.

detailed notes and be sure

to gather all the facts

At this point, three questions ought to arise in your mind:

How you answer these questions will guide you to the next step.

hat are we most concerned about?
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4, Suggest the next action
When you are confident you fully understand the customer’s complaint
and have answered the three questions just posed, it’s time to go to step
four—suggesting the next action to take. Notice, we do not say suggest
a solution. In most cases a solution is not immediately apparent. You
have heard the customer’s point of view, but the original complaint may
be that a delivery never arrived; yet further investigation might reveal
that a foreman signed for the delivery and the goods are sitting on the
customer’s jobsite somewhere.

Several actions might be required before
suggesting a solution.

In the previous example tracking down a missing delivery might entail
first calling the manufacturer to make sure goods were shipped from the
factory, then checking with your warehouse, then with the delivery truck
driver and, finally, talking to the customer’s foreman.

Whatever the case, you want to inform the disgruntled customer what it
is you intend to do. “I'm going to do whatever it takes to track down this
delivery, starting with the factory. DON'T WORRY, MR. CUSTOMER, we'll
find out what happened to the missing materials and get right back to
you.”

Apologies can sometimes be effective here. Express sympathy for the
situation. But do not admit wrongdoing, especially if you're uncertain
your company did anything wrong. Instead, say something like:

“I'm sorry you're having this problem.”
“I'm sorry it came to this.”

“Someone certainly owes you an apology.”

5. Secure the customer’s agreement
The fifth step in the process is critical: Get the customer to agree that
the next action you propose is satisfactory. If you adhere to the four pre-
vious steps for handling upset customers, the customer will usually agree.

But not always. The customer might say something like,”l don’t have time
for that. | need those items right away.”
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Thank the customer

for bringing the problem

to your attention.

One technique that’s often effective in dealing with these situations is
asking the customer how they would like you to resolve the problem.
You can simply say,”What would you like us to do?”

Many people in business are afraid to pose this question for fear the
customer will ask for something unreasonable, such as a full refund or
credit for the items ordered. That risk does exist, but asking the question
does not commit you to providing everything the customer might want.
Frequently, it disarms the complainer when you solicit advice on resolving
the problem. Customers often ask for something very simple, such as an

apology.

With the example mentioned above, the customer might suggest an
immediate re-delivery from warehouse stock, or having the order ready
for pickup at your company’s counter. The original order would be
returned to your warehouse if and when located. If your company has
the goods in stock and you have the authority to approve such a request,
this might be a good solution. If you need to check with superiors first,
suggest that as the next step and secure the customer’s agreement to
let you do so.

. Thank the customer

The next step in the process is the simplest one of all. It is to thank the
customer for bringing the problem to your attention.

Studies have shown that only 4% of disgruntled customers bother to
complain to the offending business when something goes wrong. The
rest suffer in silence. Of those who do not complain, almost two-thirds
will switch suppliers without telling the original firm why.

For that reason, complainers can be a distributor’s best friend. They alert
you to the fact that a mistake was made and a customer is unhappy. Once
alerted, you have a chance to correct the mistake and keep the customer.

If the customer simply leaves and never tells you why, odds
are good that the same mistake will be made over and over.

Plus, you have no chance to salvage the customer’s business.
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“I'm sorry you had to go through this, Mr. Customer.
Thank you for bringing it to our attention. I'll get back to you
within an hour and see if we can fix this problem
to your satisfaction.”

7. Follow through and follow up
This is probably the most important step. Do what you said you would
do quickly and effectively. Solving customer complaints should be at
the top of your priority list. Next is calling them back with promised
information within the time frame you indicated.

A good maxim to live by is “under-promise and over-deliver.”

If you tell someone a delivery will arrive within a week and it takes

10 days, your word is no good to that customer. If you tell that same
customer something will arrive within two weeks and it gets there in

10 days, the customer is likely to think you went an extra mile to expedite
the order. Same results, but in one case you're a villain; in the other,
you're a hero.

Avoid telling people what they want to hear just to make them feel good
when you know it might be beyond your capabilities to deliver.This is
one of the most common causes of customer complaints in the business
world.

Broken promises always come back to haunt you.

Because of circumstances beyond your control, you sometimes fail to
keep a promise. In these situations, it's important to notify the customer
as soon as possible. Even better, come up with an alternative to satisfy
the customer’s needs:

“I know | promised delivery within a week, Mr. Customer,
but an unforeseen situation arose and it will be delayed.
However, | have similar materials
available that | could get to you by that date.”

Follow up also means contacting customers after the problem appears to
be resolved to ensure satisfaction and clear up any lingering complaints.
Say things like,“I'm going to make sure this never happens again.” These
“courtesy” calls go a long way toward building lasting relationships.
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8. Update and educate
Most people with customer service duties find dealing with disgruntled
customers their least favorite part of the job. Yet there’s another way to
look at it.

Dissatisfied customers offer some of the best opportunities to build
lasting business relationships. One study of customer loyalty found that
among customers who complain and receive a satisfactory response,
70% go on to become a company’s most loyal customers.

A problem represents an opportunity to establish long-term bonds. It
enables you to talk at length to the person with the complaint, and to
learn more about his or her business and personality. If you prove you
can solve problems to their satisfaction, you can boost your esteem in
customers’ eyes much higher than if you merely sell things to them.

Complaints also provide an excellent opportunity for us to update and
improve our customer service system, as well as enhance our training
activities.

Complaints help us investigate and identify those
procedures that need to be changed.

They help us find products or identify features that we think are impor-
tant, but which no longer meets the customer’s needs. Finally, complaints
provide us with important information on how to better align our training
with customers’ needs.
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Problem-Solving Pyramid

Let’s review the eight steps for
handling upset customers:

Thank
the customer

Secure the
customer’s agreement

Suggest the next action

&
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Prevent Mistakes to Reduce Complaints

You've probably heard the expression,“An ounce of prevention is worth a
pound of cure.” Applied to your job as a DSS, it means that:

The best way to handle customer complaints is to prevent
them from happening in the first place.

Construction workers also have an expression worth keeping in mind:
“Measure twice, cut once.”

The biggest waste of time in the business world is rework and trouble-
shooting due to mistakes. It takes very little extra time to measure twice.
However, it’s very costly in material and labor to cut something to the wrong
length and have to do it all over again.

/

Measure twice! Cut once! )

e

Make “measure twice” a part of your routine

The “measure twice” mentality can be applied to DSS activities, especially to
your paperwork. Inaccurate order processing and paperwork is a leading
cause of mistakes. Accuracy can be obtained by double-checking, i.e. meas-
uring twice, before processing an order, quote, or return. If you are working
for a typical distributor in many industries, your net profit is approximately
2%. That means an incorrect item that was sent out to a customer and
comes back damaged will require 50 times the cost of that item in new
sales to replace the profit on that damaged item. More importantly,a poorly
processed order that results in a customer’s trade worker being idle can
cost your customer $75 an hour—or more—in wasted labor expense! That
kind of mistake will make anyone irate.
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When discussing an order or quote with customers, get in the habit of
repeating all of the product descriptions, quantities, and prices. Make sure
the customer verifies all the information before hanging up. Ask the customer
to confirm the color and other variables that, in your experience, might have
caused trouble in the past. Then double-check all the information you have
entered in your computer or on your paperwork before submitting it. If you
are hand writing an order, make sure your writing is legible. Finally, make
sure the order is routed correctly.

If you are hand writing an

All of these steps become routine after awhile, yet that's precisely the reason
mistakes often are made. People perform certain procedures so often that order, make sure your
it's easy to become careless. As workloads increase, you go faster and faster. — yjting is legible.
You try to multi-task and perform too many functions at once—such as
processing the details of an order from one customer while speaking to
another on the phone. The busier you get, the more tempting it is to take
such shortcuts.

Finally, make sure it is

routed correctly.

And the more shortcuts you take, the more mistakes you are likely to make.
Concentrate on the task at hand. With experience, you will become more
productive by doing things faster, but it's never a good tradeoff to sacrifice
accuracy for speed.

“Measure twice” also applies to the work of others

You have control over your own activities. Unfortunately, the mistakes that
bite you often are caused by other participants in the supply chain, both
inside and outside your company.

This is why it's important to apply the “measure twice” mentality to the work
of others as well. Never assume that documents originated or approved by
others are accurate. Double-check to make sure your company has in stock
what you've committed to deliver. When someone at the shipping desk says
an important order will be delivered tomorrow, check tomorrow to make
sure it goes out. Don't trust the vendor to meet important delivery schedules.
Make it a point to monitor scheduled shipment dates to ensure timely
delivery and expedite as needed.

When thinking about the customer, it is important to keep in mind that the
customer expects every step of the sales transaction—from the first inquiry
until the invoice is paid—to go smoothly. Your customer doesn't—and
shouldn't have to—care that all the people on the distribution team are
doing their jobs.
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On the other hand, every member of the distribution team must recognize
that the input to their part in the process comes from another team member
and that the output of their job is the input of another team member
further along in the process. Members of the team must be as committed
to their fellow team members, their internal customer, and the accuracy of
the total transaction as they are to the outside customer that pays all the
bills. Without that commitment, the transaction can easily break down,
leading to poor service and an unhappy customer.

Go the extra mile for customers. Measure twice to avoid cutting twice.

Every member of the
distribution team must ~ Customer service goes hand-in-hand with selling

Don't forget that DSS stands for Distribution SALES Specialist. The main
function of a DSS is to make profitable sales for a distributor.

recognize that the input to

their part in the process

However, it's impossible to separate the sales function from the customer
service role played by a DSS. One works hand-in-hand with the other.
Distribution is not a business of fast-talking salespeople. You can be shy
and soft-spoken, and still be a superb DSS. As long as you dedicate yourself
to first-rate customer service, customers will go out of their way to buy
from you.

comes from another

team member,
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Eleven Ways to Become a
Customer Service Superstar

1. Respond in a timely manner to all
requests
Put yourself in the customer’s shoes.
How do you feel when you request
information from a company, but are
kept waiting so long that by the time
it finally arrives, you have forgotten
why you wanted it?

2. Make each customer feel appreciated
Be generous with “thank you” and “you're welcome.” Thank them for
their understanding if a mistake has been made. Always end a phone
conversation on a good note. Be positive in your remarks.

3. Follow up
Make sure that things get done in the manner and timeframe that you
promised the customer.

4. Up-sell and cross-sell at every opportunity
Inferior performers are hesitant to make a“sales pitch” to customers
who call with inquiries or problems. The superior DSS understands that
it would be a disservice to customers not to let them know of opportu-
nities to purchase upgraded and ancillary products.

5. Treat smaller customers the same as your big ones
Customers who give you a tiny amount of business may grow into bigger
customers if you make them feel special.

6. Always have a smile in your voice
If you smile when you talk to your customers—even over the phone—
you'll sound like you're smiling. Some top customer service pros keep a
mirror on their desks as a reminder to keep a cheerful expression when
talking to customers.
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7. Treat your customers with respect—ALWAYS
This is not easy to do when they don't treat you with respect, but it’s a
sign of professionalism to rise above abusive people.

8. Always be patient with customers
Make sure you understand what the problem is before attempting to
resolve it or comment. Customers sometimes complain about one thing
when they are really annoyed about something else.

