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egional warchouse operalors are

fecling the pinch of consolida-

tion and responding with pew

business models based on tech-

nology and ollaboration. Whe-

ther new models can succeed in
what is & mature industry, however, re-
mains an open quéstion.

Surrounded by the distribution indos-
try's vepsion of the “big box" retailers, the
regionals are under intense pressure from
industry giants,

& Lot of guvs are frightenied now,” said
Ken Ackeriman, Runder of KB, Acker-
man Company in Columbus, Chio,
“They feel the little guy doea’t havea
chance in today’s marker.”

Their fear i< based on a simple factzin
the LS. warehousing market, which
according to consultants Armstrong &
Associates was worth more than $52.7 bil-
L fn 2003, the big keep getting bigger,

Exel, UPS Supply Chain Services, UTi
Waorldwide and Kuchne & Nagle all made
nujor acquisitions in recent years thal
include strong growth'in management of
distribution centers and warchouses. The
Freney is such that Upited Kingdom-
Based Exel — the largest operator of
commercial warchouses in the United
States with 73 million square feer — this
year was rumored 1o be a mkeover target
af UPS, the second-largest ULS, aperatar
ol warehouses with 28,6 million sguare
feet. Neither company will comment on
the rumaors.,

"Within warehousing there hias been
feeding freney of acquisitions,” said Ack-
erman. | think there are more mergers
and acquisitions going on now than-in
the maring S0

tration and technology the giants

bring to the table, along with glabal
reach and expanding menus of value-
adiled services, make it tough for

Thr economics of scale in adminis-

regional operators ta bid on national
contracts.

“The emnphasis is on the entire supply
chain, which can go beyond the ability of
regional aperators to address,” says Bob
Shaunnessey, executive director of the
Warehouse Education and Research
Council.

Rut regional aperators are (rying o
address the challenges.

To compete 'on scale and reach, 32
regional warchouse providers recently
banded together under the umbrelia of
eFill America, while “virtual,” non-asset
haded companies such as ChseStack have
entered the murket with business models
based on strong proprietary technology.

CaseStack Chief Executive Officer [an
Sanker, who co-founded the company in
Los Anpeles in 1999, said private squity
groups see his “technology-enabled logis-
tics abtsoureing firm” as offering a new
business model in w mature industry,

CaseStack “has built « highly scalable
business that brings a new level of effi-
ciency and cost savings to a traditional
tnanual and inefficient industry” said
Alsin Rothstein, principal of Kline
Hawkes & Company, a Los Angeles ven-
ture capital firm and CaseStack investor,
“The bottom line fs that CaseStack
enables its customers to better compete
with their larger competitors.”

By consolidating orders, CaseStack
provides truckload benefits to small and
midsize consumer packaged goods com-
panies that otherwise supply LT quanti-
ties To retailers, Sanker estimates truck-
loadd shipments cost on average 40
percent less than LTL shipments.

Underpmning the company’s success
— since 2003 it has grown from 35 w89
employees and revenue has jumped from
$5 million 19 530 million — is a Web-
based technology that allows clients 1o
simply type in order quantities and desti-
ntions, and CaseStack fulfills the orders.
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Integrating with
client servers, the system
provides real-time track-
N processes all ship-
et -related data; stores
historical shipment and
inventory records by
SKU and region, and
affers demand -planning
and customifred reporting,

For LTT. shipments, around M) per
cent of CaseStack’s total, an oprimiza-
tion feature locates the best option. Cus-
tomers pay a monthly access fee 1o use
the system,

The technology enables vendors
maintain minimal inventories at facilities
operated by CaseStack’s warchousing
partners in Los Angeles, Portland, Ore,,
Prallis, Chicago, Alanty and Now Jersey,
Vendors save back-end cosis by not hay-
ing to deal directly with transportation
providers, and retailers benefit through
increased ordering efficiency, les out-of -
stocks and reduced dock congestion,

SAMKER

the experiences of shippers,

Prior to co-founding CaseStack,
Sanker managed alogistics division at
Nahisco, a brand of Kraft Foods, where
b was struck by two trends that deove
the development of the Casestack model: |
the growing use of the Web as a 100l 1o
link trading partners vather than thie use
of costly enterprise systems; and the
emergence of national retailers such Wal-
Mart and Home Depor, which in Sanker’s
view put.an end 1o the purely regional
warehousing model,

“Atthe end of the supply chain you
Irave mational plavers who want national
solutions from our vendors,” be said.

