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Implemented successfully, micro-fulfillment is a
strategy that can help your company achieve its brand
goals, satisfy promises to the customer, and elevate its
capabilities. However, micro-fulfillment involves more
than simply adding a few urban warehouses to your list
of assets. Implementing micro-fulfillment strategies
without understanding the holistic needs of the
business will generate little value.

Micro-fulfillment should not be a solution that you
shoehorn into your operations, but a competitive
advantage built from your network strategy. The
ultimate question is this: How can a business invest

in micro-fulfillment profitably and strategically in a
way that keeps their best customers coming back and
growing their demand to justify the investments?

To ensure a micro-fulfillment strategy is profitable,
companies must work through all the effects it may
have on their business—from real estate investments
to storefront utilization.

BRAND STRATEGY

When considering micro-fulfillment, start at the highest
level. What is your brand strategy? And what do you want to
offer customers? For example, when you look at your brand
promise, a set of options emerge with respect to availability,
delivery speed and offerings—this should inform whether
micro-fulfillment is required. Micro-fulfillment may also

be a way to differentiate a brand and create competitive
advantage by offering speed and convenience that direct
competitors do not currently have. But you will need to first
consider whether profit margins allow you to cover or share
in the cost of delivery. How much is your customer willing to
pay for delivery? How will split shipments impact the cost of
shipping or customer impressions?

NETWORK STRATEGY

Once you determine what your brand strategy requires,

you can look at your network strategy. For example, micro-
fulfillment might be a solution for companies looking to add
the following capabilities to their business:
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“ Adding micro-fulfillment
centers in urban areas
may impact the role
of your larger regional
distribution centers.”

« Companies with one or two distribution centers that
need next-day capabilities in specific markets.

« Companies looking to appeal to the shifting
preferences of their customer base can use micro-
fulfillment to add service capabilities such as greater
speed to delivery or click-and-collect options.

« Companies with multiple banners looking to
consolidate or integrate their inventory in mixing
centers for a single, unified offering close to the
customer. Where larger retailers have acquired smaller
or regional retailers and branded them online under
a single umbrella, the inventory in these situations
has historically been kept in separate locations. Micro-
fulfillment mixing centers could bring product together
so retailers can ship multiple products in one order to
create a seamless brand experience for customers.

REAL ESTATE STRATEGY

Real estate in prime markets is often expensive. Companies
must consider their approach to real estate in relation to
their business goals. Does it make more sense to purchase
real estate or to lease? Will you need space temporarily or
long term? Will you need to scale during peak seasons?
Answers to these questions will factor into your micro-
fulfillment strategy and costs. Micro-fulfillment centers must
not only meet the margin, brand, and share metrics, but also
conform to the real estate financials to support the strategy.

Micro-fulfilment centers operate on a much smaller
footprint than traditional distribution centers. This opens up
a variety of non-conventional warehouse space options, not
usually available for industrial tenants. Lower clear height,
fewer dock doors, floor conditions and quality are examples
of relaxed constraints that give companies the ability to
consider a wide variety of options for in-market location and
site selection.

Companies might begin by considering a few solutions:

+ Repurpose underperforming or dark stores already in
operation to provide fulfillment capabilities instead of
in-store shopping.

« Carve out back room space, with automated solutions
designed for density and flexibility.

« Create pop-up distribution centers or shared space to
provide inventory for a quick response in the market.
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“Companies should place
the most productive
inventory in forward
locations—usually the top
20% of your SKUs drive
80% of the business.”

These can be set up in as few as 30 to 60 days to satisfy peak
demand and seasonal trends.

INVENTORY STRATEGY

If you choose to implement micro-fulfillment, it's important
to consider the implications to inventory placement and
nodes to satisfy your brand strategy. What percentage of
SKUs must be maintained in forward nodes? Do these SKUs
generate year-round or seasonal demand? Is the demand
the same for all markets or best executed in a handful of key
metro areas? What percentage of orders can be completed
with the inventory in your micro-fulfillment operation? How
will you handle those that cannot? Are you able to decrease
store inventory and use the micro-fulfillment solution to
rapidly replenish store shelves?

Companies should place the most productive inventory in
forward locations—usually the top 20% of your SKUs drive
80% of the business. In this way, customers can receive the
products they want most often, faster. It's also important to
consider how quickly and by what means customers want
to receive this top inventory: Do they want it within days,

or hours? Do they want to pick up the product, or have it
delivered?

Additionally, the handling, velocity, margin, and dimensions
of products have a significant impact on the micro-
fulfillment solution you choose. A wide range of equipment,
processes and system options exists to satisfy business
requirements and these parameters.

IMPACT ON CURRENT DISTRIBUTION CENTERS
AND STOREFRONTS

Adding micro-fulfillment centers in urban areas may
impact the role of your larger regional distribution centers.
Traditional distribution centers may need to take on a
larger role in handling eCommerce for slower moving
items. Storefronts, on the other hand, may transform into
warehouses where the front acts as a showroom while the
back of the store acts as an order fulfillment center.

When considered all together, brand, network, real estate,
and inventory strategies will impact your unique micro-
fulfillment strategy. Ultimately, however, each micro-
fulfillment capability should be tied to a specific goal and
objective. The goals will drive a very deliberate set of choices

Visit fortna.com



FD RTNA Fortna Thought Leadership Series

for brand, value, service, and competitive positioning that
will need to be supported with process, assets, resource,
“Real estate in prime and systems.

markets is often
expensive. Companies
must consider their
approach to real estate
in relation to their
business goals.”

Factors such as real estate costs, traffic, labor cost and
availability, store density, population density, and more all
contribute to if (and what) micro-fulfillment solutions make
sense for your company. The goalis to find the right balance
of cost and convenience.

For more information, contact The Distribution Experts
at info@fortna.com.

THE DISTRIBUTION EXPERTS™

Fortna partners with the world's leading brands to transforms
their distribution operations to keep pace with digital disruptioﬂ
and growth objectives. Known world-wide as the Distribution
Experts, we design and deliver intelligent solutions, powered

by FortnaWES™ software, to optimize fast, accurate and cost-
effective order fulfillment. Our people, innovative approach and
proprietary algorithms and tools, ensure optimal operations
design and material and information flow. We deliver
exceptional value every day to our clients with comprehensive
services including network strategy, distribution center
operations, material handling automation, supply chain systems
and warehouse software design and implementation.
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