9. Make sure the customer is satisfied
At the end of the conversation, reiterate what you believe the problem
to be and how you intend to correct it.

10. Keep an open mind
Don't prejudge situations. Don't assume you know what will satisfy the
customer until you hear it from the customer.

11. Always be aware of what'’s happening within your company
We're all familiar with the expression,”The right hand doesn’t know what
the left is doing.” Make sure that what you tell customers coincides with
what others might be telling them.

In the chapters to come, you will learn in great detail how to become an
effective salesperson in the DSS role. You'll examine customer requirements
and expectations in more detail, as well as how to balance them against the
need to generate profitable sales for your company. You'll also become
familiar with ways to determine which sales are more profitable than others.
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1.

3‘

The old saying “The customer is always right” means that

A. problems usually result from misunderstandings.

B. customers should be given the benefit of the doubt.
C. employees make more mistakes than customers do.
D. customers are never at fault in a business transaction.

. As a Distributor Sales Specialist, you can never win an argument

with a customer because

A. being“right” may cost you the business.
B. a customer is never wrong.

C. the customer“pays” your salary.

D. a customer doesn’t want to lose face.

All of the following phrases are likely to upset a customer EXCEPT

A. "The problem originated in another department.”

B. “l was absent from work when the mistake was made.”
C. "It's against company policy.”

D. “Let me see if | understand the problem.”

When customers who have been satisfied in the past suddenly
complain about something, you should

A. ignore their complaint.

B. gather facts and take notes.

C. tell them the problem is not your fault.

D. tell them to wait while you find out more about the situation.

Which of the following is NOT one of the eight steps to take in
handling upset customers?

A. Follow up

B. Gather facts

C. Propose a solution

D. Suggest the next action
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10.

In which of the following situations should a Distributor Sales
Specialist apologize to an angry customer?

A. Only when the company is wrong

B. Only if a customer gets abusive

C. To admit the company’s wrongdoing
D. To express sympathy about the issue

The first step in handling an upset customer is to

A. acknowledge the company's mistake.
B. propose a solution.

C. correct the mistake.

D. agree that problem exists.

When you thank a customer for bringing a problem to your
attention, it

A. gives you a chance to build lasting relationships.
B. helps you keep your job.

C. enables the customer to vent.

D. allows the customer to get abusive.

A firm’s most loyal customers are likely to be those who

A. buy the most often.

B. are the most profitable ones.
C. have their problems solved.
D. pay the lowest prices.

Every member of the distribution team has a function; the main
function of a Distributor Sales Specialist is to

A. assure that customers are happy.

B. make profitable sales for a distributor.

C. retrieve requested information promptly.
D. make no customer service mistakes.

(Answers below)
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Customers are less price sensitive in some situations than others

In the example just cited, two different perspectives come into play.

The DSS is trying to sell a customer an item that costs 10 times more than
the customer is used to paying for a similar product. Some customers
might focus on this and object to paying so much more. In such a situation,
a skilled DSS would move the focus of the conversation away from cost and
toward the value of the ceramic component.

Although the material cost is $40 per year higher, the potential savings to
the customer is almost $10,000 a year. Paying that extra $40 to achieve this
savings is pretty smart, wouldn't you agree?

Here's how a DSS might present this to a customer.

Cost/savings comparison on metal vs. ceramic components

Metal Component
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A DSS must recognize when

opportunity knocks.

By explaining to the customer how paying merely $40 extra for better
material, the DSS helps the customer realize $9,960 a year in total savings.
That's spectacular value.

A DSS must recognize when opportunity knocks

Let’s pose another question: Could this DSS have sold the ceramic compo-
nent for more than $50? Given that the customer stands to realize almost
20 times that amount in overall savings, the answer might well be yes. It
would depend on a number of considerations. Knowing when you can
charge higher prices is a matter of gauging customer price sensitivity.

10 Factors that Influence Customer Price
Sensitivity

In Chapter 6 we discussed how competition puts restraints on the price
that distributors can charge for any given item. The opposite holds true as

well. Lack of competition usually enables distributors to increase prices and
margins.

1. Exclusivity for valuable products may permit premium prices
Distribution is a highly competitive business. Not only do competing
distributors sell many of the same products, but those same products
often can be obtained through other sales channels as well, such as
retail stores, over the Internet, etc.

Nonetheless, many distributors enjoy a degree of exclusivity on certain
products. Sometimes this arises by an agreement with a vendor. More
often, it stems from decisions by the distributor to take on products
that competitors don’t know about or have access to—or which they
don't recognize as having good sales potential.

Suppose the distributor in the previous example was the only one in
that area stocking the ceramic components. In that case, the distributor
probably could charge more than $50 apiece for the items. Let’s
assume the distributor raised the price to $100. The math still shows
enormous annual savings for the customer:
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total annual cost between old metal component an
" $2,200)

We could plug higher numbers, like $500 and $1,000, into these equa-
tions and still show substantial savings for the customer. However, it is
likely that at some point the distributor would encounter psychological
limits to perceived value.

Perceived value has self-imposed limits

Asking someone to pay $1,000 for a component that once cost $5
might lead to buyer resistance no matter how much savings can be
demonstrated. The customer might be tempted to shop around and
see what other distributors charge for the same component.

Distributors that did not carry the item might begin to investigate the
product once they found out how much their competitor sold it for.
They could discover its profit potential and start selling it as well.
Competition would then force down local selling prices for the item.

For certain products, it can be worthwhile for a distributor to push the
limits of pricing to see what the market might bear. It's simple to lower
prices in an effort to spur more sales. It's harder to increase established
prices once customers get used to paying a low amount. When a
distributor has exclusivity on a certain product or line, it is one of the
best opportunities to charge premium prices.

2. New products offer a pricing “window of opportunity”
Product exclusivity is limited in many distribution industries. It's usually
in the interest of manufacturers to sell popular products through as
many distributors as possible.
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Sometimes distributors form

a committee composed of
purchasing and sales
personnel to determine

which new products

to take on.

One of the best opportunities for distributors to gain exclusive sales is
when a new product comes out. For at least a brief time, a particular
distributor might be the only one selling it. This is why many distributors
constantly are on the lookout for new products to sell.

This doesn’t mean it's a good idea to buy every new product that comes
out. Distributors take a risk when they invest money in unproven
products. Many products turn out to have unknown defects or lack
customer appeal for a variety of reasons. There are probably more losers
than winners with new products.

Purchasers frequently seek advice from inside and outside sales per-
sonnel on whether they should take a chance on a new product. Some-
times distributors form a committee composed of purchasing and sales
personnel to determine which new products to take on. A DSS can
become more valuable to the company by sharing knowledge of product
features and benefits that will satisfy customers’ needs and desires. A
good DSS should be on the lookout for new products all the time.

When a new product turns out to be a hot seller, exclusivity typically
lasts for only a short period of time. Competing distributors start to sell
it as well. Then customers are able to shop around for better prices and,
as a result, margins tend to shrink. Nonetheless, new products frequently
offer distributors a way to expand selling prices and margins.

. Infrequently ordered products allow for higher margins

Another factor impacting price sensitivity is customer familiarity with
a product. Think of grocery shopping. Most consumers are familiar
with the price of household staples such as bread and eggs because
they often buy them. For that reason, staples usually are sold at low
margins—often as loss leader items. Grocers make up the difference
with higher margins on gourmet foodstuffs and less frequently
purchased items.

The same logic applies to the distribution business. In general, the
more frequently customers order a product, the more familiar they are
with its typical price. When it comes to products they purchase only on
rare occasions, they are not as cognizant of what kind of pricing is
appropriate.
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4, Higher prices on unfamiliar products can imply premium value
Lack of familiarity also can be turned to your advantage in another way.
For products that are unknown, higher prices can convey an impression
of premium value.

Think of shopping in a wine store and trying to choose between two
bottles of wine you're not familiar with, but you are tempted to try.
One bottle sells for $15, the other for $25. Most people would assume
the $25 bottle is of higher quality.

That’s not always true. Even experienced wine drinkers find that some
lower-priced varieties taste better than more expensive brands. Or they
may feel the higher-priced wine is a bit better, but not enough to justify  Fxperienced wine drinkers
the price differential. However, if they are in the mood to experiment,
they might opt for the higher-priced wine precisely because of its
higher price.

may find that some

lower-priced varieties taste

better than more

5. Unfamiliar brands and private labels invite unique pricing strategies
Distributors can benefit from this kind of buyer psychology. Sometimes
they can earn higher margins selling unfamiliar brands that are posi-
tioned as premium products. Some distributors employ this strategy
with privately labeled merchandise.

expensive brands.

Some distributors use private labels as a merchandising strategy to
differentiate themselves from competitors. Private labels may bear the
distributor’s name or some other identity. In either case, they give a
distributor an exclusive brand to sell.

Frequently, private labels are used on goods produced by low-cost
overseas manufacturers. This enables distributors to sell the goods at
lower prices than competing brand name products, but at healthy
margins. In other cases, a private label may be marketed as a premium-
priced product that is superior to competing brands. This is where
unfamiliarity and exclusivity can work to a distributor’s advantage.

6. Emergencies justify higher prices
Customers occasionally need an item on an emergency basis. In these
situations, they are not inclined to shop around for the best price.
If they call your company to locate the product, most likely they’ll be
willing to pay any price you quote, within reason.
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It's hard to define precisely what “within reason” may mean. Distributors
always have to weigh short-term profit opportunities against the value
of long-term business relationships. Distributors certainly don't want
loyal customers accusing them of gouging at a time of dire need.

It's important to keep in mind that supplying goods in an emergency
adds cost for the distributor. It may require a special delivery to a job-
site. The distributor might not have the product in stock and must
obtain it elsewhere at a premium price. The DSS and warehouse person-
nel may have to interrupt their normal duties to fill the emergency
order. Overtime pay for some employees may result. These extra costs
may well justify a variable fee for after-hours service. Some distributors
will waive the fee for their regular, more profitable customers.

These special efforts cost distributors money and disrupt normal opera-
tions. That's why they are justified to sell items at substantially higher
prices or suspend normal discounts during emergencies and unusually
high-demand periods.

Special orders require higher margins

Closely related to emergency orders are situations in which a customer
makes special demands on a distributor. Maybe it's to purchase a
product not normally carried by the distributor, or to package the item
in an unconventional way, or ship it to a location off the beaten path.

As a general rule, it's good to accommodate special requests as a matter
of customer service. But it's important to be sure that the profit margins
of such sales are adequate to cover the extra burdens they place on the
distributor.

Six single cans sell for more than a six-pack

Another type of sale that requires higher margins occurs when a
customer wants a smaller quantity of items that are normally sold
bundled in a package or case. It's like a grocery store selling individual
cans of beer or soda at a higher per-unit price than if they were sold as
part of a six-pack. Breaking up a package or case results in extra labor
and accounting costs. Plus, the case then becomes unsaleable except
as individual units.
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9. Tiny price tags offer huge mark-up opportunities
Small-ticket items that cost just a few dollars or less generally need to
be sold with extraordinary markups. The labor involved in handling and
keeping track of these items can add up to more than the cost of the
products themselves.

