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iv) Establish a common channel terminology for
our industry.
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support our clients in managing through the
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THE IMPORTANCE OF DISTRIBUTION

Most producers, as part of their marketing place/ go-to-market sales activites, make use of
intermediaries to bring their products to market. In doing so, they develop strategies, affiliations
programs and tactical campaigns to create what we call distribution channels. A distribution channel is
a set of interdependent organizations (channel intermediaries) that help make a product available for
use or consumption by the consumer or business user. Channel intermediaries are firms or individuals
such as distributors (wholesalers), dealers or retailers who help move a product from the producer to
the final user.
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example, affect pricing and product configuration. Marketers that distribute products through mass

merchandisers such as Wal-Mart will have different pricing objectives and product strategies than will

those that sell to specialty resellers.

Distribution decisions can sometimes give a product a distinct position in the market. The choice of

channel types and other intermediaries is strongly tied to the product itself. For instance, in the

consumer market, manufacturers will select mass merchandisers to sell low-to-mid price range products

and distribute top-of-the-line products through high-end electronica i 2 NS&ad® ¢ KS TFANXYQa &
communications decisions depend on how much persuasion, training, motivation, and support its

channel partners need. Whether a company develops or acquires certain new products ought to also

depend on how well those products fit the capabilities of its channel members.

Some companies pay too little attention to their distribution channels. Other comapniess, such as HP,
Cisco and Apple have developed imaginative distribution systems to gain a competitive advantage.

FUNCTIONS OF DISTRIBUTION CHANNELS

Distribution channels perform a number of functions that make possible the flow of goods from the
producer to the customer. These functions must be handled by someone in the channel. Though the
type of organization that performs different functions can vary from channel to channel, the functions
themselves cannot be eliminated.

Channels provide time, place, and ownership utility. They make products available when, where, and in
the sizes and quantities that customers want. Distribution channels provide a number of logistics or
physical distribution functions that increase the efficiency of the flow of goods from producer to
customer. Distribution channels create efficiencies by reducing the number of transactionscessary for
goods to flow from many different manufacturers to large numbers of customers. This occurs in two
ways.

The first is called breaking bulk. Wholesalers/Distributors and retailers purchase large quantities of
goods from manufacturers but sell only one or a few at a time to many different customers.
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Secondly, channel intermediaries reduce the number of transactions Dby creating assortmentst
providing a variety of products in one locationt so that customers can conveniently buy many different
items from one seller at one time.

The transportation and storage of gumlsis another type of physical distribution function in that
Wholesalers / Distributors and other channel members move the goods from production site to other
locations where they are held until they are wanted by customers.

Distribution Channels also perform a number of facilitating functions, functions that make the purchase
process easier for customers [and manufacturers]. Channel intermediaries often provide customer
servicesuch as offering credit to buyers and accepting customer returns. Some wholesalers and
retailers assist the manufacturer by providing repair and maintenance serviéer products they handle.

Channel intermediaries also perform arisktaking function. If a retailer buys a product from a
Y ydzF I O dzNB NJ | theRretalleil & R EEYQ (0 6 RBK f likedy ose man& Mastly,y R g A f ¢
channel members perform a variety of communicatiorand transactionfunctions.

Distributors buy products to make them available for dealers/retailers and sell products to these
channel members. Dealers / retailers handle transactions with final consumers. Channel members can
provide two-way communication for manufacturers. They may supply the sales force, advertising, and
other marketing communications necessary to inform consumers and persuade them to buy. And the
channel members can be invaluable sources of information on consumer complaints, changing tastes,
and new competitors in the market.

By using the Internet, even small dealers with limited resources can enjoy some of the same competitive
advantages as their largest competitors in making their products available to customers nationally at low
cost. E-commerce can result in radical changes in distribution strategies and the need for intermediaries
and much of what has been assumed about the need and benefits of channels is changing globally,
albeit at different speeds. In Developed regions many resellers will have an outbound salesforce, a store
and a web site with an associated online shopping cart thus developing hybrid sales & marketing
approaches. In Emerging regions however, different technology uptakes are likely to guarantee
developments that will not mirror that of what we have seen so far. A one-for-all approach is rarely
reccomended.

The Internet is also accelerating channel value obsolecence and we already see a number of channel
intermediaries [that physically handle the product] becoming largely obsolete or being eliminated
altogether as companies question the value added by layers. This latter removal of intermediaries is
termed disintermediation. It is prominent in territories with developed infrastructure, concentration
and where high-tech know-how is high.

