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Abstract

Electronic commerce is increasing every year as more and more potential
customers are connected to the Internet. This brings serious challenges for
online companies in areas such as, ordering infrastructure, inventory
management, transportation and return logistics.

This master thesis has been accomplished with cooperation of five companies,
the department of industrial marketing and e-commerce and the department of
industrial logistics.

The main task of the thesis is to investigate if there are any differences in the
logistic order-fulfillment in companies that started their businesses directly
online and companies that adopted online activities after first establishing an
offline business. In order to answer the task the research will not only describe
the order-fulfillment process in the studied cases but also the authors view of
the strategies and models used in each company are given and analyzed.

The conclusion showed that the differences are not only bounded whether the
company is purely online or acting in both online and offline commerce. Instead
other factors such as size and the strategies chosen for the online activities are
the crucial reasons for the similarities and dissimilarities between the studied
companies.




Sammanfattning

Elektronisk handel Okar varje ar eftersom fler och fler potentiella kunder
kopplas upp mot Internet. Detta medfér stora utmaningar for foretag som
bedriver handel pa& Internet inom omraden som orderhantering, lagerhantering,
transport och returlogistik.

Detta examensarbete har utforts genom medverkan fran fem foretag,
avdelningen av industriell marknadsféring och e-handel samt avdelningen for
industriell logistik.

Huvudsyftet med arbetet ar att utreda om det finns nagra skillnader i order
uppfyllande mellan féretag som enbart finns pa Internet och foretag som startat
med e-handel utéver deras fysiska handel. For att besvara denna frdga kommer
examensarbetet analysera bade order uppfylinings processen i de studerade
fallen och dven ge forfattarnas syn pa de strategier och modeller som anvands i
foretagen.

Slutsatsen visar att skillnaderna inte bara beror pa om féretaget ar ett rent
Internet foretag eller ar verksam bade pa Internet och i den fysiska handeln.
Istallet ar andra faktorer som storlek pa foretaget och vald strategi for Internet
aktiviteterna avgorande orsaker till likheterna och olikheterna mellan de
studerade fOretagen.
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Chapter 1 - Introduction and research problem

In this chapter the authors present an introduction and background to the
purpose of the study. The introduction will attract attention and raise interest
to the area of research, thereafter the background will define the problem area
and end in a research problem.

1.1 Introduction

Information and communication technologies (ICT) are opening up new
opportunities for business and government. (Jelassi et Enders, 2005).

Value creation opportunities in virtual markets may result from new
combinations of information, innovative configurations of transactions, and the
reconfiguration and integration of resources, capabilities, roles and
relationships amongst suppliers, partners and customers (Amit et Zott, 2001).
According to Jelassi et Enders (2005) The European Commission is allocating
~250 million, a substantial amount from within its sixth research framework
programme, to research innovative forms of e-business and e-work. The results
of this research will feed into new policies, which will be taken forward in co-
operation with the EU Member States (ibid). This will increase the possibility
for companies to utilize the e-business environment as a tool to achieve
customer satisfaction.

Waters (2003) states that recently there has been a growing recognition that the
processes whereby we satisfy customer demands are of critical importance to
any organization. These processes are the means whereby products are
developed, manufactured and delivered to customers and through which the
continuing service needs of those customers are met. The logistics concept is the
thread that connects these crucial processes and provides the basis for the
design of systems that will cost-effectively deliver value to customers (ibid).
Thereby a good performing logistic system brings the ability to acquire
competitive advantages such as increased customer value. Still, there are
companies that tend to overlook its’ importance which can lead to severe
consequences. As Auromo et al. (2002) states; an outcome of poor logistic
performance is that a lot of potential customers turn their back to the company.
Nevertheless, it is difficult to define e-business logistics comprehensively
because the potential impact of e-business on logistics and supply chain
management is not yet fully understood (ibid).




Thus the importance of further research in e-business logistics is crucial and a
general problem for the study can be stated as:

e What impact does e-business systems have on logistics systems and vice
versa, from a company perspective?

1.2 Background

According to Chaffey et al. (2003) organizations need to have well functioning
strategies and key business processes to compete in such competitive ambient
that they face today. E-business is used to transform these processes through
the use of Internet technologies. They include research and development,
marketing, manufacturing and inbound and outbound logistics (ibid). In the
context of e-business strategies, the concept of value creation deserves special
attention because many Internet start-ups that ended up in bankruptcy at the
end of the Internet boom years did not pay enough attention to this issue
(Jelassi et Enders, 2005).

To understand the meaning of e-business the differences between e-business
and the close related e-commerce must be declared. Jelassi et Enders (2005)
states that electronic commerce is more specific than e-business and can be
thought as a subset of the latter. Electronic commerce deals with the facilitation
of transactions and selling of products and services online, i.e. via the Internet
or any other telecommunications network (ibid). Many companies consider the
transactions and selling of products online as a great possibility to reach new
customers. Fernie (2003) suggests that online shopping is, nevertheless,
imposing new logistical requirements. First, it is substantially increasing the
volume of goods that must be handled, creating the need for new distribution
centres and larger vehicle fleets. Second, many online retailers are serving
customers from different socio-economic backgrounds from the traditional mail
order shopper. As they live in different neighbourhoods, the geographical
pattern of home delivery is changing. Third, online shoppers typically have high
logistical expectations, demanding rapid and reliable delivery at convenient
times (ibid). Online shopping is ever-increasing the use of tailor made deliveries
to the customer.

Karpinski (1999) suggests that the Internet’s one-to-one marketing model is
forcing conventional and Web business to change the way they deliver products
to customers (ibid). The issues of delivery are some of the most important tasks
for logistics. According to Waters (2003), not long ago, logistics would be
mentioned in the long-term plans of even major companies; now its strategic




role is recognized in almost every organization. There are many reasons for this
change, ranging from improved communications to increasing concern for the
environment. To a large extent, though, the current prominence of logistics
comes from its development into a single, integrated function that is responsible
for all aspects of material movement. With this broad view, logistics includes all
the activities that are needed to ensure a smooth journey of materials from
original suppliers, through supply chains and on to final customers (ibid).
Logistics therefore plays an important role in business achievement.

Logistics is customer service, product-support utility that affects the profit of
the company, and the cost to and satisfaction of the product user. A such, the
efficiency of this organizational utility as a direct effect on the product in the
field (Day, 1998). Gattorna et al. (1991) profess that some major tasks of the
logistics include moving, storing, and recording raw materials/work in
process/products, ensuring an efficient flow in marketing channels, cost
minimization in the entire processing of orders, and thereby, increasing the
profitability in general (ibid).

According to Sezen (2005) logistics performance can be evaluated by
considering logistics costs, customer satisfaction, product availability in the
market, conforming to the promised delivery dates and quantities, flexibility in
all logistics activities, and efficiency in inventory management (ibid). When it
comes to the e-business environment, superior logistic performance is crucial
for success. Several market research studies have identified delivery problems as
a major constraint on the growth of home shopping (Fernie, 2003).

Reynolds (2001) also identifies the delivery issue in e-business and states that
the phenomenal growth of e-business brought the logistics and fulfillment issue
to a head. When e-businesses first opened their sites to customers, the back-
office systems could easily handle the relatively small number of daily orders
regardless of how inefficient they might have been. But when online ordering
and communications took off, mounting logistics and fulfillment problems,
exacerbated by the customer’s increasing demand for immediate delivery,
resulted in chaos and disappointment (ibid).