If a distributor pays $1 for a small repair part, it makes more sense to
sell it for $2 or $3 than at the normal markup range of $1.25 to $1.50.
It's doubtful that any customer will run to another supply house to buy
it just because the other distributor sells it for 50 cents less. Items with
tiny price tags tend not to be price sensitive.

Items with tiny price tags

tend not to be price

10. Cost-plus customers are not very price-sensitive sensitive.
Another good opportunity to boost gross margins comes in selling to
customers that work on cost-plus contracts. As the term suggests, these
arrangements usually require customers to submit material purchase
receipts to their employers for reimbursement of expenses. The party
paying the bills usually has some type of review process that questions
extraordinary amounts, so we're not saying the sky is the limit in what
you can charge. Yet customers working on a cost-plus basis usually won't
be as price-sensitive as those whose profits are more directly related to
expenses. These customers tend to be more concerned with product
performance and reliability than cost. They are prime candidates for sales
of premium-priced, high-performance products entailing high margins.

Factors That Decrease Customer Price Sensitivity:

Cost-plus
contracts

Broken lots Emergencies

Infrequently
ordered

Low dollar
product

Premium
perception
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Distributors Frequently Add Tangible Value to
the Products They Sell

So far in this chapter we've addressed the idea of “perceived value.” This is
the value that exists in the minds of customers in relation to the various
situations already discussed.

Yet value exists in more than just the mind. Distributors contribute real
value to the products they handle. In previous chapters, we've discussed
some of the intangible value inherent to the business of distribution. This
includes factors such as a large warehouse stocked with comprehensive
inventory, availability of credit, knowledgeable employees, and so on.

We call these “intangibles” because customers tend to take them for granted.
Some view distributors as simply the “middle man”in the supply chain and
overlook the value that distributors bring to the table.

Prefab and kitting are valuable services

Many distributors add tangible value to the products they sell through
processes that physically alter the products or the way they are presented.

These added value processes include threading or beveling pipe, as well as
welding or assembling components. They also may include the “kitting” of
products, i.e., grouping a family of goods that are usually used together into
one convenient package or kit. [tems like boilers, oil tanks, and other items
can be sold with accessory packages that simplify installation, carry a higher
profit margin, and add gross margin dollars to the order.

Some distributors engage in so-called “prefabrication.” Prefab, as it’s often
abbreviated, is usually performed in a shop area inside or outside a dis-
tributor’s warehouse. It consists of product alterations or assemblies that
customers otherwise would have to do themselves. These operations often
save customers considerable labor costs, but aren’t as costly for distributors
to perform. That’s because certain tasks are easier in the controlled environ-
ment of a distributor’s shop than on a jobsite where weather, congestion,
and other factors may add difficulty.

Essentially, such distributors become mini-manufacturers by performing
finishing operations to the goods they sell. This adds obvious value to the
products.
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Prices for altered, assembled, or kitted goods must be correspondingly higher
to cover the added costs to the distributor—along with the added value to
the customer.

In most industries, only a handful of distributors in a given market perform
such operations. Those that do typically earn high gross margins on these
altered products.

Add-ons and Upgrades Can Improve Profits

How often have you heard the phrase “Do you want fries with that?”This is
nothing more than the strategy adopted by the quick service restaurant
industry of asking customers whether they want French fries with any
order that does not include them. These businesses have found that many
customers who may not have wanted fries originally will say,”Aw, alright,”
once they are prompted.

Distributors have similar opportunities to boost profit margins by selling
add-ons to their customers. Sometimes customers simply forget to specify
them, while others may believe they are already included. Customers
placing phone orders frequently forget certain items that are part of the
same family of goods or that are needed for certain kinds of projects.

For example, a remodeling customer might order a host of construction
materials and tools from a distributor but overlook something like touch-up
paint. A skilled DSS would remind the customer of this oversight.

The “fries” in many distribution industries also could be consumable items
that customers often run out of on a regular basis—polishes, cleaners,
putties, wipes, fasteners, fittings, etc. These are comparable to the impulse
items placed by supermarket and retail checkout counters—chewing gum,
batteries, popular magazines, and so on. Customers don’t intend to buy
them, but once reminded, frequently add them to their order. Impulse
items usually provide high profit margins precisely because they are bought
on impulse with little thought given to their selling price.

Add-ons improve profit margins

Add-ons typically entail a relatively small percentage of the total price of an
order. Yet, their profit margins are frequently higher than the rest of the order.
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That's because since the customer didn't think to ask for them in the first
place, he or she probably is not inclined to do any comparison shopping.
Impulse purchases are just that—impulsive reactions.

Upgrades go hand-in-hand with add-ons

A DSS can boost the company’s income through upgrades as well as add-
ons. The ceramic component example used to introduce this chapter is a
perfect example of upgrade selling. A DSS should always keep in mind the
best merchandise available in any product category.

When an order is placed for run-of-the-mill goods, it's simple for a DSS to
ask the customer: “Are you aware that Product B performs better/lasts
longer/looks more attractive...etc.”

The more knowledge a DSS possesses of customers' businesses, the better
able he or she will be to boost sales volume and margins through add-on
and upgrade sales.

Gross Margin Dollars are the Key

So far, we've discussed ways to boost gross margin percentages for the
sales made by a DSS. In the longer view, percentages aren't the most
important thing to a distributor. A distributor pays bills with dollars, not
percentages—making gross margin dollars more important.

Gross margin dollars are a function of sales volume as well as gross margin
percentage. A distributor with a much larger sales volume will generate
more gross margin dollars than a distributor with a higher gross margin
percentage on much lower sales.

Example:

$ 10 Million Total Sales
x 25% _Gross Margin

= $2.5Million Gross Margin Dollars
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$ 7 Million Total Sales
x 30% _Gross Margin

= $2.1Million Gross Margin Dollars

Add-ons make a big difference

A distribution industry consultant who studied the difference between
profit leaders and median-profit companies in a variety of distribution
industries came to an interesting conclusion. After examining all the data,
he found gross margin percentages to be virtually the same between the
high-profit and median-profit companies. The most striking difference
between the high-profit and median-profit companies boiled down to two
areas:

« More line items per order

* Larger dollar amount per order

So what does this tell us? Two companies might have the same dollar
volume, the same gross margin, and the same gross margin dollars but the
higher profit company would have generated that volume and those gross
margin dollars with fewer, larger orders to serve and process. When adding
line items to orders by selling proactively, a DSS builds overall sales volume
and generate more gross margin dollars per order.

Distributors also gain efficiencies by selling larger orders. Selling more
goods in the same transaction reduces paperwork, warehouse activity,
delivery trips, and so on. Add-on sales not only create more gross margin
dollars, they reduce overhead as a percentage of sales. That’s why increasing
order size can be even more important than increasing gross margin. With
today’s computer systems, it is relatively easy to consistently be aware of
each customer’s average order size and profitability. With this information at
hand, the DSS is better positioned to avoid further discounts on orders that
are not profitable.

As a DSS, you are in the forefront of this effort
to increase order size.

Adding items to each customer order is one of the most important things a
DSS can do to increase your value to the distributor’s organization.
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A DSS is obligated to follow

the pricing policies and

pracedures of the employer.

A DSS must adhere to company policies

Sales policies vary with every distributor. Some allow sales personnel quite
a bit of leeway to adjust prices on the spot, while others keep them on a
tighter rein. A DSS is, of course, obligated to follow the pricing policies and
procedures of the employer.

If you are granted considerable leeway to adjust selling prices, lock into
memory all of the factors discussed in this chapter that lead to customers
becoming less price-sensitive. The more experience you gain, the better
able you will be to detect when one or more of these factors come into
play. This will help both you and your company prosper.

In the next chapter, we will tackle some basic selling skills that apply to all
sales personnel.
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1. How customers perceive the value of a product or service depends
mostly on

A. the price.

B. how much they feel it’s worth.

C. the gross margin earned by the distributor.
D. alot arithmetic and very little psychology.

2. Which of the following is TRUE about selling upgraded products?

A. Customers are usually more price sensitive for upgraded products.

B. Customers are usually less price sensitive for upgraded products.

C. Being the exclusive source for an upgraded product is not an
advantage for the distributor.

D. Customers seldom want upgraded or exclusive items.

3. Of the following items, which would tend to have the LOWEST
customer price sensitivity?

A. Items that are optional to keeping production lines running
B. Items that are ordered every few days

C. Commodity items with several suppliers

D. Items purchased as part of a cost-plus contact

4, Cans of beverages priced individually cost more than cans priced
as part of a six-pack because

A. the seller incurs extra costs.

B. customers purchase more single cans.
C. the seller incurs fewer costs.

D. shipping single cans is more expensive.

5. A distributor can boost gross margins when selling to customers
who are using the product in a cost-plus contract because the
customers are

A. more price-sensitive than most.

B. about as price-sensitive as most.
C. less price-sensitive than most. |

D. notinfluenced by the price.
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6. A distributor that sells add-ons to its customer improves profit
margins because

A. the goods are stocked in the warehouse.
B. they are always big-ticket items.

C. there is no comparison shopping.

D. the goods have a higher perceived value.

7. Private labels are established by distributors for all of the following
reasons EXCEPT

A. To achieve larger market share

B. To create brand loyalty

C. To generate higher margins

D. To easily accommodate special requests

8. The BEST way for a distributor to increase its profits is to increase
the number of

A. add-on items.
B. total sales.

C. special orders.
D. private labels.

9. According to the course, which of the following is the key to a
distributor’s financial success?

A. Sales volume

B. Gross margin dollars

C. Gross margin percentage
D. Emergency orders

10. Which one of the following factors will limit how long a distributor
can charge premium prices for a new product?

A. Other new products are developed.

B. Private labels will mimic the new product.

C. Buyers will resist paying higher prices over time.
D. Competing distributors will start to sell it as well.
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11.Which of the following situations offers the BEST opportunity for a
distributor to increase gross margin?

A. Gaining exclusive sales for a new product

B. Selling familiar brands

C. Providing products on a routine basis

D. Keeping the price down on small-ticket items

(Answers below)

V-11'Q-01 ‘9-6 ‘v-8 ‘d-£ ‘-9 /D~ '¥-v 'd-€ '9-T ‘g1 ‘Siomsuy
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Remember what causes unprofitable sales?

Unprofitable sales are caused when customers require more
services than they pay for in gross margin dollars.

The next question from a DSS perspective ought to be: “How can | help
turn an unprofitable sale into a profitable one or turn a low-profit sale into
a higher-profit one?”

To find out the answers, let’s further analyze the order with BLT Wholesale
Distribution Company. Note that “answers” is plural. That's because:

Numerous Ways Exist to Increase the
Profitability of a Given Transaction

Adding line items at acceptable margins will increase gross margin
dollars and the profitability of the sale

Increasing volume may help boost profitability in many cases. The key
factor is to increase revenue without eroding gross margin.

Let's examine what would happen to this order if BLT Wholesale
Distribution’s $1,000 sale in the previous chapter was increased by one
$300 line item, with gross margin remaining at 25%. The new arithmetic
would be:

$1300 Sales Volume
X 25% Gross Margin

= § 325 Gross Margin Dollars

1. Outside sales expense would remain at $115 because no additional sales
call was involved. Remember, outside sales calls are itemized based on
the number of calls made, not per order or line items generated.

