@ KEYPOINT
INTELLIGENCE

The State of the Channel - what are the others doing?

Office Team AQbY- 202,

February 2023 €60

YEARS

KEYPOINT
INTELLIGENCE




CONTRIBUTORS

DEBORAH HAWKINS LEE DAVIS
Group Director Senior Analyst
Office Team Scanners & Solutions

. KEYPOINT
INTELLIGENCE




*The State of Play
*What makes a SuperStar?
¢*Scan & the DX opportunity
* Key Take-Aways

AGENDA

INTELLIGENCE




The State of Play

KEYPOINT




US Resellers Acquired: 2015 to end of 2022

Total Number of US resellers acquired THE KEY POINT

B Independent OE Dealer M VAR IT/Integrator

¢ Consolidation continues but
pace not as aggressive as pre-

COVID.
¢ More VARS/IT resellers are

7 being acquired than OE
Dealers.
- ¢ Partly a reflection of total
number of VARS/IT resellers
- 25 compared to the OE dealers.
50 ¢ Also a reflection that IT
38 . .
Services is a hot sector.

2015 2016 2017 2018 2019 2020 2021 2022

Source: KPlI Channel database
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Expand A4 Portfolio is #1 Reason for Resellers to Add Brands

Q11: Which of the following best describes why you have added a hardware brand??

Expand A4 portfolio

Reliable supply of devices (no stockouts or backorders)

Reliable availability of supplies * With the new focus
Higher profit margin on hybrld and
Expand scanner portfolio home Working, A4
Devices suited for work from home has been heavily g
Better environmental/sustainability credentials demand and
Better credit/leasing terms although this is not
Expand A3 portfolio the only reason to
Devices suited for downsizing offices add brands, it iS the
#1 reason.

Good range & supply of remanufactured devices
Better dealer programs (promo tools, spiffs, fraining)
Permits Aftermarket supplies

Better Managed print services (MPS) programs

Better device security

0% 10% 20% 30% 40% 50%

N = 201 Resellers that have added a brand in past 12 months
Source: OG 2022 Channel Survey
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A3 Copiers Continue with Highest Backlogs

Q15 Please describe your current product inventory levels from your major suppliers.

100% —

s ¢+ Consumables appear to
= N/A be of least worry for

80 ez resellers currently with
the majority reporting

46% back to normal levels.
m Back to a normal level .

60% ¢ Serious backlogs for both
A3 & A4 devices
continue to plague the

40% = small backiog market and tamper
resellers’ ability to sell.

20%

33%
® Serious backlog
14%
0%
A3 Copiers A4 Printers & Supplies Parts Scanners
MFPs Multiple Responses Permitted
N = 316

Source: OG 2022 Channel Survey
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Print Continues to Provide Most Revenue for Resellers

Q18: What percentage of your organization’'s annual revenue is derived from the following product categories?

2019

Smart Workplace products
Communications 6%
6%

Print EQuipment HW
22%

Professional Services
7%

Managed IT Services
8%

Breakfix/Maintenance

IT Hardware 14%

9%

Software/Cloud solutions MFP/printer Supplies

O,
8% Managed Print Services 1%

9%

2022

Software/DX

solutions . . .
1% Print related hardware, including

service, maintenance & supplies
31%

IT services
16%

Managed prin
services

15% Scanners and related

service/maintenance
Non-print hardware (displays, 15%

pcs, servers etc)
12%

< Sum of Print HW, B/F & Supplies is diminishing from 47% in 2019 to 31% in 2022
“* Increasing are MPS, Scanners, Software & IT Services

N =196/316
Source: OG 2019/ 2022 Channel Survey
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IT Services Offers Greatest Revenue Opportunity

Q19 Aside from document imaging products, which areas are currently offering you the greatest revenue opportunity?