At Techaisle we classify these functions into distinct categories. These are directly controled by the
manufacturers or handled by independent intermediaries.
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Manufacturer-Owned Intermediaries|[directly controlled]

Manufacturer-owned intermediaries are set up by manufacturers in order to have separate business

units that perform all of the functions of independent intermediaries, while at the same time

maintaining complete control over the channel. Manufacturer-owned intermediaries include outbound

sales force, Y' Iy dzF | QrétailZbhluxaBingd and website with associated online shopping chart. Sales
force provide selling functions for the manufacturer in a specific geographic area [territory]. As they

allow members of the sales force to be located close to customers, they reduce selling costs and provide

better customer service. a I y dzF | CrétalzBliBvNdoI® permanently display products for customers

to visit and purchase. They are often located in prominent locations where pass-by rate is high. Website
with online shopping cais, for many Global regions, a relatively new phenomenon, particulalry if aimed

at final users, and is a large contributor to channel disintermediation as well as a source of manufacturer

competitive differentiantion.

Independent Intermediaries[indirectl y controlled]

Independent intermediaries do business with many different manufacturers and many different
customers. Because they are not owned or controlled by any manufacturer, they make it possible for
many manufacturers to serve customers throughout the world while keeping prices low. At Techaisle we
recognise the following sub groups:

Distributors

Distributors are independent intermediaries that buy goods from manufacturers and sell to resellers
and sometimes to B2B customers. At the same time, because they take title of the goods, they operate
with a degree of freedom in developing strategies for their markets and assume certain risks if, for
instance, products they hold become obsolete. In some global territories, as a result of the
disintermidiation activites, distributors have adapted their traditional value offering to new business
models such as pure logistic services.

Distributors add value to the ICT chain by performing one or more of the following channel functions:

Selling and Promoting Reseller Financing

Buying andAssortmenBuilding Risk Bearing

BulkBreaking Sell Out and Market Information

> > > >

Warehousing Management Services and Advice

> > > > >

Transportation

Merchandise Reseller Agents

Merchandise Reseller Agents are a second major type of independent intermediary. Reseller Agents
provide products or services in exchange for fees and commissions. They may or may not take
possession of the product and may or may not take title. Reseller Agents normally represent buyers or
sellers on an ongoing basisand Ay ¢ SOKI A &f S Q ancludeSDéaMeksy Gofp@raled & MalKeS &
Added Resellers; System Integrators; Indepenhd&oftware Vendors; eResellers, Retailers;
Telecommunication & Service Providers.
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TECHAISLE TIERING AND CHANNEL LENGTH

The first step in selecting a marketing channel is determining which type of channel will best meet both
GKS aSttSNna 202S00GAGSa | yR (KS . ldddingboldenfifingth&é SRa 2 F
most optimal channel length and tier level for the product in question.

Distribution Channel Length & Tiers

Distribution channels can be best described as being either short or long. A short channel involves none
or few intermediaries from the original point of manufacturing/assembling to the end user. A long
channel, on the other hand, involves many intermediaries working in succession and passing the product
title to one another in order to move goods from producers to end customers.

In general, higher value ICT products tend to move through shorter channels than commodity business
products due to a combination of end customer geographical concentration, comparatively few[er]
business purchases and typical bespoken implementation.

Techaisle research delivers insight on channel length by applying a tier model with the following
methodology:

Type Definition Typically found
. The title of goods ownership is passed from manufacturer Dedicated Busme.ss Models.,
Tier 0 . Value Hardware; Software;
directlyto the end user. . .
Established Regions
The title of goods ownership is passed from the manufacturer to Controlled Channels;
Tier 1 an intermediary [usually an accredited reseller or retailer], thus Customizable Hardware
indirectly,to the end user. Emerging/Established
The title of goods ownership is passed from manufacturer to 2 Open Channels; Volume
Tier 2/+ or more intermediaries [e.g. a distributor to a reseller or Hardware; Shrink Wrapped
retailer], thus indirectly, to end user. Software; Emerging Regions

Software & Service Support firms market primarily through short channels because they sell intangible
products and need to maintain personal relationships within their channels.

Tier 0 ¢ Direct Channels

The simplest and shortest distribution channel is a direct channel. A direct channel carries goods directly
from a producer to the business purchaser or consumer and one of the newest means of selling in a
direct channel is the Internet.

