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HIDA - Profitable Pricing Management 

Agenda

• introduction and objectives
• distribution industry environment
• profitable pricing tools

i. price differentiation
ii. customer value equation

• implementation
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Introduction and objectives
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HIDA - Profitable Pricing Management 

Introduction and Objectives

3% 5% 7% 10%

25% $300K $500K $700K $1,000K

20% $240K $400K $560K $800K

15% $180K $300K $420K $600K

10% $120K $200K $280K $400K

% price   
increase

applied to:     
% of sales

Revenue EBIT New EBIT

$40.0M $1.2M $1.5M

A 5% price increase on 
15% of sales increases 
EBIT 25% ($300K)

Profit is highly-sensitive to small changes in pricing.
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Introduction and objectives

Traditional Thinking

Pricing is an art............................................................ Pricing should be disciplined yet adaptive

Sales department driven.............................................. Cross-functional ownership is vital

Customers focused only on cost.................................. Many factors included in customer decisions

Lowest cost wins.......................................................... Highest customer-perceived value wins

You're a commodity...................................................... No such thing as a commodity

My cost model is accurate and complete..................... Cost models often omit 7% to 12% of actual costs
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GT Experience

Grant Thornton’s profit maximizing pricing experience:
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Distribution industry environment
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• over half of distributors indicated their productivity (cost per order) 
remained the same or increased in the past year

• distributors indicated cost increases:
− 65% - equipment
− 67% - IT 
− 71% - labor 
− 79% - logistics/transportation
− 85% - healthcare

Source: Distribution 2008, Executive Summary, sponsored by Grant Thornton, is an update to the 2007 Census of Distribution survey, conducted 
by The MPI Group, Industry Insights, and Material Handling Management
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Distribution industry environment – excerpt from 2009 Survey
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Distribution industry environment

Sources:
Diesel: Energy Information Administration, official energy statistics from the U.S. Government.  Data based on retail sales
Unemployment and Resin: Bureau of Labor Statistics.  Retail and Housing: Census, Realtors

Diesel Fuel Plastic Resin
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Pricing tools
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Pricing tools

Tool # 1:
price differentiation

10
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Pricing tools – price differentiation

Price

Quantity

SUPPLY

DEMAND

Lost profit opportunities, 
or “consumer surplus”

"Normal" 
Revenue
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Pricing tools – price differentiation 

Step 1:  identify least price-sensitive situations
• infrequent / low "visibility" items with customers:

– lower volume products
– small dollar orders / frequency
– small customers
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Pricing tools – price differentiation (examples of when to apply)

Customer Attributes
High % of your Business .....................................Low % of your business 

(Large customers) ...............................................(Small customers)

Generally easy to work with .................................Generally difficult to work with

Watch every penny…………………………………“Bigger fish to fry”

Product Attributes
High volume ..........................................................Low volume
High frequency ......................................................Low frequency
High velocity ..........................................................Low velocity 

Commodity ............................................................Exclusivity (“monopoly”) 
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More Sensitivity Less Sensitivity
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Tool # 2:
Increasing demand

via customer value equation
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Pricing tools
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“If you wish to persuade me, 
you must think my thoughts, 
feel my feelings, and speak 
my words.”

Cicero

HIDA - Profitable Pricing Management 

Pricing tools – the Cicero principle
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Pricing tools – value equation

Price

Quantity

SUPPLY

DEMAND
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Leverage your competitive advantages / strategies, as applicable:
• exclusive brand, quality or technology
• faster delivery
• guaranteed minimum inventory levels
• value-added activities

– safety seminars
– training
– personal deliveries
– stock guarantees
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Pricing tools – value equation
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Pricing tools – value equation for value managed inventory

Tool to analyze, understand, and communicate your product / service from your 
customer's viewpoint
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7.4%

9.9%

9.4%

12.9%

21.3%
36.1%

37.6%

61.9%

66.8%Relabeling/repackaging

Product returns

Light manufacturing/assembly

Kitting

Reverse logistics

RFID labeling

Sequencing

Other

None of these

World-class distribution centers have adopted value-added activities.

Source: Distribution 2008, Executive Summary, sponsored by Grant Thornton, is an update to the 2007 Census of Distribution survey, conducted 
by The MPI Group, Industry Insights, and Material Handling Management
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Pricing tools – value equation
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Pricing tools – price differentiation (examples of when to apply)

Strategic

Commodity……………………………………………Exclusive “brand name”

Quality issues…………………………………………High quality

Few service advantages…………………………….Services / delivery advantages

Few value-added activities………………………….Other value-added activities

20

More Sensitivity Less Sensitivity

Your customer has to agree
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Implementation
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Implementation
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Business 
you’re not 

likely to lose

Business 
you wouldn’t 
mind losing

Business 
you have to 

keep
Business 

you’re likely 
to lose

Higher
Pricing
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Dedicated resources rule of thumb:  target recovery in range of 3 to 5 
times compensation
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Implementation

Small distributors An executive / manager (part-time)

Mid-sized One or more dedicated resources

Large Dedicated resources and a pricing team

System requirements vary:  there are some ERP systems that have 
strategic pricing modules
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Monitor customer and 
market feedback

Company's strategies

• Grow....

• Improve...

• Reduce...

• Optimize...

• Win...

Pricing
process 

and
methods

The feedback loop

HIDA - Profitable Pricing Management 

Implementation
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Conclusions
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Quantity

DEMAND

Price
SUPPLY

Price differentiation Price differentiation and customer 
value equation

Price

Quantity

SUPPLY

DEMAND
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Conclusions
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Well thought out and supported pricing strategies are more important than ever in 
our challenging environment where productivity improvements alone are 
inadequate and there is underlying cost volatility and increased customer 
sensitivity to pricing.  
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Conclusions
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