Reynolds (2001) further states that the ascendancy of traditional bricks-and-
mortar enterprises in the e-business community means that pure-play (existing
only online) e-business models will have to match the well-built back-end
systems and processes that the more established enterprises already have in
place. As numerous industry experts have pointed out, logistics and fulfillment




is the area where a lot of e-businesses, pure-plays (pure online companies) in
particular, fail (ibid). However the delivery problems remains in both bricks-
and-mortars (companies that does not exist online) going online (called click-
and-mortars) as well as in pure-plays; as Karpinski (1999) avers a growing
number of established retailers are either reconstructing their logistics and
fulfillment processes or segregating their bulk delivery systems from their one-
to-one Internet channels to compete with dotcom rivals. E-retailers, meanwhile,
are beginning to realize that a purely virtual delivery system has it flaws as well
(ibid).

As discussed, many e-commerce companies have big issues regarding the
important activities of logistics and order-fulfillment in order to solve the
delivery problem. This leads us to the purpose of this report.

1.2.1 Research problem

e In B2C, how can the logistic order-fulfillment systems of pure-plays be
characterized compared to systems of click-and-mortars? What
differences exists and why?

1.2.2 Research questions

To simplify the completion of the purpose, the authors chose to divide the
research problem into three research questions. Logistic order-fulfillment is
from now on just called order-fulfillment which is an abbreviation but has the
same meaning.

¢ How can the order-fulfillment process be described?

e What order-fulfillment strategies and models are used for pure-plays?

e What order-fulfillment strategies and models are used for click-and-

mortars?

1.2.3 Delimitations

This study is limited to analyze companies located in Sweden out of convenience
for the authors who are located in Sweden. The study also focuses on B2C
because of the problem of many small deliveries to a large area of end customers
that e-commerce brings. Moreover order-fulfillment deals with the logistics that
affect the end customer at a high degree. The B2B area in e-commerce deals
with the same high volume deliveries as in physical commerce. However the
B2B part will be briefly discussed as the order-fulfillment process also deals
with B2B interaction.




Chapter 2 - Theory

This chapter starts by comparing traditional and electronic commerce
logistics. Then the traditional order-fulfillment process is described, followed
by a review of the electronic commerce order-fulfillment process. Next,
traditional order-fulfillment strategies are presented and subsequently EC
order-fulfillment strategies are examined. Finally strategies and models are
connected to either click-and-mortars or pure-plays.

2.1 Traditional Versus EC (Electronic Commerce)

Logistics

According to Turban et al. (2004) EC logistics, also called e-logistics, is the
logistics of EC systems. The major difference between EC logistics and
traditional logistics is that the latter deals with movement of large amounts of
materials to a few destinations (e.g. to retail stores), EC logistics on the other
hand typically are small parcels sent to many customers’ homes. However there
are more characteristics separating traditional logistics and EC logistics, these
are shown in the table below (ibid).

Characteristic

Traditional Logistics

EC Logistics

Type Bulk, large volume Small, parcel

Destinations Few, concentrated in one area | Large number, highly
dispersed

Demand type Push Pull

Value of shipment

Very large, usually more than
$1,000

Very small, frequently less
than $100

Nature of demand

Stable, consistent

Seasonal (holiday season),
fragmented

Customers

Business partners (in B2B),
usually regular (B2C), not
many

Usually unknown B2C, many

Inventory order flow

Usually unidirectional

Usually bidirectional

Accountability

One link

Through the entire supply
chain

Transporter Frequently the company, Usually outsourced,
sometimes outsourced sometimes the company
Warehouse Common Only very large shippers (e.g.,

amazon.com) or moving
companies (UPS, FedEx)

Table 2.1 How e-logistics differs from traditional logistics (Turban et al., 2004)




Tarn et al. (2003) also states these characteristics separating EC logistics from
traditional logistics very similar to Turban et al. (2004) above. In the following
list of items the characteristics of EC logistics is presented (ibid).

e The customer base is broad.

e Customer expects competitive price, quality products and fastest
delivery.

e Higher number of order transactions.

e Order sizes tend to be small, one or just a few stock-keeping units (SKUs)
per order.

e High probability of significant fluctuation in customer demand.

e Seasonality in customer demand.

e The broad customer base combined with high probability of demand
fluctuation makes seasonality factor in demand forecast more
unpredictable.

e The broad customer base makes it harder for e-retailers to ship product
quickly.

e Since most e-customers do not see and feel their products before
purchasing, the probability that the customer will return a product
becomes higher than the traditional purchasing process where the
customer could see and feel the product before making his or her
purchasing decision.

e Higher numbers of small size vehicles and/or third party logistic (3PL)
partners are required to support delivery of small order sizes to a
demographically dispersed customer base.

e E-retailers experience more peaks and valleys than traditional
businesses.

Williams (1999) also support Turban et al. (2004) and suggest that in e-
commerce, larger numbers of orders with smaller size than in the traditional
commerce might be experienced, and that this would bring a new perspective on
the packaging issue (ibid).

Saenz Jr., (2001) profess that Internet consumers typically order small
guantities e.g. one to two products each time, traditional B2B customers order
multiple products in high volumes. He further states that this difference,
combined with the 200 million Internet subscribers worldwide, means the
frequency of smaller B2C orders can be very high. Moreover, in electronic
commerce, it is important to run an efficient reverse logistics (returns) process
(ibid).




2.1.1 Logistics versus fulfillment

Reynolds (2001) states that logistics include activities involved in the
management of product movement from the moment the product is finalized on
the drawing board until the time it’s in the end-user’s possession. Fulfillment
which is closely related to logistics is the back-office systems linking the
customer experience with the actual physical delivery of goods to the customer
(ibid).

2.2 Order-fulfillment process

Krajewski et Ritzman (2002) allege that the order-fulfililment process involves
the activities needed to deliver a product or service to a customer. This process
might be called upon to address any of the competitive priorities connected to
the categories of cost, quality, time or flexibility (ibid).

Duffy et Dale (2002) also discuss order-fulfillment and declares three important
issues concerning order-fulfillment; availability of stock to satisfy the
requirement, time taken to deliver the product and delivery scheduling (ibid).

Reynolds (2001) on the other hand breaks up the process in areas and argues
that order-fulfillment includes inventory management as well as order capture
and management and reconciliation and sometimes even customer service
(ibid).

Muffato et Payaro (2004) quotes Quillin et Duncan (2000) who states that
fulfillment is closely related to distribution and to the processes in the
customer-centered supply chain. Based on this Quillin et Duncan (2000) further
profess that order-fulfillment process therefore means managing the following
stages:

¢ Receiving the Order. Orders received from various channels, such as
fax, telephone and mail, must be effectively managed.

e Managing the Transaction. This process includes managing the
payment and all of the other activities needed to reduce the risk of fraud.

e Warehouse Management. This includes controlling product
availability and location and pick and pack, i.e. the physical process
which involves taking the product from the shelf to the area where it will
be packed and made ready for delivery.




¢ Managing Transportation. This includes how the product has to be
delivered and who has to deliver it (a division within the company or
through outsourcing to a Third Party Logistics).

e Customer Response. Communication with the customer can take
place by telephone or e-mail, or a support system via chat can be
implemented. Furthermore, to reduce the number of requests for
information made by the customer, it is useful to provide a periodic
service offering updated information regarding the state of the order.
Technical support is included in customer response as well.

e Reverse Logistics Management. This involves managing products
which the customer has returned either because they were damaged or
obsolete. In case of the former, the transfer of the product to the repair
center must be managed.

