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David Packard, Co-Founder of Hewlett Packard, once said, “Marketing is too im-
portant to be left to the marketing department.” That may sound pejorative, but
we believe it shows that Packard viewed marketing as so important that the entire
company must be involved in making it successful - not just one department.
Marketing can play a key role in success because it has the power to change the
way customers view and interact with your company.

Most senior executives we interact with believe that good market-
ing can help their businesses grow significantly and generate more
profits, but if that's true, why do distributors spend so little on it?

In this whitepaper, we will explore:

* The reasons businesses hesitate to invest in marketing

*  Why B2B marketing is vital to distributor success

* How to effectively measure marketing efforts

* Steps to improving your marketing strategy

*  Why you should include digital capabilities as part of your
marketing strategy

The Trouble With Distributor Marketing

When you talk to marketers, they often say that it is difficult to get a
budget approved in part because it's harder to link actual results to
marketing than - for example - to show revenue growth from your
sales team.

There are three key reasons why distributors invest too little in their
marketing departments:

* Every marketing investment is speculative and competes
with the perfectly good alternative of not spending the
money. That's a sure bet that will turn the marketing
investment into bottom-line profit instead. Marketers have
to make it a great bet that if they spend $100,000, they'll get
more than that back in profit.

* Marketers often have poor business cases or track records
to convince decision-makers that programs are worth
betting on.
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* Marketing goals and measurements often don't provide clear
and credible proof of results, so even if you believe you've
generated a great return, other people in the company might
not believe it.

Many marketers try to measure their effectiveness based on pro-
motions, but that comes with its own set of problems. Each time you
do a promotion, everybody in the company will try to take credit for
it. The sales rep will say, “It was my account that did the purchasing’;
the ecommerce department will say, “Well, | emailed the promo and
used SEO to promote it"; and the CFO will say, “We would've sold half
of that stuff anyway and at a higher margin.” So the net result is that
even if your marketing team successfully promotes a product, it's
difficult to prove to the company that the money spent was worth
the return.

Often, the problem isn't that marketing isn't doing a good job but
that we are measuring the wrong results.

Is Your Marketing Effective and How Do
You Know?

Take this quick assessment: Do you know how many customers you
gained and lost last year? Do you regularly measure that number?
Do you have specific goals for how many you will gain and retain this
year? Is there an individual in your company responsible for hitting
these goals?

The core question distributors must consider is: Who owns your
company's customer lifecycle? Who has their eye on the ball when
it comes to the acquisition, retention and building of wallet share? If
you look at a lifecycle report and see that the number of customers
is dropping, and no one knows why or isn't doing anything about it,
there's a problem. If you don't have that report, you have a more
fundamental problem.

Objectives-Based Marketing

Marketing can grow sales but doesn't own specific accounts like
salespeople do and it needs to be measured and managed differ-
ently - that's why we need to look at factors outside of individual
account sales to gauge marketing's performance.

Objectives-based marketing is the idea that your marketing depart-
ment should be in charge of setting goals and driving progress to-
ward acquiring new customers, driving more frequent purchases,
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reducing customer defection and growing average transaction size.
Marketing's goal should not be to directly drive sales dollars but to
change customer behaviors in ways that generate more sales and
profits. This gives you the ability to set financial goals for marketing
but they're tied to something your marketers can directly influence
- customer behaviors - instead of something they drive indirectly -
sales and profits.

Note: As you redefine how you measure marketing success, it is
crucial to define what you consider “new” and “lost” customers. For
instance, | may define a “lost” customer as someone who hasn't pur-
chased from me in the past 12 months. Of course, you may have a
different idea of what you would consider a “lost” customer, but for
the sake of measuring marketing success, it's vital to pick a defini-
tion and stick to it.

