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Conditions Ripe for Better Pricing
How to get over the hurdles that stop some from getting there

Brent Grover of Evergreen Consulting recently
spoke with MDM about the importance of the
concepts outlined in his latest book, “Strategic
Pricing for Distributors: Tools and Rules for
Building Higher Margins.” Grover writes that
strategic pricing can result in an increase of
200 or more basis points (2 percentage points)
of gross margin percentage. “It’s far more dra-
matic than slashing the staff or reducing sales
commissions,” he tells MDM. This article looks
at why now is a good time to implement a new
pricing strategy and analyzes the importance of
two key aspects: the sales team and technology.

Grover’s book, written as part fable featuring
the fictitious Mahoning Distributors, and part
practical guide, was released by the National
Association of Wholesaler-Distributors Insti-
tute for Distribution Excellence and is available
at www.naw.org/publications.

By Lindsay Young Konzak

Research for the new book, “Strategic Pric-
ing for Distributors: Tools and Rules for
Building Higher Margins,” found that less
than 4 percent of distributors interviewed
were totally satisfied with their pricing
management process, and 29 percent were
mostly satisfied. On the flip side, more
than 50 percent were less than satisfied.

For those who were satisfied to some
degree, author Brent Grover found some
similarities in how they’ve approached
pricing. They grant less authority to inside
and outside sales reps, are more likely
to employ customer segmentation and
pricing sensitivity analyses, and, interest-
ingly, tended to be smaller. The companies
indicating more satisfaction with their
pricing practices also are more profitable as
measured by return-on-sales and ROL.

For those who aren’t satisfied or are
still looking for some improvement, Grover
believes now may be a good time to make

a change. In fact, even top-performing
distributors can do better, he says.

“The best-run companies we have
worked with — those who know how to
gain market share, control people and non-
people expenses, and manage assets — do
not have good pricing processes,” he says.
“Now, when it’s so hard to grow sales,
distributors have three choices: cut costs,
squeeze cash out of the balance sheet, and
improve margins. Most of them are doing
the first two very well, but not the third.”

Improvement Potential

“There is an excellent opportunity to
improve margins right now,” Grover says.
“Just as much opportunity as when busi-
ness is good.”

In fact, Grover points out that from
2004-2007 many distributors experienced
more severe margin deterioration than
some are seeing now partly because prices
from suppliers were going up so rapidly,
and “the salespeople who didn’t have
enough information to do their job and did
not delegate acted like pricing clerks, tried
to pass along increases to customers, but
failed to do so.”

Back to the present, where many dis-
tributors are facing rough sales conditions
and declining prices. Grover contends that
distributors have an opportunity to build
margins by not passing on decreases as
quickly or as fully as they are coming to
them. Another reason now is a good time
to explore strategic pricing: Many distribu-
tors are reaching the limits of bank borrow-
ing. They are dealing with stressed lenders
that want to contract the credit available to
distributors. Bankers want more collateral
and higher performance.

“If you are borrowing from a bank
with loan covenants based on profitabil-
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PERSPECTIVE m Commentary by Lindsay Young Konzak
The Fear Factor in Change
Here at MDM we are in the midst of imple- changes to a distributor’s pricing system. In fact,
menting some positive changes in how we do pricing is one of the most sensitive areas for a
business. We are especially excited about onein  distributor to change due to its direct impact
particular, which we will be revealing to you in on the sales force and how it is accustomed
the next couple of months. to operating. He recognizes that, but has also
Our operations are different from a distribu-  seen firsthand the potential for high ROI when
tor’'s - MDM is a part of Gale Media, which is change is done right.
a specialized publishing and research business Change is a lot of work and it can take a
— but through our work, we are reminded of the =~ long time to see the ROI Keeping a company
challenges that come with change. Undoubtedly, focused on the end goal can be challenging. As
these challenges transcend industry lines. quoted in an old Knowledge@Wharton article
While we hope the ROI will be positive, on implementing strategy: “There are more
there is only so much a business can control. people involved in executing strategy today —
And that’s the fear factor in change. and execution takes longer than people expect.
But it’s also exciting and provides a great So you develop a strategy, but you have to
opportunity for the company. We recognize go throughout the organization and through
the only way to continue growing is to make dozens of planners to make sure it is carried out.
this investment of time and energy. We feel like Once execution starts, it could be one or two
we’ve done many things right, such as hiring a years, or even require a three-to-five year time
specialist to oversee the work. We've deployed a  frame.” (Link to the article online at mdm.com.)
cross-functional team to make sure we are cover- Another obstacle? Internal resistance. As
ing our bases and to ensure buy-in. And while the same article points out, “People lose power,
we’ve set out a pretty good plan, we under- resources, autonomy, or they perceive that they
stand you cannot plan for everything. So we've might lose autonomy.” Many distributors have
learned to be flexible and to change course when experienced this pushback.
needed. But some distributors have pushed forward
In this issue’s lead article, “Conditions Ripe =~ anyway, found ways to address these issues and
for Better Pricing,” Brent Grover of Evergreen gain buy-in. As a result, they have reaped the
Consulting addresses the challenges in making rewards of taking this risk. u
gg?ll{aﬁgl\lleION gﬁgézgalsrjfggmizﬂ?s, article proposals, address changes MDM Editorial Advisory Board
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Conditions Ripe for Better Pricing
Continued from page 1

ity, then you've got to generate profitability to
demonstrate you're worthy of a loan,” Grover
says. He says improving company profitability
is also a good way to attract more capital to the
industry. “We need to convince investors this is
a good place to put their money.”

Sales Challenge

In research for the book, Grover found that the
more autonomy salespeople had, the less satis-
fied management was with the results. And the
more autonomous salespeople were, the less
profitable the company was. These results high-
light the importance of tackling hurdles to better
pricing that lie in the sales department.

“We don’t feel you can talk about distributor
strategic pricing without including sales man-
agement, sales training and sales compensation
in the conversation,” Grover says.

