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Controller and VP of Finance Analyzes Customer Profitability for a
Pharmaceutical Wholesaler

Background:

A finance team member working as the Controller and VP of Finance for the fourth-largest
pharmaceutical wholesaler and distributor in the USA identified concerns around the company’s
declining profitability. The company's revenue streams were spread across various regions, but
the North East stood out as particularly challenging in terms of profitability. The company had a
vast network of customers with varying credit terms, pricing agreements, and purchasing
behaviors, which were becoming increasingly difficult to manage and optimize.

Challenge

1. Unprofitable Customers: Despite steady sales growth, the company's profit margins
were shrinking. A major concern was that many customers, especially those in the North
East region, were not generating adequate profit due to unfavorable credit terms, high
distribution costs, and suboptimal pricing structures.

2. Credit Risk: Extended credit terms with several customers led to delayed payments and
increased risk of bad debt. The lack of a consistent process for evaluating customer
creditworthiness was further compounding the issue.

3. Lack of Clear Profitability Analysis: The absence of a robust profitability analysis
framework made it difficult to identify which customers were eroding margins. Without
this data, the company couldn't take decisive actions to optimize its customer base or
improve its financial health.

Strategy: Profitability and Credit Term Analysis



The finance team member took the initiative to develop a comprehensive customer profitability
and credit analysis process. This involved deep dives into the company’s financial and
operational data, segmenting customers based on regions, credit terms, and profitability metrics.

1.

Data Collection and Segmentation: The first step was gathering detailed financial data,
including sales, costs, discounts, rebates, and payment history for each customer. Using
this data, the finance team member segmented customers by region, with a particular
focus on the North East, which was showing the highest signs of unprofitability.
Customer Profitability Analysis: The team member implemented a customer
profitability model that calculated the profit margins for each customer account after
factoring in all associated costs (e.g., distribution, warehousing, credit terms). The
analysis revealed that many customers in the North East were operating at negative
margins due to extended credit terms, high servicing costs, and aggressive pricing
agreements.

Credit Term Review: A thorough assessment of the customers' credit terms was
conducted. The findings showed that many customers were granted excessively long
payment terms, leading to cash flow constraints and an increased risk of non-payment.
The team member recommended changes to tighten credit terms for specific accounts,
requiring prepayment or shorter payment cycles for high-risk customers.

Strategic Customer Exit: Based on the analysis, the finance team member presented the
findings to senior leadership, highlighting the need to either renegotiate terms or exit
certain unprofitable customers. As a result, the company made the strategic decision to
exit several accounts in the North East region, prioritizing profitability over sheer
volume.

Pricing Adjustments: For the remaining customers, the team member proposed revised
pricing models that better reflected the cost-to-serve and risk levels associated with each
account. This included implementing minimum order quantities, adjusting discount
structures, and incorporating risk-based pricing strategies.

Outcomes

1.

Improved Profitability: By exiting unprofitable customers and adjusting the credit and
pricing terms for the remaining accounts, the company experienced a significant
turnaround in its financial performance. Within a year, the company's profit margins
improved, and cash flow stabilized, helping the company return to profitability.
Enhanced Cash Flow: The tighter credit terms and revised payment structures reduced
the number of days sales outstanding (DSO), improving the company’s cash flow and
reducing the risk of bad debt.

Data-Driven Decision-Making: The newly implemented customer profitability analysis
process empowered the company to make informed, data-driven decisions regarding
customer management. This framework became a valuable tool for ongoing monitoring
of customer accounts, ensuring that similar issues would not arise in the future.

How Finstru Rx Finance can Help...



This case illustrates how a finance leader’s proactive analysis of customer profitability and credit
terms can drive a significant turnaround for a pharmaceutical wholesaler. Finstru Rx

Finance specializes in helping businesses in the healthcare and pharmaceutical sectors tackle
similar financial challenges. With expertise in financial analysis, risk management, and
profitability optimization, Finstru Rx Finance can assist your company in:

o Implementing Profitability Models: Develop tailored profitability models that identify
unprofitable customer segments, providing insights to inform strategic decisions.

e Optimizing Credit Terms: Assess customer creditworthiness and establish credit
policies that reduce risk and enhance cash flow.

e Pricing Strategy Development: Create data-driven pricing strategies that align with
market dynamics and customer risk profiles, ensuring sustainable growth.

e Ongoing Financial Monitoring: Establish robust processes for continuous financial
monitoring and data-driven decision-making, keeping your company on the path to
profitability.

By partnering with Finstru Rx Finance, your company can leverage expert financial leadership to
navigate complex market dynamics, optimize customer portfolios, and achieve long-term
financial success.