(ibid)

Moreover Muffato et Payaro (2004) cites Hintlian et al. (2001) who claims that
the EC order-fulfillment process is the management of the stages described
above using Information and Communications Technologies (ibid).

2.3 EC order-fulfillment process

Pyke et Johnson (2000) describes the EC order-fulfillment processes similar to
Quillin et Duncan. According to them the EC order-fulfillment process consists
of the following five stages:

e Order capture (the process of taking a customer from the point of a
buy decision through successful data capture and checkout).

e Order processing (preparing the order for pick and pack including
credit checking, pick list creation, invoicing, and address label
generation).

e Pick and pack (physically selecting the correct items, inspecting them,
and preparing them for shipment).

e Ship (transporting the goods from the warehouse to customer’s
address).

e After-sales service and returns handling




Turban et al. (2004), takes it a step further by looking at the process in a flow
chart manner. He states that in order to understand why there are problems in
order- fulfillment, it is beneficial to look at a typical EC fulfillment process, as
shown in Figure 2.1. The process starts on the left when an order is received.
Several activities take place, some of which can be done simultaneously; others
must be done in sequence. These activities include the following:
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Figure 2-1 The order-fulfillment process (Turban et al. 2004)

1. Making sure the customer will pay. Depending on the payment
method and prior arrangements, the validity of each payment must be
determined. Any holdup may cause a shipment to be delayed, resulting in
a loss of goodwill or a customer.

2. Checking for in-stock availability. Regardless of whether the vendor
is a manufacturer or a retailer, as soon as an order is received, an inquiry
needs to be made regarding stock availability. Several scenarios are
possible here that may involve the material management and production
departments, as well as outside suppliers and warehouse facilities. In this
step, the order information needs to be connected to the information
about in-stock inventory availability.




. Arranging shipments. If the product is available, it can be shipped to
the customer (otherwise, go to step 5). Products can be digital or
physical. If the item is physical and it is readily available, packing and
shipment arrangements need to be made. Both the packing/shipping
department and internal shippers or outside transporters may be
involved. Information needs to flow among several partners.

Insurance. Sometimes the contents of a shipment need to be insured.
Both the finance department and an insurance company could be
involved, and again, the information needs to flow frequently not only
inside the company, but also to and from the customer and insurance
agent.

Production. Customized orders will always trigger a need for some
manufacturing or assembly operation. Similarly, if standard items are out
of stock, they need to be produced or procured. Production can be done
in-house or by contractors. In-house production needs to be planned.
Production planning needs to be planned. Production planning involves
people, machines, financial resources, and possibly suppliers and
subcontractors. The suppliers may have their own suppliers. The actual
production facilities may be in a different country from where the
company’s headquarters or retailers are. This may further complicate the
flow of information and communication.

. Plant services. In the case of assembly and/or manufacturing, several
plant services may be needed, including possible collaboration with
business partners. Services may include scheduling of people and
equipment, shifting other products’ plans, working with engineering on
modifications, getting equipment, and content preparation.

Purchasing and warehousing. If the seller is a retailer the company
must purchase products from manufacturers. Several scenarios may
exist. Purchased items can be stocked in warehouses. Often only high
demand products are kept in stock while low demand products are
ordered from suppliers when requested. This also requires appropriate
receiving and quality assurance of incoming materials and products.
Once production (step 5) or purchasing (step 7) is completed, shipments
to the customers (step 3) are arranged.

. Contracts with customers. Sales representatives need to keep in
constant touch with customers, starting with notification of orders
received and ending with notification of a shipment or change in delivery
date. These contacts are usually done via e-mail, and are frequently
generated automatically.
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9. Returns. In some cases, customers want to exchange or return items.
The movement of returns from customers back to vendors is called
reverse logistics.

Turban et al. (2004) goes on by arguing that the order-fulfillment processes
may vary, depending on the product and the vendor. The order-fulfillment
process also differs between B2B and B2C activities, between the delivery of
goods and of services, and between small and large products. Furthermore,
additional steps may be required in certain circumstances, such as in the case of
perishable materials or foods (ibid).

2.4 Traditional order-fulfillment strategies

2.4.1 Information sharing

Krajewski et Ritzman (2002) argues that the Internet provides a quick and
efficient means to share information along the supply chain. Within a firm, ERP
systems facilitate the flow of information across functional areas, business units,
geographic regions, and production lines. For a manufacturing firm, accurate
information about its customer’s operations, such as current inventory
positions, future demands and production schedules, or expected orders for the
firm’s products, enables the firm’s order-fulfillment process to better anticipate
the future need of its customers. The supply chain can better match supply with
demand, thereby reducing inventory costs and decreasing the time to fulfill
orders (ibid).

2.4.2 The placement of inventories

Krajewski et Ritzman (2002) also notice the importance of inventory location of
finished goods and its impact on order-fulfillment and allege that placement of
inventories can have strategic implications. At one extreme the company can
stock-keep all products at the manufacturing plant. The advantage with one
centralized stock is called inventory pooling, which means a reduction in
inventory and safety stock because of the merging of variable demands from the
customers. Another approach is to use forward placement, which means
locating stock closer to customers at a warehouse, DC, wholesaler, or retailer.
Forward placement can have two advantages for the order-fulfillment process;
faster delivery times and reduced transportation costs, which can stimulate
sales. The extreme application of forward placement is to locate the inventories
at the customer. This tactic is referred to as vendor-management inventories
(VMI). In deciding where to place inventories, firms must balance the inventory
and transportation costs against the need to reduce the time to fulfill orders.
Continuous replenishment; A VMI method in which the supplier monitors
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inventory levels at the customer and replenishes the stock as needed to avoid
shortages. Manufacturing firms using a make-to-stock strategy and traditional
retailers using a standardized services strategy, often use forward placement
(ibid).

2.4.3 Inventory management and push and pull models

Bloomberg et al. (2002) states that inventory management models can be
classified as either push or pull models. Push models schedule orders for
production or order goods in advance of customer demand. Manufacturers push
the finished product through the distribution channel to intermediaries and the
final customer. Economic order quantity (EOQ), material requirements
planning (MRPI), manufacturing resource planning (MRPII), and distribution
requirements planning (DRP) are all push models. Pull inventory models are
based on making goods once the customer demand is known. The product is
pulled through the channel of distribution by the order. Recent trends suggest a
movement towards pull inventory models to reduce inventory throughout the
channel. Just-in-time (JIT) and KANBAN are example of widely used pull
inventory models (ibid). Turban et al. (2004) underlines the importance of the
pull strategy and information sharing for inventory reduction. He states that
inventory can be minimized by introducing a make-to-order (pull) production
process and by providing fast and accurate demand information to suppliers. By
allowing business partners to electronically track and monitor orders and
production activities, inventory management can be improved, and inventory
levels, as well as the administrative expenses of inventory management can be
minimized. In some instances, the ultimate inventory improvement is to have
no inventory at all; for products that can be digitized (e.g. software), order-
fulfillment can be instantaneous and the need for inventory can be eliminated
(ibid). In other instances inventory is preferred, to meet customer demand and
satisfy the customer. An example of this is the use of safety stock inventory.
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2.4.4 Safety stock inventory

Krajewski et Ritzman (2002) profess that companies hold safety stock to avoid
customer service problems and the hidden costs of unavailable components.
Safety stock inventory protects against uncertainties in demand, lead time, and
supply. Safety stocks are desirable when suppliers fail to deliver the desired
quantity on the specified date with acceptable quality or when manufactured
items have significant amounts of scrap or rework. Safety stock inventory
ensures that operations are not disrupted when such problems occur, allowing
subsequent operations to continue. To create safety stock, a firm places an order
for delivery earlier than when the item is typically needed. The replenishment
order therefore arrives ahead of time, giving a cushion against uncertainty
(ibid).