Compensation plans are perhaps one of the
most difficult areas for distributors to tackle. Not
knowing what can work, or whether they’ll see
internal resistance, makes distributors nervous
to change things. “Most distribution companies
have compensated their salespeople based on
straight commission and income variable on
gross margin dollars,” Grover says. In the book
he says that a compensation plan often stands as
a proxy for management: Management expects
salespeople to “do the right thing” and optimize
margins, which doesn’t always happen.

“That type of commission plan is only a
first cousin of paying the sales force to simply
generate volume,” Grover says. “The sales reps
figured this out long ago, but many companies
under-manage the sales group by thinking that
the commission plan is doing the managing for
them. Most of the reps are going for volume,
most of the time.”

But, Grover says, it's sometimes tough for
salespeople to do right as many salespeople are
often well-trained on product knowledge and
basic sales skills such as presentation and time
management, but undertrained on pricing and
negotiations. “Without adequate information
they are not in a position to be good negotiators.
Often a salesperson’s information on market
pricing comes from a small percentage of his
overall customer base — and often that competi-
tive intelligence comes from customers who are
not in the same customer segment or size range.
In other words, ‘salespeople are often flying
blind,”” Grover says.

He says managers must encourage salespeo-
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ple to be more than pricing clerks. In the book,
Grover asks managers to teach the sales staff

to delegate routine pricing functions for most
customers to support staff. “Competent sales
reps can become more effective by delegating
pricing activities for their smaller customers and
less-sensitive items to the support staff,” Grover
says. “Being a pricing clerk is not the highest
and best use of the sellers’ time.”

Building a salesperson’s negotiation skills
will also help. “With larger customers, and
sensitive items, the selling process gives way to
negotiation,” Grover says. “Outstanding nego-
tiators get great results not by using dirty tricks
but because they have superior information.
Strategic pricing mines the data and analyzes
market pricing for like customers on like items.

“Sales reps succeed in high-level negotia-
tions by arming themselves with market-driven
information.” Unfortunately, many times
customers usually have the better information,
and in many cases, finish negotiations in a better
position than the sales rep.

Unlocking Market Data

Using technology, fresh, actionable market pric-
ing information can be unlocked from distribu-
tors’ data, and turned into valuable knowledge
the sales force and managers can use.

“The heart and soul of strategic pricing is
putting analytics to work on the distributor’s
transaction database,” Grover says. “What'’s go-
ing on here is taking the most recent 12 months
of transactions — every customer, every item
- and sorting the data. Segmenting customers,
segmenting products, identifying customer pric-
ing sensitivity and levels of resistance.

“It’s heavy-lifting for people, but an easy
assignment for a powerful computer.”

Grover says that any distributor with $25
million or more in annual sales has the capac-
ity to implement a system to manage pricing
analysis and change. More distributors are using
pricing analytics through their current ERP sys-
tems, and others are taking advantage of pricing
modules offered through Software as a Service,
hosted elsewhere, cutting down on on-site IT
investment. Still, the approach distributors take
to technology is key.

“Strategic pricing provides powerful infor-
mation, but it doesn’t not ‘automatically” appear
in the distributor’s pricing files,” he says. “Part
of the implementation job is rethinking the pric-

continued on next page
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To order copies of
“Strategic Pricing
for Distributors:
Tools and Rules for
Higher Margins,”
go to
www.naw.org/
publications or call
(202) 872-0885.

ing process, and exploring ways to get more out
of the ERP system’s pricing module.”

A Part of Strategy

Of course, pricing involves more than just the
sales team and technology — rejiggering a com-
pany’s pricing requires involvement from all de-
partments in a distributorship. A cross-function-
al team should be deployed, and management
should lead the charge and make clear pricing’s
importance, Grover says.

Grover says that because pricing is part of
strategy, it should be made a priority. “It has to
do with the way the company deploys its sales
force and the way it sets prices. That is basic
strategy.

... It’s how the distributor expresses its
value proposition to the customer.” He says
that pricing translates the value provided to the
customer into value for the company.

Keeping it “elegantly simple” is the key to
ensure a new pricing system is effective, Grover
writes. “A well-designed system will produce

pricing recommendations for specific customer-
item combinations as well as pricing guidelines
for groups of like customers and groups of like
items,” he says. “An outside rep, inside rep, or
anyone else can produce a consistent, market-
driven quote for any customer-item combina-
tion.”

Pricing Leadership
Distributors certainly face hurdles in optimiz-
ing their pricing practices. But strong leadership
involvement can help the company to overcome
those. In addition, distributors should tap a
qualified manager to take on responsibility for
pricing as all of or part of his job description.
Leadership also must ensure that constant
monitoring takes place to avoid back-sliding
to prior pricing practices. If back-sliding does
occur, the distributor can course-correct and
move forward. In doing so, “many distributors
have demonstrated sustained margin improve-
ment and continuous improvement over several
years,” Grover says.

Inflation by Commodity Group

Pricing trends for the second quarter 2009

These select product groups provide a snapshot of inflation trends based on the Producer Price
Index from the U.S. Bureau of Labor Statistics. Second quarter 2009 is compared with second quarter

2008, second quarter 2009 with first quarter 2009.
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Metal-Forming Machine Tools
Metal-Cutting Machine Tools

Online Only (www.mdm.com/databank)
Electrical Machinery /Equipment

Industrial Material Handling Equipment
Hardboard, Particleboard, Fiberboard Products
Hardwood Lumber

General Millwork

Plywood

Construction Products from Plastics
Gypsum Products

Air Conditioning & Refrigeration Equipment
Tools, Dies, Jigs, Fixtures, Industrial Molds
Fluid Power Valves

Food Commodities (12 product groups)

Key
1711.6% 2Q:2Q (20 ‘08 with 2Q '09)
171.8% 1Q:2Q (1Q ‘09 with 2Q ‘09)
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Commodity Group
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ing past data, is
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Current Issue at
www.mdm.com/
issues and at the
MDM Databank,
www.mdm.com/
databank.

