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Move from Tactical to Strategic Advantage with Returns Management for SMB

“Initially it was a
tactical decision to go
with KJR NetLinks
(FrontLines247) for
online support with
both ease of use and
speed of
implementation being
the key factors we
reviewed, however, it
has rapidly become of
strategic value to us
because of its
configurability, issue
resolution capabilities
and favorable
reception by our client
network”

-Kevin Smith, Director
of Customer Support,
Xmark.

It costs an estimated 6
to 12 times as much to
add a new customer as
it does to retain an
existing one.

- Harvard Business
Review

...best-in-class
companies derive 75%
higher revenue and
111% higher profits
from their service
operations than other
companies. 89% of
Best-in-Class
companies manage
their service
organization as a profit
center. They are also
three times as likely to
report customer
retention rate greater
than 90% and twice as
likely to achieve SLA
compliance rate greater
than 90% as other
companies.
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by Mark Taylor, Director of Business Development, FrontLines247.com

A few years back, a client of ours, was able to introduce our solution as a tactical
decision within their division (see testimonial to left). Once in place they were able to
quickly leverage the FrontLines solution and establish its strategic value to the overall
organization. The situation they faced is a very common one in manufacturing, which is
the difficulty of introducing any sort of strategic solution into the returns management
process. Typically, within the majority of manufacturers, the Returns management
process is thought of as simply a cost center and therefore the key to managing it is
seen as effective cost control, however, with today’s extremely tight markets, declining
client bases and highly competitive sales channels leveraging value into corporate
returns management has become more and more critical for corporate success.

The key is to move returns management from a cost centric to a service centric
approach, but for many manufacturers, especially SMB manufacturers, they see this as
both cost and resource prohibitive. One interesting fact with regards to reverse logistics
and returns management is SMB’s typically outperform larger firms on most returns
handling counts (see Table 1 below) and this effectiveness makes it even more difficult
for them to cost justify introducing strategic return management initiatives. They often
see there is a need, but with margins so tight, they are not willing to invest in a solution
which may take years to supply a return on investment.

Table 1: SMBs Outperform Large Firms on Most Counts

% of Initial Value Overall Reverse % of Products
Reclaimed from Logistics Costsas  Returned within 1st
Returned Products/Parts  a % of Sales Warranty Period
Small (Less o o o
than $50M) 20.8% 8.9% 5%
Mid-Size
0 0] 0]
($50M - $1B) 24.9% 11.7% 11.6%
Large ($1B+) 33.2% 14.6% 14.2%

Source: Aberdeen Group, September 2006

What the majority of SMB manufacturers take is a ‘wait and see’ approach to returns
management, hoping they reach a “critical mass’ point where they can justify
introducing a CRM, ERP or SCM (Supply Chain Management) solution with a full 360
degree view of the client. Even when they reach this perceived ‘critical mass’,
implementations of these systems tend to have a high risk of failure. According to a
Meta Group report 55%-75% of all CRM implementations fail to meet their objectives
and a staggering 70% of both ERP and SCM fail, as well.

Also, with regards to the 360 degree view of the client, it should be noted, the view
being supplied by the CRM, ERP or SCM shows only internally and is not transparent
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Interestingly,
companies with a profit
center approach
reported that 22% of
their revenue and 28%
of their profits are
derived from service
compared to 15% and
17% respectively for
companies that are
managing service as a
cost center.
Furthermore,
companies with a profit
centric approach are
twice as likely to report
customer retention and
SLA compliance rates
greater than 90% as
the ones with a cost
centric approach.
-Aberdeen Group ‘07

Typically 80% of profit
comes from 20% of the
client base. It is mission
critical to retain these
customers

-Pareto Principle (80/20
Rule)

68% of defecting
customers leave
because of poor
customer service...
-Thomson Group

Research has shown
that it typically costs 5
to 7 times as much to
acquire a new client
than to retain an
existing one. It should
not be surprising then
that for almost 60%
best-in-class
companies, customer
retention is the number
1 pressure.
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to the client or other key external stakeholders to the returns process which very much

limits these systems effectiveness especially with regards to client retention. As well,
these systems are typically cost rather than service centric.

Table 2 below outlines where; laggard, industry standard, and best-in-class industries
currently stand with reverse logistics in regards to process, organization, knowledge
management, technology, and performance management. The majority of
manufacturers (80%) fall within the laggard and Industry Standard range.

Table 2: Reverse Logistics Competitive Framework

Laggards

Industry Standard

Best in Class

Process

Non-standard or no
definition of service
commitments in service
contract, followed by
manual returns processing,
financial reconciliation, and
performance analytics.