In a direct channel, manufacturers may be better positioned to serve their customers than is possible
using intermediaires and another reason to use a direct channel is control. Direct channels are also
more common to business-to-business markets because B2B marketing often means selling value items
to a market made up of relatively few customers. In such markets, it pays for a company to develop its
own sales force and sell directly to customers at a lower cost than if it used intermediaries.
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Tier 1 ¢ Indirect Channels

Many producers, choose to use indirect channels to reach end customers. Customers are familiar with

certain retailers or other intermediaries and habitually turn to them when looking for what they need.

Intermediaries also help producers fulfill the channel functions previously cited. By creating utility and

trayal OiA2y STFFTFAOASYOASa>E OKIyySt YSYOSNE YI1S YIy
ability to reach customers.

Manufacturers would select this channel length when addressing the market where a large degree of
control is still required; where reseller/manufacturer [technology] interaction is highly important; when
a selective or exclusive [closed] distribution system is applied; due to geographical concentration or
simply due to [limited] market clout.

The vertical manufacturerretailer-consumeiis an example of tier-1 and the shortest indirect channel.

Tier2/+ ¢ Indirect Channels

The vertical manufacturerdistributor-resellercustomeris the most common distribution channel in
volume oriented marketing and the best example for reppresenting a tier-2 system channel length.

Manufacturers would select this channel length when addressing the market where a little or no control
is required; products are sold in small orders; products are commoditized; limited technology know-how
is required by the intermediaries or consumer; due to geographical dispersion or cost control strategies.

Due to limited infrastructure in emerging regions, it is a practice to also source horizontally [cross-
aStftAy36T GKFIG A& FNRY aS|8z YdzZoh X HESS gedcRSNR v @G K 8 LIS

Sample of tiering flow adopted by Techaisle Channel research

Tier 0 Tier1 Tier 2
Vendor Vendor Vendor
Distributor

|
J )

End Customers

Government/

. Consumer
Education

Large Business Medium Business Small Business
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DiSTRIBUTION CHANNEL CATEGORIES DEFINITIONS TABLE

Different manufacturers will label, segment and classify distribution channel elements in accordance to
proprietary definitions and terminology. In recognition of this, and to provide a common terminology
that can be globally applied and transferred to proprietary segmentations, Techaisle research operates
in accordance to the following main channel categories and sub-categories:

Main Category -Subcategory

- Direct Sales Force

Direct Sales - Direct Retail Stores
- Direct Fax/Phone/Web
Dealers - Local Dealer
- Corporate VAR
VARs - VAR
- System Integrator
SI/isvs - Independent Software Vendor
- Web Resellers
eResellers

- Mail Order Catalogue Resellers
- Technology / Electronics Retail Stores
- General Retailer
- Office Supply Stores
- Wholesale Clubs
- Telecommunication Providers
- XxSP Service Providers
- Specialist Distributors
Distributors - Value Added Distributors
- Broadline Distributors

Retail Stores

Telco

Each of TechaisleQ @ain segmentation categories and sub-categories are classified and aligned in
accordance to the following traits:

Dealers

Local Dealer

VARs

Value Added
Reseller /
Corporate Value
Added Resellers

SI/ISVs

System
Integrators;
Independent
Software Vendors

eResellers

Web Store Resellers;
Catalogue/Mail
Order/Fax

Retail Stores
Technology /
Electronics Retail
Stores; General
Retailer; Office
Supplies Stores;
Wholesale Clubs;

Telco

Telecommunication
Providers; xSP
Service Provider

Direct Sales

Salesforce; Retail;
Web Store

Local & Solution Driven National Online shop Local, Regional, . .
; . - . . National;
Tvpe of Regional; Sales Service-led or catalogue sales; National stores; National, Regional; Inbound and
Z:Ies Inbound and channel, Outbound | >50% revenue from | 80% revenue from Inbound and outbound sales
outbound sales Outbound sales sales force Fax/Phone/Web walk-in business | outbound sales force ) .
. force; Web Stores;
force; force Store
Hardware & Develop and Integrate HW & Hardware, Bandwidth
. Networking N P SW into bespoke Peripherals , Hardware, Voice/Data Telecom Hardware,
Primary Configure target . . o
Offerings Products, specific solution solutions and Networking Packaged Software, Services; Packaged or
H Packaged P ackages implement into Products, Packaged Peripherals, Bundled Hardware | Bespoke Software
Software p 9 the organization Software, Consumables, etc. Offerings
Maintenance; . . .
Secondary Support & Reselling HV.WSW ERP./CRM/BI Service & warranty Service and Bundled Hardware Service & vyarranty,
Offerings Value-added pkgs/Services solutions; Data ackages warranty packages Offerings Solution
E services together Security/Archive; packag packag 9 Integration.
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GLOBAL RESELLER DATABASE — SAMPLE RESEARCH FINDINGS

TechaisleQ éxtensive channel research provides profiled resellers database lists and analytical findings
relative to trends, migrations and uptakes across the world regions.