2.4.5 Just-In-Time

Bloomberg (2002), states that JIT is a disciplined approach to improve
manufacturing quality, flexibility, and productivity through the elimination of
waste and the total involvement of people. JIT is not simply reducing inventory;
rather its overall objective is increased quality (ibid). Banerjee et Kim (1995)
profess that a major focus of the just-in-time (JIT) manufacturing system is to
improve product quality and productivity through the elimination of waste from
all operations. Waste may be eliminated by facilitating frequent shipment of
purchased parts in small lots, and by manufacturing small lots, and by
manufacturing small lots frequently. Small lot sizes contribute to higher
productivity in a firm through lower levels of inventory and scrap, high product
quality, lower inspection costs for incoming parts, increased flexibility and
earlier detection of defects, etc. Thus, small lotsizes are what characterizes JIT,
and are considered important enough to warrant overcoming the obstacles of
higher delivery costs and loss of discount rates (ibid).

The just-in-time principle is evidently very important also when it comes to e-
commerce;

“The success of an online business relies in the principle of just-in-time logistics
— to deliver the right product to the right customer exactly on time. Whether a
company builds its own physical infrastructure or outsources it, the fulfillment
process needs to follow just-in-time logistics.” (Ratzi et al., 2004, p 241)
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2.5 EC order-fulfillment strategies

2.5.1 Receiving the order and managing the transaction

Electronic payment

According to Turban et al. (2004) there was a belief a few years ago that online
customers would be extremely reluctant to use credit cards when shopping on
the web. It was assumed that special forms of electronic or digital cash where
necessary for B2C electronic commerce to survive and thrive. This turned out to
be not true as, today the overwhelming majority of Internet purchases are made
credit cards, not with digital cash (ibid).

Payment cards
A payment card is a card that contains information that can be used for payment
purposes. There are three types of payment cards, these are:

e Credit cards: A credit card provides the holder with credit to make
purchases up to a limit fixed by the card issuer (Turban et al, 2004).

e Charge cards: The balance on a charge card is supposed to be paid in
full upon receipt of the monthly statement. Technically the holder of a
charge card receives a loan for 30 to 45 days equal to the balance of their
statement (ibid).

e Debit cards: With a debit card, the money for a purchased item comes
directly out of the holder’s checking account (called a demand-deposit
account) (ibid).

Direct payment

When using this type of payment the retailer connects the customer directly to
his/her Internet bank. This method requires that the customer has an Internet
bank account.
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Characteristics of successful E-payment methods

There are several factors that must be analyzed when a company chooses the e-
payment methods that will be offered. According to Turban et al. (2004) some
of the crucial factors are:

Independence. The majority of all e-payments require the seller or
merchant to install specialized hardware or software to receive and
authorize a payment. E-payment methods that require the buyer to
install specialized components are less likely to succeed.
Interoperability and portability. All forms of EC run on specialized
systems that are interlinked with other enterprise systems and
applications. An e-payment method must mesh with these existing
systems and applications and be supported by standard computing
platforms.

Security. If the buyer takes a higher risk than the seller, then the
method is not likely to be accepted.

Anonymity. Some buyers are not comfortable if their identities and
purchase patterns do not remain anonymous. Thus, e-payment methods
such as e-cash have to maintain anonymity to succeed.

Divisibility. Usually sellers accept credit cards only for purchases
within a minimum and maximum range. Any method that can address
the lower or higher end of the price continuum of that can span one of
the extremes and the middle has a chance of being widely accepted.

Ease of use. For B2C e-payments, credit cards are the standard due to
their ease of use.

Transaction fees. When a credit card is used for payment, the
merchant pays a transaction fee of up to about 3 percent of the item’s
purchase price (above a minimum fixed fee). These fees make it
prohibitive to support smaller purchases with credit cards, which leave
room for alternative forms of payment.

Critical mass. A critical mass of vendors must be willing to accept the
payment method. Conversely a critical mass of places to acquire the
payment method (i.e., buy payment cards) is also necessary.

Turban et al. (2004) implies that to date, the acceptance rate of various e-
payment methods has been slow. Still, there will be significant inroads in the
near future as several key business drivers such as transaction costs and speed
can be improved with the use of e-payment methods. Furthermore e-payment
also makes it possible to conduct business across geographical and political
boundaries as it facilitates international deals and transactions. Finally, e-

15



payment methods are very important for electronic commerce because a good
and secure payment system entail confidence and trust amongst customers in
EC in general (ibid).

Offline payment methods
There are two different offline payment methods in B2C e-commerce and they
are all well known by customers which makes them easy to use. These are:

e Bill: The customer gets a bill when the goods are delivered. The buyer is
charged extra for using this type of payment.

e Cash on delivery: this is the most common payment method in
Sweden when purchasing on the Internet. The customer does not provide
any sensitive information and thus is very secure. From a company
perspective there is a big risk as the seller cannot be sure that the
customer will or can pay for the purchased items (Turban et al., 2004).

Security

For transactions on the Internet the security aspect is very important. According
to Nabi (2004) “B2C e-commerce has undergone rapid growth, particularly
through the use of the Internet, business and consumer fears and concerns
about the risks, both have inhibited its growth real and perceived, of doing
business electronically” (ibid). Turban et al. (2004) states that to achieve better
security for transactions, companies can use an authentication system. Such
system identifies legitimate parties to a transaction, determines the actions they
are allowed to perform, and limits their actions to only those that are necessary
to initiate and complete the transaction. The authentication can be done by
distinguishing characteristics (passwords), something one has (tokens) or
something one is (biometric systems) (ibid).

Turban et al, (2004) profess that the “state of art” in authentication rests on the
public key infrastructure (PKI) and the use of a certificate. In this case, the
something one has is not a token, but a certificate. It refers to the technical
components, infrastructure, and practices needed to enable the use of key
encryption, digital signatures, and digital certificates within a network
application. Fortunately for the customers the handlings of these characteristics
are handled by Web browsers and Web servers (ibid).
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According to Nabi (2004) companies introduced the Secure Socket Layer (SSL)
to achieve greater security. This is a low-level encryption scheme used to
encrypt e-commerce communications and for customers to send sensitive credit
card information in transactions on secure WWW form over the Internet
without the risk of a cracker obtaining the credit-card information in higher-
level protocols such as SHTTP, NNTP, and FTP (ibid). Turban et al. (2004)
states that SSL makes it possible to encrypt credit cards numbers and other
transmissions between a Web server and a Web browser. In the case of credit
card transactions, there are also several other events to be executed than simply
passing an encrypted credit card number to a merchant. The credit card
information must be checked for validity, the buyer’s bank must authorize the
card, and the purchase must be processed. SSL is not designed to handle any of
the steps beyond the transmission of the card number (ibid).

2.5.2 Warehouse and transport management

INn-house or outsource?