As you plan marketing strategies based on objectives, start by:

* FEvaluating your company’s transaction history

* Developing pro-formas to see how changing each variable
affects your bottom line

* Building programs that change customers' behaviors

* Enrolling the company in your efforts

It's not marketing's job to make individual sales - it's their job to af-
fect customer behavior in a positive way. For example, imagine that
a company has generated $31.6 million in sales over the trailing
12 months. Say they had 100 new customers with an average of
15 transactions and retained 400 customers with an average of 30
transactions.

Baseline year or trailing 12 months (TTM)

Baseline Year

# Accounts 100 400 500
Avg # Trans 15 30 27
Tot # Trans 1500 12000 13500
AOV $1,100 $2,500 $2,344
FY Sales $1,650,000 | $30,000,000 $31,650,000
GM% 33% 31% 31.1%
GMS$ $544,500 $9,300,000 $9,844,500
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Now, let's say 75 customers that bought the previous year (trailing
months 13-24) didn't buy last year (trailing months 1-12). We'll con-
sider them “lost” customers. Those 75 customers, had they been ac-
tive, would have contributed about $600,000 in sales and $186,000
in gross margin.

This company - like yours - is adding and losing customers. In this
model, they lost 75 but gained 100, so a growth rate of 6% is built
in. In other words, if this company operated the same way over the
next 12 months, it would grow 6% in sales and gross margin dollars.
The marketing department is responsible for improving these num-
bers. What should they do? Let's say they decide to put a more ag-
gressive prospecting program in place and enhance their new-cus-
tomer onboarding process to bring the number of new customers
up from 100 to 120. Then they used good marketing offers and
communication techniques to encourage them to buy 17 times a
year instead of just 15. They may also try to raise the average order
value and offer special discounts to new customers. Finally, let's as-
sume they implement a more robust retention program to reduce
the lost-customer count from 75 to 60.

Baseline year or trailing 12 months (TTM)

Baseline Year

New Retained NR:VS\”‘;:::::;:‘? d Lost
# Accounts 1466120 400 500 75 60
Avg # Trans 45 17 36 31 27 10
Tot # Trans 1500 12000 13500 750
AOV $1.400 $1,[15052 500 $2450  $2 344 $800
FY Sales $1,650,000 | $30,000,000 $31,650,000 $600,000
GM% 33%32%| 319 31.1% 31%
GM$ $544,500 $9,300,000 $9,844,500 $186,000

Given that most distributors have no formal prospecting and on-
boarding programs and aren't even paying attention to lost custom-
ers — meaning they have no aggressive retention - processes, these
aren't difficult targets to hit in year one.
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If the company's marketing department successfully implement-
ed those small changes, the business would more than double its
gross margin dollar growth the following year. Instead of growing
6%, it would grow 139%, which is a couple of million in sales and
$684,000 in gross margin dollars. Now, let's assume that the com-
pany makes these one-time changes and never improves - it just
maintains them over five years - they will have grown 32% bigger in
both sales and gross margin dollars.

Five-year growth in sales / gross margin dollars after a one-time, permanent
change in customer behavior

$60
$54.0
494
$50 $
$44.9
$41.0
$40.3 $39.2
$40 $373
3358 $35.4
$31.7
$30 $33.5
By year five, sales and GM$ are 32% bigger with no additional
changes in customer behavior
0 $15.3 P1ee
$11.1 $12.5 $139 S5E $12.8
$38 41419 .
$10 $10.4 $11.0 $H16
$0
Year O Year 1 Year 2 Year 3 Year 4 Year 5
—— Sales - no change  — Sales - one time, perm change ~ —— GM$ - no change  —— GMS$ - one time, perm change

Now imagine the growth potential of a company that is continually
improving. By putting these minor changes in place and pursuing
previously overlooked objectives, your marketing department can
achieve similar results.

) I]SG =SS © 2022 Distribution Strategy Group | distributionstrategy.com = -



How Great Distributors Use Marketing to Dominate

2022

How to Get Started

To create a successful marketing department, you need cross-func-
tional support from every division - sales, finance, product manage-
ment, etc. Most company numbers don't exist unless the CFO says
they do, so having a finance representative work with you will help
you build credibility and a better business case.