2. Inside sales expense tends to be allocated per line item, which we deter-
mined earlier to assign at $2.20 each. Since this order was increased
from five line items to six, we must add $2.20 in inside sales expense for

the additional line item.

&
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3. Order processing expense would increase a little, as well. We assigned
$2.00 to the original order of five line items, so let’s add 40 cents to cover
this added item.

4, Warehouse handling also would increase for a separate line item. We
charged $10 for the original order of five lines items, so add another
$2.00 for handling this extra line item.

5. Delivery costs typically are measured on a per-stop basis. Delivering six
items instead of five would not require an extra stop. As a result, extra
delivery cost would be negligible for adding one line item to the order.

6. As for billing/accounts receivable, let’s add 40 cents, just as we did for the
order processing activity.

7. Inventory carrying cost also would be charged per line item. The original
order tallied $75 in carrying costs, or $15 per line item. So add $15 to cover
the new item.

A quick review shows that when the BLT Wholesale Distribution’s DSS sells
an additional line item for $300, the additional activity costs are:

Remember, this order generated $325 gross profit dollars as opposed to
$250 for the original order. That's $75 in additional gross profit. Subtracting
the $20 in extra ABC expense leaves the distributor with $55 added to the
bottom line for just this one line item, or a total of $65 net profit dollars for
the entire $1,300 sale.

By spreading the larger one-time-per-order ABC expenses over more line
items, the profitability of the sale usually improves.
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Adding line items to a sale almost always results in higher
gross margin dollars than additional expenses needed to
service those extra line items.
New BLT Sale
$1300 Sales
- $ 975 COGS

$ 325 Gross Margin Dollars
- $ 260 Overhead

S 65 Net Profit Dollars

S 65 Net Profit Dollars
$1300 Sales

$1300 Sales

= 5% Net Profit Percentage

Adding that single $300 line item to this order has increased the net profit
from 1% to 5%, which is above average in most distribution industries. By
increasing sales by one $300 line item, or 30%, the DSS has increased the
net profit on the transaction by 500%!

Adding a line item to a sale is one of the most effective
profit-building activities that a DSS can perform.

Increasing gross margin has a huge impact on the bottom line

In setting up the BLT Wholesale Distribution example, we assumed gross
margin of 25% on a $1,000 sale. This is about average in some distribution
industries.

Suppose we changed that assumption. Let’s leave all other cost factors the
same. We're still dealing with BLT Wholesale Distribution’s $1,000 sale on an
order with five line items. The seven ABC activities remain the same. How-
ever, let’s assume the DSS does some up selling and this order now provides
an overall gross margin of 30% instead of 25%. Unlike selling an additional
product, increasing margin does not result in added expense—with the
possible exception of a commission the salesperson might earn on the
extra margin dollars. Since commission practices vary widely, let’s assume for
the sake of simplicity that this added margin entailed no extra commission.
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A 30%, rather than a 25%, gross margin would generate $300 gross margin
dollars, rather than $250. With the overhead burden remaining at $240 for
this order, the result is $60 net profit, rather than $10. So instead of a 1%
net profit margin, the distributor realizes 6% net profit on this sale. That
profit is considerably above average in most distribution industries.

By increasing gross margin by 5 percentage points, we
increased net profit on the individual sale by 600%!

30% New Gross Margin
- _25% _Original Gross Margin

The DSS who thinks he or she

“saved the sale” actually

5% Gross Mdrgin improvement turned a bare-bones net

$60 New Net Profit profit of 1% into a 4% loss.
ew et Frori

+ _$10 Original Net Profit

600% Improved Profit Margin

Holding the line on price protects gross margin dollars and net profits

Day after day, a DSS may get pressured by customers to lower the price on

various items or on entire orders. Some distributors give their DSS personnel
the authority to lower prices under certain conditions. It is hard to resist the

temptation to give in when it seems necessary to salvage a sale.

Think of what it means to grant a customer request for an “extra five”"—a
common expression when asking for a 5% discount. This would mean, for
example, that instead of charging the customer $1,000 for an order, the D55
lets it go for $950. The distributor’s cost of goods didn’'t change. It remains
$750. That means your gross margin dollars just shrank from $250 to $200.

All of the ABC cost activities defined earlier remain the same. They still add
up to $240. Suddenly,an order that barely squeezed out a $10 profit becomes
a losing sale. You're now $40 in the red. The DSS who thinks he/she "saved
the sale” actually turned a bare-bones net profit of 1% into a 4% loss. An
illustration of the effect of giving away an "extra five" follows on page 70.
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Effect of giving away the “extra five”

Original order  Aftera 5% df“"“’."ﬁ i

750

“Aw, but it’s only 5%!” That’s the way a customer looks at a request for a
price break. A professional DSS understands the profound damage that
cutting prices will do to the company’s bottom line.

Decreasing Overhead Can be a Key Strategy
to Increase Profits

Now let’s look at the situation from a different perspective. Assume you
strike out at all attempts to increase the sales volume of the order, and
gross margin is stuck at 25%. Still, there are chances left to boost the order’s
profitability.

Let's take a look at these items in a bit more detail.
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With every one of the seven activities measured in our BLT example on
page 60, opportunities exist to increase profitability. For example:

1. Eliminate the outside sales call
Does this customer really require a visit from an outside salesperson?
An analysis of buying habits over time usually will provide an answer.
If the customer is in the habit of placing $1,000 delivery orders that
result in 1% net profit, it might be time to turn this into a DSS-only
account. With the average price of a sales call averaging well over $100
for most distributors, outside salespeople cannot afford to waste time
with routine order taking. As accounts mature, it often makes sense to
transition order handling from outside to inside sales. Progressive
distributors are redefining the role of the outside salesperson into that

of a prospector and builder of new accounts, troubleshooter, and key Inside sales expense can be
account specialist. trimmed by a DSS who

2. Increase inside sales (DSS) efficiency operates efficiently. Instead
An efficient DSS can trim inside sales expense. Instead of taking two of taking two phone calls

phone calls from customers checking on technical information and
order status, perhaps one would be sufficient if the DSS took time to ask,
“|s there anything else | can help you with?” before hanging up. Studies
of the distribution industry have shown that the single biggest factorin ~ order status, perhaps one
improved distributor profitability is increasing the number of line items would be sufficient.

per order. Although additional line items will be a little more expensive

to process, the added gross margin dollars typically increase more

dramatically. The DSS staff holds the key to boosting line item sales.

All else being equal, the distributor with the best DSS staff will out-

perform competitors.

from customers checking on

technical information and

3. Process the order electronically
Many distributors are turning to EDI (Electronic Data Interchange),
e-mail, and other forms of Web-based Internet tools to streamline order
processing.

4. Reduce paperwork
Even without EDI, order processing expense often can be reduced by a
close analysis of paperwork flow. Does everyone who gets copied on
an order really need to be copied? Can two forms be consolidated into
one?

N/ Essentials of Profitablalnside Sales in Distributlon 71




CHAPTER 5

How to Increase

bility of Your Sales

5.

Improve warehouse operations

Many opportunities exist for greater efficiencies in warehouse operations.
Some distributors have turned to automated warehouse management
systems that speed up operations and improve accuracy. Rather than
paper order sheets, workers can use radio frequency electronic devices
that direct them to the most efficient picking routes. The devices also
have a bar code scanner that records items picked and automatically
updates inventory. Even without automated systems, it's possible to
shave warehouse expense through better organization.

Request counter pickup

A DSS sometimes can shave expense by asking customers to pick up
goods at the supply house rather than waiting for delivery. Some
distributors enact separate delivery charges to help cover this expense.
This is a good practice where market conditions allow it. However, in
markets where competing distributors offer free delivery, it's hard to
buck that trend without losing business. (In reality, it’s an illusion that
delivery ever is free. If not billed separately, the cost is captured as
overhead and built into selling prices.)

Shorten billing/accounts receivable times

The biggest savings opportunity here is to convince the customer to
pay on time or early. Mindful of those inventory carrying costs, many
distributors offer discounts of 1% to 2% on invoices paid within a short
time, usually 10 days. Some technologically advanced distributors also
save money with paperless billing systems using EDI or Internet-based
networks with customers. When customers can access their invoices
over a secure Website, calls to inside sales just to get a price off a recent
order are reduced. That saves the DSS time—time that could be spent
selling.

Reduce carrying cost of inventory

This cost can be entirely eliminated by arranging for certain orders to
be delivered direct from a manufacturer, rep warehouse, or master
distributor. This can be an effective way to maintain profitability on
large orders with low margins.
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Eliminate the Mistakes that Kill Profits

Let’s not forget this message from Chapter 3. Mistakes are to profitability
what a plane crash is to on-time arrival. Think of all those activity costs
involved in reordering, repicking, and reshipping goods—often on an
emergency basis. Then remember to add the cost of taking back the materials
previously delivered by mistake. Think of how unproductive the DSS’s time
becomes when coordinating these activities, plus dealing with disappointed
and angry customers. Shouldn't the DSS be spending more time selling and

Think of how unproductive

facilitating orders? Even the healthiest gross margins can be rendered the DSS’s time becomes
unprofitable by the cost of activities needed to correct mistakes. when dealing with
Consider this stark reality: If a distributor is making 2% net profit on sales disappointed and angry
and the mistake wipes out that profit, it takes 50 times the cost of the customers.

mistake in new sales to pay for the mistake! Here’s the math on a $20 mistake:

$1000 Original Sale
X 2% Net Profit Margin

= $ 20 CostofOriginal Mistake

$20 Cost of Original Mistake
x 50 New Sales

$1000 Original Sale

Remember, “Measure twice,

and cut once.”

\ Measure twice! Cut once!
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Some customers are profitable—many are unprofitable

So far in this chapter, we have focused on understanding the factors that
determine the profitability of an individual transaction. As a practical matter,
it'’s unlikely that any distributor could make every transaction profitable.
Unforeseen circumstances make it inevitable that an occasional sale will
result in a loss.

The purpose of using ABC to assess individual transactions is to develop
and study customer purchasing patterns. If a customer repeatedly makes
purchases that are unprofitable for the distributor, it may be possible to
change that purchasing behavior. Computers and specialized distribution
software programs now enable distributors to apply ABC to every trans-
action, every line item, every customer, and every group of customers.

Using such data, some distributors have “fired” certain customers who cost
more in direct expense to service than they contribute in gross profit
dollars. That is, the distributors stop selling to these customers unless they
change their buying habits. Other distributors simply refuse to make any
price concessions or provide extra services until the problem customers
just go elsewhere. These are management decisions and should not be
taken lightly.

A better solution is to encourage unprofitable or low-profit customers to
change the way they do business with you. Frequently, customer practices
that lead to unprofitable sales for a distributor also cost the customer
needless time and money. A DSS who can identify unprofitable orders is in
a prime position to suggest better business practices that will be win-win
for both the distributor and the customer.
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Unprofitable Customers are Easily Identified

Even without detailed data, a sharp DSS shouldn’t have much trouble
identifying the least profitable—or even unprofitable—customers. In
general, the least profitable customers will exhibit one or more of the
following characteristics:

1. Ordering too little, too often

2. Demanding too many sales or troubleshooting visits in
relation to purchase volume

A DSS who notices an

unprofitable customer has

3. Demanding delivery of small orders or small margin orders o
the responsibility of

4. Tying up distributor personnel with excessive phone calls nudging him/her toward

and requests . :
more profitable behavior.

