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Building a "how-to" for
distributor profitabi lity
NAED Foundation research update

By Dr. Paruiz Daneshgad & Benjmtin Olrnstead

THE ELECTRICAL distribution inclustry is models of operations to reestabltsh their

at a crossroads. The traditronal elec- profftabihty-and one that coutd poten-

trical distributor operational model is ^7fi., tially regain the industry's profita-

not  as prof i tahr le  as i t  once was . /  \  b i l i ty  is  fee-based va lue-add

due to the acJvent of other distri- / \ pncing (FBVAP) or fee-based

bution channels Next-day 1l ' �  \  serylces.

shipping, Internet sales, t ^. \ But how can electrical

anc l  D lYs toresa l l  7  -  f i  \  d ls t r ib l f to rs increase
their service of-
f e r i n g s  w h i l e

lowering pr ices?
B y  e x a m i n  i n g  l e a  n

p r o d u c t i o n  p r i n c i p l e s
that  have been ut i l i zed in

For example, customers regularly dr:-
mand lower prices from distributors ln
turn, distributors seek lower prices frorn
manufacturers. Tlre win-lose situation of
the  en t i re  supp ly  cha in  i s  cos t ly  and
counterproductive. Designing the entire
supp ly  cha in  as  one lean sys tem wi l l
help electrical distributors eliminate ad-
v e r s a r i a l  r e l a t i o n s h i p s  a n d  a  l a r g e
amount of valueless time, variance, and
activities.

2. Organizational learning princi-
ples incorporate a company-wide sys-
tem of learning from previous mistakes.
A systern of organizational learning t.,tlill

enable information to systematically tra-

verse al l  levels inside of  an electr ical
distribrutorship and offer imtnedtate tan-
gible benefits by reducinq rework. Mis-
takes wil l be captured, slrared with the
ent i re company, and then Prevented
ftom reoccurrinq

3. Team technology has inrmediate:
financial benefit to all levels of the supply
cha in .  D is t r ibu tors  uvas te  s ign i f i can t
arnounts of time and resources puttinq
together bid proposals for  c l ients,  of
"rvhich they only win a small percentage
A partnership or team technology model
among d i f fe ren t  leve ls  o f  the  supp ly  )

\,vas created to conrJuct rndustrv- \ ./ other inclustries, The first Foun-

specific research which r,vitl reveat \ / Oarion research proJect appliecJ

the direction electrical distr-ibutors need \/ these principles to the electrical
to take in orrier to preserve and ex- distribution industry The principles can
pand their  posi t ion in
the electrical material
supply chain.

A new
operational
rnode

Historrcat ly,  the core
cornpetency of elec-
tr ical  d istr ibutors has
been supp ly ing  rna-
te r ia l .  Bu t  the  mode l
that suppors this "parts

supplier" competency

Th tlAtD [ducation
& Research Fudation was
created to corfrrot indusfy-
specifrc tesearci whkh will
reveal ttp dfedion ehnfiical

disfiibuton med to take in sder
to pesenre ad expd tleir

posltion in th electdml
matedal$rpply fiain.

be surnmarized into
five categories:

1. System design
principles provide a
rnethod of  reducing
waste  in  a  p rocess
s u c h  a s  t h e  s u p p l y
chain. ln thrs method,
the entire systern is
e x a m i n e d  t o  d e t e r -
mine which activit ies
d o  n o t  a d d  v a l u e .
Electrical distribution
can improve overa l l

i s  outdated.  Non-d is t r rbut ion indus-  prof i tab i l r ty  by reduc ing non-va lue-added

tr ies have been able to use dif ferent fr ict ion arnong i ts stakeholders.

!i i ',".' ir t e d -n a E c c 1] .  1 . 1  i V E ' . . / ' I  B : R  A T O - ?  I  H :  E L E C T R  C A L  D  S T R  P , U T . : , ) R  6 3



By Srry Zimrennan

AT AGE 36, Captain
D. Michael Abrashoff
was selected to be-
come the commander
of the $1 bil l ion war-
ship the USS Benfold,
a ship burdened by
excessive costs. low

morale, high turnover, and low perfor-
mance. However, by learning to see the
ship from the eyes of his crevv, Abrashoff
found a solution that he calls Grassroots
Leadership.

The USS Benfold achieved a remark-
able turnaround in fsruer than two years,
becoming regarded as the flnest ship in
the Pacific Fleet and winning the Spo-
kane Trophy for the highest degree of
combat readiness. Publications from Fast
Company to the Harvard Buslness Re-
view have heralded Captain Abrashoffs
remarkable success. His book. [t's Your
Ship: Management Technigues from the

Best Damn Ship in the Nauy, became an
instant best seller.

Here, Abrashoff shares how leaders
from electrical distribr.rtion can implernent
Grassroots Leadeship and engage the
hear ts ,  m inds ,  and loya l t ies  o f  the i r
ernployees.

TED: Hwt do you feel Grassroo6 Lea-
dership can be used successfulty in other
businesses, such as elecfical disfribution?

Abrashoff: lt's applicable in every
industry because of what motivates us
as people. We get satisfaction out of
being the best at what we do.

This initiative has been used in many
d i f fe ren t  bus inesses  to  deve lop  an
environment that fosters success. For
example, the COO of a law firm decicled
he wanted to change the culture at his
organization, so he imptemented Grass-
roots Leadership initiatives on his own.
His firm's culture survey improved from
a C- to an A+, and this year it was listed

lfron*rmat
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in &e llary

as one o f  For tune magaz ine 's  bes t
placesto work.

TED: One of the main principles of
Grassroots Leadership is instilling a cli-
mate of ownership in which every person
feels that he or she is accountable and
responsible for the success of the organ-
ization, Horu can this be accomplished in
an electical distri bLftorsh ip?

Abrashoff: The key to ownership is
providing a clear purpose and letting
people understand why what they are
doing is important and why it makes a
difference. Companies need to impress
on employees why it is in their best in-
terest to take ownership: because their
financial future depends on it, Give them
something to buy into. When employees
understand what is at stake, they realize
the importance of taking ownership in
theiir organization.

hnindfrwnge6:l
chain is a much more productive system.

Although partnerships are common
between distributors and their suppliers,
as well as betreen disfributors and their
OEM and MRO customers, partnerships
beilneen distributors and electrical con-
tractors are rare. Correct implementation
requires expert knourledge of the needs
of each other's businesses.

4. Visibb process modeb. By making
the process rnore Msible, distributors will
be able to offer a higher level of qualrty.

5. l$lethods, algorithms, and tools
(bchmlogies) incorporate specific tech-
nologies wfrich allow eleclrical disfributus
to provide service and sell products. Every
method, tool, and algorithm must be eval-
uated ftom the customer's poirt of view.
Electr ical  d istr ibutors must ask them-
selves: How does the customer use the
technology? What are the benefits or
detriments to irnptementing any meth-
od, tool, or algorithm?

Elecfical distributors who apply these
fve principles will be able to lorryer prices

as well as irnprove their response to cus-
tomer needs.

Upcoming articles will examine a more
in-depth application of several of these
principles to electrical distributors. For a
more extensive version of this article, visit
ml/W.tedma$.Coffl. rrr
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