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Building a "how-to” for
distributor profitability

NAED Foundation research update

By Dr. Parviz Daneshgari & Benjamin Olmstead

THE ELECTRICAL distribution industry is
at a crossroads. The traditional elec-
trical distributor aperational model is
not as profitable as it once was
due to the advent of other distri-
bution channels. Next-day
shipping. Internet sales,

and DIY stores all
compete with the
traditional elec-
trical distributor’s
operational model.

The new NAED Educa-
tion & Research Foundation
was created ta conduct industry-
specific research which will reveal
the direction electrical distributors need
to take in order to preserve and ex-

pand their position in
the electrical material
supply chain.

A new
operational
mode

Historicaily, the core
campetency of elec-
trical distributors has
been supplying ma-
terial. But the model
that supports this “parts
supplier” competency

is gutdated. Non-distribution indus-
tries have been able to use different

“tr
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models of operations to reestablish their
profitability—and one that could poten-

tially regain the industry's profita-

bility is fee-based value-add

pricing (FBVAP) or fee-based

services.

But how can electrical

distributors increase
their service of-
ferings while
lowering prices?
By examining lean

production principles
that have been utilized in
other industries. The first Foun-

dation research project applied
these principles to the electrical
distribution industry. The principles can

be summarized into
five categories:

1. System design
principles provide a
methad of reducing
waste in a process
such as the supply
chain. In this method,
the entire system is
examined to deter-
mine which activities
do not add value.
Electrical distribution
can improve overall

profitability by reducing non-value-added
friction among its stakehoiders.
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For example, customers regularly de-
mand lower prices from distributors. In
turn, distributors seek lower prices from
manufacturers. The win-lose situation of
the entire supply chain is costly and
caunterproductive. Designing the entire
supply chain as ane lean system will
help electrical distributors eliminate ad-
versarial relationships and a large
amount of valueless time, variance, and
activities.

2. Organizational learning princi-
ples incorporate a company-wide sys-
tem of learning from previous mistakes.
A system of organizational learning will
enable information to systematically tra-
verse all levels inside of an electrical
distributorship and offer immediate tan-
gible benefits by reducing rework. Mis-
takes will be captured, shared with the
entire company, and then prevented
from recccurring.

3. Team technology has immediate
financial benefit ta all levels of the supply
chain. Distributors waste significant
amounts of time and resources putting
together bid proposals for clients, of
which they only win a small percentage.
A partnership or team technology model

among different levels of the supply P

NAED research project
Part 2: Building a “how-to" for
distributor profitability

Grassroots leadership
An intervie th
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Get your company
In ship shape

By Amy Zmmerman
e —
e AT AGE 36, Captain Best Damn Ship in the Navy, became an
v D. Michael Abrashoff instant best seller.
!lb s was selected to be- Here, Abrashoff shares how leaders

come the commander
of the $1 billion 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 crew, Abrashoff
found a solution that he calls Grassroots
Leadership.

The USS Benfold achieved a remark-
able turnaround in fewer than two years,
becoming regarded as the finest 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 Business Re-
view have heralded Captain Abrashoff's
remarkable success. His baok, ft's Your
Ship: Management Techniques from the

from electrical distribution can implement
Grassroots Leadership and engage the
hearts, minds, and loyaities of their
emplayees.

TED: How do you feel Grassraots Lea-
dership can be used successfully in other
businesses, such as electrical distribution?

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

This initiative has been used in many
different businesses to develop an
environment that fosters success. For
example, the COO of a law firm decided
he wanted to change the culture at his
organization, so he implemented 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

~ from the Bast
* Damn Ship
~ in the Navy

as one of Fortune magazine's best
places to 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. How can this be accomplished in
an electrical distributorship?

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 impartance of taking ownership in
their organization.

Continused from page 63
chain is a much more productive system.

Although partnerships are common
between distributors and their suppliers,
as well as between distributors and their
OEM and MRO customers, partnerships
between distributors and electricatl con-
tractors are rare. Carrect implementation
requires expert knowledge of the needs
of each other’s businesses.

4. Visible process models. By making
the process maore visible, distributors will
be able to offer a higher level of quality.
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5. Methods, algorithms, and tools
{technologies) incorporate specific tech-
nologies which allow electrical distributors
to provide service and sell products. Every
method, tool, and algorithm must be eval-
uated from the customer’s point of view.
Electrical distributors must ask them-
selves: How does the customer use the
technology? What are the benefits or
detriments to implementing any meth-
od, tool, or algorithm?

Electrical distributors who apply these
five principles will be able to lower prices
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as well as improve 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
www.tedmag.com. me=

Daneshgarl is president of MCA Inc. and an
adjunct professor of management and
engineering at the University of Michigan.
Olmstead is director of research at MCA
Inc. Reach them at 810-953-5500.
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