80%

70%

60%

50%

40%

30%

20%

10%

0%

Total US

N = 316
Source: OG 2022 Channel Survey

OED

82

IT Resellers

166

MSP

46

Imaging VAR

20

| |T Services

B Managed IT

m Digital transformation

m Cyber security products and services

Physical security products

B Remote conferencing and collaboration products

m Digital Mailroom

m VOIP /Communications services

% KEYPOINT 1
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What makes a SuperStar?
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Reseller Margins Relatively Stable, Growth Stalls

Margin
Average 2021 0% 1
S =Y elellgld: Resellers are no
-3.1% growth Ioner rowing revenue
13.5% margin 40% 1 gergrowing r
BUT remain profitable
30% -
20% - 4
<
10% -
Revenue Growth
[ [ 09{) [ [ [ [ ]
-30% /)(% 10% 0% 10% 20%\ 30% 40% 50%
Averaoge 2022 -10% - Average 2019
'1°°‘)8A’ growth 11.8% growth
15.2% margin 20% - 21.4% margin
Source: OG Channel Surveys over time Profit margin defined as revenue minus cost of goods sold, labor

-30% - and other operating expenses as a percentage of revenue.
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The Superstars Attributes -2019 vs 2022

2019

Highest revenue (mean)

More likely to target large businesses (% of
customer’s large)

Revenue was evenly split between both
traditional hardware print equipment &
“new” services such as IT Services, MPS,
etc.)

Expect their revenue from hardware (A3/A4)
to increase in next two years

Highest level selling Managed IT services
Expanding into new geographies is a top
priority to grow

Expanding into new product categories is
top priority for Superstar dealers

Improving business systems is a top priority
compared with other dealers

High probability they will acquire to grow
their business in next 2 years

SuperStar

$24.6M

35%

80%

68%

55%

52%

63%

All Dealers

$16.28M

26%

68%

54%

30%

37%

44%

2022 All
e s Resellers
Highest revenue (mean) $25.2M $22.9M
. . o
More Ilkel,y to target large businesses (% of 359% 6%
customer’s large)
Less dependance on Print for Revenue
Greatest revenue opportunity in IT services,
Managed IT & DX
Highest level selling Managed IT services 85% 80%
Expect to put prices up due to Inflation
PaaS is a good lock-in process 53% 46%
Embracing Remote Service 66% 60%

Highest level selling DMS, Capture,
Workflow, BPA, RPA

Top Challenge: Digital conversion, declining
print volumes and competition from Internet

Top Threats: Price pressures, the economy & shift

away from print

NT
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Growth Opportunities :

IT Services

.

Q19: Other than print, which of these areas do you see providing
the greatest opportunity for revenue growth for your business in

next 3 years?
2017

38%

Workflow & BPA

37%

Managed IT

35%

Security

32%

Mobility

Expansion thru Acquisition 25%

Verticals 25%

Visual Comms 19%

18%

Office of the Future VOIP

0% 5% 10% 15% 20% 25% 30% 35% 40%

N =179 US
Source: OG 2017 Channel Survey

Q19 Aside from document imaging products, which areas are
currently offering you the greatest revenue opportunity?

2022

IT Services

56%

Managed IT

48%

Digital transformation

46%

Cyber security

37%

Physical security products

Remote conf & Collabs 16%

Digital Mailroom 13%

/Communications services 1%

0% 10% 20% 30% 40% 50% 60% 70%

N =316 US
Source: OG 2022 Channel Survey
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The Scan & DX Opportunity
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True Digital Transformation vs. Simple “Digitization”

* Digital Transformation (DX) is the integration of digital
technology into business processes to supplant paper-
based, manual workflows with codified, often automated
digitized equivalents.

True DX
@ Scanning paper v Storage, search, sharing,
documents to a PDF or collaboration of electronic
other electronic format data and docs (Content &
B Storing documents in @ Information Management)
shared electronic v Automated, electronic
repository with a simple document workflows
folder-tree structure (Business Process
Automation)

B Sharing documents via
email threads v Al-infused systems that
“learn” and, in turn, take
over processes (Robotic
Process Automation)

INTELLIGENCE




Hybrid Work + DX = Increased Need For Scan

/__ \

Hybrid Work DX Increased Need for Scan
%
(o) 48 O of processes have (o) :
B60%0 o us workers - mm 64% o us oice
been digitized—on K i th :
remote (at least part of the years. has been increasing as part
time). of their job role.

