SITE SELECTION

CAN ONE SITE PACK ENOUGH
CUSTOMER SERVICE PL

YOU COULD DO A LOT FROM ONE DISTRIBUTION SITE.
BUT FINDING THAT LOCATION REQUIRES MULTIPLE CONSIDERATIONS,
BOTH QUANTITATIVE AND EMOTIONAL.

NCH?

By ThomasA. Moore and George Hutchinson
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of competitors? A com-
pany will gain littlein
establishing a single
central DC unlessit un-
derstands what its cus-
tomers, present and fu-
ture, really expect in
termsof service.

One valuabletool in
achieving thisvalidation

Proximity to customer should be measured in time as well as
miles. The more links in your supply chain, the more time can
separate finished product from your customer. In designing or
redesigning your distribution network, keep in mind how your
company’s distribution needs will change as your industry’s
technology, your company’s product offerings, and your customer
base will change. A total-supply-chain cost approach looks at
fixed facility costs, inbound and outbound freight costs, and the
cost of inventory, order fill, and labor.

fectively train “skilled”
workersin anew loca-
tion, or should you in-
vest in moving current
employeesto anew fa-
cility?

In considering red-es-
tate issues, you need to
consider the overall im-
pact of relocation in

isastructured face-to-
face questionnaire which reveals cus-
tomers’ key cost and service drivers.
If asked, most customers will natu-
rally claim the magic number to be
“next day.” It'swiseto structure the
questionnaire to determine cus-
tomers’ actual replenishment cycles

and learn what delivery standards
their other suppliers are meeting. For
example, next-day shipping may not
be necessary for a product the cus-
tomer orders on aregular monthly ba-
sis. Inventory will almost always be
on hand to cover afew shipping days.

terms of current costs
and projected savings. The modeling
of such actions should incorporate
professionally developed exit strate-
gies and the net cost of disposing of
current facilities. If the leases on cur-
rent properties are expiring at the
same time, you'rein luck, but of
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STATE

Louisiana
Louisiana
New York
New York
New York
New York
New York
West Virginia

Warehouse Labor Costs by State

AREA HOURLY ANNUAL UNEMP. WORK.
WAGES PAYROLL INSUR. COMP. RATE
Central LA $8.72 $19.194 $131 7.73%
New Orleans $8.14 $17,914 $131 7.73%
Albany $10.76 $23,672 $287 8.49%
Nassau $12.51 $27,511 $287 8.49%
New York $11.44 $25,165 $287 8.49%
Rochester $11.44 $25,165 $287 8.49%
Utica $8.82 $19,407 $287 8.49%
Parkershurg $8.53 $18,767 $232 3.56%

TOTAL ANNUAL
cosT COST PER WORKER
$1,484 $22,248
$1,385 $20,774
$2,010 $27,745
$2,336 $32,197
$2,137 $29,476
$2,137 $29,476
$1,648 $22,797
$666 $21,075

Labor rates can
vary as much as
15% among
regions in the US,
as illustrated in
this chart from
the Bureau of
Labor Statistics.
These costs
include base
wage data,
worker’s
compensation,
and benefits.
Additional
information can
be downloaded
from the Internet
at
http://stats.bls.go
v/dolbls. htm.

course, this seldom happensin
real life. In most cases, you
will need to consider the cost
implications of subletting cur-
rent facilities, buying out lease
obligations, and selling owned
properties.

It may be cheaper to stay in
some sub-optimal sites than
move to an “optima” new site
and leave owned buildings
idle. Similarly, your CFO may
be very interested in whether
you would take again or loss
from the sale of existing prop-
erties, so avaluation probably
makes sense, too.

Subletting can a so have hid-
den cost consequences that
should not be overlooked. For
example, few distribution
managers know the potential
tax and accounting losses asso-
ciated with subleasing. Other
factorsinclude holding and
disposition cost. All of these
costs must be added to the
“hurdle cost” for anew distri-
bution plan.

Other questions to address
include:

e Does the balance sheet
strongly dictate owning or
leasing?

e Can you get out of the
propertiesyou have?

o |sthe market for your cur-
rent sites hot or cold?

It'swisetoinvolve abusi-
ness real-estate pro early in
this process. Clearly, you
should try to avoid a broker
who isinterested only in his
sales commission (there are

many such people out there).
Consider hiring an objective,
outside advisor who can pro-
vide aredligtic, informed view
of the tradeoffs you face. As
most people who have faced
these decisionswill tell you, it
isworth theinvestment.

Identify potential locations.

Asin Casablanca and old
detective movies, managers
approaching this challenge
tend to “line up the usual sus-
pects.” Among the obvious
criteriato consider in choosing
asiteisthe distance between
your new facility and its cus-
tomers. Sometimesit’'seasy to
forget to measure distancein
both miles and time: traffic
congestion, delaysin clearing
Customs, or new highway or
airport construction as aresult
of rapid growth may result in
the new distribution network
serving customers less effec-
tively than the old one, at least
initialy.

Other considerations in-
clude proximity to major carri-
ers, tax and investment incen-
tives from local and state
governments, and flow of in-
bound shipments from key
suppliers. Itisdifficult, but
important, to determine how
your company’s distribution
needs will change as your in-
dustry’ stechnol ogy, your com-
pany’s product offerings, and
your customer base will
change. If you serve, or intend
to serve, all of North America

rather than just the US, you
will obviously be affected by
NAFTA. If your customer
base extends to all industrial-
ized countries, or developing
countries, you need to take this
factor into account as well.
Locating in aforeign trade
zone can have huge implica-
tions on duty rates, imported
equipment, and inventory
taxes.