continued on page 6



@‘zom MODERN DISTRIBUTION MANAGEMENT / VOL. 39, NO. 14 / JULY 25, 2009
6 Inflation by Commodity Group from p. 5
Fluid Power Equipment Plumbing Fixtures & Fittings
2304
2154
2104
228
2054
0 15.5% 20:20 20 10.6% 20:20
R 10.3% 1Q:20 10.8% 10:20
o1/ar DdJ!D? D?J!U? 101‘07 D1J!DB 041!08 UTI‘US 1UJ!DS 011‘09 041!09 210?’0? 04}07 D?J!D? WDA!U? DM!DS DdJ!DS D?A!UB 101‘08 01}09 04}09
Hardware Sanitary Paper Products
1804
185
1804
1704
1844
173.0% 20:20 16.2% 20:20
1804
10.8% 1q:20 ool 10.06% 1Q:2Q
o1y EI4J!EI7 U?ﬁ!U? 1EI."UT El1ﬂ!UB UAUEUB UT."US 1UJ!EIE UU‘UB EIAU!UEI o1/o7 IJM!IJF D?t‘[l? 1EI1‘I]T IJ1A!IJB”[I=U‘[IB DTJ‘I]S 1[|J![|E D1I‘EIB IJ=U!EIE|
Plastic Resins & Materials Spec. Cleaning, Polish, San. Products
= 13.0% 20:20 170 15.5% 20:20
21 10.8% 1Q:2Q .1 70.1% 10:29
2104
200 150
1904
1554
18001 a7 U4J!DT D?J!D? 101!0? UWJ!DS”DM!DS D?J!DB WDI‘UB 01}09 04}09 a1/a7 DdJ!D? U?!!U? 1Dt‘UT 01}08 04;08 U?)UB 101‘08 01;09 04}09

Industrial Safety Equipment Softwood Lumber
1804
ool ] 115.9% 2q:20
1.6% 10:20
127 5 160
2254 1504
170.5% 20:20
29 10.06% 1Q:20 B
01/07 UM‘UT UTJ!EIT 1UJ!EI? U‘H‘US EI4J!EIE EI?J!UB ‘WEIA!UB EI1J!EIQ U4J!EIQ 13091 07 UM‘UT UT."UT 1UJ!EI? U1."US U4."EIE EI?J!EIE ‘WUA!UB U‘H‘UQ U4."UQ
Metal-Forming Machine Tools Metal-Cutting Machine Tools
175
1959
170
1904

13.6% 20:20
170.2% 1Q:2Q 1651

T T T T T T T T T
107 0407 0707 10T 0108 0408 0708 1005 0108 04709

10.7% 20:20
10.4% 10:20

T T T T T T T T T
07 04/0F 0707 10/07 01/08 0408 0708 1008 01708 0409

1859

=
o

Source: U.S. Bureau of Labor Statistics, MDM Analysis Copyright © 2009 by Gale Media, Inc. All rights reserved. Modern Distribution
Management® and mdm® are registered trademarks of Gale Media, Inc. Material may not be reproduced in whole or in part in any form
whatsoever without permission from the publisher. To request permission to copy, republish, or quote material, please call 303-443-5060.

Copying or reprinting all or parts of this newsletter without specific permission violates federal law! www.mdm.com



MDM Inflation by Commodity Group cont.

Pricing

1164
1154
1144

113

=

=

kg

07 A

2059

0259

=)

1809

16859

1809

o

165

1604

155

o

trends for the second quarter 2009

Electrical Machinery/Equipment

10.09% 20:20
70.03% 10:20

T T T T T T T T T
07 0407 0707 10M07  04/08  04/08 OF0E  10m8 0108 04/04

Hardbd, Particlebd, Fiberbd Products

T T T T T T T T T
07 0407 0707 10M07  01/08  04/08 OF0B  10M8 0108 04704

General Millwork

11.7% 20:20
170.2% 10:20

T T T T T T T T T
07 04707 0707 10/07 01008 0408  07/08 10/08 0109 0409

Construction Products from Plastics

171.8% 20:20
40.5% 10:20

T T T T T T T T T
07 0407 0707 10/07 01/08 0408 0708 1002 01/09 0409

Air Conditioning & Refrigeration Eqmt.

12.9% 20:20
$0.6% 1Q:20

T T T T T T T T T
07 0407 0707 10/07 01/08 04/08 0708 1008 01/08 0408

Material Handling Eqpt. (Ind)

1804

1704

16.85% 20:20
10.02% 10:20

T T T T T T T T T
107 0407 07/07 D@7 0108 04/08  ORmDE 4008 01/09  04/03

16

=

Hardwood Lumber

140+

_J«9.9% 2Q:2Q
42.7% 10:20

T T T T T T T T T
07 0407 0707 1007 01/08 0402 OF0R 10mE 0103 0400

1

)
=

=

Plywood

1804

19.6% 20:20
w1 2.9% 10:20

T T T T T T T T T
07 0407 0707 10M07  04/08  04/08 OF0B 108 0108 04709

=

Gypsum Products

2504 74.0% 20:20
12.4% 10:20

2404

220

2004
T T T T T T T T T
01/07 0407 0707 10/07 0108 0408 0708 10/08 0108 0409

Tools, Dies, Jigs, Fixtures, Ind. Molds

10.5% 20:20
11.2% 10:20

146

1454

144

143

T T T T T T T T T
07 0407 0707 10/07 0108 04/08  OF0E 10M8 0108 0409

=

Source: U.S. Bureau of Labor Statistics, MDM Analysis Copyright © 2009 by Gale Media, Inc. All rights reserved. Modern Distribution Management® and mdm® are registered
trademarks of Gale Media, Inc. Material may not be reproduced in whole or in part in any form whatsoever without permission from the publisher. To request permission to

copy, republi

sh, or quote material, please call 303-443-5060.