Standardized definition of
service commitments in
service contract, followed
by manual returns
processing, financial
reconciliation, and
performance analytics.

Standardized definition of
service commitments in
service contract, followed
by automated returns
processing, financial
reconciliation, and
performance analytics.

Organization

Service is viewed purely as
cost, and there is no
discrete management or
P&L for service operations.

Director-level executive
oversees cost-cutting and
productivity targets for
service operations.

Vice president or higher-
level executive oversees
profit-and-loss (P&L) for
service operations.

Knowledge Limited to no historical or Aggregated returns and Customer- and product-
Management trend data is systematically | repair data is captured over | specific returns and repair
captured on returns and time, housed within the data is captured and
repairs. service organization, and analyzed over time and is
periodically shared with systematically shared with
value chain counterparts. value chain components
(e.g. design, marketing,
manufacturing, & sales).
Technology Primary automation tools Primary automation tools Primary automation tools
are spreadsheets. are financial and are warranty claims
accounting systems, ERP processing, transportation
systems, and CRM management systems, and
systems. analytics systems.
Performance Limited or no measurement | Ad hoc and episodic Systematically measure the
Management of service chain measurement primarily of process (e.g. time from

productivity, profitability,
and customer value

the outcome (e.g. logistics
costs, repair/refurbishment
costs, value reclaimed from
products, warranty
processing costs, etc.)

sale to detection, no fault
found rate, detection-to-
correction time) AND the
outcome (e.g. warranty
costs; value reclaimed,
repair/refurbishment costs,
defects per product etc).

Source: Aberdeen Group, September 2006

Table 3 on the next page, shows the benefit differences with regards to; 1) Revenue
derived from service, 2) Profits derived from service, 3) Customer retention rates, and
4) The percent of customer covered by service agreements obtained by; best in class,
industry standard, and laggard organizations. As can be seen there is significant
opportunity lost with not having a best in class reverse logistic system in place.
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...customer retention is
one the leading key
performance indicators
(KPI) used by best-in-
class companies to
measure service
performance. They are
twice as likely to
measure customer
retention as the other
companies. Companies
with a tactical approach
to post-sale service
tend to measure
performance with
internally focused
metrics like work orders
completed per day per
technician, and service
part fill rates. Internally
focused metrics alone
are insufficient in
measuring the total
customer experience.
Today'’s senior service
executives need
visibility into customer-
focused metrics like
first-time resolution
rate, on-time arrival
compliance, continuity
of care and mean time
to repair (MTTR). In
fact, 78% of best-in-
class companies
systematically and
frequently measure
service profitability,
customer retention
and/or service revenue
compared with 41% of
the other companies.
-Aberdeen Group ‘07

Research has shown
that it typically costs
five to seven times as
much to acquire a new
customer than to retain
an existing one. It
should not be
surprising then that for
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Table 3: Top Performers Earn “Best-in-Class” Status:

V4

L |
|2y
L 4

[

Maturity Class Mean Class Performance

Best in Class: Top 20% *+ 28% of Revenue is Derived from Service

of aggregate performance | « 38% of Profits is derived from Service

scorers * 83% Customer Retention Rate

* 56% Customers Covered by Service Agreement
Industry Average: Middle | « 17% of Revenue is Derived from Service

50% of aggregate * 21% of Profits is derived from Service
performance scorers * 79% Customer Retention Rate

*» 38% Customers Covered by Service Agreement
Laggards: Bottom 30% of | « 12% of Revenue is Derived from Service
aggregate performance * 12% of Profits is derived from Service

scorers * 74% Customer Retention Rate

» 40% Customers Covered by Service Agreement

Source: Aberdeen Group, May 2007

A common theme we hear from return / operation managers and directors is they
definitely see the need to enhance return management administration but, they cannot
receive executive buy in from their organizations. Sometimes, even when their
company is bleeding away customers post sales, the organization will write this off as
customer attrition and remained focused on the sales and the forward supply chain.

It should be noted, according to the Aberdeen Group 92% of best-in-class companies
have, a senior service director or executive oversee all aspects of product/part return,
exchange, repair, and refurbishment. In their 2006 report it is indicated having a senior
exec is the key ingredient required in creating a best in class reverse logistics solution.
Leadership is key.

