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WHEN IT COMES TO ECOMM:

WHY REINVENT
THE WHEEL?

Navigate the Unknowns of E-Commerce with Your
Existing Supply Chain Relationships and Capabilities
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The rules for success in e-commerce and
omni-channel fulfillment are still being written,
and they will likely be different tomorrow than
today. What's clear is that customers, whether
they are consumers or other businesses, are
now the center of every company’s supply
chain universe; they are the center of gravity
that all supply chain processes must revolve
around and respond to.

This new customer-centric reality is prompting
manufacturers and retailers of all sizes to revisit
their strategies and capabilities to succeed

in this highly-dynamic, highly-uncertain, and
highly-competitive environment.

In March 2017, for example, Walmart pulled

the plug on building a 1.2-million-square-foot
distribution center in Merced, CA. Originally
proposed in 2005, the planned facility no longer
makes sense because “the nature of retail has
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changed since the project was announced 12
years ago,” said Delia Garcia, Walmart's senior
director of communications, as reported in the
Merced Sun-Star. Ms. Garcia added: “We are
innovating our business. We are transforming
our business. We are investing heavily in

e-commerce, and our e-commerce capability.”

The nature of retail has indeed changed since
2005. Twelve years ago, according to the U.S.
Department of Commerce, e-commerce sales
totaled $91.4 billion and represented just 2.5
percent of total retail sales in the United States;
in 2016, e-commerce sales reached $394.9
billion and accounted for 8.1 percent of total
retail sales. In terms of overall growth rates,
total retail sales grew just 2.9 percent in 2016
compared to 2015, while e-commerce sales

grew over 15.1 percent!
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This rapid growth, coupled with more
demanding customer expectations (such

as faster, more reliable, and free delivery), is
having a ripple effect on supply chain and
logistics processes, networks, and technology
requirements. Simply put, as customers
expect faster, cheaper, and better service,
finding the right balance between inventory,
transportation, and labor costs is more
complex than ever.

There are many questions and factors
companies must consider when determining
the right e-commerce & omni-channel
fulfillment strategy. Here are just a couple:

Do we build dedicated fulfillment

centers for e-commerce or have all of our
fulfillment operations under one roof? Many
manufacturers and retailers have started down
one path only to change course later as the
scale and scope of their operations changed. In
many cases, the catalyst for change was driven
by rising inventory costs (too much inventory
at some locations, not enough at others), rising
transportation costs (because you're too far
away from customers or need to make
multiple shipments per order), and/or poor
service levels.

Back to Walmart, the retailer is changing
course and building new distribution centers
and channels for e-commerce. As reported

in the Wall Street Journal, when a customer
orders different products today from Walmart
“— say, shampoo, a toy and an Apple Inc. iPad
— [it] may have to be filled from three separate
locations. The goal of Wal-Mart's new centers
is to provide a single place stocked with a wide
variety of products to get shipments collected
and sent faster.”
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Should we collaborate with our suppliers and
have them drop-ship more orders? A research
report published in January 2017 by Retail
Systems Research (RSR) in cooperation with
SPS Commerce showed that 40 percent of the
563 companies surveyed (including retailers,
manufacturers, distributors, and logistics
service providers) plan to increase the number
of drop-ship vendors in 2017, while logistics
service providers expect large increases in
drop-ship relationships over the next three
years. Home Depot, Macy’s, and Pier 1 Imports
are among the growing number of retailers that
are increasing their drop-shipping activities.

But the biggest question of all, particularly
for companies that are just getting started, is
this: How do we scale our e-commerce and
omni-channel fulfillment capabilities while
minimizing risk, cost, and time-to-market?

Rather than completely re-inventing the wheel,
many companies are leveraging their existing
network, resources, and relationships, especially
with logistics service providers, to address

this challenge.
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THE ANSWERS TO YOUR E-COMMERCE
QUESTIONS MAY ALREADY EXIST

“Third-party logistics providers are becoming
increasingly important [in e-commerce],” states
a September 2016 report by Prologis. “Outside
expertise can be critical. Many of our customers
operating e-fulfilment are third-party logistics
providers conducting order fulfilment on
behalf of retailers. This is especially the case

for our mid-sized and smaller size categories.
E-fulfilment is a complex operation. For online
retailers, this outside expertise can be a crucial
value-add at a time when topline growth might
be scaling quickly.”

Where do you begin? Start with your current
third-party logistics (3PL) partners because
they already possess two critical attributes for
success: the have already earned your trust
by successfully managing your traditional
fulfillment operations and they are already
very knowledgeable about your products and
supply chain.

Mike Fahey, Vice President of Operations

for Haier America states “you need the right
partner to get it done... It has always been my
belief that partnering with the right 3pl is key to
success. Hoping that you have the right partner
through their culture or experience in certain
areas, as well as sharing responsibility in the
operations are elements that | look for. We are
an E-Comm solution for many of the big box
companies now and that continues to grow - as
do the requirements from big box companies
themselves. We have partnered with our 3pl

to improve the processes around E-Comm
fulfillment operations to drive cost out while
increasing the turnaround time. The pressure
will continue grow as E-Comm continues to
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You can minimize the
risks and costs of scaling
your operations, and
get to market faster, by
leveraging your existing
network, resources, and
relationships to their
fullest potential.

grow, and more companies are pointing in this
direction. With my 3PL, we will benchmark
companies doing this process well, look to
automation and process improvement to drive
this part of the business.”

Trust and knowledge: it often takes years to
acquire both, so rather than start from scratch
with another 3PL you haven't worked with
before, reach out to your existing partners to
see if they are able to meet your e-commerce
and omni-channel fulfillment needs too.

There are other key ingredients for success
when deciding whether your current 3PL can
help address your E-Comm challenges:

Flexible and modern technology: Various
software applications and technologies

play an important role in e-commerce and
ompni-channel fulfillment, including supply
chain visibility (especially real-time visibility
to inventory across the network), distributed
order management (DOM), transportation
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management (including drop shipping),
warehouse management and automation, and
business intelligence and analytics. Whether
these systems are yours or provided by your
3PL partner, it's imperative that they are flexible
and easy to configure in order to quickly adapt
to ever-changing business processes and
requirements.

Cultural and strategic alignment: Do you and
your 3PL partner share the same values and
commitment to continuous improvement? Is
your 3PLs strategy for growth and investment
aligned with yours, especially as it relates to
e-commerce and omni-channel fulfillment?
The answer should be ‘yes’ to both. Ideally, you
and your 3PL partner should develop a shared
vision statement that aligns with the objectives
and desired outcomes of the end customer,
which in many cases is the consumer.

Shared risks and rewards: Third-party logistics
providers are taking on more supply chain risks
and responsibilities, and customers are also
expecting faster ramp-up times, which means
companies have to take a smarter approach

to how they select 3PL partners and manage
the relationship. Focus on building lasting
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relationships, where the risks and rewards
are shared in a fair and balanced manner,
relationships that are built on trust for the long

term instead of the next bidding cycle.

Solutions-based mindset: There is no out-of-
the-box solution for E-Commerce and omni-
channel fulfillment. As demands from today's
consumer rapidly shift, the ways in which
companies meet these demands must also
shift - meaning supply chains must be faster,
more nimble, and more customer-centric. In
order to drive value 3PLs must understand the
importance of speed-to-shelf, and be able to
develop solutions around diverse and unique

consumer markets.

Yes, the rules for success in ecommerce and
omni-channel fulfillment are still being written,
and they will be different tomorrow than they
are today. However, you can minimize the risks
and costs of scaling your operations, and get
to market faster, by leveraging your existing
network, resources, and relationships to their

fullest potential.
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