2304

3209

2109

1304

1204

110
a1

13

1204

1104

1004

40

a0
m

1604

170

160

=

151 ,11.0% 20:20

1404

Fluid Power Valves

16.4% 20:20
70.03% 10:20

T T T T T T T T T
07 0407 0707 ALOT 008 0408 OF0B 1008 0109 0409

Pork Products

T T T T T T T T T
07 0407 0707 10d07 0108 0408 OF0B 10dms 010a 0409

Butter

$14.1% 20:20
17.5% 10:20

T T T T T T T T T
07 0407 07/07  10/07 01002 0408 0702 10M8 0108 0404

Coffee

170.6% 20:20
12.0% 10:20

T T T T T T T T T
07 0407 0707 1007 01J08 048 0708 103 0108 0409

Oilseeds

250

2004

14604

114, 20:20
120.6% 10:20

o

1

T T T T T T T T T
07 0407 0707 10T 0108 0408 OF0E 1005 0108 0409

3004

20

1404

1804

3009

2509

0m

o

2004

1504

1004

=

x| 11.0% 10:2Q

Flour

125.4% 20:2Q

T T T T T T T T T
07 0407 O07/0F  10/07 01008 0408 0708 10M8 01708 0404

Fluid Milk Products

| 415.3% 2o
| $3.1% 10:20

T T T T T T T T T
107 0407 0707 10M0F7  0/08 0408 OF0B 10Ms 010a 0409

Sugar & Confectionary

17.7% 20:20
40.1% 10:20

T T T T T T T T T
107 0407 0707 10/07  01/08 0408 0708 1002 0108 04/08

Shortening & Cooking Oil

$1.5% 20:20
$26.7% 10:20

T T T T T T T T T
107 0407 0707 1007 0108 0408 0708 1003 0108 0409

Processed Eggs

$47.1% 20:20
$16.7% 10:2

T T T T T T T T T
07 0407 0707 107 0108 0408 0708 1008 0103 0409

Source: U.S. Bureau of Labor Statistics, MDM Analysis Copyright © 2009 by Gale Media, Inc. All rights reserved. Modern Distribution
Management® and mdm® are registered trademarks of Gale Media, Inc. Material may not be reproduced in whole or in part in any form
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Beef/Veal Products
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Processed Poultry
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Wheat

134.5% 20:20
13.7% 10:20
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Source: U.S. Bureau of Labor Statistics, MDM Analysis
Copyright © 2009 by Gale Media, Inc. All rights reserved.
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m Economic Update

Is Recovery On the Way?

Latest economic indicators: Some improvement appears, declines slow

This is the first of a new monthly feature compil-
ing the latest economic indicators to provide a more
holistic view of the state of the economy.

The long climb to economic recovery may be
beginning as a variety of economic indicators
posted more positive results in May and June.

While not all of the indicators posted posi-
tive results, many of those remaining negative
declined at a slower rate.

Though the outlook for recovery is still
uncertain, many economists view these shifts
as signs that the U.S. economy is heading into
recovery phase with growth possible in 2010.

With the current recession in its nineteenth
month, it is already longer and more widespread
than the recessions in 1990-1991 and 2000-2001,
according to Nouriel Roubini of the RGE Moni-
tor, an economic analysis firm.

Here is a rundown of some key numbers
from the past month:

Housing starts were up 3.6 percent in June
when compared with the May rate, while
remaining 46 percent below the June 2008 rate,
according to the latest figures from the U.S.
Census Bureau and the Department for Housing
and Urban Development. Single-family hous-
ing starts increased by 14.4 percent, following a
bump in May of 7.5 percent. New construction
authorized by permits also improved to an an-
nual rate of 563,000, up 8.7 percent from May.

Construction spending posted a slight
decline of 0.9 percent in May, which offset the
gains in April of 0.7 percent, according to figures
released by the U.S. Department of Commerce.
Overall, construction spending has remained
relatively stable since the beginning of 2009.
Construction spending in May 2009 was esti-
mated at an annual rate of $964.0 billion.

Wholesale revenues inched upward in May
to $311.3 billion, improving 0.2 percent from the
revised April level, the Commerce Department
reported. Additionally, the April level was re-
vised upward by 0.4 percent, flat with the March
level.

Inventories were down 0.8 percent from
April level at $402.2 billion. Year-over-year,

wholesale trade sales were down 19.9 percent.

Industrial production declined 0.4 percent
in June after falling 1.2 percent in May. Second
quarter production fell at an annual rate of 11.6
percent, a more moderate contraction than the
19.1 percent experienced in the first quarter.
Capacity utilization fell to its lowest level since
1967, hitting 68 percent in June.

New orders for manufactured goods
increased 1.2 percent in May to $347.9 billion,
according to figures reported by the U.S. Census
Bureau. New orders for durable goods totaled
$163.4 billion, up 1.8 percent. New orders for
manufactured nondurable goods increased $1.2
billion or 0.7 percent to $184.5 billion.

The Institute for Supply Management’s
New Order Index declined 1.9 percentage
points in June to 49.2 percent. A New Orders
Index above 48.8 percent, over time, is gener-
ally consistent with an increase in the Census
Bureau'’s series on manufacturing orders (in
constant 2000 dollars). While June’s decline
offset some of the gains made in May — the first
increase in 17 months, the figure remains higher
than April 2009.

The June PMI, as reported by the Institute
for Supply Management, was 44.8 percent,

a gain of two percentage points over May’s
result. While the below-50 number still indicates
contraction, the rate of contraction is slowing.
Seven of the 18 industries included in the index
reported growth in June.

The trend of inventory destocking appears
to be nearing its end, as the Customers’ Inven-
tories Index was 43.5 percent in June, according
to the Manufacturing ISM Report On Business.
This is the third consecutive month the inven-
tories index has remained below 50 percent. A
number below 50 percent indicates ISM respon-
dents believe their customers’ inventories to be
“too low.”

The Conference Board’s Leading Economic
Index for the U.S. increased 0.7 percent in June,
the third consecutive month of improvement.
The composite indexes provided by The Confer-
ence Board suggest that the recession will con-
tinue to ease and that the economy may begin to
recover in the near term.

