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Pricing improvement have a dramatic impact on ROIC.

Impact of a 5% Improvement in Drivers of Return on Invested Capital

Revenue -

Goods 110%
SG&A -15%

llustrative

Return on
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% Increase in ROIC
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Pricing is classified into two categories.

PRICING |
|
I I
Strategic Pricing: The Markets | Tactical Pricing: The Customers |
Supply/Demand Effect on Pricing Pocket Price Calculation
Market _EXAMPLE
Demand 1,379 25
"'-___ 20
M [ 30
arket - .
Price - ! 4 20
Variable
Cost /ton
($/ton)
Machine/Mill Industry Tons / Period LTI Sms  BuDicoms Ol hegw SO Ovmdes  Discoms amd  Alowances Pocker price
Cap ac |ty/V0 I ume Discounts Allowance A\%):S\enrcse Rs\?;:glrl:g
= Understand and exploit the market dynamics and = Negotiate pricing for a single product at a single
competitive behaviors that drive industry price account (spot or contract)

levels = Understand all costs associated with products and

= Understanding and managing the balance of services

supply and demand = Define and utilize a rigorous pricing process

= Avoiding price wars . . .
gp = Collect and leverage critical account information in

= Leveraging dominant market forces (e.g. pricing decisions
switching costs, product life-cycles)
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Tactical Pricing & Cost-to-serve identifies areas of

margin leakage between gross price and operating
margin.

What is Tactical Pricing and Cost-to-serve Analysis?

« Tactical Pricing — process of identifying leakage on a customer by customer
basis due to freight, discounting, rebating, special packaging, pallet charges,
expediting, complaints, etc.

« Cost-to-serve — quantify cost-to-serve by customer and utilize this information
to either negotiate higher prices for incremental costs and value add services or
to take back costly services that the customer is unwilling to pay for in the
current market.
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Based on our experience we have developed a framework
to identify margin opportunities.

Pricing Diagnostic Framework Listing of Typical Improvement Opportunities

* Measure invoice accuracy against a centralized,

Improve Price -
b electronic, price book

Administration
Practices * Automate and standardize price approval and

price change processes

* Develop electronic audit trails to monitor
adherence to pricing processes

* Incorporate price leakage concepts into customer
Improve 0 S profitability measures

Margins ~OCKE Al « Utilize contract management tools
* Track and monitor deviations from “list” prices

Refine Product / « Use price bands and waterfalls to monitor and
Service Offering adapt to the product / customer lifecycle

(Customer « Implement differentiated service levels based on
Management) customer segmentation

e Optimize channel mix
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Is pricing and cost-to-serve an opportunity for you?

* Unclear impact of price management practices on profit

Complex pricing structures, involving large number of pricing conditions
Large variety of discounts being offered

Rise in “free” services offered to customers

Large variability in quoted “unit” price for the same product

Lack of management visibility to “off-list” pricing activity

Lack of visibility to cost-to-serve leading to retention of low margin customers

e Sub-optimal pricing strategy

No formal process for market tracking and price adjustments

Lack of ability to sustain price adjustments

Unclear strategic pricing plan between customer segments

Difficulty in capturing and retaining high-paying / value-driven customers

« Cumbersome, manually intensive pricing administration process
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Major administrative burden to support price quoting and competitive price responses

Large number of invoices disputed by customers

— Cumbersome (or non-existent) pricing management support tools



In our experience, pricing diagnostics can identify

Improvement opportunities which can capture benefits equal
to 2 — 7% of revenues.

Accenture
Improvement
Experience*
. Streamline Price Administration and Improve Accuracy
Impr_O\_/e P”_Ce = Improve invoice accuracy and reduce disputed ~0.5-1%
Administration invoices
Practices = Streamline dispute resolution process

= Automate price changes
= |mprove pricing processes and increase pricing
consistency

Reduce Leakage and Optimize Tactical Pricing Decisions

Reduce off-invoice discounts and “free” services
Achieve increased visibility into actual pocket margin
realized for customers and products

= Introduce deal evaluation tools

= Reduce product returns
= Align freight up-charges to actual costs
Im prove O e = Improve enforcement of payment terms
Margins PO O aro = Reduce pricing exceptions ~1 = 4%

Reconfigure Product/Service Offerings and Optimize
Price Setting
| ) = Optimize price-setting process to increase segment
Service Offering value ~1-2%
= Re-configure channel mix
= Develop improved capabilities for deal analysis

Refine Product /

* Average realized savings (measured in gross margin points) achieved in previous engagements
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Additionally, Margin leakage and cost-to-serve

analysis can set the direction for future strategic
activities.

Identification of actionable steps to reduce margin leakage

* Business process redesign to streamline costs
— Pricing
— Supply Chain
— Integration and standardization

* Fact-based negotiation with customers

« Customer segmentation by profitability setting up deep buyer-attribute analysis
— Blue Flame
— Conjoint Analysis

e ldentification of cost-reduction opportunities by channel, customer, or product
— Link to manufacturing Step-change Performance Improvement
— Future channels to serve
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Diagnostics provide the analysis and insights which drive

the improvement goal and organizing teams to capture
the value.

Typical Diagnostic Approach

Week 1 Weeks 2 -7 Week 8 Beyond Week 8

Project
Organization and

Customer Team Design Idea Generation,

Evaluation, &

Data Gathering Analysis & Launch Implementation
Outputs » Team organization » Summarized data for = Action team » |deas summary and
= Workplan products and organization details
» Interview schedule customers = |nitial idea list » Implementation plans
» Process maps and = Quick Hits = Quick hit status
insights = Team training » $$$ and capabilities
= Segment/channel » Tracking reports
insights = Automated tool

» Tools insights
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A Price Waterfall chart provides insight into where margin
leakage occurs.

lllustrative +  Which elements are most important?
Negotiated discount «  Which are not applicable?
Rebates " .
] Payment terms Extraordinary Items * What additional elements need to be considered

(e.g. consignment inventory, price protection,

Cost of late payment
I:I pay returns, samples, etc.)?

Inventory carrying cost
Order changes
Freight/distribution

Rush freight

Technical service

I:I Packaging
Special Requests

Sales & Cust. Svc.
Feedstock

Additives

Other var. prod. costs
I:I Off-spec

o |

List price Invoice price  Net-net price Pocket price Pocket margin
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Price Band Analysis also provides key insights into the breadth

of price and margin variation for the same products or
customers.

llustrative

Product X Price Bands Objectives

39% difference between highest and lowest pocket price . -
i ; PoCKEtP « Assess the variability of

transaction prices and the
Product X Pocket Price underlying drivers

Average Pocket Price =
72

« »
l —>

29%

» Understand customers at the
extremes of the band

% of Volume

* Adjust and manage the band
to reduce width and drive up
average pocket price

55 60 65 70 75 80 85 90
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