You will also need to set annual marketing objectives as part of your
budget-planning process. These objectives should be quantifiable
and related to customer-lifecycle performance, and progress should
be reviewed monthly with adjustments as needed to improve per-
formance. During this process, you will need to be nimble and open
to learning new things.

As you refine your new marketing strategy, you will also need to:

* Build a marketing database of all prospects, customers and
lost customers

* (reate a contact strategy for customers and prospects with
outside sales contacts, outbound telephone calls and email

* Implement trigger-marketing efforts to encourage customers
to buy items related to what they've purchased previously -
or what you think they should be buying based on what you
know about them

* Refine your onboarding programs

* Setalarms to alert you of pending defections

Again, you need multiple channels involved in your marketing ef-
forts - this is about enrolling the entire company, not just the mar-
keting department. Focus on communicating with customers across
various platforms, including outside sales, telesales, inside sales,
emails, direct mail, branch events and other avenues. Expand your
prospecting campaigns with data from your customer database and
by using “lookalike” analytics to help you identify leads that behave
similarly to your best customers.

When connecting with customers and prospects, remember that
your audience’s tolerance for communication frequency will be
higher when they are interested in what you are saying. The Gold-
en Rule of distributor marketing is the more often you put relevant
offers in front of targeted customers, the more frequently they will
buy from you.
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Communication Frequency Examples

Communication Type Frequency
Email Weekly
OSR call 2x Month
Telesales call 2x Month
Promo catalog Monthly
New product flyer Quarterly

As you build a marketing budget, remember that it is crucial to be
frugal and only spend what you need. Think like a general manager
and keep your company's bottom line in mind. You will have more
leeway with future projects if you can earn a reputation as a careful
steward of company money. If you don't have a working knowledge
of finance, consider taking a class or asking for training. Learn to set
quantitative goals around financial returns and customer lifecycles
to measure the results from your marketing programs.

Using Your Website to Achieve Marketing
Objectives

Your website can play a definitive role in your marketing strategy — if
you know how to use it. Most B2B customers won't buy from your
site, even if they spend considerable time shopping on it.

Two barriers to buying online in B2B that don't exist in retail include:

*  Most B2B buyers cannot check out via your shopping cart,
even if they want to. Customers have their own purchasing
systems they must use, which means they have to fill out
POs — which they may call into a sales rep or send in via
email, EDI, eprocurement, etc. They may spend all day
shopping on your website, browsing through products and
building an order, but for the most part, they won't make
large purchases through your shopping cart.

* Second, websites are often the most expensive channel.
Because there are so many discounts through other
channels, most buyers will call or email a sales rep to
negotiate a lower price.

That customers aren't buying through your shopping cart doesn't
make your site any less valuable; you just may not be measuring
its effectiveness correctly. Distributor websites provide value by of-
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fering customers a way to shop and learn about products before
buying through other channels.

Think of this process in terms of basketball. Great point guards in the
NBA are rated on a statistic called “point creation.” They are credit-
ed with creating points not only for scoring a basket directly but by
passing to the player who does score the basket. That is often the
role of your website; sometimes, it will score directly through the
shopping cart, and sometimes it will get an assist by generating a
transaction that comes through another channel.

Chris Paul Steph Curry

Points 183 Assists Points 24.2 Assists
Assists x 2 18.8 9.4 Assists x 2 13 6.5
Total 37.10 Total 37.20

Career Diff IaI0) Per Game

This graphic shows the “point creation” of two great NBA point guards. One
shoots a lot of baskets and the other passes frequently. But over the course
of many years, their “point creation” results are almost identical.

For most distributors, the website is more like Chris Paul than Steph Curry. It
“passes” a lot of orders off to be “scored” through other channels, like email,
phone calls, EDI, etc.