For the past two veirs, CaseStack his
been part of a Wal-Mart program n
which the retail giant creates master,

Fur CiseStack, the mode! grew put of

multi-vendor purchase orders from up
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Searching for Success

thaﬁ:aﬂunmaybaﬂmnmga-mm
in trade and industrial sourcing, but
says it may not be what everyone is
looking for in a warehouse.

Whether it is CaseStake, eFill or
the many smaller regional operators
that look to fill distribution needs, says
Ackerman, many shippers want 1o be
able to call the CEO of a regional on
Sunday if they are in trouble.

“There is absolutely room in the

| industry for new business models and

CasaSiack, with a dam good track
record, is proving that;' he said. "eFill

| is maore of a crapshoot, but time will

tedll if it is viable™

For regicnals to succeed, they have
to be among the very best in a given
industry niche, said Adnan Gonzalez,
director of the Logrstics Executiva
Council at ARC Advisory Group,

*There iz still a role for regionals,
but they have to focus on operational
excellence he said. “They have to be
the cream of the crop”

Ciiff Lynch, president of CF Lynch &
Associates, thinks most eFll members
are in it for marketing oppornunities.
Lynch, who has worked as a consultant
for eFill, said there would be more syn-
emges if member firns wers in similar
ndustries, but it could still be a good fit
between regional and national players.

“It is a fairly defined network of com-
panies that offers something close loa
single-source solution,” he said.

Dick Armstrong, founder of Amm-
strong & Associates, described com-
panies like CaseStack and eFill Ameri-
ca as variants of the 3PL model with
more web-based activities. It works for
small companies, he said, but the
long-term wiability of such models
remains unknown.

*| can't imagine any major compa-
nies using this as their warehousing
solution.” he said.

to 10 vendors, which CaseStack consoli-
dates into truckload shipments.

Sanker said CaseStack’s per-pallet cost
to Wal-Mart is aroand $35, about half the
industry average. The company muoves
around 2.5 million pounds of goods into
Wal-Mart facilities each month, a num-

ber Sanker expects to grow as the compa-

ny expands bevond groceries into general
merchandise.

and marketing for Marie Callender

International Commissary, a restau-
rant chain and grocery supplier, said his
comipany tried to sell baked goods

nuug Shannon, vice president of sales

Top 30 Bulk Warehouse/Distribution Markels
Ranking of LS. markets by square footape (I thousands of square fest)
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Wal-Mart but lesmed the retal giant
wonld not welcome single paller ship-

ments of cornbread at s loading diocks.

wal-Marl indicated it liked the product,

however, and recommenided three consol-
idators, one of which was CaseStack,

Shannon asked the companes for a
price quote on warchousing and trans-
porting goods 1o customers mcluding
Albertson's and Kroger, twa ol the
nation’s largest grocery chains,

Casebtack came back with a price that
was far less than Marie Callender was
spending on its own, For example, il cost
the company $300 to shep a single pallet
of cornbread from s own warehouse in
Lo Angeles to an Albertson’s facility in
Vacaville, Calif. Casestack’s price was less
than halt that.

CaseStack gor the cornbread into Wal-
Mart and now handles arownd 90 percent
of Marie Callender's national sales

“We can now ship truckloads of our
products 1 CaseStack warehouses
instead of shipping single pallets to 20
different locations,” said Shannon,

i other cases, regional warehouse oper-
ators themselves may see the value ina
fend of consolidation.

Avmng for a niche between regional
and manonal providers is eFill America,
Based in Alpharetta, Gas, which became
aperatinnal last summer.

Chiel Commercial Officer Gerald
Huback said «Fill's service providers
32 independent regronal warehouwse aper
ators — are also its shareholders, and
they pay around 50,000 to join the net
wirrk. The stakeholders include Mem
phis, Tenn.-based Parterson Warchouses,;
Saddle Creek, a 3PL based in Lakeland,
Fla; Aspen Distribunion in Salt Lake City,
Metro Park Warchouses, based in Kansas
City, Mos and Barrett Distribution Cen
ters, based in Franklin, Mass.

e company, which has 10 clients ina
cross-section of mdustrics, was tounded
by lohn Owen, founder of intermodal
tricking company RoadLink US4, Luc
Ringuette, a warchouse management soft
ware executive and developer, and Kendall
Kelleweay, founder of the Kelleway Group,
a warehousing and logistics concern.

[here are [5G distribution facilities in

i cites in the eFill nerwork, with more
than 30 million square feet of warchouse
space.

Kelleway and other regional providers
had beciome frustrated at losing out on
clients seelang national coverage, Huback
said. and eFill was formed o enable them
to offer the reach and I'T of the mega-

providers with the Qexibility and cus
tomer service of regonals,

The company’s XpressiONE technology
connects the distrilstion centers and pro
vides a web-based. single point of contact.