5. Habitually returning goods and/or canceling orders shiscitaation shauld

6. Price shopping, cherry picking, and haggling over price be discussed with

7. Constant complaining management.

8. Slow payment of invoices greater than 45 days

A DSS who notices one or more of these patterns in customers has the
responsibility of nudging them toward more profitable behavior. This
situation should be discussed with management. As an example, let’s take
the first warning sign—ordering too little, too often.

Economic order quantity (EOQ) assessments can facilitate effective
ordering

Customers obviously don't want to order more material than they can use in
a reasonable time period because they, just like distributors, get penalized
with carrying costs. However, many fail to realize that too many acquisitions
also can lead to needless expense. It takes time to evaluate what's needed, to
place the order, receive the goods and so on. Plus, the more separate orders
placed, the more chances there are for mistakes to be made. Central to the
business of distribution is deciding how many of which products to order and
when. Most distributors follow inventory management guidelines known as
economic order quantities (FOQ). These mathematical formulas are used to
determine the quantity and purchasing frequency for any given product line.
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simply by cutting prices

and giving in to every

customer demand.

The formulas take into consideration factors such as historical usage, cost of
the product, acquisition and ownership costs, turnover rates, and lead times.

EOQs advise distributors of ideal minimum and maximum stock quantities.
Minimums pertain to the fewest number a distributor should have on hand
to fulfill anticipated demand for a given product. When inventory reaches
that level, EOQs signal that it’s time to order more. The maximum guideline
tells the distributor an optimal quantity to order. Its goal is ensuring that
the distributor doesn't tie up money with more goods in stock than necessary.

MRO clientele, in particular, could benefit from an EOQ analysis. Many MRO
customers are fearful of running out of items needed to avoid production
shutdowns. As a result, they place frequent orders for a small amount of
goods every time they use a few. In doing so, their acquisition costs go
through the roof. An EOQ assessment could show them that it would be
more economical for both of you if they would order, say, 20 items once a
month rather than five items to be delivered each week.

Much money also can be saved if large-volume orders are shipped directly
from a vendor’s factory to the customer, rather than passing through a
distributor’s warehouse. Distributors frequently use this tactic to fill sales
orders that are highly competitive and offer low gross margins. When you
eliminate the costs of physical handling of the goods and delivery, some
sales can be reasonably profitable for a distributor—even at single-digit
gross margins.

Your primary job is to make profitable sales

You learned in Chapter 1 that the DSS’s job entails myriad responsibilities.
In Chapters 2 and 3, you learned a great deal about the customer service

aspect of the job. In Chapters 4 and 5, you learned about the factors that
determine profitable sales.

Something to keep in mind is that the single most important duty of a DSS is
to make profitable sales for the distributor that employs you. It takes no special
talent to generate a large amount of sales volume simply by cutting prices
and giving in to every customer demand. To rise to the top of the field, a
DSS must become an astute business person who can sell products that
may be priced higher than the exact same products sold by competitors.

Beginning with the next chapter, we will turn our attention to the techniques
of salesmanship that will enable you to generate profitable sales.
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How to Increase the Profitability of Your Sales

1. Which of the following is NOT a good way to increase profits on
a transaction?

A. Increase line items on an order

B. Request counter pickup of goods

C. Upsell to an item with a higher gross margin
D. Save the sale by granting a discount

2. If a distributor uses activity based costing (ABC), the profitability of
the sales usually improves because

A. revenue and expenses generally increase.

B. expenses are spread over more line items.

C. orders get shipped from a distributor’s warehouse.

D. more attention is paid to the actual costs of those sales.

3. If you reduce gross margin of a profitable sale by 5%, the net profit
of that sale will be

A. increased by a much larger percentage.
B. decreased by a much larger percentage.
C. increased by a smaller percentage.

D. decreased by the same percentage.

4. According to the principles of activity-based costing (ABC), how
would the cost of outside sales be calculated for a transaction
that included an outside sales call?

A. Total outside sales expense for a given time period would be divided
by the number of calls made in that period.

B. The total outside sales expense for a given time period would be
divided by the number of orders taken in that period.

C. The total outside sales expense for a given time period would be
divided by the line items ordered in that period.

D. The salesman’s salary would be divided by the number of orders
he took during the previous accounting period and would be used
to calculate the cost.
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 How to Increase the Profitability of Your Sales

5. Which of these activity areas would NOT entail additional cost if an
extra line item is added to a customer’s order?

A. Inside sales / Distributor Sales Specialist
B. Warehouse handling

C. Delivery

D. Inventory carrying costs

6. If a sale generates $325 in gross margin dollars and the amount
needed to service that sale is $260, what is your net profit?

A. %45
B. $65
C. $85
D. $55

7. One of the most effective profit-building activities a Distributor Sales
Specialist can perform to improve the profitability of a sale is to

A. make follow-up calls to a customer,
B. give the customer an “extra five.”

C. process an order electronically.

D. add aline item to a sale.

8. Which of the following is the best way for distributors to increase
the profitability of their sales orders?

A. Increase the number of orders that require outside sales calls.
B. Require customers to order via return mail.

C. Deliver all orders to increase efficiency.

D. Decrease the number of orders that require outside sales calls.

9. If a distributor is making 2% net profit on sales and a mistake wipes
out that profit, how much in sales does it take to make up for the
cost of the mistake?

A. 50 times the cost of the mistake in new sales
B. Sales equal to the cost of the original mistake
C. Another new sale of equal value

D. 2 times the cost of the mistake in new sales
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How to Increase the Profitability of Your Sales

10. A Distributor Sales Specialist can easily identify unprofitable
customers by looking for which of the following habits?
A. Frequent, large orders
B. Paying invoices within 30 days
C. Calling the DSS each month
D. Frequent,small orders

11.The inventory management guidelines known as economic order
quantity (EOQ) are used to determine the

A. quantity and purchasing frequency of any product line.

B. number of warehouse employees picking and pulling orders.

C. inventory carrying costs of any particular product line.

D. mathematical formula to use in calculating the profitability of
a product line.

(Answers below)
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Pricing Tactics

How much to charge at any given time is both an art and a science in the
distribution business.
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In the real world,

competition and other
factors restrict how much a
distributor can charge for
any given product at

any given time.

In the last chapter, you learned that generating a profitable sale depends
upon whether the gross profit for the transaction is sufficient to cover the
costs of making that transaction—the cost of goods, overhead, and a
reasonable profit. However, distributors do not have unlimited leeway to
charge whatever is needed to cover their costs and then add some for
profit. In the real world, competition and other factors restrict how much a
distributor can charge for any given product at any given time.

Pricing is one of the most critical skills needed in running a
successful distribution business.

If selling prices are set too low, there won't be enough money to cover costs
and earn a reasonable return on investment. At the same time, prices that
are set higher than the market is willing to bear will result in lost sales. To
be successful, distributors must develop a knack for maximizing gross margins
by selling product at the highest possible price that the market will bear at
any given time.

Pricing is both an art and a science. The scientific element refers to various
mathematical formulas used by distributors to determine selling prices.
Formulas, however, do not take into account all marketplace variables.

Many pricing decisions stem from the market knowledge of experienced
distribution personnel. Reps are often an underutilized and overlooked
source of competitive pricing information. Market-savvy inside salespeople
are aware of their customers’ bidding history and where else those customers
might buy a particular product. They study their competitors until they know
their tendencies and habits like they know their customers. They consult
with the customers’ salespeople to get feedback. They keep an ear to the
ground by developing relationships with manufacturers’ reps. These factors
comprise the art of pricing.

In this chapter, we’'ll examine various methods distributors use to determine
selling prices.
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Competition weighs heavily on distributor pricing decisions

/

Cost of Goods \

Selling Price

Competition

L.

Distributors are gripped in a vise when it comes to pricing. One end of

the vise is the cost of goods. Distributors obviously must sell their wares
for more than they pay for them. The other vise grip is competition.
Competitors’ prices sometimes squeeze and compress the prices distributors
can charge into a fairly narrow range.

o

The size of the gap varies, depending on the type of product involved and
marketplace conditions. Commodity products, which tend to be fairly
simple items with little difference in performance characteristics, usually
generate small profit margins—often single-digit percentages. This is
based on the perception that one manufacturer’s pipe fitting or fastener is
just about as good as another’s. When customers make this judgment,
price becomes a major factor in where they will buy the commaodity.

Brand name products, such as those involving complex machinery, are a
different story. Customers tend to favor one brand over another based on
past experience or reputation. They are not as price sensitive as commodi-
ties, mainly because there is less competition and more brand loyalty.
Virtually all distributors in a given market will sell the same or comparable
commodities, but brand names tend to have more selective distribution.

Although brand name products generally provide higher margins than
commodities, competitive pricing may still be fierce—just at a higher level.
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The distributor may identify

a handful of highly
competitive items and price
them with little or no
markup to attract customers
whom they expect to buy

additional goods at normal

or enhanced price markups.

Competition is a fact of life for distributors. Some distributors make it a
policy to match the competition. These distributors constantly monitor
what competitors are charging for the same or comparable products, and
adjust their prices accordingly. Competitive pricing is the first of several
methodologies we'll examine.

Competitive Pricing has Serious Flaws

One of the flaws in a strictly competitive view of pricing is that it is simply
impossible to monitor all prices from all competitors. Distributors sell tens
of thousands of SKUs, and there are usually many competitors in a given
market. So, most distributors keep an eye on a few top-selling items and try
to remain competitive on those products.

Often, a distributor may resort to a“loss leader” strategy on certain staples.
The distributor may identify a handful of highly competitive items and price
them with little or no markup to attract customers whom they expect to
buy additional goods at normal or enhanced price markups.

The most serious drawback to competitive pricing is that it leads to the
erosion of gross margins. Someone will always have the lowest price in
town on any given item. Distributors who try to match or undercut the
low-price provider will drive down market pricing for everyone by lowering
customer expectations of what a given item“should” cost—i.e, its perceived
value. This often leads to a vicious cycle of price cutting—a so-called “price
war”—and all distributors end up suffering.

An even bigger problem results when a distributor sets prices based solely
on what competitors charge. Let’s not forget the lessons of the last few
chapters. A distributor’s selling price must cover the cost of goods, over-
head, and a reasonable profit if a distributor is to survive. A distributor that
is too intent on competitive pricing likely will end up boosting sales volume
but destroying profitability.

The low price leaders are not always profitable

The distributor with the lowest price for any given product may be offering
the lowest price for a number of reasons. The distributor may enjoy a buy-
ing advantage that results in a lower cost of goods sold, which can then be
passed on to the customer. Or, the distributor may operate more efficiently,
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resulting in lower unit overhead than competing distributors. As noted, the
low price may also be the result of a loss leader strategy.

Or, maybe the distributor just doesn’t know what he/she is doing when
setting prices. Unfortunately, the distribution industry is filled with examples
of illogical pricing. Distributors frequently will find it wise to leave it to
someone else to offer the lowest price in town.