¢+ Scanning enables distributed teams be more productive when collaborating on document
Intensive processes

¢+ Scanning is the most efficient way to traverse the intersection of paper-based information and
digital processes.

+ Although print volumes are in decline, printing devices (and anything that scans) are still in

demand
*  79% of workers said they use an MFP as their primary scanning device.
*  57% of workers said print is “100% essential” and 79% said they scan as part of their role.

'US Primary Research: Document Process Shifts and Workflow.Transformation

. KEYPOINT 18

2US Primary Research: The Future of Work 2022 INTELLIGENCE

3North American Document Image Scanner Market ESTIMATE Foreecast: 2022




Your Competition is Investing in DX

Q45: Which of the following digital transformation (DX) THE KEY POINT

solutions do you sell or plan to sell to your customers?

¢ Results are based on a mixture of
Office Equipment Dealers, IT
Resellers, Imaging VARs, and MPS
Providers.

Robotic Process Automation

Document Process Automation

* Most of the channel already sells
rudimentary DX solutions.

¢+ Do you?

Document Capture

= Unlikely to add to portfolio ¢+ Some are more successful than
m Plan to sell OtherS

= Already sefling ¢ Average Channel Survey
participant said that DX makes up
for 11% of revenue.

¢+ Megadealers and top-performing
DX technology providers get
about half of their revenue from
software/DX

Business Process Automation

Secure Pull Print

Fleet Management

Content Management

Print Management

N = 316
Primary Research: State of the Channel 2022
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Why are Dealers Struggling?

g46: Which of the following best describes your firm's approach to
selling document imaging solutions.

10% of dealers
said they
encountered
no roadblocks

*Selling DX isn’t easy SR el

d
Customers think (0],1)Y 1/3"d of
that DX solutions all reps

* Reps aren’t focused on DX LY (e actively

and don’t see the
value/benefits of pursue DX

sales.

g47: What are the primary roadblocks your organization
encounters when selling DX solutions?

¢ Customer Perception

INTELLIGENCE

20



What can | do to Make my DX Business Succeed?

O

* Partner with a DX Solution ¢ Train reps to... * Incentivize reps
Provider ¢+ ... lead with solutions * Increase compensation
* Partner programs, support, and + ... ask the right questions for DX solutions sales
training can help accelerate . communicate the * Higher payments for new
sales cycle and improve benefits and value of DX business

margins

¢ Start as an agent, and take on
more responsibility as your
base grows

KEYPOINT
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Key Take-Aways
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Key Take Aways

Get your A4 offering BEEFed up!

Focus on Traditional IT services, Managed IT services (MITS) and
supporting digital transformation (DX) initiatives.

Partnerships are a great avenue for getting started and to grow
your business — BIGGER is better!

INTELLIGENCE
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Appendix

KEYPOINT




Channel Definitions

¢+ VAR/Systems Integrator/Solutions Provider: A company that specializes in reselling IT hardware and

software products with installation and customization services, but does not maintain on-going
contract with customers.

+ IT Equipment Reseller: A company that provides IT equipment and software primarily to businesses.

+ Office Equipment Dealer: A company specializing in copier/printer products & services, that also
provides IT related hardware and services.

¢ Managed Service Provider: A company that specializes in contractual, ongoing service and support of
IT hardware and software.

¢+ Imaging VAR : A company that resells scanning and imaging equipment to other companies.

KEYPOINT
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% deborah.Hawkins@keypointintelligence.com

) linkedin.com/in/deborah-hawkins-6863694
Your phone number here

Sign-up for weekly email updates on the latest blogs and podcast from Keypoint Industry Experts: https://hubs.li/Q01895vx0
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