Below is a summary of ¢ S O K | 208D fre&4&pch findings for key countries within the Emerging and
Established global ICT regions.

Emerging Markets Characteristics:

Characteristics Dealers Sls/1SVs Telco / xSPs Corporate/VARs Retail VARs/Sls DIr./Rtl./Rslr.
Total number of partners 74.417 52.477 24.110 138.133 12.805 190.611 87.222
Average number of employees 16,5 19,8 21,0 17,8 5,3 18,4 14,8
Average age of business 9,4 9,1 7,8 10,7 6,3 10,3 8,9
Average annual revenue $0,5 $0,8 $0,3 $0,6 $0,2 $0,6 $0,5
Average growth rate 14% 17% 19% 12% 17% 14% 15%
Average number of locations 1,3 15 2,3 1,8 2,1 1,7 14
Verticals Served 7,7 8,2 7,9 78 15 7,9 6,8
Vendor partnerships 7,6 7,1 6,8 6,7 43 6,8 7,1
Avg. # of products/services offered 17,2 15,5 11,4 18,5 11,3 17,7 16,3
Characteristics Dealers Sls/ISVs Telco / xSPs Corporate/VARs Retail VARs/SIs DIr./Rtl./Rslr.
Revenue from Customers
Revenues from SBs 18% 24% 14%
Revenues from MBs 20% 25% 25% 6% 18%
Revenues from LBs 10% 22% 1% 9%

Revenues from consumers 27% 1% 6% 7% 5%

Revenues from Govt./ Edu. 7% 17% 10% 12% 1% 13% 6%
Other Channel Partners 3% 5% 6% 4% 1% 4% 2%
Revenue from Products

PCs/Peripherals 12%
Software
Developed by other vendors 8% 5% 6% 8% 2% % %
Developed in-house 2% 3% 3% 3% 0% 3% 2%
Custom made 2% 2% 3% 3% 0% 2% 2%
Networking 12% 23% 11% 14% 4% 16% 10%
Security 3% 4% 5% 3% 1% 3% 3%
Storage 4% 5% 5% 3% 1% 4% 3%
IT Services 8% 19% 9% 3% 13% %
Telephony & Communication 2% 1% 2% 0% 2% 2%
Internet Services 1% 5% 3% 0% 4% 1%
Revenue from Local Customers 76% 70% 72% 80% 95% 77% 78%
Revenue from Non-Local Customers 24% 30% 28% 20% 5% 23% 22%
Characteristics Dealers SlIs/ISVs Telco / xSPs Corporate/VARs Retail VARs/Sls DIr./Rtl./Rslr.
Margins
PCs/Peripherals 15% 14% 8% 15% 13% 14% 15%
Software
Software Apps. 10% 10% 10% 10% 12% 10% 10%
Developed in-house 8% 8% 10% 11% 0% 10% %
Custom Dev. 9% 9% 11% 13% 0% 12% 8%
Networking 10% 11% 10% 10% 12% 10% 10%
Security 9% 9% 11% 9% 2% 9% 8%
Storage 10% 10% 11% % 3% 8% 9%
IT Services 9% 16% 10% 9% 9% 11% 9%
Telephony & Communication 5% 6% 7% 4% 1% 4% 5%
Internet Services 3% 5% 14% 3% 0% 4% 2%
Characteristics Dealers Sls/ISVs Telco / xSPs Corporate/VARs Retail VARs/Sls Dir./Rtl./Rslr.
Costs

Inventory & Production Costs 31% 1% 12% 22% 23% 17% 30%
Technical & Support Costs 4% 44% 52% 4% 3% 15% 4%

Inbound & Outbound Logistics 2% 1% 1% 2% 1% 2% 2%

Sales & Marketing Costs 3% 10% 4% 2% 6% 4% 4%
Admin/Operations 4% 7% 9% 5% 4% 5% 4%
Operating Margins 4% 5% 8% 4% 4% 4% 4%

In this sampleEmerging Marketsesearchs formed by:

Brazil, Russia, India, China, Turkey, Poland, S. Africa, Malaysia, Thailand
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Established Markets Characteristics:

