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With the ongoing supply chain challenges,
manufacturers face new roadblocks, distributors
alter their capabilities, and customers change

their requirements; the path forward keeps
shifting.

Distributors and their suppliers are busy
responding to forces of change from their
organizational perspective; are they also
looking at these changes from their channel
perspective?

How do we align our interests in the
channel? How do we force all parties
to recognize and respond with
mutually beneficial actions?

How to navigate
channel conflicts
and optimize
channel
performance?
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* 9 Lines of Trade

Bearings, Seals, and Lubrication
Systems

Building Materials
Chemical

Electrical

Electronics and Industrial
Fluid Power

HVAC

Process Control and Automation
Solutions

PVF / Industrial

Distributors Manufacturers
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Channel Conflicts: W0 Root Causes
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Channel Goal
Misalignment

Lack of common framework linking
channel partner interests and
investments

Channel Performance
Misunderstanding

Lack of data-driven channel conversations
leveraging visibility and communication
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Navigating Channel Conflicts: TW0 Playbooks
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How to channel partner How to to

for profitable growth? improve channel partner

¢ Channel Alignment Framework ?

¢ Connecting Mfr- Distributor- ¢ Channel Partner Analytics

Customer goals and investments « Anecdotal blame game to Analytics-
driven channel conversation
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Navigating Channel Conflicts: Playbook #1
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How to channel partner

for profitable growth?

¢ Channel Alignment Framework

¢ Connecting Mfr- Distributor-
Customer goals and investments
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Channel Alignment: Good to Great

Baseline

e Qualitative

* Ad-hoc procedures 3, Misaligned interests

e No accountability
e Lacks visibilit

Emerging

1
2

Functional approach
Quantitative
Cons:

. Silos thinking

. Provides limited
visibility

[Ex: Purchasing vs

Leading

e Comprehensive

e Breaks silos
through TOTAL
visibility

e Aligned
internal
interests

e Accountable
channel
partners
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Channel Alignment = Minimize (L, + Lp + L)

L = Level of Screaming from Manufacturer when the market share is too low
Ls, = Level of Screaming from Distributor when the profitability is too low
Lsc = Level of Screaming from Customers when the product is not available
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Collaborative Advantage: Channel 2.0

Remaining front of competitive advantage: Channel relationship

Manufacturer Distributor End User
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Channel Value Alignment

Supplier Channel

goals goals

Channel
success
factors

Channel
lcompensati

on

Distributor
capabilities

Customer
value
(proposition)

Distributor
cost drivers
& finc. goals

Dist financial

goals
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CHANNEL ALIGNMENT FRAMEWORK

Supplier « Distributor * Customer

Distributor’s Larger

Growth and Product ability to footprint

Market Customer » Operational . ACCess &
share Incentives

Retention Excellence * Stock at and product

multiple

locations availability
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Exhibit 6-3. Channel Alignment Framework: Working Capital as Compensation.

Ability to
sk e Inventory
Supply ; turnover
variability availabilit
(risk)

Inventory Cash flow,
turnover growth,

Ability to
stock at
multiple
Nurture : Waorking capital locations
(build and Shelf space

Markat share
presence

(footprint)
Market share (inventory) as

pengtrale) compensation

Overall
operating
BXpenses
Ability to
de
and d

Prafitability

Warehouse
operating
propostions Dol gxpenses
elvery
(on time
and
complete)

Profitability

Delivery
ExXpenses
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CHANNEL ALIGNMENT FRAMEWORK

Supplier * Distributor » Customer

CHANNEL CHANNEL COMPENSATION CHANNEL : DISTRIBUTOR
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Navigating Channel Conflicts: Playbook #2

How to

improve channel partner
?