To effectively support your marketing and sales goals, your ecom-
merce site should be simple and easy to shop on and offer great
product data and information, online training, self-service account
information, online chat options (with a real person), compelling de-
scriptions of your value-added services and a “quote cart.” A quote
cart is an especially valuable tool since it allows customers to com-
pile a list of products and export them to a PO they can use to make
a purchase.

Once you have everything in place, how can you measure ecom-
merce effectiveness? To gain a complete picture of how well your
website is performing, you will need to take several factors into ac-
count, including:

* Shopping-cart profits
* All digital channel profits (EDI, email orders, e-procurement
etc.)
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* Orders generated by the website but placed via other
channels

* Omnichannel impact

* Customer lifecycle, including improvements in new
customers, retention and wallet share

The Full Numerator:

+ Shopping-cart profits

+ All digital-channel profits (EDI, email orders, eprocurement, etc.)

+ Orders generated by the website but placed via other channels

+ Omnichannel impact: Accounts engage from multiple channels are bigger

+ Customer lifecycle: Improvements in new customers, retention, wallet share

Denominator: + eCommerce Capital Costs

+ eCommerce Expenses (Labor, OpEXx, etc.)

To measure sales generated by your website but placed by other
channels, try this: Take 30 (or 50 or 100) orders per month that
were not placed through your website and call the buyers. Make it
a customer service call to ask them about their experience, but also
ask them whether or not they used your website at some point in
their shopping journey. If they say “Yes,” give the website attribution
for the order. This enables you to improve the customer relation-
ship while measuring the real ROI of your website investment.

Putting It All Together

Peter Drucker once said, “Marketing is not only much broader than
selling, it is not a specialized activity at all. It encompasses the entire
business. It is the whole business seen from the customer’s point
of view.”

Your whole company should be obsessed with gathering and hold-
ing on to customers. This means improving your marketing strategy
and enhancing the customer journey across all channels and touch-
points. The purpose of marketing is to acquire, retain and grow cus-
tomers to drive sales, profits and enterprise value and you must
enroll the entire company in this mission to drive the best results.
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To set your marketing objectives and create a successful marketing
effort, you will need to:

* Gather up a cross-functional team.
® |nclude marketing, sales, finance, inventory, etc.
* Develop your pro-forma model.
= Run/discuss scenarios for customer acquisition, retention
and wallet share.
* Choose a system that meets your goals (and is achievable).
* Build a plan and estimate the costs needed to achieve it.
* Track performance toward your goal throughout the year.
= Adjust your budget up or down depending on the results.
* Enroll the whole company in achieving marketing objectives.

Marketing should take ownership of customer acquisition, growth
and retention. Fortunately, all of these activities can be measured
and the financial results derived from them for planning and mea-
surement. This will provide real numbers marketing can use to re-
quest budgets, measure and report their performance and demon-
strate how they are helping the company reach its goals.
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About Distribution Strategy Group

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

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

Digital and ecommerce strategy
Customer lifecycle management strategy
Customer analytics

Sales channel strategy

Contact us:
distributionstrategy.com | 303-898-8626 | contact@distributionstrategy.com
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Turn Your Customer Experience into a
Competitive Advantage with Sales Order
Automation

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

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

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

100% Data Accuracy

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

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

4444 Touchless Document Processing

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

WINTER did previously without Conexiom.

G
Easiest To Do
Busi With

 WINTER |

Andy K.
Full review on G2.com

Get up and running with Touchless Sales Order
Automation in as soon as 30 days on Conexiom.com
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The most complete commerce suite
for growing companies

B2B Commerce

%

Create experiences your business customers can’t live without

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

Commerce in a single solution

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

Build better experiences that drive adoption

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

more revenue. d
/

Deliver more revenue

Meet aggressive sales goals by opening new channels, addressing new markets and
providing data-driven recommendations to your current customers.
/// /,
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optimizely.com