Characteristics Dealers Sls/ISVs Telco / xSPs Corporate / VARs Retail VARs/Sls DIr./Rtl./Rslr.
Total number of partners 87.163 57.208 62.482 150.584 14.998 207.792 102.161
Average number of employees 11,7 17,3 10,5 12,7 5,6 14,0 10,8
Average age of business 111 11,0 9,0 12,5 6,9 12,1 10,5
Average annual revenue $0,9 $4,1 $1,9 $1,3 $0,6 $2,0 $0,9
Average growth rate 7% 10% 14% 7% 6% 8% 7%
Average number of locations 1,2 2,0 2,0 1,2 1,3 1,4 1,3
Verticals Served 8,5 6,7 6,5 8,4 2,6 8,0 77
Vendor partnerships 10,8 10,6 54 11,2 11,6 11,1 10,9
Avg. # of products/services offered 16,8 18,7 13,6 17,4 14,9 17,7 16,5
Characteristics Dealers Sls/ISVs Telco / xSPs Corporate / VARs Retail VARs/Sls DIr./Rtl./Rslr.
Revenue from Customers
Revenues from SBs 18% 15%
Revenues from MBs 21% 22% 6% 18%
Revenues from LBs 15% 21% 1% 13%
Revenues from consumers 24% 0% 3% 2% 2%
Revenues from Govt./ Edu. % 19% 18% 14% | 0% 15% 6%
Other Channel Partners 2%
Revenue from Products
PCs/Peripherals
Software
Developed by other vendors 9% 9% 8% 9% 9%
Developed in-house 4% 3% 2% 3% 0% 3% 4%
Custom made 4% 5% 5% 3% 0% 3% 3%
Networking 14% 16% 6% 17% 13% 16% 13%
Security 5% 9% 5% 7% 2% 7% 5%
Storage 5% 3% 4% 6% 1% 5% 4%
IT Services 7% 15% 14% 0% 18% 6%
Telephony & Communication 2% 8% 3% 2% 5% 2%
Internet Services 2% 4% 4% 1% 4% 2%
Revenue from Local Customers 69% 63% 51% 67% 92% 66% 73%
Revenue from Non-Local Customers 31% 37% 49% 33% 8% 34% 27%
Characteristics Dealers Sls/ISVs Telco / xSPs Corporate / VARs Retail VARs/Sls Dlr./Rtl./Rslr.
Margins
PCs/Peripherals 8% 10% 9% 7% 11% 8% 8%
Software
Software Apps. 6% 7% 9% 7% 12% 7% 7%
Developed in-house 6% 8% 4% 7% 0% 8% 6%
Custom Dev. 7% 9% 11% 6% 0% % 6%
Networking 7% 14% 12% 7% 8% 9% 7%
Security 6% 8% 9% 5% 7% 6% 6%
Storage 6% 6% 9% 5% 10% 5% 6%
IT Services 6% 17% 13% 7% 0% 10% 5%
Telephony & Communication 6% 8% 8% 5% 5% 6% 6%
Internet Services 5% 5% 9% 9% 0% 8% 4%
Characteristics Dealers Sls/ISVs Telco / xSPs Corporate / VARs Retail VARs/Sls Dlr./Rtl./Rslr.
Costs
Inventory & Production Costs 19% 1% 1% 6% 29% 5% 20%
Technical & Support Costs 7% 43% 41% 28% 6% 32% 7%
Inbound & Outbound Logistics 5% 1% 2% 2% 5% 2% 5%
Sales & Marketing Costs 8% 3% 6% 4% 6% 4% 7%
Admin/Operations 6% 10% 13% 8% 8% 8% 6%
Operating Margins 5% 10% 12% 6% 6% % 5%

In this sampleEstablishedMarketsresearchs formed byAustralia, Canada, France, Germany, Japan, Korea, Italy, Spain, Taiwan, US, UK
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ABOUT TECHAISLE

Techaisle is an IT market research and consulting company covering SMBs and Channels. Go-to-market

strategies require actionable research, flexible data and deeper segmentation. Techaisle's segmentation

Ad StraArfe dzyRSNRG22R>X NILARf& RSLIX28l0fS YR RNAQD
channel research coverage provides in-depth understanding of resellers and distribution channels across

numerous countries. Techaisle provides six major services: Worldwide IT Market Sizing, Channel

Research, Reseller Partner Sizing, Syndicated Research, Custom Consulting and Segmentation.

AMERICAS EMEA

APAC
Ph: +1 40814 4690 Ph: +39 3407351725 Ph: +91 9810412226
inquiry@techaisle.com inquiry@techaisle.com inquiry@techaisle.com
Tavishi Agrawal Paolo Puppoli Gitika Baj
tavishi@techaisle.com paolo@techaisle.com gitika@techaisle.com
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