Visit mdm.com for current and past issues of Modern Distribution Management,
plus breaking news, the MDM Blog, and economic & market data.
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Monthly Wholesale Trade: Sales and Inventories for May 2009

May 2009 wholesale revenues were $311.3 bil-
lion, up 0.2 percent from the revised April level,
but down 19.9 percent from the May 2008 level.
The April preliminary estimate was revised
upward $1.4 billion or 0.4 percent. May sales of
durable goods were down 0.2 percent from last
month and were down 23 percent from a year
ago. Sales of metals and minerals, except pe-
troleum were down 8.1 percent for last month,
while motor vehicle and motor vehicle parts and
supplies were up 4.4 percent. Sales of nondu-
rable goods were up 0.5 percent from last month,
but were down 17.2 percent from last year. Sales
of petroleum and petroleum products were up

Monthly Inventories/Sales Ratios
of Merchant Wholesalers: 2000-2009

(Estimates adjusted for seasonal and trading-day differences, but not for price changes)
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4.6 percent from last month and sales of drugs
and druggists’ sundries were up 1.4 percent.

Inventories. Total inventories were $402.2 bil-
lion at the end of May, down 0.8 percent from
the revised April level and were down 7.6 per-
cent from a year ago. End-of-month inventories
of durable goods were down 1.5 percent from
last month and were down 8.2 percent from
last May. Inventories of metals and minerals,
except petroleum were down 5.2 percent from
last month and inventories of lumber and other
construction materials were down 3.2 percent.
End-of-month inventories of nondurable goods
were up 0.3 from April, but were down 6.6
percent compared to last May. Inventories of
farm product raw materials were up 6.1 percent
from last month, while inventories of paper and
paper products were down 2.2 percent.

Inventory-Sales Ratio. The May inventories/
sales ratio was 1.29. The May 2008 ratio was
1.12.

Monthly wholesale trade: Sales and inventories May 2009

NAICS | Business Type Sales Inventories Stock | % Change | % Change |% Change | % Change
Code $ millions $ millions and Sales in Sales in Sales | Inventory | Inventory

ratio | 4/09-5/09 | 5/08-5/09 | 4/09-5/09 | 5/08-5/09
42 U.S. Total 311,296 402,240 1.29 0.2 -19.9 -0.8 -7.6
423 Durable 136,528 246,203 1.80 -0.2 -23.0 -15 -8.2
4231 Automotive 17,946 35,244 1.96 4.4 -32.3 -1.1 -15.3
4232 Furniture & Home Furnishings 4,323 6,874 1.59 0.4 -16.0 -1.5 -14.4
4233 Lumber & Other Construction Materials 7,540 12,483 1.66 -0.7 -26.5 -3.2 -15.0
4234 Prof. & Commercial Equip. & Supplies 28,168 29,472 1.05 -1.1 -6.5 -1.6 -11.0
42343 | Computer Equipment & Software 14,015 9,460 0.67 -1.0 -7.8 -2.1 -17.4
4235 Metals & Minerals 8,056 21,704 2.69 -8.1 -46.6 -5.2 -19.9
4236 Electrical Goods 24,485 30,779 1.26 -0.9 -12.1 -2.3 -10.3
4237 Hardware, Plumbing, & Heating Equipment 6,051 13,422 2.22 1.2 -17.3 -1.6 -6.9
4238 Machinery, Equipment & Supplies 24,768 71,543 2.89 -2.6 -18.3 -0.4 5.2
4239 Miscellaneous Durable 15,191 24,682 1.62 5.6 -38.8 0.2 -8.6
424 Nondurable Goods 174,768 156,037 0.89 0.5 -17.2 0.3 -6.6
4241 Paper & Paper Products 7,279 6,670 0.92 -0.8 -10.7 -2.2 -4.4
4242 Drugs 33,702 32,029 0.95 1.4 6.0 -0.5 -1.7
4243 Apparel, Piece Goods & Notions 10,133 15,970 1.58 -1.1 -8.6 -1.5 -3.8
4244 Groceries &Related Products 41,753 26,613 0.64 -0.1 -5.5 -0.6 -2.0
4245 Farm-product Raw Materials 16,485 19,960 1.21 -5.6 -19.9 6.1 -215
4246 Chemicals &Allied Products 6,936 7,874 1.14 1.9 -19.9 -2.1 -16.8
4247 Petroleum &Petroleum Products 30,497 14,432 0.47 4.6 -47.2 4.5 -2.0
4248 Beer, Wine & Distilled Beverages 9,078 10,998 1.21 -1.2 3.4 -0.6 2.3
4249 Miscellaneous Nondurable Goods 18,908 21,491 1.14 1.5 -5.3 -2.0 -7.8

U.S. Bureau of the Census, Current Business Reports, Monthly Wholesale Trade, Sales and Inventories Series: MDM compilation and analysis.
Adjusted for seasonal and trading day differences. Figures for sales and inventories are preliminary adjusted estimates.
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Grainger Second-Quarter Sales
Down 13%; Profit Falls 18%

W.W. Grainger, Chicago, IL, reported
second quarter sales of $1.5 billion,
down 13 percent from the second quar-
ter 2008. Profit for the quarter fell 18
percent to $92 million.

“Although the economy remains a
challenge, we are pleased with our re-
sults for the second quarter of 2009. We
continue to focus on the things we can
control, and we're selectively investing
for growth. Businesses and institutions
still need to repair and maintain their
facilities in this difficult economy.

“Our multi-channel business model
and our exceptionally high service levels
allow us to serve our customers well
even in these tough times,” said Jim
Ryan, Grainger’s CEO.

Ryan added Grainger has not seen
“an indication of an economic turn-
around at this point.”

Daily sales decreased 15 percent in
April, 10 percent in May and 13 percent
in June. Sales were negatively affected
by foreign exchange, which contributed
approximately 2 percentage points to
the decline.