So how does a SMB manufacturer move to become a best-in-class service
organization? As the great philosopher and founder of Taoism, Lao Tzu once said, "The
journey of a thousand miles begins with a single step.” Manufacturers need to take that
vital first step. Too begin they need to look at their return processes from their client’s
point of view and see where value can be added. Once this is done they need to gain an
understanding of what information gathering and stakeholder communications
requirements there are and once established implement the requirements into an easily
configured system (Note: the returns management system should be highly
configurable with no need of custom programming experience). A returns management
system needs to have flexibility so it can be easily adapted as the returns processes
evolve. Many of our clients complained that their pre-existing RMA systems were
falling short of meeting their RMA management needs and were too costly or
impossible to upgrade. They found, to gain control and succeed, all that was required
was a configurable adaptable returns management system both easy to maintain and
administer.

Setup and ROI are very rapid with a configurable system. Since there is typically little
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almost 60% best-in-
class companies,
customer retention is
the number one
pressure.

-Aberdeen Group ‘07

Customer retention
does not have to be
measured at the end of
the fiscal year, but can
be predetermined if a
company measures
customer-centric
metrics such as uptime,
first time fix rate and on
time arrival compliance,
and mean time to repair
on a regular basis.
-Aberdeen Group ‘07

Automating the returns
process provides
several areas of
opportunity.

Cost reduction —
Returns cost savings
can be found in people,
processes and
inventory. Better
decision making at the
point of authorization
such as whether to
accept a return and, if
S0, where best to route
it, and having visibility
to downstream
functions will pull cost
from the returns
process

Customer Service —
Customers will continue
to buy from companies
that are easy to do
business. Companies
with effective and
flexible returns
programs, like an REI
or Nordstrom, attract
repeat buyers because
their customers trust
them, in part, because

Best in Class Return Management Solutions - www.frontlines247.com
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or no IT involvement required, a working system can be established in as little as a
week and garner immediate reductions in service communications, service times and
administrative overhead. As well, the return management system can be introduced in
stages perfecting certain aspects of the RMA process such as; handling distributor
RMASs, improving control over post sale service efficiencies (such as calibration,
maintenance, replacement, & repair), improving stakeholder communication,
automating warranty checks, etc.

One of our clients indicated they established a $1 million dollar increase in post sale
revenue, which they attributed to the FrontLines solution. They were able to increase
revenue by improving throughput in their calibration business by 20 to 25% and were
able to do this without increasing support costs.

There is a significant cost advantage to focusing on Returns Management, especially
when a hosted solution is being implemented such as FrontLines Returns. With a
hosted solution there is no requirement to pay tens of thousands of dollars upfront for a
solution which may not ultimately work. The risk is greatly reduced because of the
much lower upfront costs and, as well, because control for the project remains with the
principal support or operational stakeholders. As well solutions can be implemented in,
typically, a 1/8 of the time.

As for the 360 degree view of the client, once the RMA processes are perfected key
information can be shared with the organization’s other systems such as ERP, MRP,
CRM or Inventory Control. Diagram 1 below outlines the perfecting of the RMA
process prior to integration with FrontLines Returns.

Diagram 1: Perfecting the Returns Management process with FrontLines Returns
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of their returns policies.

Efficiency — Returns
are unpredictable and
companies do not
typically control a
significant portion of the
process, making
manual returns
processes highly
inefficient and
disruptive. Wasted
freight and duplicate
efforts kill efficiency

Control - Effectively
controlling a manual
returns process is near
impossible. People
make poor decisions if
all they have is limited,
if any, information and
rudimentary tools to
help guide the process
and, without tools, the
process degrades to
near chaos. Tools that
provide process
discipline and guidance
will go a long way to
improving process
control, which will drive
the other benefits. —
Dwight Klappich,
Supply Chain Digest,
June’08

The top four KPIs
measured by best in
class companies.
fIRevenue derived
from service
9IProfits derived from
service
fICustomer Retention
fiCustomers covered
by service agreement
-Aberdeen Group ‘07
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Diagram 2 outlines integration to other data systems after the Returns process is
perfected.
Diagram 2: Integration into other data systems
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The advantages of staging your RMA processes are lower upfront cost, reduced risk,
improved corporate buy-in, and a quick establishment of ROI. Control of the RMA
process remains with the key stakeholders, redundant and repetitive communications
are largely eliminated enabling more quality one on one time available for clientele,
service times are improved & better controlled, the support teams handling returns are
also re-energized through improved effectiveness, and the overall customer satisfaction
level rises significantly.

In today’s competitive landscape a ‘wait and see’ approach to Return Management
results in significant lost opportunity. Best-in-Class companies have upwards to 75%
higher revenue and 111% higher profits from their service operations than other
companies (Aberdeen 2007) and these results are not achievable by companies who do
not, at the very minimum, take a tactical approach to perfecting their Return
Management & Support processes. With the choice being between satisfied clientele
and the achieving of ROI in as little as a month or slow painful customer attrition
through inaction it would appear the choice is obvious.
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