Quantify and model costs.

Getting a handle on the
cost/benefit tradeoffs of mov-
ing to asingle central DC has
been made easier in recent
years by the development of
several powerful modeling
tools and analytical tech-
niques. Whilethisbrief article
cannot cover thesein detail, it
isworthwhile to be aware of
what isavailable:

e A total-supply-chain cost
approach looksat not just fixed
facility costs and inbound and
outbound freight costs, but the
cost of inventory, order fill, and
labor:

e Objective guidesto trans-
portation rates (e.g. Czar) can
be helpful. While parcel and
air rates have aremarkable
consistency among carriers, in
the case of less-than-truckload
freight, each carrier hasinher-
ent lanebiasesbuiltintoitsrate
structures.

e Computerized logistics
network and facility location
models are essentially power-
ful calculators which cost out
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shipments to each destination
and the corresponding inbound
freight, combine thiswith han-
dling and fixed charges, and
providean “answer.” They en-
able your company to evauate
quickly avariety of DC sites
and supply-chain scenarios.

e A comprehensivereal es-
tate costing analysis must go
beyond the base rent and oper-
ating expenses to fully support
the decision-making process.
Lease vs. ownership positions
must be thoroughly evaluated.
Both tax and accounting impli-
cations of sublease or sale dis-
positions must be included.
Deferred maintenance and fa-
cility fix-up costs should be
closely evaluated. Most im-
portantly, know that each deal
will haveits own hidden costs.

e L abor costing and avail-
ability analysisis basic and
necessary. Thereisonly one
unbiased reference for accu-
ratewagedata: theUSgovern-
ment’s Bureau of Labor Statis-
tics. These data can be
downloaded from the Internet:
http://stats.bls.gov/dolbls.htm.
In addition to the base wage
data, itisimportant to add such
costs as worker’'s compensa-
tion, a benefit which may vary
as much as 15% of base wages
from state to state. For exam-
ple, truck driver worker com-
pensation rates are outrageous
in many states, prompting car-
riersto lease their labor in a
“friendly” state like Indiana.
Unfortunately, warehouses
(which arefixed inside a state)
offer no such option.

e Tax impact analysis. Every
alternative location that varies
by municipality, county or
state will typically present sig-
nificant differencesin tax con-
sequences. All possible tax
consequences, including in-
ventory, equipment, real es-
tate, payroll and corporate in-
come tax, must be forecast.
These estimates will provide a
foundation for pursuing gov-
ernment programs and loca-
tion incentives that lower or

fully abate such taxes.

e Utilitiesrate analysis: De-
regulation is creating opportu-
nities for significant cost re-
ductions for major utility
users. Relocation projects
should include negotiations
with utility suppliersto iden-
tify cost differences among lo-
cations and suppliers.

In addition to the hard facts
and figures needed to make the
best decision, you haveto al-
low for soft elements. These
include:

e Forecast error over afive-
year horizon: Simply put, it's
hard to estimate what will hap-
pen tomorrow, let alonein five
years, but an educated guess
about the impact of growth on
the total cost of a newly se-
lected siteis essential to mini-
mize surprises down the road.

e Transportation service:
For truckload carriers, how far
will they need to drive empty
to reach your location? For
LTL, parcel and air carriers:
how late can carrierspick upin
your location and still make
the cut-off for departing trucks
or planes? Knowing thesefacts
isimportant to ensure items
shipped today really go some-
where other than a carrier’s
nearby dock to await the next
day’s consolidated shipments.

e Customer dynamics:
While being “ customer inti-
mate” might suggest being
right next door, customer/ven-
dor relationships suffer ahigh
divorcerate. Customersthem-
selves move, of course; their
businesses change; they con-
stantly seek better deals from
suppliers. The more flexible
your company isin dealing
with these changes, the more
successful it will be.

e Overdll businessrisk: Are
the savings enough to justify
the move? One company re-
cently found that it could save
both transit time to customers
and distribution expense by
implementing asingle central
DC. However, the savings
were not enough to offset the

risk to its business incurred by
the move. Severa categories
of risk must be assessed:

1. Hiring a new and un-
proved work force which lacks
your company’s “tribal knowl-
edge” (the myths, practices,
and customs transferred infor-
mally from worker to worker);

2. Shifting management -
when key experience or exper-
tise moves on, you must be
prepared to take up the dack;

3. Sdling down inventory in
one place and increasing it in
another, a practice which fre-
quently resultsin less-than-de-
sirable order fill rates;

4. Splitting shipments and
thus incurring additional
freight costs or aienating cus-
tomers,

5. Implementing new com-
puter and communications
links.

Emotional factors

Even when you have done
everything recommended
here, the move may not hap-
pen. Senior executives become
attached to operations they
built and managed.

Not long ago, each time the
issue of closing old facilities
and moving to a centralized
DC was raised at the board
meeting of a Fortune 100 com-
pany, it was rejected until the
board member who started the
operation retired. After that, it
took only daysto get approval.

In the final analysis...

Choosing whether to imple-
ment asingle central DCis
complex. That complexity can
be reduced considerably if se-
nior management, with the
help of experienced experts
who have guided others
through the process, takesara
tional, organized approach.
Many have traveled this path
successfully before.

Inaworld of rapidly chang-
ing information and logistics
technology, it is essential at
least to consider such amove.
T&D
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