According to Reynolds (2001) whether a company chooses to host its own
fulfillment center or outsource its fulfillment services, an enterprise that adopts
an e-business model will have to make changes in its distribution efforts.
Fulfillment centers, distribution centers and warehouses should implement
state-of-the-art systems that allow them to keep pace with the e-business model.
The principle is to do it right, do not do it “bass-awkward.” The first action that
must be done is to upgrade the database management systems and put in state-
of-the-art tracking and bar-code systems. When those improvements are
operating as needed, the nest task is to build Web-enabled systems. If the e-
business is still in the initial growth period with good prospects of huge growth
spurt within the next 6 months, it is convenient to outsource. However, is the
grow is expected to increase steadily over time and the in-house staff is still
sufficiently managing the fulfillment process, then it is more convenient build a
proper in-house fulfillment infrastructure that can scale as the order volume
increases (ibid).

Reynolds (2001) profess that for pure-plays, the correct move is to parting with
an independent FSP (fulfillment service provider) to store product and provide
fulfillment services. Click-and-mortars are courting fulfillment providers as
well. A click-and-mortar’s back end legacy systems and warehouse systems are
required to be prepared for the impact that a Web site will bring. Specialized
systems, build out of a fulfillment center within existing warehouses (or new
facility), are needed to provide the facilities, equipment and manpower
necessary to service all these tasks. The majority of e-businesses, once the
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decision have been made to move online, speed to market becomes a serious
issue. If the online order volume is low and inventory requirements are not
burdensome, then it is probably better to handle fulfillment in-house until the
volume justifies a more formal order-fulfillment procedure (ibid).

According to Bayles (2001) fulfillment houses, operating as 3PLs, were
developed to use expertise in progress management tracking and warehousing
for both manufacturers and retailers. Retailers are using fulfillment services to
maintain a large inventory, reduce inventory costs, and drop-ship orders
directly to customers (ibid).

As the market gets more competitive, several companies are searching for
outsourcing opportunities to improve their competitiveness. Outsourcing has
created significant benefits such as improved quality, lower product
development costs, shorter product realization cycle, and faster response to
demand fluctuations (The National Academy of Sciences, 1999).

Distribution options in e-commerce

Lummus et Vokurka (2002) implies that a very important business decision that
organizations need to take in account is the determination and implementation
of the processes necessary to deliver the ordered products to the customer
quickly and cost effectively. Companies can gain competitive advantages by
making the right e-fulfillment decisions in EC, which is characterized by tailored
direct orders. Handling the details of customer direct orders is the area in which
battles for domination in the e-commerce market will be won or lost (ibid).

Lummus et Vokurka (2002) describes several distribution options that
companies can utilize.

Distribute from an existing distribution center: Products are available at one or
a small number of warehouse locations and assets. Some organizations may use
this approach to ship to its online store customers as well as to fulfill its retail
store replenishment orders. This can result in operational problems because the
distribution center not only delivers to retail stores but also to a new set of
customers with different requirements (ibid).
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Acquire a dedicated e-fulfillment center: This model offers several advantages.
A separate facility focusing on e-commerce shipments can incorporate the best
processes for this type of orders. These specialized processes can yield the
delivery costs and times required for one-item shipments. This model requires
significant up-front investment in the physical facilities and information
technology required. Thus organizations must have in mind that there may be
net losses in the nearest time schedule. Another disadvantage of a dedicated
facility is that low or unpredictable sales may lead to high inventory carrying
costs at the same time that the flexibility to meet variable demand is decreased
because of the facility infrastructure (ibid).

Use a third-party e-fulfillment service provider: By using this model
organizations have to lease the skills and facilities needed for fulfillment.
Fulfillment processes outsourcing can be thought of as virtual warehouses. This
model can have advantages as it uses existing specialists in these processes, thus
making use of existing information systems and proven technology. This
method also better accommodates swings in demand while treating order-
fulfillment as a variable cost. One disadvantage of the approach is that few
existing companies can accommodate a wide range of products. Also, multiple
fulfillment centers may be required to reach a number of customers in a
minimum amount of service time. Perhaps, most important, the approach
requires ceding control of a core business process (ibid).

Ship direct from the supplier to the customer: An alternative is to act as a sales
intermediary and have products shipped directly from the manufacturer’s
suppliers. The process requires combining the sale of products with the
fulfillment processes through a distributor and results in negotiation power
shifting away from the company to the supplier. This model is the least
expensive for the consumer. For a company to be successful with this model,
value chain relationships must be equitable and the technology to synchronize
deliveries from many points must be in place. Advantages include low inventory
and facility costs, flexibility, and low shipping cost to the customer.
Disadvantages include integrating Web-front-end operations with procurement
and order-fulfillment systems and ensuring service quality (ibid).
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Pick and ship from existing retail stores: For a company in the retail business
with existing stores, another possible model is to pick and ship from the existing
retail stores. This approach, sometimes termed clicks and bricks or clicks and
mortar is used by many small retail boutiques. The company may have a street-
front retail store and have added online sales for growth potential. In these
companies, an order is placed electronically via the Web, but the order is filled
by people who pick stock from regular retail shelves for delivery to the
customer. The main advantage comes from avoiding additional facilities and
keeping lower inventories. However, this model, although appropriate low-
volume specialty sales, may be difficult in the high-volume world of large-scale
retailers. Adding direct shipping capability at every location and ensuring
picking capability and product availability may be cost prohibitive. Also, picking
from existing stores may disrupt the normal operations of the retail store.
Another difficulty is the required technology integration across many fulfillment
points (ibid).

Ship to a local store or central pickup point: A manufacturer with no local
stores could ship products to an affiliated for local delivery or to a designated
customer pickup point. Advantages include keeping local dealers in business
and providing the local store with partial revenue along with using traditional
methods to ship to its local stores. Disadvantages of this method include extra
shipping costs for small quantities, sharing revenue with the local store, and
assuming responsibility for product returns (ibid).

Reynolds (2001) introduced a number of different order-fulfillment models in e-
business, depending on the type of business and situation. Some of these models
are presented in chapter 2.8.
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2.5.3 Customer response

Singh (2002), states that e-responses to customer queries, order
acknowledgement, delivery and payment information via e-mails or automated
responses are greatly appreciated by customers. The character of e-responses
also helps strengthen the relationship between suppliers and customers, and
makes up for the personal response that prevails in the traditional shopping
arena. Singhs study showed that customer relationships can be strengthen
through the use of e-mail order acknowledgement. E-mail responses were
widely used by organizations to acknowledge receipt of orders, payment and
delivery of information. “An e-response to say thank you, an apology for any
delays, tailored e-mails from analysis of shopper profile to provide online
shopping guidance and to announce the release of new products and specials
supported online shoppers. Customer responses confirmed the value of e-
responses in the B2C e-space.” (Singh, 2002, p443)

According to Singh (2002), secure payment systems, updated product delivery
information and quick responses to customer queries are some of the services
that are important to win online customers. Customers in EC highly appreciate
e-tailers that provide services like personalized and accurate customer
information with better tracking, delivery and payment details. Singh (2002)
presents five E-service tools that are used to offer customer services online:

e Personalized Web pages. Many companies are allowing customers to
create their own Web pages. These pages can be used to record customer
purchases and preferences. Also, customized information such as product
details, add-on purchases and warranty information can be delivered on
these Web pages. The information is easily disseminated when the
customer logs on to the electronic commerce Web site. Not only can the
customer pull information as needed, information analyzed to match
customer interests is pushed to him/her. The customer databases record
purchase queries, problems and requests. This information can be
analyzed and utilized to improve customer service. Personalization is
important for Internet marketing, and specially for managing customer
relationship to increase customer loyalty. Involving customers in the
personalization process makes them feel more comfortable with, and
more in control of, their Web site visits Deitel et al., 2001 quoted by
Singh, (2002)
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FAQs. Frequently asked questions (FAQ) are the simplest and least
expensive tools to deal with repetitive customer questions. FAQs are
developed to provide answers to common questions about products,
services or their applications. Self-service FAQ software and Web
software assist companies in providing helpful answers to common
customer questions. Online customers use this tool by themselves (on the
Web), which makes delivery cost minimal, freeing up time for customer
service representatives to handle questions that cannot be answered
without human interaction. FAQs are e-services on Web sites presented
via links (ibid).