Distributors Commonly Use Fixed Price, Cost  bistributors typically charge
PlUS, and LiSt-LESS Pricing different prices to different

G o categories of customers.
Distributors have many pricing methodologies and customer segments

Distributor pricing is a complex subject, with entire books written about it.
Complicating the situation even more, distributors typically charge different
prices to different categories of customers. For example, professional trade
customers commonly receive a better price than non-trade customers due
to greater volume of purchases. Industrial clientele may have preferred
pricing based on contractual agreements.

In general, the prices charged for products sold to most customer groups
follow a certain methodology. Various terminologies have been used to
describe different pricing methods. For the sake of simplicity, we'll take a
close look at three of the most common pricing methods used by distributors:

2.Cost-plu

Fixed pricing is the most commonly used method

As the name suggests, fixed pricing means setting a constant price for a
given product and rigidly adhering to that price. Because of its simplicity,

it is probably the most commonly used form of pricing among distributors.
Many distributors rely on pricing committees made up of experienced sales
and marketing personnel to periodically set fixed selling prices. Fixed pricing
also applies to commercial job bids, where specific prices are quoted for
items to be supplied to a project.

&
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Fixed pricing is popular because it is simple to understand and administer.
Essentially, it says “This is how much we charge for a given product, period.”

A drawback to fixed pricing is that it reduces margins when costs go up. A
product sold for $100 provides a 25% gross margin if the distributor paid
only $75 for the item. But if the distributor’s cost for that product goes up
to $80 and it is still sold for $100, the sale only generates $20 in gross profit
dollars and 20% gross margin.

Remember our formula for gross margin:

$ 20 Gross Margin Dollars
+ §$ 100 Selling Price

= 20% Gross Margin

If we are going to maintain our 25% gross margin, we need to mark up
the price when our costs go up.

When you confuse margin with markup, you kill profits!

Distributor team members often confuse margin and markup

They are not the same! Anyone who confuses margin and markup is going
to charge less mark-up than they need and kill their profit! If you want a
gross margin of 25%, you have to mark up the item 33-1/3%—not 25%—
above your cost.
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Here's one way to get the new selling price:

$ 80.00 New Cost
+ 75% (100% - 25% Desired Gross Margin)

= $106.67 New Selling Price

Here's the proof:

$ 26.67 Gross Margin Dollars ($106.67 - $80.00)
$106.67 _Selling Price

= 25% Gross Margin

o+

Here is the easier way:

Use a GM Markup chart that indicates you should take
a 33-1/3% markup to get a 25% gross margin. Then just
multiply your cost by 1.333. See chart on the right for

a sample of a gross margin chart. Some companies have e e
computer programs that provide you with the right markup e R 55 122 5
for an unlimited number of desired margins. N nRdne 800 100 =7
For a distributor to maintain profitability with fixed prices, A 32
a system must be in place for consistent review and rapid A0 LG
adjustment of fixed prices. 38 54
Cost-plus pricing is logical, though flawed i 50 i
30 43

Cost-plus pricing is a broad term that basically coincides

with the activity-based costing methods discussed in e 2 SR ;
Chapter 4. Cost-plus focuses on what it costs a distributor 5T S L, v A T R
to fulfill a given order, with the “plus” representing profit : : 15 1 18
margin. How much “plus”to add to a given price is largely a ' '
matter of gut instinct in assessing what the market will bear.

The cost of goods sold represents only the most visible cost to a distributor.
Any reasonable cost-plus pricing system must also factor in overhead and
the value a distributor adds to a transaction.

&
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Maintain a warehouse filled

with a large inventory of
products that are readily

available when customers

need them.

Here are three ways a distributor adds value to the products sold:

1. Maintain a warehouse filled with a large inventory of products that are
readily available when customers need them. This facilitates one-stop-
shopping for the customer and is known as a high fill rate. This is highly
desired by many distributors’ customers.

2. Hire and retain knowledgeable people who are adept at specifying the
right product for the right application and solving customers’ problems.

3. Provide customers with various services they need, including buying
goods on credit, design and applications assistance, quotations for
estimating purposes, delivery,and more.

As we learned in the last chapter, adding value for the customer adds costs
for the distributor. The problem with cost-plus pricing is that, while it may
provide a good measure of the costs of delivering goods and services, too
often it fails to help justify the costs to the customer. Assessing customers’
perceived value is an important DSS challenge that we'll deal with in the
next chapter.

List-less pricing relies on third parties

Another fairly common method of distributor pricing is deemed “list-less.”
This depends on vendors providing and keeping up-to-date “list pricing”
for products they sell. In some industries, third-party pricing services also
perform this function.

List pricing sometimes is referred to as “manufacturer’s suggested retail price.”
It's an amount based primarily on what the ultimate user of the product can
be expected to pay. List prices are calculated on the basis of what distribu-
tors pay for cost of goods sold, plus an estimate of a reasonable markup.

List-less pricing appeals to the discount mind-set

In practice, list prices generally amount to a price ceiling. Manufacturers
who publish list prices typically approximate the highest amount an end
user is likely to pay. A high list price allows much room for discounting, and
every customer likes to get a discount.

For instance, let’s say a manufacturer puts a list price of $100 on a given
product, allowing for 33% distributor markup. That means the distributor
paid $75 for the product. Typically, that $75 distributor price would
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represent the highest price a distributor might pay for the product, based
on a low-volume, less-than-truckload purchase.

The manufacturer setting the list price knows that most distributors pay
less than $75 for the product because of high-volume purchasing. Let’s say
some of the best customers might pay only $60 per unit for the product.

If a distributor pays $60 for an item and sells it at the full list price of $100,
that distributor would enjoy a gross margin of 40% and a markup of 66.7%.

$ 60 Cost
x 1.67% Markup

= § 100 ListPrice

The distributor would make $40 gross margin dollars:

S 100 List Price
- 8§ 60 Cost

= $ 40 Distributor Gross Margin Dollars

And a 40% gross margin:

$ 40 Gross Margin Dollars
+ $ 100 Selling Price

= 40% Distributor Gross Margin

Or, the distributor could offer the customer an attractive discount as an
inducement to buy. If the distributor follows “list-less” pricing of 10% off
the manufacturer’s list price, the distributor would sell the item for $90.
That would still represent a hefty 50% markup ($60 x 1.5 = $90), generates
$30 GMD, and 33.3% gross margin on the sale.

$ 90 Selling Price
- $ 60 Cost

= $ 30 Gross Margin Dollars (GMD)

$ 60 Cost
+ $ 90 Selling Price

= 33.3% Gross Margin %
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The fastest-moving products

tend to be the most

price-sensitive and

demand deeper discounts.

The distributor could discount even more and still enjoy a reasonable gross
margin.

Distributors use more than one pricing methodology

The down side of list pricing is that most vendors are inconsistent in main-
taining list prices. Some do it, some don't. Many that offer list prices fail to
update the prices in a timely manner. List prices also need to be maintained
for different market segments, such as trade, industrial, and other types of
customers.

Most distributors will employ more than one of these methods to manage
pricing across their entire product offering. Some may also employ more
complex methods, often referred to by terms such as velocity, matrix, or
unbundled pricing.

Velocity, Matrix, and Unbundled Pricing
Demand Sophisticated Accounting and
Computer Systems

Velocity pricing is based on the premise that the fastest-moving products
tend to be the most price-sensitive and demand deeper discounts. Items
that move the fastest are often carried by several distributors in a given
market. In addition, the prices charged are usually well known by the
customers. Slower-moving, less price-sensitive products don't demand
deep discounts and are perfect candidates for velocity pricing.

Theoretically, every item in the warehouse could be assigned a velocity-
based price, but the labor involved would be prohibitive. Also, different
velocities apply to different customer segments, so velocity pricing is usually
used only with the top-selling products. On the positive side, faster-moving
items mean faster turnover and, therefore, lower carrying costs.

Matrix pricing is also complex, based on a matrix of customer characteristics,
such as segment and size of customers. Distributors that employ velocity
and matrix pricing need sophisticated accounting and computer systems to
keep track of all the variables.
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Unbundled pricing is based on the number of services a customer
consumes

Unbundled pricing is another advanced form of pricing that is still in the
experimental stage in most industries. It can be thought of as a form of
activity-based pricing, except the cost of various activities does not get
built (“bundled”) into the price of a given product. Instead, it is itemized
separately. Products are assigned a basic low markup, then ratcheted up
in price depending on how many services a customer consumes. Do
customers pay cash or are they extended credit? Is it a pickup or delivery?
Each service used would add to the price.

The main attraction to the unbundled pricing concept is that it allows
customers to decide exactly what services they need and are willing to
pay for. A disadvantage is that it is terribly complicated to implement.
A distributor must determine prices for various service elements, then
account for them across different customer segments.

Also, unbundled pricing is a revolutionary concept in most industries, and
meets considerable customer resistance. Customers who are used to getting
“free” delivery from distributors, for instance, may well rebel against paying
“extra” for the service.

Distributor prices are fair prices

The term "gouging" has

Whatever methodology a distributor uses to select the selling price of a
given product, a DSS should never feel guilty about the prices charged by
an employer. distribution industry.

virtually no meaning in the

Some prices might entail extraordinarily high markups, but that is to
compensate for low markups on other products or loss leaders sold at no
profit or at a loss. The percentage range in overall gross margin between
the highest-performing distributors in a given industry and the lowest
performers seldom exceeds 15%. No matter how good they might be,
the best distributors don't generate eye-popping gross and net margins.
Competition simply won't allow it.
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Don't Give in to the “Stockholm Syndrome”

Distributor sales personnel are sometimes swayed to give into pricing
pressures from customers. A DSS who gets hammered daily with the
message from customers that “your prices are too high,” may begin to
believe it. One prominent distribution industry consultant has labeled this
the “Stockholm Syndrome,” after a famous episode in 1973 when hostages
from a bank robbery in Sweden began to identify emotionally with their
captors rather than the police who were trying to free them.

Similarly, salespeople who deal with and befriend customers on a daily
basis are susceptible to believing charges that their employers are charging
“too much”for certain products. Customers might point out to them that
other distributors are selling the items for substantially less. They might say
they“know” the distributor paid rock-bottom prices for those goods and is
unnecessarily inflating the selling prices.

A DSS who takes customer service seriously may well come to identify with
these complaints. After all, it's your role to help customers. Cutting prices is
a way to help them.

Oris it? A top-notch DSS must never forget the fundamental basics of
distributor pricing across the board. Distributors invest considerable
money in the infrastructure required to serve customers. They stock large
amounts of inventory in a warehouse. They hire experienced people who
know the products and their applications. They educate their customers.
They deliver the goods and perform other valuable services. These services
cost plenty of money. If a distributor can't cover its costs and earn a fair
return on investment, that distributor won't be able to help anybody for
very long.