¢ Channel Partner Analytics

¢ Anecdotal blame game to Analytics-
driven channel conversation
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Channel Partner Performance Assessment:

Good to Great

Anecdotal

e Subjective

¢ Selective
memory

¢ Recent incident

Supplier
Scorecard

¢ Pros:
Quantitative &
Descriptive
[WHAT]

e Cons: Lacks

1. comparative
assessment

2. prescriptive
guidance (goals)
3. follow-through

Channel Partner
Stratification

e Comprehensive

e 4 Dimensions
Diagnostic [WHY]
Provides benchmark
Comparative ranking

Tracks performance
over time
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Channel Performance - End Customer Stratification:
Manufacturer Perspective
ALIGNMENT ’>

I/
OPPORTUNISTIC CORE

e HiGH PROFITABILITY * HIGH PROFITABILITY
* NO RELATIONSHIP * SUSTAINED RELATIONSHIP

e Low COST TO SERVE * Low CoST TO SERVE
e Low VOLUME * HIGH VOLUME

MARGINAL SERVICE DRAIN

PROFITABILITY

e Low PROFITABILITY e Low PROFITABILITY
* NO RELATIONSHIP * SUSTAINED RELATIONSHIP

(S19) 3AY¥3S-01-1S09

e HIGH CoST TO SERVE * HiGH CoST TO SERVE
e Low VOLUME * HIGH VOLUME

BUYING POWER
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EXAMPLE — ELECTRICAL MIANUFACTURER

-

.

Revenue

# of SKUs
8,500+

Gross Margin

>30%

# Categories

29

# Brands
17

# of Customers

1,003

~

/
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Channel Performance - End Customer Stratification

PROFITABILITY

ALIGNMENT >

L

OPPORTUNISTIC CoORE

* HiGH PROFITABILITY

* No RELATION

* Low Cost 10
* Low VoLumMme

* HiGH PROFITABILITY

SHIP * SUSTAINED RELATIONSHIP
SERVE * Low CosT T0 SERVE

* HigH VoLuME

Choice

MARGINAL

* Low PROFITABILITY
* NO RELATIONSHIP

* HicH CosT T0 SERVE
+ Low VoLUME

SERVICE DRAIN

* Low PROFITABILITY

* SUSTAINED RELATIONSHIP
* HiGH CoST T0 SERVE

+* HiGH VOLUME

BUYING POWER

High profit
Low CTS

Low volume
No relationship

High profit
Low CTS

High volume
Sustained relationship

Common

Low profit
High CTS
Low volume

(SL12) IAY3S-01-1S09

No relationship

Complex

Low profit

High CTS

High volume
Sustained relationship
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Customer Results by BRAND

BRAND Core Opportunistic Marginal Service Drain Grand Total
P003 58 31 377 5 471
P014 47 34 320 4 405
P015 47 17 288 13 365
P622 14 10 156 1 181
P644 12 6 197 29 244
P645 54 15 251 10 330
P646 30 3 143 14 190
P650 30 14 119 6 169
P651 42 10 148 9 209
P654 6 1 28 7 42
P660 6 41 3 50
P661 31 7 126 11 175
P663 31 7 226 24 288
P668 12 2 90 6 110

TOTAL 420 157 2,510 142 3,229
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EXAMPLE — COMPRESSOR M ANUFACTURER

Geography Time Horizon Revenue

North America 2 Years $325+ MM

# of Customers Market Segments Service Revenue
1,000+ 15 $270+ MM
# Product Lines Product Margin Gross Margin

10 $94 MM 30% /41%
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Channel Performance - Distributor Stratification:

 All Channel Partners are treated as a Single Cluster
ComPANY ¢ 300+ distributors considered

« Channel Partners Ranked Within each Industry Segment
MARKET e 15 Market Segments

SEGMENT « AUTO, C&D, CONS, E&E, F&B, IND, M&H, MCG, METL,
MFG, 0&G, PGEN, PLAS, PPP, TEXT

PRODUCT LINE / e Channel Partners Ranked Within each Product Line
BRAND e 7 Product Lines
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Top 25 Channel Partners

Searre Total Prod Serv SEGMENT COMPANY PRODUCT LINE RANK
Revenue GM% GM% Rank Rank

CONS | $15,175,733 | 42% | 6% Core Core Core | Core Opp. Opp.

