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Why Outsource Fulfillment Services?

Outsourcingisontheriseinlarge, mid-sized, and even small

companies. Businessesthat seek to concentratetheir focuson their

core competencies—on the activitiesthat their customerscare

about most and that they do best—areincreasingly exploiting the

flexibility, expertise, and innovation of specialized firmsthat can

handleindividual activitiesor entire processesthat fall furthest

fromtheir core. Fulfillment isakey support activity where

outsourcing makes sense. When comparing

o : : in-house vs.
Cost savingsisstill the main reason why businesses outsource
functions, according to a2002 study by Accenture, aglobal outsourced
consulting company. Capital savingsand reductionsin operating fulfillment,
costs have consistently ranked as one of thetop three reasons L
companiesgivefor outsourcing. It Is Important

: . _ _ to calculate the
Fulfillment isone areawhere cost savings can certainly be

realized. By outsourcing thisfunction to aworld-class provider, true cost of
the company benefitsfrom the use of cutting-edge technology on providing the
an as-needed basiswithout the capital investment or risk. Less
efficient and less productive in-housefulfillment systemsare
replaced with the high quality and performance standards of a
company whosewholefocusiscontinual processimprovement and
cost reduction.

service.

When comparing in-housevs. outsourced fulfillment, itis
important to calcul ate the true cost of providing the service. Staff
and budgetsto support an in-house system (such as accounting and
human resources) may cross many internal departments, so those
costs may not be directly associated with fulfillment. Other
intangibles, such asopportunities|ost dueto fulfillment glitches
and thetaxing of internal I T resources, make calculating thetrue
cost nearly impossible. When fulfillment is outsourced, abusiness
achievesamore accurate and true accounting of the cost of
fulfillment transactions.
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One of thetop three contract furniture manufacturersin the United
Statesrelied on alow-tech warehouse management system for akey
sales support activity, getting itswood and fabric samples out to
furnituredealers. The system literally depended on warehouse
workersknowing whereitemswere stored and how much inventory
was on hand. It took so long to get an order out that the sales
representatives marked most orders“rush.”

When thisfunction was outsourced to afirm with awarehouse
management system that included an efficiently configured racking
system, the company discovered that their savingswent beyond the
initial dropindirect costs. Additional savingswererealized when
efficient inventory control prevented costly under- and overstocking
of items, and thereduction in turnaround time renewed the sales
force'sfaithinthedistribution system.

But companiestoday are beginning to look beyond the bottom line
to the strategic possibilities outsourcing offers, particularly inthe
fulfillment area. Smart managersrecognize that outsourcing for
strategic benefits—liketheflexibility, expertise, and innovation that
aworld-classfulfillment provider can bring to the table—yields
more valueto acompany than short-term outsourcing strictly for
cost savingsalone. Thedemand for aquick return oninvestment
often leads compani esto miss opportunitiesto position themselves
to gain greater future benefits.

Flexibility

Fulfillment servicesprovideacritical and time-sensitivelink
between an organization and itsdistributors, dealers, and clients.
Whenthislink doesn’t work at aworld-classlevel, the
organization’sreputation isput at risk.

Most companies fulfillment requirementscyclethrough peaksand
valleys. For example, client-direct fulfillment campaigns may
increase the number of ordersexponentially while quickly depleting
the quantities of anitem available. Corporate systemsare not

The demand for
a quick return
on investment
often leads
companies

to miss
opportunities
to position
themselves

to gain greater
future benefits.
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usually designed to respond efficiently to thesefluctuations. They
areoften staffed for peak volume, even during slow periods, so
personnel and facility costsremain fixed.

Theflexibility to handlethese shiftsin demand isahallmark of an

outsourcing sol ution. Fixed costs become variable becausethe

company isonly billed for the amount of space and labor it needsin

agiven month. When acompany’sfulfillment demandsincrease,

even for short periods, the fulfillment provider often hasat the

ready the technology and processesrequired long beforeanin- The fulfillment
house operation could gear up.

provider often
A common exampleiswhen amanufacturing company’sliterature has at the ready
fulfillment ishandled by the company’s parts distribution center.

Extraspace and personnel must be dedicated to handlethe the technology
literature portion of the operation, even when thereisno activity. and processes
Outsourcing literaturefulfillment allowsthe company to redirect .

those resourcesto partsdistribution, its primary income generator. required long

: before an
Expertise .
Inarapidly changing businessworld where beingfirst is in-house
everything, outsourcing givesacompany an edge by tappingit into operation

worldwide knowledge bases, technol ogical investments, and the
accumulated learning and training that no single business can attain
onitsownin non-corefunctions. The expertise gained by the
outsourcing provider through its experience working with abroad
range of clientsfacing similar challengesisimmediately available
tothe new client, providing acompetitive advantage.

could gear up.

The outsourcing consultant is part of the team that should be
included in the planning stages of any new venture, suchasa
product launch. By understanding the goals of the effort, the
outsourcing provider can be proactivewith fulfillment initiativesto
help ensureitssuccess.

A major manufacturer of automotive componentsfound that
utilizing an expert in literature fulfillment hel ped identify severa




A White Paper Presented by SGI

waysto streamline operations. Asaresult of the collaboration,
new customer rel ationship websiteswere devel oped, and the
company’ s print vendorswere managed differently. The company
realized a 34 percent reduction in print production costsand a

$1 million savingsin customer literature fulfillment costsover
threeyears.

Innovation

When afulfillment supplier’ stechnological and systemsdepthis

partnered with the needs and market insights of aparticular A value-added
business, innovation results. A value-added bonusof fulfillment b £
outsourcing isthe creative potential unleashed in the exchange onus o
between the two organi zations. Innovationsin thefulfillment fulfillment
function often result in efficiencies, such asreducing product .
delivery and client response time, which are passed along as cost OUIEEELITEITE
savingstotheclient. Is the creative

A medical device manufacturer wanted to consolidate fulfillment potential ;
suppliersthat handled direct, single shipmentsof itshealth care unleashed in
productsto consumers. Government regul atory issues and patient the exchange
privacy concernsdictated that an outside supplier needed to handle

this activity, but the company had not devel oped the necessary between the two
processesto administer the program. The company selected a organizations.

fulfillment provider that already had strong process management
skillsand state-of -the-art facilities and systems. Together they
came up with awhole new way of handling these shipmentsina
timely, cost-efficient manner.

Summary

Outsourcing fulfillment to aworld-class provider allowsa
businessto keepitsfocusonwhat it doesbest. Whenthis
important support function is outsourced to aworld-class provider,
the buyer receivesthe best that outsourcing hasto offer: the
highest quality service at thelowest possible cost, state-of -the-art
systems, maximum flexibility, greater depth of knowledge, and
continual innovation.