A chat room. Online text chatting provides real time communication
between customers and suppliers. Those who are not able to get an
answer online have the option to contact a service representative
immediately if the company offers text chatting Deitel et al., (2001) cited
by Singh (2002). Chat rooms also attract new customers, increase
customer loyalty and enhance relationships. For example, a virtual
vineyard’s chat room allows a customer to discuss issues with both
company experts and wine lovers. This is an e-service that is widely used
to support e-communities. E-mail addresses of loyal customers can be
provided to prospective customers to enable them to seek the opinions of
other users of the product on sale (ibid).

E-mail and automated response. The most popular tool for
customer service is e-mail. Inexpensive and fast, e-mail is used to
disseminate information and fast, e-mail is used to disseminate
information (e.g. catalogues), to send product information and order
confirmations, to conduct correspondence regarding any topic with
customers and business partners, and responding to enquiries from
customers. To answer a large number of e-mails quickly and cost-
efficiently automated e-mail reply systems are increasingly implemented.
Automated e-mail reply responses to customer inquiries are developed
using intelligent agents that recognize key words and quickly respond to
common queries. However, the greatest advantage of e-mail as a
communication tool is providing quick and accurate information to all
customer queries. E-mails can include forms, reviews, referrals and new
contacts sent to customers as attached files (ibid).
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e Help desks and call centres. To find answers to electronic commerce
qgueries customers can communicate by telephone, fax or e-mail.
However, because this communication was done initially by phone these
remote help desks are referred to as call centres. For electronic commerce
new technology products are extending the functionality of the
conventional call centre to e-mail and to Web interaction, integrating
these into one product (ibid).

2.5.4 Reverse logistics management

Cooke (2000) suggests that once an order has been picked and shipped, the e-
fulfillment operation's job is far from over. E-fulfillment operations must be
ready to handle another post-delivery task-processing product returns. In
offline commerce, an unsatisfied customer has the ability to bring back the
product to the place where he or she bought the item. But unhappy online
shoppers send their merchandise back to distribution centers, forcing
companies focused on pushing product out quickly to shift gears and take
product back. Returns have proved to be one of the most troubling aspects of e-
distribution. Some pure-plays have solved this problem by establishing a
centralized return center (ibid).

Duffy et Dale (2002) underlines that further complications arise with respect to
the costs of correcting customer complaints. Incomplete orders and
unsatisfactory products that are returned by the customer can have a high
correction costs. Several mail order firms charge customers for the return
delivery adjustment. Complaints and returns of merchandise are generally easy
to take care of in the store. On the other hand, customers on the Internet do not
have good systems for correcting problems. Internet retailers do not have
systems in place for calming upset customers.

According to Starr (2003) “The approach that blends using the Internet with in-
store (and sometimes mail order) systems for handling pick-ups and returns
may be the best method at present for providing customer satisfaction. Strong
measures can be taken to assure quality by inspection of shipments before they
are released.” (Starr, 2003, pll7) This approach does promise lower
probabilities of returns. Also, the quality of packing might be a vital factor in
reducing damaged products that decrease customer loyalty (ibid).
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Turban et al. (2004), claims that allowing for the return of unwanted
merchandise and providing for product exchanges are necessary to maintain
customers’ trust and loyalty. The Boson Consulting Group found that the
“absence of good return mechanism” was the number two reason shoppers cited
for refusing to buy on the Web frequently (ibid). According to Bayles (2001), a
good return policy is a must in Electronic commerce (EC). Managing returns is a
major logistics problem for EC actors. Several options for handling returns exist
and these are:

Return the item to the place where it was purchased. This is easy to do
with a purchase from a brick-and-mortar store, but not a virtual one. To
return a product to a virtual store a customer needs to get authorization,
pack everything up, pay to ship it back, insure it, and wait up two billing
cycles for a credit to show up on their statement. The buyer is not happy,
and neither is the seller, who must unpack, check the paperwork and
resell the item, usually at a loss. This solution is workable only if the
number of returns is small (ibid).

Separate the logistics of returns from the logistics of delivery. In this
option, returns are shipped to an independent returns unit and are
handled separately. This solution may be more efficient from the seller’s
point of view, but it does not ease the returns process for the buyer (ibid).

Completely outsource returns. Several outsourcers provide logistics
services for returns. The services deal not only with delivery and returns,
but also with the entire logistics process (ibid).

Allow the customer to physically drop the returned item at a collection
station. Offer customers locations (such as convenience store or at
Mailboxes Etc.) where they can drop off returns. The accepting stores
may offer in-store computers for ordering and may also offer payment
options. Click-and-mortars stores usually allow customers to return
merchandise that was ordered from the online outlet to their physical
stores (ibid).
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2.6 Innovative e-fulfillment strategies

2.6.1 The Five E-Fulfillment Strategies

According to Lee et Whang (2001) there are five innovative strategies that can
be used to improve the e-fulfillment efficiency of a company. The five e-
fulfillment strategies involve innovative approaches to logistics postponement,
dematerialization, resource exchange, leveraged shipments and the clicks-and-
mortar model (ibid).

Strategy 1: Logistics Postponement

Lee et Whang (2001) suggests that information can help run logistics efficiently,
improving timeliness and reducing delivery costs. The Internet can capture and
move information among supply-chain partners, enabling logistics
postponement. Through enhanced information sharing, companies can
substitute information flows for some of the physical flows. The objective is to
wait to ship until they have more-accurate order information which enables
more-direct shipments. Third-party logistics providers who have invested
heavily in information technologies often make that approach possible. One
example of logistics postponement is merge-in-transit, figure 2.2.
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Figure 2-2 The merge in transit model. (Lee et Whang, 2001)
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According to Lee et Whang (2001), another logistics-postponement strategy
called, the rolling warehouse (figure 2.3), was developed by Menlo Logistics
which is third-party logistic service provider.
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Figure 2-3 The rolling warehouse model (Lee et Whang, 2001)

The idea with the rolling warehouse model is to load trucks with products that
are not preassigned to a specific destination as demand can vary while the truck
is on its way. Information is monitored closely and sent, usually by satellite, to
the truck driver, who can then make use of it to determine how much to unload
at each destination. Thus, the decision of how much to unload at different
destinations is postponed from the time of loading to the time of unloading. The
truck is transformed to a rolling warehouse.
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Strategy 2: Dematerialization

Lee et Whang (2001) states that “material flows are usually more expensive than
information flows because of the costs of handling, loading and unloading,
warehousing, shipping, returns, spoilage and damage. Hence, whenever
possible, substituting information flows for material flows make sense. An
extreme form of such substitution is dematerialization, where a physical
product is completely replaced by information”. (Lee et Whang, 2001, p56)
Dematerialization makes mass customization of products and services possible.
Through information gathering when customers purchase products, the
company can even enlarge this customization, as the information can be used to
create customer profiles on the Website. One example where this
dematerialization has been used according to Lee et Whang (2001) is Xilinx.
The company developed a dematerialization strategy to improve customer
service. The innovation is called Internet Reconfigurable Logic (IRL). Xilinx's
high-end integrated circuits are field-programmable — that is, some of the
chips' capabilities can be specified by software in the field, even after they have
been delivered to customers. Some of the products in which Xilinx chips reside
go through constant product-generation changes that require updating of Xilinx
chips. With IRL, end users can modify the field-programming logic at their
premises by using networks and the Internet. The online field-upgradable
systems are utilized in multifunction electronic devices, wireless-telephone
cellular base stations, communications satellites and network-management
systems. IRL makes it possible for product upgrades that used to require
physically replacing an integrated circuit to be performed by information flow.