IND $ 13,734,473 | 24% | 40% |Service Drain| Service Drain | Marg. SDrain. | SDrain.

C&D $ 13,526,805 | 21% Service Drain | Service Drain | Core Opp.

IND $ 11,724,428 | 30% | 42% Core Core SDrain. Core Core

IND $ 9,190,575 | 29% | 40% Core Service Drain |SDrain. SDrain. Marg. Marg.

IND $ 9,133,951 | 28% | 42% Core Core Core Core SDrain.

C&D $ 9,071,853 | 37% | -1% |Opportunistic| Opportunistic | Opp. | Opp. Opp.

C&D $ 8,882,569 | 19% | 43% Marginal Marginal Marg. | Marg. SDrain.

C&D $ 8,258,216 | 27% | 39% Core Core SDrain. Core Core

IND $ 8,228,196 | 31% | 37% Core Core Core Core Core

IND $ 7,426,962 | 36% | 40% Core Core Core Core

C&D $ 6,954,620 | 28% | 46% Core Core Core Marg. Marg.

C&D $ 6,563,055 | 12% Marginal Marginal SDrain.
E&E $ 6,187,618 | 20% | 39% |Service Drain| Service Drain | Marg. SDrain. | SDrain. | Marg.

IND $ 6,105,684 | 25% | 40% Core Core Core Core SDrain.

IND $ 6,039,695 | 32% | 42% Core Core Opp. Core Core

IND $ 6,034,027 | 24% | 41% Core Core SDrain. Core Core

E&E $ 5,776,485 | 32% | 41% Core Core Core Core Core

IND $ 5,618,560 | 31% | 39% Core Core Opp. Core Opp.

IND $ 5,496,994 | 30% | 39% Core Core SDrain. Opp. Marg.

IND $ 5,451,216 | 32% | 37% Core Core SDrain. Opp. Marg.
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Channel Performance - Supplier Stratification:
Jistributor Perspective

Channel Alignment

EMERGING CORE SUPPLIERS

Low Spend Volume High Spend Volume

High Profitability High Profitability
High Delivery Performance High Delivery Performance
Low Channel Alignment Better Channel Alignment

MARGINAL COMPLEX

Low Profitability High Spend Volume
Low Spend Volume Low Profitability
Low Delivery Performance Low Delivery Performance

Profitability
Supply Chain Performance

Low Channel Alignment Better Channel Alignment

Supplier Spend
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<pAcTvANTAGE Supplier Stratification - Partner Performance Analytics
Current Year: APR 2021 - MAR 2022, Previous Year: APR 2020 - MAR 2021
CategoryN.. Spend # Suppllers E . c
merging ore
Electronics 53,597,266 203
CategoryName
(6]
Channel Alignment »
@
EMERGING CORE SUPPLIERS & Q
* Low Spend Volume * High Spend Volume E ® e e : .
H!gh Pru't"llahlllty H!gh Pm.ﬁtahllny § : . - ~ A °® ;
N » High Delivery Performance * High Delivery Performance g s ® e
2 > Low Channel Alignment « Better Channel Alignment - E ! 5) = el ‘ @
000 = E "E o 8 0 @
o (=
piaveook | | £ MARGINAL gl 51 8 2 @go, T
S . — L
Eo . Low Profitability - High Spend Volume S =1 B gogo ® e o ©
- Low Spend Volume - Low Profitability Tgi_ A g E(jj ® QO
Low Delivery Performance * Low Delivery Performance o ) o ] o
* Low Channel Alignment * Better Channel Alignment E o 8 O o
)
Supplier Spend >
SUPPLIER Spacialties »
MIGRATION Ma rglnal
I D F0% E 5096 BO% TG B0 SO 1009
% of Total Distinct count of Supplier Num Spend and Allghment
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Supplier Stratification - DIAGNOSTIC Insights