In the next chapter, we'll take a look at pricing from another angle. We'll
examine in more detail the factors than lead to customer price sensitivity,
as well as situations when they are not so sensitive.
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1. Price is MOST likely to be a major factor when customers are buying

A. commodity products.

B. special order items.

C. brand items.

D. products that are part of a cost-plus bid.

2. The MOST serious drawback to competitive pricing is that it

A. is based on just a few products.
B. reduces sales for all competitors.
C. tends to erode gross margins.

D. tends to raise cost of goods sold.

3. Which of the following is the most commonly used pricing method
among distributors?

A. Velocity pricing

B. Unbundled pricing
C. Matrix pricing

D. Fixed pricing

4, One drawback to using the fixed pricing method is that it

A. requires complex calculations.

B. confuses margin with markup.

C. reduces margins when costs go up.
D. increases margins when costs go up.

5. The“plus”in cost-plus pricing stands for
A. activities cost.
B. profit margin.
C. extra value perceived by the customer.
D. cost of good sold.
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6. A distributor may add value to the products it sells by

A. storing unwanted goods in a warehouse.

B. hiring employees who will sell the highest priced goods.
C. reducing its operations costs to a bare minimum.

D. providing a variety of services to customers.

7. A big advantage for list-less pricing is that it provides

A. the fairest way to price items.

B. much room for discounting.

C. away to calculate the total cost of goods sold.

E. agood measure of the cost of delivering goods and services.

8. Adistributor buys a product for $75 and sells it for $100. The cost
goes up to $80. What will the distributor have to sell it for to get

the same gross margin?
FORMULA: NEW PRICE = NEW COST =+ (100% - DESIRED GM)

A, 5125

B. $110.11

C. $106.67

D. Can't tell from the information provided

9. What is the best reason NOT to use velocity pricing for every item in
a warehouse?

A. The labor costs would be prohibitive.

B. Carrying costs are more likely to go up.

C. The average margin for all products gets reduced.
D. The faster moving items are not price sensitive.

10. Distributor Sales Specialists with “Stockholm Syndrome” are likely to

A. believe that they are charging too much for their products.

B. more thoroughly understand the basics of distributor pricing.
C. have a better grasp of the cost of value added services.

D. provide customers with higher priced goods.

(Answers below)
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How to Use Perceived Value and Price Sensitivity to Increase Profits

Perceived value has a lot to do with how much money a distributor
can make.
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Value is a buyer’s perception

of how much a product

or service is worth.

A distributor’s costs are the amount spent to acquire goods and produce
services. Costs are defined in dollars and cents.

The price charged for products sold by a distributor needs to incorporate
not only the cost of those goods, but also their value to the buyer in that
marketplace. Ultimately, this value is expressed in dollars and cents, but
getting there involves psychology as well as arithmetic.

Perceived Value Varies with Different
Situations

Value is a buyer’s perception of how much a product or service is worth.
How value is perceived depends on the situation. A person dying of thirst
in the desert might be willing to give up everything for a jug of water, yet
would regard a sack of gold to be worthless.

Consider another example that is relevant to the distribution business. A
manufacturer uses a high-pressure, abrasive process that quickly wears out
a certain metal component of the production line. This component costs
$5 and tends to fail about once a month. Each time a failure occurs, the
manufacturer must shut down the line and replace the component. It costs
the manufacturer an average of $1,000 every time the line must be shut
down.

Suppose a DSS working for one of this manufacturer’s distributors has
heard about new components with a ceramic lining that should last at least
six months under the same conditions. The ceramic-lined components sell
for $50 apiece—10 times as much as the conventional metal units.

However, instead of monthly shut downs to replace the metal components,
the manufacturer can expect only two shutdowns a year with the new
ceramic components.

Expressed in terms of cost, the ceramic components cost the manufacturer
10 times more per unit. Using two of the ceramic parts at $50 apiece, rather
than 12 metal components costing $5 each, means $40 a year more in
material expense. This equates to an annual material cost increase of 67%.
However, the cost associated with the production shutdowns would
significantly drop. With only two shutdowns per year—compared to
12—the manufacturer would realize operational savings of $10,000 annually.
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All customers are not created equal.
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The best way for a

distributor to increase
profits is to make

all sales profitable.

Wholesaler net profit

margins are just a few

cents on the dollar,

A joke that has been circulating around the distribution industry for a long
time goes like this:

A distributor was complaining that he ends up losing money
on every order he sells. “How do you stay in business?”
someone asked. The distributor replied,

“Well, | make it up in volume.”

Profitable Sales Cover All Costs

The harsh truth is that many sales made by distributors are, in fact,
unprofitable. It costs them more to make and service the sale than the
dollars they bring in from the transaction. Most distributors are profitable
overall, of course, or they wouldn't be able to stay in business. This means
profits from some sales must be enough to cover the losses from other
transactions. It also means that one of the best ways for a distributor to
increase profits is to make all sales profitable. The DSS plays a major part
in reaching that goal. In this chapter, we'll explain how to do that.

/ Gross Profit (25%) \

K Cost of Goods (75%) Net Profit (2%) p
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A profitable sale is one that
A. Covers the cost of the goods sold (COGS)

B. Covers the cost of operations needed to service the sale
(also known as overhead)

C. Generates a net profit to keep the business going and provide
a return to the owners who invested in the business

Gross Margin Dollars Must Support Overhead

By now you probably know how important gross margin dollars are to a
distributor. Gross margin dollars are the difference between the price the
distributor pays for goods and the amount for which they are sold. If a
distributor pays $75 for an item and sells it for $100, the company earns
$25 gross margin dollars:

$100 Sales
- $75 COGS
= $ 25 Gross Margin Dollars T Sales
This transaction results in a
25% gross margin (gross profit Costiof sold
as a percent of selling price):
2 " Gross margin dollars
$ 25 Gross Margin Dollars S
+ S§100 Sales , , , |
0 20 40 60 80 100

= 25% Gross Margin

For a sale to be profitable, both the gross margin
and the dollar size of the sale must be large enough for the
gross margin dollars to exceed the expense of making
and servicing the sale.

As an example, a $100 sale that generates $25 gross margin dollars but costs
$35 to deliver loses at least $10.

&
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Very few gross margin dollars go into a distributor’s pocket. They must
support all the costs of doing business, i.e., overhead. This includes wages
and salaries, employee benefits, buildings and offices, vehicles, forklifts,
computers, and everything else that is necessary to run the business.

Employee
benefits

Distributor’s

/Other business'}

overhead
: expenses 4

Earning a net profit is essential for staying in business

Hopefully, some additional dollars remain after all the overhead is paid.
This “net profit”is used to replace items needed to run the business, and to
reward the owners and associates for investing in the company.

Sales
-~ Cost of Goods Sold + Overhead

= Net Profit

Any company that does not generate a net profit will eventually go out of
business. This is important to understand. The general public and news
media sometimes equate “profit” with greed. In reality, profits are needed
to conduct business activities that create jobs, renew capital, and continu-
ously boost our standard of living. Profits reward people for hard work and
innovations that make for a better society. Profits also help fund our
government through taxes, and enable businesses and individuals to make
charitable contributions.

Profits are not simply desirable. They are essential for any business to keep
operating and for our economy to stay healthy.
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Net profits are generated when gross margin dollars
exceed overhead.

Almost all distributors keep track of their overall gross margin dollars. That
is, a distributor that sells $10 million of goods with an average gross margin
of 25% would generate $2.5 million in gross margin dollars. This would
probably be enough to support overhead with a small portion remaining
as net profit.

$10 Million  Sales
x 25% Gross Margin

= $2,500,000 Gross Margin Dollars

In labor-intensive businesses

Distributors also should break down gross margin dollars and overhead such as construction, labor
expenses into smaller chunks. This allows them to gauge and manage the
profitability of different types of sales transactions. It is important to note
that different types of businesses use different methods to allocate expenses
against sales. As an example, contractors often allocate overhead based on  contractors add overhiead

labor hours. costs to labor hours.

hours are the selected

unit of measure. Such

Contractors and labor intensive businesses allocate overhead on
labor hours

Traditional cost accounting assigns overhead on an equal basis to a selected
unit of measure. In labor-intensive businesses such as construction, labor
hours are the selected unit of measure. Such contractors add overhead
costs to labor hours. If overhead amounts to, say, $100,000 per worker per
year and a worker puts in 2,000 hours of work in a year, the overhead burden
would be $50 for every hour worked.

In other words, a worker’s wages might be $20 an hour, but when benefits
and other overhead are added, that worker actually costs the company $70
an hour. So,to cover all a contractor’s costs, $70 in expenses for each man
hour of labor must be calculated when estimating and bidding jobs. But
the contractor needs to do better than merely breaking even on each job.
As a result, an additional amount for net profit is likely to be built into the
estimate, Clearly, a contractor must be very accurate in estimating the job.
A contractor also must be very good at managing a workforce to complete
the contract on schedule and make a profit. The term “time is money”is
especially true in the contracting business.
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Homeowners might see
labor billed at rates of $65

an hour or more, and think

the person doing the work is

making all that money.

As you can see, the true cost of a trade worker is much higher than the
amount paid in wages. That is a big reason contractors need wholesalers to
provide the right product at the right time. Otherwise, trade workers might
stand around waiting for work to do. An idle tradesman costs the contractor
not only the wages paid to the worker, but the added overhead burden as
well. In many markets, $75 or more per hour comes right off the contractor’s
bottom line. It doesn’t take many idle hours to turn a profitable job into an
unprofitable one.

This also explains the seemingly high hourly rates charged by home repair
firms. Homeowners might see labor billed at rates of $65 an hour or more,
and think the person doing the work is making all that money. Actually, the
plumber, electrician, or HVAC technician is making far less than the amount
charged. The rest is overhead allocation.

Some Wholesalers Use Average Overhead
Expense Per Order

Wholesalers often average overhead expense based on their number
of orders

For distributors, labor and benefits are also a significant cost. The productivity
of their labor force can be measured in many ways. Distributors use measures
like average sales per employee, gross margin per employee, net profit per
employee, and several others. By regularly analyzing how certain functions
are performing, distributors can develop strategies and policies to improve
profitability.

However, when calculating a transaction’s profitability, labor costs are often
included in selling, warehousing, delivery, administration, and property
expense. Those overhead expenses are often allocated based on the number
of orders booked and related measures.

For instance, if a distributor has $5 million in sales spread over 10,000 orders,
the average amount of sales per order is $500. If that distributor’s overhead
amounts to 20% of sales revenues, it would total $1 million. Thus, it would
cost this distributor an average of $100 in overhead to fill each order.
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The calculations would look like this:

S5 Million Sales
10,000 Orders

= $ 500 Average Sales per Order

$5 Million Sales
X 20% Overhead Most distributors break

S$1 Million Overhead down overhead by assigning
it to each line item.

S$1 Million Overhead
% 10,000 Orders

= $ 100 Average Overhead per Order

Most distributors also break down the number of line items billed per
order. This way, it is possible for a distributor to narrow down the overhead
allocation by assigning it to each line item. Using our example above, if a
distributor averages five line items per order, each would chew up $20 in
overhead:

10,000 Orders
X 5 Line Items per Order

50,000 Line Items

1]

S$1Million Overhead
50,000 Line Items

= $ 20 Overhead per Line Item
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Costs and activities involved in servicing individual sales
transactions vary widely.

There is a shortcoming of this traditional way of allocating overhead.
Expenses are averaged out without regard to the number of cost-generating
activities actually involved in a particular transaction. Using our example
(5 line items of $20 each = $100), on average it costs this distributor $100 to
fill each order and $20 per line item. While averages are acceptable for general
accounting purposes, they don't really help a distributor pinpoint how much
it costs to make any given transaction.

