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| discovered an interesting situation some years agewlatking for a hardware
wholesale distribution company. They stocked a largedif merchandise, over
50,000 SKUs, providing materials to industrial and retail custsrand wanted to
talk about how their warehouse labor costs seemed outof limour study of
their operation we found that the basics were being perfowaégdwith better
than average productivity and quality. We also discavé¢hat the company and
the distribution center were providing a wide range ofises to their customer
that were not listed in their catalog, and not documented lzargwy

The first response to our inquiry about these servigessthat the company offered
many different delivery options. For example, soméarusrs picked up their
orders at the warehouse shipping dock, others receivedtdens on regularly
scheduled delivery trucks each week, still others veceiheir orders via a
common carrier, and some used all three methods, g@rrite charged of the
merchandise for each customer was the same andriigaoy did not charge
separately for non-standard delivery.

Then we discovered that several retail customersvet@rice ticketed
merchandise based on their unique pricing model, but for cuggdmers the
merchandise was not price ticketed at all. As we eggltine area of services
further, we discovered that some of sales staff maal@nactice to help some of
their customers stock their shelves. The range analbilgtly of services provided
exceeded what anyone could identify, that the list of sesvand the cost of these
services was not defined, and there was no tracking of wthorzed these
services, what customers received these servicesyolong the company had
been providing these services.

When we presented this information to management we greeted with strong
emotion, bewilderment, and lots of questions, includiomy bould all this have
come about, and what to do about it? After some furtk@oeation and
discussion it became clear that the company focus daroas service had
motivated people to independently taken it upon themselwespond favorably
to any “reasonable” customer or sales request and senecjust offered as a way
to create a competitive advantage. The results of thieroes service focus was
that it was not controlled, was generating significantscofien in the warehouse,
and was potentially a customer service problem because aiotime company’s



Warehouse Coach

Tonproving wanchouse frevformance

best customers were not receiving any of these additienates. Worst of all,
because of this lack of control, and the use of thetimadl Cost Accounting
system, the customers that did not request any addisenates both did not
receive them and were paying a portion of the cost adehaces being requested
and received by others as the overhead was spread atitessin the catalog.

As | remember, we had a long talk with management abbat t@ do with this
situation. Clearly to eliminate these special servitdsiot make sense.
Management was stuck in their attempt to decide wha tand to help them
reach a decision they asked that we determine theeineguand cost of providing
these services.

It was a challenging project. There was some resistanmer study, for a variety
of reasons, but we were able to create the list of@Esyva reasonable estimate of
the cost per occurrence and the frequency over thegnunths. The harder part
was management’s task: what to do with the informatiorsandce?

Their first step was to add a list of services the compeas/prepared to offer, to
their merchandise catalog. In this way all cust@fercame aware of the
company'’s service commitment. Initially these servigege listed without
explicit costs, and the request that the customéfara quote. This step helped
to build more information so that they could begin to understanigvieéand
sources of demand, and estimate the appropriate leviaffihg, space and
equipment to better service the customer and understand thehadsvere
involved. Over time our client developed an understandinigeo&ctual service
costs, could apply them more accurately, and in timeetbessices became a
profitable in their business. My lesson and it teeme that flow through many of
my columns, is that more and better information leads terbetanage ment
decisions.

| look forward to hearing from you; about your challenges and apipesao better
utilize your people, equipment, systems and building to ingwarehouse
performance. You can reach meaach@warehousecoach.com