Other dematerializable products include software, publications, documents,
music, videos, photos, stamps, bills, receipts, money and some services.
Recently, dematerialization has been extended to such products as toys and
mobile phones (Lee et Whang, 2001).

Strategy 3: Resource Exchange

Lee et Whang (2001) exemplifies the meaning of resource exchange in e-tailing
in the following example. “Pooling resources is already common in the offline
world. A Korean cement company with limestone mines and plants in the east
has customer demands in the west; another cement company with limestone
mines and plants in the west has customer demands in the east. With the cost of
transporting cement high, the two cement companies swap their orders.
Customers in the west are served by the western plant; customers in the east are
served by the eastern plant. The bulk cement at both plants is pooled to satisfy
the demands of customers, regardless of their location. Thus, only information
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has traveled, not the physical product. Such resource-exchange practices are
used extensively in the oil and gas industries.” (Lee et Whang, 2001, p58)

Strategy 4: Leveraged Shipments

For most e-tailers, the order size from each customer is small. Thus, delivery
costs are only justified if there is a great amount of orders comes from
customers located in close proximity or if the value of the order is large enough.
The cost of delivery is excessively high if customer orders are both small and
dispersed over a wide geographical area. A simple measure called delivery-value
density (DVD) can help determine whether it is economical to deliver
merchandise to a district in one trip. DVD is calculated by dividing average total
volume of the shipment per trip by the average travel distance per trip. An e-
tailer can improve its products’ DVD by leveraging shipments. Customers are
offered deliveries on a company-specified day of the week, i.e. customers located
in the same neighborhood get their ordered merchandise on the same day. This
approach enables a high volume of products per trip. Moreover costs related to
home deliveries are lowered by eliminating the time cost of the driver having to
wait or revisit a customer when the customer is not at home at the time of
delivery.

Strategy 5: The Clicks-and-Mortar Model

Lee et Whang (2001) states that “the basic idea of the clicks-and-mortar (CAM)
model is to elicit consumer cooperation for the final mile of the delivery journey.
When an e-company's physical assets are located near customers and when
deliveries from the supply source to those locations are economical (which is the
case if the locations are retail outlets with pre-established networks), then the
company may be able to get customers themselves to handle the last mile.” (Lee
et Whang, 2001, p59) The idea of this model is further explained in chapter 2.7.
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2.7 Click-and-mortar order-fulfillment strategies and
models

According to Reynolds (2001), click-and-mortars are beginning to figure out
how to use their distinct advantage over pure-plays — capitalizing on the years
of experience their “bricks” have in the traditional world getting logistics and
fulfillment down to a science. Making the transition to a click-and-mortar
involves building and stocking warehouses, investing in warehouse staff,
packing the boxes and handling customer queries, complaints and returns.
RISNews.com figures show that 46% of click-and-mortars use the same
distribution center that serve their traditional counterpart, which can be
efficient if warehouse management systems and at least part of the distribution
center layout are designed for small household orders. E-tailers are beginning to
learn the ropes, although some will still make a few expensive mistakes along
the way (ibid).

2.7.1 Local Fulfillment Model

Reynolds (2001) implies that several bricks-and-mortar retailers are offering
their online counterpart’s customers to pickup online purchases at their local
stores. This does not only provide higher level of customer service, it also helps
to optimize the cost structure of the bricks-and-mortar retailers. The pure click-
and-mortar (no catalog) does not have the experience or facilities for delivering
directly to customers. Bricks-and-mortar retailers are optimized to deliver
merchandise to customers on local basis at the store level. This competence is
used by some click-and-mortars by letting their online customers come into the
local store to pick up the product (that they had ordered or reserved online).
Using stores for returns and in-store pickups is an excellent example of local
fulfillment, but this is just a tiny competitive advantage compared to the option
of near immediate delivery of online orders from local stores or warehouses
(both e-tail and B2B). This convergence edge may be devastating to the
prospects of most pure-plays as they have not the ability to offer such customer
service. Pure-plays need to look closely at a local fulfillment model and
determine how they can adopt it as a subset to their logistics and fulfillment
mode (ibid).
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Local fulfillment allows the click-and-mortar to change the customer’s buying
process from one based solely on breadth of selection and price, to include
immediacy of service. An added benefit is the chance of an additional impulse
purchase while the customer is in the store to pickup their order. Click-and-
mortars have the chance to out perform their pure-play competitors with the
local fulfillment model. They can beat them on speed of service and do so in a
way that will leverage, at small incremental cost, every part of their bricks-and-
mortar infrastructure. The pure-plays have no alternative but to build, buy or
enter into a partnership to obtain what the click-and-mortars already control.
This option puts the pure-plays at risk since they will be subjected to the full
cost impact of positioning themselves to compete on the new service dimension
of immediate fulfillment unless they take the partnership road. One local
delivery option, which many pure-plays may choose, is to align with a local
convenience store, like an ICA or gasoline franchise. By doing this, customers
can purchase products online but pickup he order and maybe even pay at the
local establishment (Reynolds, 2001).

2.7.2 In-Store Fulfillment Model

This is another local fulfillment model for the click-and-mortars. Online orders
are fulfilled by employees who pick from its counterpart’s traditional retail store
shelves. The delivery process is basically the same as with any other model. The
in-store fulfillment model does incur less startup costs, and some bricks-and-
mortars use this model when testing the EC arena. In the end though, this
model can be very expensive due to overhead and the complexity in tracking and
pricing and billing the same inventory for both store and Web sales. While many
e-businesses can achieve fulfillment speed with this model, most have probably
not achieved efficiency. However, the in-store fulfillment model can give speed
to market, although it must be a short-term solution (Reynolds, 2001).
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2.7.3 Kiosk Order Model

This model is often a subset of local fulfillment. The idea is simple; to install a
kiosk with a computer and high-speed Internet connection, located at a store or
mall where a customer can order products. With this model, customers do not
need a home computer and often can even pay in person for the ordered goods.
Moreover the kiosk order model offers the ability to order products online and
pay in cash. Customers can then choose to pickup the order on their next trip to
the kiosk or have it delivered to a specified location. One advantage of this
model is the human interaction, which increases customer loyalty. Also, an
almost unlimited range of products can be made available for pickup at a
neighborhood store — provided the customer can wait a couple of days
(Reynolds, 2001).