Price contributed a positive 6
percent while volume was down 19
percent. Sales of products related to
the HIN1 virus contributed less than 1
percent of sales. There was no material
contribution from the sales of seasonal
products. Acquisitions contributed
about 1 percent to sales.

In February, the company an-
nounced it plans to eliminate 300-400
jobs this year; 298 jobs have been elimi-
nated to date with severance expense
of $8 million or five cents per share
through the second quarter. The com-
pany remains on track to meet projected
headcount reductions of up to 400 posi-
tions.

Sales for the U.S. decreased 12
percent in the second quarter. Progress
integrating the Lab Safety Supply and
U.S. branch-based business is on track.

continued on p.4 of this section
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Atlanta, GA-based Genuine Parts Company reported sales for the second
quarter ended June 30, 2009, were $2.5 billion, down 12 percent from the
second quarter 2008. Profit for the quarter was $103.6 million, a decrease
of 22 percent.For the six months ended June 30, 2009, sales were $5 billion,
down 11 percent from the same period in 2008. Profit was $192.8 million, a
decrease of 25 percent.

Hagemeyer North America, Charleston, SC, has launched a new e-com-
merce Web site at www.hagemeyerna.com. The redesigned site offers en-
hanced features and intuitive navigation to make the customers’ shopping
experience fast and easy.

Ajury in Indiana has found Breakers Unlimited, Noblesville, Ind., guilty
of purchasing and selling counterfeit Square D circuit breakers. Schneider
Electric — the parent company of Square D — filed the lawsuit in June 2007.
The amount of damages to be awarded and the scope of an injunction re-
stricting Breakers Unlimited’s continued involvement in the market where
counterfeit circuit breakers are bought and sold have yet to be decided by
the court.

HD Supply Facilities Maintenance, San Diego, CA, released its new
Commercial Product Line Catalog, featuring more than 3,000 products for
use in mid and high-rise buildings. The product expansion and new cata-
log was created to better serve the unique needs of customers with mid
and high-rise buildings as well as customers with a need for commercial
grade products.

Wynnchurch Capital, a Chicago-based private equity firm, has purchased
fastening tool and fastener manufacturer SENCORP’s assets. Wynnchurch
has formed a new portfolio company, Senco Brands Inc. The acquisition
includes the brands SENCO and TyRex, as well as the SenSource global
sourcing operation, and SENCORP’s domestic and foreign businesses.

Tool and equipment manufacturer Snap-On Inc., Kenosha, W1, has termi-
nated its joint venture Snap-On Credit LLC, which provides financial ser-
vices to Snap-On’s U.S. franchisees and customers. Snap-on will acquire
CIT’s interest in the joint venture for $8.2 million, Snap-on Credit will
become a wholly owned subsidiary of Snap-on Inc., and Snap-on Credit
will continue to service the existing portfolio of contracts owned by CIT.

May U.S. manufacturing technology consumption totaled $109.90 mil-
lion, according to AMTDA, the American Machine Tool Distributors’
Association, and AMT - The Association For Manufacturing Technology.
This total, as reported by companies participating in the USMTC program,
was up 5.8 percent from April but down 72.3 percent from the total of
$397.16 million reported for May 2008. With a year-to-date total of $618.30
million, 2009 is down 70.5 percent compared with 2008.

Canadian manufacturers of power transmission/motion control products
experienced another drop in sales while U.S. manufacturers experienced a
slight increase in May 2009 according to sales data released by the Power

continued on p.2 of this section
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Transmission Distributors Association (PTDA).
U.S. manufacturers’ sales rose slightly by 0.3
percent in May 2009 when compared to April
2009. Sales in May 2009 fell 26.5 percent com-
pared to the same period last year. Orders in
May 2009 decreased by 2.8 percent over April
2009 orders. Canadian manufacturers’ sales were
down 6.9 percent compared to April 2009. Sales
were down 29.4 percent when compared to the
same period last year.

The June 2009 composite index rose to 24 from
an historic low of 21 reported in the March 2009
report, according to the quarterly Manufactur-
ers Alliance/MAPI Survey on the Business
Outlook—]June 2009, At 24 percent, the index
indicates that overall manufacturing activity is
expected to contract over the next three to six
months. While the index is at its second lowest
level since the survey originated in March 1972,
it marks the first time it has shown improvement
since June 2007.

Canadian manufacturing sales fell 6 percent

to $38.4 billion in May, the lowest level since
November 1998. Manufacturing sales leveled off
between February and April, after falling by 18.7
percent between October 2008 and January 2009.
Constant dollar manufacturing sales fell 5.8
percent in May, indicating that lower volumes
rather than price changes were behind the de-
crease in sales. Sales in 17 of 21 manufacturing
industries decreased in May.

Panjiva, a firm that tracks overseas suppliers to
the U.S,, saw a 1 percent decline in the number
of global manufacturers shipping to the U.S.

in June, similar to May’s trade data. Accord-
ing to the firm, the slight decline from May to
June is slightly less than last year’s May-to-June
decrease. To Panjiva, it looks like global trade

is tracking its “typical seasonal path.” Panjiva
Watch List numbers were unchanged:

The European manufacturing sector saw an
accelerated downward trend in the first part of
2009 and will face challenges throughout the
year, before seeing the potential for marginal
improvement in 2010, according to the semian-
nual Manufacturers Alliance/ MAPI European
Industrial Outlook: 2009-2010 (ER-682¢), a
report that analyzes 14 major industries. In the
Eurozone, 13 of the 14 industries will likely de-
cline in 2009, including seven by double-digits,

Copying or reprinting all or parts of this newsletter without specific permission violates federal law!

with motor vehicle production falling the most,
by 17.9 percent. In Central Europe, a more mod-
est 10 of 14 industries will decline in 2009 and,
like the Eurozone, just one industry is forecast to
decline in 2010.

