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Case Study:  OfficeMax Customer Fulfillment Center (CFC) Consolidation
Overview:   
OfficeMax Incorporated (NYSE: OMX) is a leader in both business-to-business office products solutions and retail office equipment. The OfficeMax mission is simple: “We help our customers do their best work.” The company provides office supplies and paper, in-store print and document services through OfficeMax ImPress®, technology products and solutions, and office furniture to consumers and to large, medium and small businesses. OfficeMax customers are served by approximately 30,000 associates through direct sales, catalogs, e-commerce and approximately 1,000 stores. Sales for FY10 were $7.2 billion.  For more information, visit www.officemax.com.

Company History:

OfficeMax Incorporated (formerly Boise Cascade Corporation) was organized as Boise Payette Lumber Company of Delaware, a Delaware corporation, in 1931 as a successor to an Idaho corporation formed in 1913. In 1957, the Company’s name was changed to Boise Cascade Corporation. On December 9, 2003, Boise Cascade Corporation acquired 100% of the voting securities of OfficeMax, Inc. 
OfficeMax was founded in Cleveland, Ohio, by Michael Feuer (who served as chairman and chief executive officer) along with seven other associates in 1988. On July 5, 1988, OfficeMax opened its first retail store in the Golden Gate Shopping Center in Mayfield Heights, Ohio - this location still remains open.

OfficeMax grew by acquisition beginning with the takeover of Office Square stores in 1990. OfficeMax purchased Office Square from Kmart, in exchange for a 22% equity stake. In 1991, Kmart increased its stake in OfficeMax to 92%. The company acquired BizMart in 1992 and OW-Office Warehouse, a Virginia-based regional chain in 1993. In 1995, Kmart spun off OfficeMax to become a NYSE-(OMX)-publicly-traded corporation. 
For the next ten years, OfficeMax and its rivals, Staples and Office Depot continued to open new stores, saturating the market segment. OfficeMax developed regional delivery centers, and invested in its super-regional PowerMax distribution centers in Las Vegas, Nevada; Hazleton, Pennsylvania; and Birmingham, Alabama. All the while, OfficeMax was losing the most money of the three. In 2001 through 2003, OfficeMax began closing under-performing stores in some neighborhoods and in regions where it didn't have a strong presence. Then, in 2003, with Boise Cascade Office Products Corporation’s acquisition of OfficeMax, the company more than doubled the size of its  office products distribution business and expanded that business into the U.S. retail channel. In October 2004, OfficeMax sold its paper, forest products and timberland assets to affiliates of Boise Cascade, LLC., a new company formed by Madison Dearborn Partners LLC. In connection with that sale, Boise Cascade Corporation formally changed its name to OfficeMax Incorporated.

Company Segments: 
Also changing were the names of the office products segments from “Boise Office Solutions, Contract” and “Boise Office Solutions, Retail” to:  
OfficeMax, Contract sells directly to large corporate and government offices, as well as to small and medium-sized offices in the United States, Canada, Australia and New Zealand and distributes a broad line of items for the office, including office supplies and paper, technology products and solutions, office furniture, and print and document services through OfficeMax ImPress, an in-store module devoted to print-for-pay and related services. This segment markets and sells through field salespeople, outbound telesales, catalogs, the Internet through OfficeMaxSolutions.com and in some foreign markets through office products stores. As of January 2010, OfficeMax Contract operated 44 distribution centers and five customer service and outbound telesales centers. OfficeMax, Contract also operated 55 stores in Canada, Hawaii, Australia and New Zealand. OfficeMax, Contract sales for 2009, 2008, and 2007 were $3.7 billion, $4.3 billion and $4.8 billion, respectively.  
OfficeMax, Retail is a retail distributor of office supplies and paper, print and document services, technology products and solutions, and office furniture. This segment also contracts with large national retail chains to supply office and school supplies to be sold in their stores. Two examples include OfficeMax’s partnerships with Safeway and Food Lion. Our retail office products stores feature OfficeMax ImPress, an in-store module devoted to print-for-pay and related services. The retail segment has operations in the United States, Puerto Rico, and the U.S. Virgin Islands and also operates office products stores in Mexico through a 51 percent owned joint venture. Substantially all products sold by this segment are purchased from outside manufacturers or from industry wholesalers, except office papers.  The retail segment currently operates 1,000 stores in the U.S. and Mexico, three large distribution centers in the U.S., and two small distribution centers in Mexico. Each store offers approximately 10,500 stock keeping units (SKUs) of name-brand and OfficeMax premium-brands and a variety of business services targeted at serving the small business customer.  As of January 2010, the Retail segment operated six OfficeMax ImPress print-on-demand facilities with enhanced fulfillment capabilities. These 8,000 square foot operations are located within some of the contract distribution centers, and serve the print and document needs of our large contract customers in addition to supporting our retail stores. OfficeMax, Retail sales for 2009, 2008, and 2007 were $3.6 billion, $4.0 billion, and $4.3 billion. 
Logistics:
Within the two main business segments of Contract and Retail, there are two main logistical components:

· The Customer Fulfillment Centers (CFCs) handle the fulfillment of:
· Contract (business-to-business) orders;
· Retail (individual or small business) customer orders that are either placed online at OfficeMax.com or through a store for products that are temporarily out of stock.  Currently, there are 27 CFCs sited throughout the United States.  

· The PowerMax facilities handle the replenishment of the retail store inventories.  That component is handled directly from three mega sized (600,000+ Sq feet) PowerMax facilities on a regional basis.  The PowerMax facilities ship directly to the stores and do not cross dock through the Customer Fulfillment Centers (CFC’s).  

Prior to 2007, the Seattle Customer Fulfillment Center (CFC) processed and delivered orders to both contract and retail customers within the states of Washington, Alaska, northern Idaho, and north western Montana. In addition, Seattle processed and delivered orders to retail customers only within the state of Oregon. The Seattle CFC was owned by OfficeMax and is 165,000 sq feet.  Seattle was supported by two cross docks in Everett and Spokane to support deliveries in these markets. A single line-haul ran daily from Seattle to service Portland and their cross docks.

The Portland CFC processed orders within the Oregon market for contract customers only. Portland was much smaller at 48,000 sq feet and was a leased facility.   Portland had one cross dock in Tangent, Oregon and a third party carrier cross dock servicing southern Oregon.  
The above model was in place primarily due to the size of each facility and the level of inventory necessary to service each market.  
Both the Seattle and Portland CFCs were supported by regional wholesalers located in both Washington and Oregon for low turnover, fill in SKUS not stocked in either location.  These SKUs were shipped directly to the customer from the wholesaler.  This automated wholesaler process results in high fill rates and enhanced customer satisfaction and remains in place today.  

Consolidation Alternatives:

In 2007, with the beginning of the economic downturn, OfficeMax began a review of overall cost structure relative to supply chain and customer fulfillment on a national basis.  With sales and general economic concerns, the OfficeMax supply chain team focused on network optimization and overall inventory deployment on a national level.  
Consolidation of the Seattle and Portland CFC’s was proposed, and several alternatives discussed.
· Elimination of the Portland facility, with Seattle remaining the only CFC -  cross-docks would continue to be used to reduce transportation costs – these would have to be reallocated based on sales levels.
· Eliminating the Seattle CFC, and selling the property.  Portland would be expanded to accommodate the Seattle functions.

· A hybrid model – eliminating the Portland CFC, but retaining Portland as a cross-dock facility
· Retain the existing structure.

1. What factors/costs would have to be considered for each of the alternatives?  Outline these in the table below.  

	
	Operations
	Transportation
	Facilities 
	Inventory
	Payroll

	Seattle only
	
	
	
	
	

	Portland only
	
	
	
	
	

	Hybrid option
	
	
	
	
	

	Retain existing
	
	
	
	
	


2. Is each of these alternatives viable?  What is the overriding benefit to each alternative?
3. Which scenario supports improved network optimization and inventory deployment? 

4. What data would be necessary to determine new inventory levels at the primary site?
5. What processes would have to be initiated to implement a consolidation?  List some specific 
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