Current Year, APR 2021 - MAR 2022; Previous Yedr: APR 2020 - MAR 2021

SUPPLIER

Spend and Alignment

SuppllarNama CatagoryNama Supplierhlame CategoryName Suppller Final Zone
(Multiple values) = || ['~a SPENCER HUAC a0 Volume Driver
Emerging Core SupplierSpend $37K Pk isa is dl
i . $198.1¢ fga3OK (866K & s:en
= . . -
E : : :
S 57 ;34 (£ 88 1138
= : : :
o M -
‘ ChannelAlignment 6 ) o g
= 5 ' : ;
= £ . -
= . 18.6% :.0% $3.0% $5.0%
g !
& . 36.3% D 0% 50% :10.0%
= -
B :
i - :
% SupplyChalnPerformance 12 35 117 e 9
E : -
£ 2 78.0% : 59.6% a77%  123.9%
= . -
B 8 33.0% f- S00%  1750%
: : @ ' :
= & - - :
B z . 1 -
£ [ : : :
= . -
g 100.0% 7500  iesom ;956
c : :
& Profitability 520K o $34K 368K :5135K
= : :
3 13.5% 18.6% 2620  i327%
o c i+ :
= Complex - : -
MIGRATION M a rg ina l P 2k 66.5% 256 iS50 3° 1 76.:9%
10 " 20 i3




Role-based Prescriptive Playbooks

@ Identify product categories with too many (pacTvanTaGE E Supplier Stratification - Playbook
suppliers

Highh ahTs petduet cRTSgeries wirh Tha P g Alersss nf su (s iy doend Brackes. COre
scemETARn

Fi!':’ |'.ﬂ|.*'JC‘" axarrin ard moe el dete suoplior base by prodoct catogury Eme rging
Q Identify MARGINAL suppliers and consider G ¢ il °*
. . . B s i e Q
consolidation, within a product category. P sy s oy e
. = a &
- By o o a %o |®
: -. Ei QE oo m® e @
]

ELIMINATE =i
S o

o th Complex
@ |dentify EMERGING and consider expansion, B e e e e e et
within a product category.

EXPAND
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Supplier Stratification - Predictive Actions & Performance Feedback

Current Year: APR 2021 - MAR 2022; Previous Year: APR 2020 - MAR 2021

Supplier Subcategory Choice
ACETOME PRODUCER SUPOLY - Eguipment v

12965

B

E E E $704986

57 ¢
tiull ‘i' "'lﬂ

Mull

SpandAnd &l gnment

e
1)

B0%

Vertical Totsl

Quarter: Q1 2022

Spend: $704,986 %

3 - (s |

99%

Quarter: Q4 2021
Spend: $605,002

$134159

Zih ¢
= =) 0

Horizontal Total 15 c

SupplyChainPerformancedndProfli tabl i ty




Channel Partner Performance: Key Take-Aways

Channel Not just a partner

Benefits
Performance scorecard

Q “the key to managing working capital is to treat the suppliers as additional
C customers in order to build better partnerships...we share analytics around

performance feedback, benchmarking and visibility that earns their
mindshare ...”

— CEO, Distributor

.
Anecdotal to spending)

1% = e Less cost-to-supply (channel costs)
Analytics PredICtIve GUIdance * Higher market share, and profitability
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Navigating Channel Conflicts: TW0 Playbooks
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How to channel partner How to to

for profitable growth? improve channel partner

¢ Channel Alignment Framework ?

¢ Connecting Mfr- Distributor- ¢ Channel Partner Analytics

Customer goals and investments « Anecdotal blame game to Analytics-
driven channel conversation
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www.actvantage.com

» Analytics Cloud Platform: ACTvantage is an Analytics-to-Action cloud
platform that integrates Customer-Supplier-Inventory Performance,
leading to profitable inventory, sales and pricing decisions

* Thought Leadership: Field-tested principles from our 7 Best Practice Books
(NAW).
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Contact Information

&3> VANTAGE

Senthil Gunasekaran

senthil@actvantage.com
214-636-2567

Pradip Krishnadevarajan
pradip@actvantage.com

979-574-9588
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