Averages Don't Really Tell the DSS if a
Transaction is Profitable

Using averages suggests, for instance, that any sale yielding less than $100
in gross margin dollars would automatically lose money for this distributor.
Traditional overhead ~— However, that's probably not true if you look more closely at the number

accounting does not help and costs of services actually required for each individual sale.

the DSS to improve  For instance, it obviously costs a distributor more to deliver products to a
customer than for that customer to pick up the order at the distributor’s
counter. Extra costs also accrue from visiting customers in the field as
opposed to making contact by phone or e-mail. Accepting return goods
also would mean additional expense. The traditional method of averaging
overhead does not help the DSS improve the profitability of sales transactions.

the profitability of a

sales transaction.

Tracking the Cost of Activities Can Help

BC ref itabili
apclelep Improve Profitability

Activity-
Based Accurately allocating costs per transaction can be done using activity-based
costing (ABC). This is an advanced method of calculating overhead. ABC is
based on the rationale that all distributor activities that add value for the
customer use resources that cost money—labor, material, tools, equipment,
office supplies, etc. By making sales that generate enough gross margin
dollars to pay for such value-added activities, the DSS can improve the
profitability of the sale.

Costing
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The objectives of activity-based costing (ABC) are to:

» Define the number of measurable activities that go into
making each transaction

» Pinpoint the overhead allocation for each measurable activity

* Use that information to help generate more profitable
transactions

ABC gives distributors a much more accurate assessment of profitability for  Define the number of
many different types of transactions. measurable activities that

Define the measurable activities gotamaking each

To begin we need to define all the measurable activities that go into making
a given sale. For our example, the activities involved in a typical distributor
transaction might include:

transaction.

1. Making an outside sales call
2. Engaging inside sales (DSS) assistance
3. Processing the order

4, Handling warehouse materials including picking the materials,
moving them within the warehouse, and then loading them
onto a truck

5. Delivering them to the customer
6. Billing/accounts receivable

7. Carrying cost of inventory

Transactions differ in the activities and costs involved

Some transactions might require more than the seven activities in the
example above; some require less. Some orders are delivered to a cus-
tomer directly from a vendor’s factory, for instance. This would mean less
overhead than goods shipped from a distributor’s warehouse. A reduced
cost factor also could be applied if a customer did not require a visit by an
outside salesperson. On the other hand, if the customer returned some of
the goods ordered, that would add cost.

A key point to keep in mind is that activities add value for the customer
but costs for the distributor.

&
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By being aware of an activity’s costs, as well as the value delivered, we can
do a better job of ensuring that we include these costs in a sales transaction.

Transaction Activity Can Enhance or
Decrease Profitability

Here are a few activities that tend to either enhance or decrease profitability:

Enhance profitability

Order‘shipped direct from

someone else Small sales volume
Many line items per order Frequent orders

Large sales volume Requires outside sales visits

Infrequent ordering
dled entirely by inside sal

Payments delayed

Decrease profitability

How to Pinpoint or Quantify the Overhead
Allocation for each Activity

Let’s take a look at how the cost of each activity can impact the profitability
of a transaction.

Pinpoint or quantify the overhead allocation for each activity

Once the activities are defined, the ABC methods help determine how much
each activity costs.

Let’s examine a hypothetical sale for BLT Wholesale Distribution Company
using the seven activities. The order is for $1,000 worth of materials in five
line items. These goods cost BLT $750.
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This leaves the distributor with $250 gross margin dollars on the sale.

$1,000 Sales
- 8§ 750 COGS

= § 250 Gross Margin Dollars

An analysis of the activities in this transaction might look something
like this:

1. Outside sales expense would include the costs of a salesperson’s
salary, benefits and commissions, plus automobile, gasoline, entertain-
ment, and other expenses. The total would then be divided by the
number of sales calls made for a given time period. This includes calls
that did not yield any sales. For our hypothetical transaction, let’s
assume the cost to be $115 per sales call. Various studies have shown
this to be a realistic number, maybe even a little on the low side.

2. Inside sales assistance might include sending sales literature and
handling a phone call or two from the customer inquiring about
technical information, order status or anything else. Inside sales cost
would include DSS compensation (including commissions) and office
cost allocations, divided by the total number of orders generated by a
distributor. For this order, we'll assign $11 of inside sales cost, which
again is realistic. Since each item ordered has the potential to occupy
inside sales time, it makes sense to further break down this allocation
by line item. We assume this order contains five line items. So inside
sales expense would be $2.20 per line item.

3. Order processing would include the labor and office expenses incurred
by order entry, accounting, inventory, and other recordkeeping. A real-
istic cost to process a single $1,000 order would be around $2.00. This,
too, typically is broken down by line item, which would equate to
40 cents each.

4. Warehouse handling expense includes all costs associated with
storing, picking, and transporting the goods within the warehouse.
This involves the cost of employees, material handling and other
equipment, supplies, utilities, insurance, taxes, maintenance, etc. That
total is then divided by the number of orders and line items. For this
function, $10 ($2.00 per line item) would be a reasonable ballpark
amount for a $1,000 order with five line items.

\ ’ Essentials of Profitable Inside Sales in Distribution 59




CHAPTER 4

What Makes a Sale Profitable

5. Delivery service tends to be fairly expensive for distributors. In addition
to the wages and benefits paid to the driver, there are vehicle mainte-
nance, insurance and depreciation charges, plus fuel costs to consider.
A common way to assign delivery overhead is to calculate it per stop.

A realistic distributor delivery cost would be in the range of $25.

6. Billing and processing an invoice adds between $1.00 and $2.00 to
the typical order. Much of that expense is due to the time lag between
billing and payment, measured in accounts receivable days. Distributor
customers typically average more than 30 days to pay their bills. In the
meantime, the distributor has money tied up in the goods purchased.

Inventory carrying costs These funds could otherwise be used to buy more goods or earn interest.

We'll assign $2.00 for billing/accounts receivable to our sample order.

typically amount

to 25% to 30% of the 7. Finally, we need to factor in inventory carrying cost. We noted this

typically amounts to 25% to 30% of the merchandise value at the

o ‘ distributor’s cost, which in this case was $750. If we assume the material

at the distributor’s cost. purchased by this customer turned (was purchased and depleted) an
average of four times a year, the carrying costs would be figured on
the basis of only one-third of the 12 months. If carrying costs for this
distributor are 30%, then one-third of 30% = 10%. Then multiply .10
by $750 (COGS) to determine the inventory carrying cost value of this
order ($75).

Now let’s review how BLT Wholesale Distribution allocated costs against
this transaction:

merchandise value

$1,000 Sales
- S 750 COGS

= $ 250 Gross Margin Dollars

However, you must then consider BLT’s activity overhead outlined above:

$ 115 Outside Sales
+ $§ 11 |Inside Sales
+ $8 2 OrderProcessing
+ $ 10 Warehouse Expense
+ $ 25 Delivery Service
+ $§ 2 Billing
+ $ 75 Inventory Carrying Cost
= $ 240 Total Activity Costs (Overhead)
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This allows you to truly determine the net profit:

s

cowpanY PROFITS

$250 Gross Margin Dollars
- $240 Overhead

= § 10 NetProfit

After subtracting the activity costs from the gross profit, we see that BLT
Wholesale Distribution realized a $10 net profit on this $1,000 order. A

profitable sale, but barely. It amounts to 1% net income, which is well below 1. 165 10045 10 understand
average for most distribution companies.
how to take advantage of

Changing the activities in a transaction can enhance or reduce profit. numerous ways to increase

Now, go back and take a second look at the list of activities that enhance the profitability of a sales
or reduce profitability. You should be able to see how changing several of
these activities can improve the bottom line on this transaction.

transaction.

BLT Wholesale Distribution probably would lose money if this customer
needed additional services, such as a troubleshooting visit in the field.
Suppose the customer ordered too many items and decided to return a
few for account credit. Or suppose someone at BLT Wholesale Distribution
made a mistake in processing the order and some items had to be returned.
Any of these events could tip the balance in the transaction, meaning the
cost of service activity is higher than the revenue generated by the sale.

Some distributors have highly sophisticated programs for allocating costs
against sales while others have very simple systems.

The key point is that the DSS needs to understand
the role of gross margin dollars in profitability and the cost
factors that enhance or reduce profitability.

Those who do are in a good position to take advantage of the numerous
opportunities to protect or increase the profitability of their sales transactions.

In the next chapter we will examine some of those opportunities to enhance
profitability and their impact on the distributor’s bottom line.
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1. A distributor that traditionally loses money on every order sold can
earn a profit by increasing the

A. total volume.
B. number of sales calls.
C. gross margin.
D. number of customers.

2. Which of the following are likely to result in increased profits if
gross margin stays the same?

A. Decreased volume
B. Increased inventory
C. Increased overhead
D. Improved volume

3. Many distributors use activity-based costing (ABC) because, unlike
traditional cost accounting, ABC

A. estimates profitability for many different types of transactions.
B. uses averages to estimate costs.

C. averages overhead among many activities.

D. uses estimated average costs.

4. Which of the following is the primary reason for a distributor’s
unprofitable sales?

A. Cost of goods sold is too great

B. Inexperienced salespeople do not sell enough products
C. Gross margin dollars do not support overhead

D. Not enough sales volume

5. A profitable sale is one that covers all of the following EXCEPT

A. Covers the cost of goods sold

B. Generates more income than originally thought

C. Covers the cost of operations needed to service the sale
D. Generates a net profit

62 Essentials of Profitable Inside Sales in Distribution \ ,




. CHAPTER 4
L Quiz

What Makes a Sale Profitable

6.

10.

The term “gross margin” is defined as the

A. percentage of markup on a product.

B. dollar size of the sale divided by its cost of goods sold.

C. sale price of the transaction minus the cost of goods sold.

D. gross income divided by net sales, expressed as a percentage.

Unlike companies with low gross margins, companies with higher
gross margins will have

A. more money to spend on business operations.

B. less money to spend on business operations.

C. higher cost of goods sold and higher cost of operations.
D. lower cost of goods sold and higher cost of operations.

If your company records $15 million in annual sales with a gross
margin of 25%, what amount of gross margin dollars would it
generate?

A. $600,000

B. $3.75 million
C. $11.25 million
D. $2.5 million

Some distributors average their overhead costs based on the

A. number of order transactions conducted.

B. average cost of employee benefits.

C. number of customers serviced by outside reps.
D.

average total labor cost per year.

Among the activities that can enhance a distributor’s profitability are

A. contractors who require outside sales visits.

B. sales done entirely through an inside sales rep.
C. frequent small orders by a customer.

D. customers who pay their invoices late.
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11.Assume a distributor has $5,000 in sales, $3,000 cost of goods
sold, $500 in outside sales costs plus $1,000 in other overhead.
What is the distributor’s net profit?

A. $2,500
B. $2,000
C. $1,000
D. $500

12.The MAIN function of a Distributor Sales Specialist is to

A. apply activity-based costing to all sales.

B. make profitable sales for a distributor.

C. advise customers about how to save money.
D. avoid making mistakes when taking orders.

(Answers below)
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How to Increase the Profitability of Your Sales

There are numerous ways to increase the profitability of a given
transaction.

\ , Essentials of Profitable Inside Sales in Distribution 65