Diversified industrial manufacturer Eaton
Corp., Cleveland, OH, reported sales in the
second quarter were $2.90 billion, 32 percent
below the second quarter of 2008. Core sales
were down 26 percent. Profit was $29 million
compared to $333 million in 2008. For the first
six months, sales were $5.7 billion, down 26.5
percent from the first half of 2008. The company
recorded a loss of $21 million for the period.

Atlas Copco AB reported sales decreased 14 per-
cent in its latest interim report, with an organic
sales decline of 27 percent. Organic order intake
was down 37 percent; the company reported
low demand for equipment, but said that order
cancellations have stopped.

Swedish manufacturer SKF reported second
quarter 2009 sales of SEK 14.2 billion (US$1.8
billion), a decrease of 11.9 percent from second
quarter 2008. Profit declined 76.4 percent to SEK
323 million (US$41.6 million). Year-to-date sales
were SEK 29.0 billion (US$3.7 billion), down 8.4
percent from the first half of 2008. Profit de-
clined 73.1 percent.

The Fastenal Company, Winona, MN, reported
second quarter sales of $474.9 million, down
21.4 percent from sales in second quarter 2008.
Profit decreased 42.8 percent to $43.5 million
from second quarter 2008. For the six months
ended June 30, 2009, sales were $964.2 million,
down 17.6 percent from the same period a year
ago. Profit declined 36.1 percent to $92.2 million.

Swedish manufacturer Seco Tools reported
revenue for the six months ended June 30, 2009,
was down 34 percent at fixed exchange rates. In
the latest quarter, sales fell 40 percent.

Sweden-based Alfa Laval, a manufacturer in
heat transfer, centrifugal separation and fluid
handling, reported second quarter sales were
SEK 6.7 billion (US$857.6 million), a decrease of
15.1 percent from the prior year. Profit was SEK
637 million (US$81.5 million). For the first six
months, sales declined 10.3 percent to SEK 13.7
billion (US$1.75 billion).

www.mdm.com



MODERN DISTRIBUTION MANAGEMENT / VOL. 39, NO. 14 / JULY 25, 2009 @Zom
Distribution Financial Metrics and Trading Multiples (Data as of June 30, 2009)
($ in millions) LTM
Enterprise Sales Gross EBITDA EVtoLTM EVtoLTM Working
Company Ticker Value Sales Growth Margin EBITDA Margin Sales EBITDA ROIC  Capital/Sales
Airgas Inc. * ARG $5,067 $4,349 8.3% 53.0% $746 171% 12x 6.8 x 9.6% 6.7%
AM Castle & Co. CAS 37 1,360 (5.5%) 14 6% 65 48% 03 h8 6.0% 18 5%
Anixter International Inc._ * AXE 2,282 5936 (1.0%) 23.4% 382 6.4% 04 6.0 10.2% 25.0%
Applied Industrial Technologies Inc. AIT 909 2028 (2.9%) 27 0% 147 72% 04 62 13.5% 16.8%
Barnes Group Inc. * B 1,091 1,240 (14.0%) 37.3% 187 15.1% 09 58 9.9% 25.0%
Beacon Roofing Supply Inc. * BECN 922 1,864 10 9% 24 1% 157 8.4% 05 59 11.3% 11.4%
BlueLinx Holdings Inc. BXC 439 2470 (31.3%) 11.5% 14 0.6% 0.2 N/M N/M 9.8%
Builders FirstSource, Inc * BLDR 367 938 (32.0%) 212% (51) N/M 04 N/M N/M 11.8%
Building Materials Holding Corf! BLGM 312 1,149 (41.4%) 17.1% (89) N/M 03 N/M N/M 10.8%
Bunzl plc BNZL 4219 6,086 (14.5%) 25 8% 437 72% 07 96 11.0% 75%
DXP Enterprises Inc. DXPE 290 726 371% 28.5% 56 7.7% 04 52 9.9% 16.8%
Fastenal Co. * FAST 4816 2,264 58% 52 9% 459 20.3% 7L 10.5 25.3% 31.2%
Genuine Parls Co. GPC 5,787 10,720 (2.0%) 29.7% 842 7.9% 05 6.9 17.0% 22 7%
Houston Wire & Cable Company * HWCC 234 337 (8.0%) 22 8% 33 98% 07 71 19.7% 27 5%
Huttig Building Products Inc. HBPI 49 604 (26.2%) 17 8% (28) N/M 0.1 N/M N/M 71%
Interline Brands Inc. * 1Bl 725 1,163 (5.6%) 37.5% 99 8.5% 06 7al 7.2% 20.5%
Kaman Corp. KAMN 523 1,262 14 2% 26.4% 82 6.5% 04 6.3 10.8% 27 8%
Lawson Products Inc. LAWS 126 459 (9.8%) 56 5% i 36% 03 76 51% 18 6%
MSC Industnial Direct Co. Inc. ® MSM 2,289 1673 (6.1%) 46.2% 307 18.3% 14 75 22.4% 21.8%
Park-Ohio Holdings Corp. PKOH 404 983 (8-2%) 14 3% 59 6.0% 04 69 72% 250%
Pool Corp ™ POOL 1,169 1,722 (9.0%) 29.1% 123 1% 07 95 11.0% 20.4%
Reliance Steel & Aluminum Co. RS 4244 8,369 14 3% 24 2% 818 98% 05 S 11.7% I
Rexel SA RXL 6,254 17,485 3.8% 23.8% 823 4.1% 04 16 6.0% 11.6%
Smith International Inc. Sl 9,637 10,811 19 8% 309% 1,840 17.0% 09 S 14.4% 316%
Watsco Inc.* WSO 1379 1,611 (8.9%) 26.0% 91 57% 09 151 9.8% 18.5%
WESCO International Inc. * WCC 1,978 5,825 (3:2%) 19.7% 334 57% 03 i 129% 12 3%
Wolseley plc WO0S 6,732 24 252 (25.6%) 27.6% 1,134 4.7% 0.3 59 4.8% 11.3%
WW Grainger Inc. * GWw 6,267 6,654 19% 43 3% ar4 13.1% 09 i 205% 16.9%
|Median $1,130 $1,793 (6.6%) 26 2% $152 72% 05x 6.8 x 10.9% 1?,8%|

*=Companies covered by Baird Research (1) Filed for Chapter 11 Bankruptcy protection on June 16, 2009
The table above highlights key financial metrics and trading multiples for 28 publicly traded distributors in the industrial and building products industries.