“We nffer superh local service along
with leading technuology, speed. Nexibilivy
and capacity and a full array of value-
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added services,” said Huback. "Our
providers know their customers and live
i the communmnities. [t is a huge competi-
tive advantage.”

In additon 1o attracting new clients,
eFill investors may see stock apprecia-
tion and the apportunity 1o share best
practices with industry peers. Co-
branding has been discussed, Huback
said, and collaborative murketing mate-
rial may be developed.

Buzz Fly, vice president of marketing
for Patterson Warchouses, a regional 3PL
based in Memphis, Tenn., liked the idea
af working with a network of regional
providers.

“Now we have the opportunity 1o
quote on a piece of business that might
be a four-city solution and would be
under one operating system,” he said. It
is great to be part of a larger bid."

Fly says eFill offers lower costs associ-
ated with shared facilities and local man-
agement teams. [ am convinged it ¢an
work,” he said,

Saddle Creek is participating, but
Bruce Abels, president of the Florida
integrated logistics provider, said his
company gets its share of blue-chip
clients on its own.

Still, some companies won't come call-

ing because they want a national provider,

“No doubt there are some things that
Saddle Creek can't compete on,” said
Abels, whao positions his company in the
“disappearing middle” of warchouse
providers,

Warehouses/ Distribution Centers

Year-pver-year percant growth of inventory-

mawwmm centers in
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Returning to Hubs

elentless shipper demand for seem-

ingly ever-increasing quantities of
imported merchandise, combined with
unprecedented technology-enabled
supply chain visibility, may mean it's
déja vu all over again for U.S. distribu-
tion network strategies.

After years of shippers, warehouse
tica providers centralizing storage and
dalivery oparations in colossal, ona-
site-serves-all facilities, industry play-
ers say they are seeing the beginning
of a retum to hub-and-spoke networks
that dominated distribution until the
early 1980s.

*I don't have any empirical evi-
dence, but al the very least | see pec-
ple I've been talking to have less hesi-
tancy about opening more remole.
locations; said Marc Mitchell, trans-
portation practice director for Enter-
prise Information Solutions in Downers
Grove, lIL

*Large retailers are diversifying their
import strategies;” said John Meyer,
senior vice president, customer devel-
opment, at AMB Property. Frustrated
by last year's delvery bottlanecks at
major U,S. ports, Meyer said, “big
importers are trying 1o avoid what hap-
pened last year and most likely will
happen again”

ub-and-spoks networks, in which a

central warehouse serves a group of
smaller, geographically dispersed disin-
bution centers, gave way to centralized
systems in the 1880s as just-in-lime
manufacturing principles pushed ship-
pers to streamline supply chains.

To some, hub-and-spoke was con-
sidered an invitation to slack inventory
management. Or, as Mitchell put it,
*Sisteen places to warehouse meant
you had 18 places to lose your stufl”

But now, changing patterns of
inbound logistics are reviving the
approach. In the United States, ship-
pers are starting to look to spread out
inbound distribution centers beyond
Los Angeles-Long Beach and Mew
York-Northem New Jersey to avoid

congestion, Wal-Mart alone has a mil-
lion-plus square fool facilities under
construction in Houston, Seattle, and
Savannah, Ga.

Clothing retailing giant The Gap,
wihich want from two huge East and
West coast distnbution centers a few
years ago to more than 20 smaller dis-
and-spoke network’s flexibility 1o
change product mixes in slores in a
fraction of the time centralized distri-
bution required.

Technology is one reason some
shippers are more comfortable with
the concept.

With barcodes marking virtually all
fresght from the conlainer 1o the SKU
level, information can be integrated
into warghouse management systems
views of their supply chains. As RFID
and geographic positioning system
technologies merge and their data is
incorporated in real ime to WMS and
enterpnse resource planning and
management software, the advan-
tages of flexible hub-and-spoke distri-
bution networks may outweigh the
additional costs.

“Frankly without technology you
would have a hard time keeping sup-
ply chains this complex together| said
David Twist, AMB vice president of
research.

But hub-and-spoke is not for every
shipper. "You're only going to spend
the capital if the cost savings make
sense from a return on investment per-
spective’ Mitchall said,

- Smaller and medium-sized shippers
should be able to find third-party logis-
tics providers or even warehouse net-
works willing to support the strategy.
Additional warehouse space is not an
issue, analysts said; 3PLs and smaller
warehouse operators could fill much

Mitchell said industry has also
learned from past expenence: “You
might see more spokes than you did five
years ago, but you'll never see as many
as you did 15, 20 or 25 years ago!

BY WILLIAM HOFFMAN