The table below illustrates historical median EBITDA multiples for the above companies calculated using LTM EBITDA as of the quarter shown and the
enterprise value as of the last day of the quarter. Please see Definitions at bottom of page.

1o 4 Distribution Median EBITDA Multiples

These materials are for informational purposes

10.1x 10.0x
100x - 98x 8 7x only. Financial data was prepared by Robert
9.9 94x 94x ga g4 ot 9.4x 9.5 W. Baird & Co. based on publicly available
90x &0x i 8 9x information as of June 30, 2009. Baird makes
8.5x 8 6x every effort to use reliable, comprehensive
8.0x information. Baird makes no representation
8.0x o

that the information is accurate or complete and
has no obligation to update this information. A
7.0x 1 6.8x complete listing of all companies covered by Baird
U.S. Equity Research and applicable research
disclosures can be accessed at www.rwbaird.com/
research-insights/research.aspx.

7.5x 7.4x

B.1x

6.0x o 5 6x

50x o
Q1 Q2 Q3 4 Q1 Q2 Q3 4 Q1 Q2 Q3 4 Q1 Q2 Q3 Q4 Qf Q@ Q3 Q4 @ Q2
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Baird is a leading middle-market focused investment bank serving the M&A and equity financing needs of our clients throughout the U.S. and Europe. Since 1998, Baird has advised
on 444 M&A transactions representing more than $61 billion in transaction value and has served as lead or co-manager on 295 equity offerings raising over $68 billion. For more
information please contact Tom Lange, Managing Director at 813-273-8248 or tlange@rwhbaird.com.

Copyright 2009 Robert W. Baird & Co. Incorporated

Definitions. LTM means latest twelve months. Enterprise Value (“EV") means market capitalization of a company’s equity plus preferred stock plus total interest bearing debt (including
capitalized leases) net of any cash or cash equivalents. EBITDA means earnings before interest, taxes, depreciation and amortization. In certain cases earnings have been adjusted
for certain disclosed income or expense items considered to be non-recurring in nature. ROIC means return on invested capital and is defined as tax-effected EBIT divided by the sum
of the book value of equity plus net debt. Working Capital is calculated as current assets, less cash, minus current liabilities excluding short-term borrowings and current portion of long-
term debt.
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Grainger
Continued from p. 1 of this section

Sales declined in all customer end markets
except government, which was up slightly.
Heavy manufacturing declined almost 30
percent; commercial declined high single digits
with most other segments declining in the low
to mid teens.

The company continues to expand its prod-
uct line with 233,000 products included in this
year’s catalog.

Grainger has been adding more products
throughout the year and anticipates having
almost 300,000 products in the 2010 catalog.
Product line expansion contributed $231 million
in sales for the second quarter versus $169 mil-
lion in the second quarter 2008.

Sales for the Acklands-Grainger business
in the quarter were down 19 percent versus
the 2008 second quarter. In local currency, sales
were down 6 percent. The Canadian economy

remained weak, particularly in the forestry,
manufacturing, transportation and mining in-
dustries. Sales to government remained strong,
with growth in the utilities and infrastructure
related sectors.

Sales for other businesses, which include
Mexico, India, Puerto Rico, China, and Panama,
were down 9 percent versus prior year. Mexico
is the largest business within this group, with
more than 50 percent of sales.

Daily sales in Mexico were down 27 percent
in the quarter versus the same period in 2008. In
local currency, daily sales in Mexico decreased 7
percent for the quarter and were down 9 percent
in April, down 8 percent in May and down 2
percent in June.

Effective with the month of June, Grainger
began including the results of the operations in
India.

Report: Weak Growth Possible For Advanced Economies in 2010

The worldwide plunge in manufacturing output
seems to have reached a temporary bottom, even
in countries such as Japan where the industrial
downturn was especially severe. The immedi-
ate outlook for a resumption of world economic
growth remains tentative and in flux, according
to the MAPI Quarterly Forecast of U.S. Exports,
Global Growth, and the Dollar: Third Quarter
2009 Through Fourth Quarter 2010.

Weak growth, at best, is in store for the
advanced economies during 2010, according to
MAPI economist Cliff Waldman. The short-term
prospects are mixed for key emerging mar-
ket economies, depending upon the degree of
openness, export diversification, and ties to the
United States. The report says that U.S. export
demand will contract at an historic pace before
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experiencing very sluggish growth in 2010, and
the U.S. dollar will resume its downward slide
in 2010.

The steep climb in the U.S. dollar and the
virtual crash in global demand underlies MAPI’s
forecast that exports of U.S. goods and services
will contract by 13.6 percent in 2009, essentially
matching the 1958 decline as the deepest export
contraction of the post-World War II era. A mod-
est rebound of 1.7 percent, however, is antici-
pated during 2010 as the world economy begins
to regain its footing.

Most advanced economies are expected to
experience weak recoveries in gross domestic
product (GDP) and in manufacturing output
during 2010. GDP in non-U.S. industrialized
countries, which include Canada, the Euro-
zone (plus Denmark, the United Kingdom, and
Sweden), and Japan, is expected to grow by 1.5
percent during the fourth quarter of 2009.

MAPI expects GDP growth to slowly ac-
celerate to 1.7 percent during the first quarter of
2010, to 1.9 percent during the second quarter,
and then by 2 percent during the second half of
2010.

Developing countries will be the benefi-
ciaries of firming demand in the industrialized
countries. Aggregate developing country GDP is
expected to grow by 1 percent during the third
quarter of 2009 and by 2 percent during the
fourth quarter, followed by gradual acceleration
to 4% by the fourth quarter of 2010.
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