2.7.4 Click-to-Bricks

Click-to-bricks is a variation of the local fulfillment model, which also has
aspects of the in-store fulfillment model. The idea is quite simple. A customer
goes online to find a nearby bricks-and-mortar retailer that has the products
he/she is looking for in stock. Thereafter the customer goes to the store to pick
up the products. As customers make the pickups themselves, they wring more
value from locations that already carry the costs of receiving, storing, and
merchandising goods. But there are also downsides with this model. First the
brick-and-mortar has to find a way to integrate their complex legacy systems,
such as inventory and cash-register data with its Web-based system. Second,
there is also a need to have a system in place to retrieve the items within the
actual store. Most have come up with only one solution to that puzzle — a clerk
who can search up and down and aisles and in the backrooms for the requested
item (Reynolds, 2001).
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2.8 Pure-play order-fulfillment strategies and models

2.8.1 Vendor managed inventory model

A streamlined approach to inventory and order-fulfillment is the vendor
managed inventory (VMI) model. With this model the responsibility for
managing and replenishing inventory is passed over to the suppliers. Thus VMI
lets companies reduce overhead. Furthermore VMI can cut costs and keep
inventory levels low throughout the value chain. Using the VMI model suppliers
have the ability to track the number of products shipped to distributors and
retailers and thus stay informed as to whether or not more goods are needed.
Once the vendor gets an alarm, products are automatically replenished, but
merchandise is not shipped until it is needed, consequently lowering inventory
for the vendor’s customers (Reynolds, 2001).

2.8.2 Extended enterprise model

E-businesses using the extended enterprise model can quickly communicate
customer demand and changes throughout the value chain. Through this
suppliers are allowed to meet order demand more quickly and also ship orders
directly to the customer. Thereby enabling the customer to receive the ordered
product on time with higher consistency and enjoy greater control by self-serve
processes — ordering, configuring, checking order status — all online. Order-
fulfillment process activities such as order entry, confirmation, scheduling and
production occur across multiple value chain members. These include
packaging, delivery, and payment that are optimized with an extended
enterprise model. Furthermore the model brings reduction in operating costs
for all members of the supply chain as it increases coordination,
standardization, systemization and connectivity between supply partners.

The extended enterprise model allows the entire value chain to share actions
that were once isolated within each individual company. A single business
action triggers cross-enterprise transactions and information about changes in
market demand can be transferred directly to the supply chain allowing
suppliers to react appropriately to minimize inventory buildup, sustain quality
levels, and operate profitably. Thus, automated processes within the value chain
remove redundant steps and add efficiencies, which contribute to a positive
profit margin for all (Reynolds, 2001).
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2.8.3 Direct fulfillment model

Enterprises that available inventory, shipment tracking, and product availability
information to their value chain partners through their online site are furthering
the adoption of direct fulfillment (drop shipping). This is because the necessary
data is easy to find and access (Reynolds, 2001).

2.8.4 Build-to-Order/ Just-In-Time Model

The build-to-order/ just-in-time manufacturing or supply model is closely
related to and many times used along with the JIT shipping model. Most of the
time, it is found in companies that use the extended enterprise model. The
market today is characterized by a pull climate. If an e-business’s current
manufacturing operations are set up around guessing demand, it will produce
and store the wrong items and not have enough of what the customer actually
wants. The capabilities and infrastructure of an e-business should be built so
that it can evolve over time to a less asset-intense, more IT-intense system. In
the future, there will be less emphasis on inventory and more emphasis on the
build-to-order or just-in-time approach, particularly for high-specification items
(Reynolds, 2001).

Bloomberg et al. (2002) states, that this model extends beyond the traditional
framework and adopts an integrating or boundary-spanning perspective. This
approach lets companies reduce their inventory levels and inventory carrying
costs. Potential weakness include over customization and the high costs of
integration (ibid).

2.8.5 Pure-Play In-house Model

Logistics and fulfillment operations, including stock inventory and shipping, are
the biggest issues in electronic commerce (EC). To deal with this, companies
should ensure that the whole supply chain process is under control. Outsourcing
these critical functions is not a long term solution. Frequent out-of-stock
notices, late deliveries and sub-standard or defective products will bring a
declining customer base.

The pure-play in-house model is exemplified by the scenario whereby a product
is ordered off the Web site and shipped from an in-house fulfillment center (a
basement or garage for a home-based e-business, a warehouse or distribution
center (possibly automated) for larger e-businesses) to the customer in one
shipment. Through this model the company gets an increased level of control
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over every moment of the brand experience. It requires know-how, labor,
facilities and often, special equipment and software. These requirements are
often outside the area of expertise and budget of the average pure-play. The big
disadvantage of this model is that there is usually only the one shipping
location, thus same-day delivery is impossible (except in the direct proximity of
the distribution center) and next-day delivery is costly for the majority of
shipments (Reynolds, 2001).

2.8.6 Partner fulfillment model

In the partner fulfillment model no inventory, shops or product brands are
used. The fulfillment is executed entirely by partners. This approach clearly
lowers inventory carrying costs, but the company has no control over logistics
service. Since partners control fulfillment, service may be limited. Efficiency
may be low and inventory management complex. Some challenges to make this
model function well include trying to establish order routing systems,
maintaining strategic alliances with partners, and keeping high service quality
and reliability (Bloomberg et al., 2002).

2.8.7 Drop-Ship Model

Reynolds (2001) states that several companies initially adopted the drop-ship
model thinking of easy sales worldwide. With this model the e-tailer forwards
the orders to its drop shipper(s), a wholesaler or distributor that owns a variety
of products. Then the drop shipper fills the orders by delivering products
directly to the Web site’s customers. Thus, the e-tailer owns the customer
database, while the drop shipper owns the products. The drop shipper pays the
e-tailer a sales commission. One big disadvantage with this model is that there
is little or no control over how the merchandise is packed and shipped. If terms
are not negotiated in advance it might occur that the e-tailers products are
shipped with the drop shipper’s name on the packaging, causing difficulties in
retaining a loyal customer base. The drop-ship model is best suitable for e-
tailers offering a wide range or generalized base of products and does not want
to worry about managing the entire chain of the order-fulfillment process.
Consequently it requires that the e-tailer give up much of its control over the
fulfillment process. Although an e-tailer may determinedly establish rigid
guidelines for its drop-ship suppliers, it’s still putting its brand in the hands of
strangers. This includes everything from quality of product, delivery to the
customers, and communication with customers concerning tracking, shipping,
delivery dates, returns, and so forth (ibid).
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The disadvantages with the drop-ship model becomes clear when it comes to
integrating the front-end customer experience with the drop-ship fulfillment
process. Reynolds (2001) lists the following drawbacks:

e An e-tailer probably won’'t have any control over when the order will be
shipped to the customer or in how many packages. It might not even
know if the product the customer ordered is in stock.

e An e-tail site may not have a way to provide customers with tracking or
shipping status information.

e The products ordered from the e-tailer may be shipped with the
dropshipper’s own name on the labels and packing lists, negating the
Website’s branding efforts and causing customer confusion on receipt of
the package (ibid).
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Chapter 3 - Frame of reference

In this chapter the frame of reference is created by linking the research
questions to chapter 2, theory. Different theories are compared in order to
investigate the research questions. The chapter starts with RQ1: How can the
order-fulfillment process be described? followed by RQ2: What order-
fulfillment strategies and models are used for pure-plays? and ends with RQ3:
What order-fulfillment strategies and models are used for click-and-mortars?

3.1 RQl: How can the order-fulfillment process be
described?

3.1.1 Order-fulfillment process

Quillin et Duncan (2000) claims that order-fulfillment process consists of the
management of the following six stages:

Receiving the Order

Managing the Transaction
Warehouse Management
Managing Transportation
Customer Response

Reverse Logistics Management
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The order-fulfillment process will be analyzed and compared with the process
presented above. These stages give a general view of the different areas that the
order-fulfillment consists of. The advantage of this description is that it clearly
shows the parts included in order-fulfillment management. One downside with
the description presented by Quillin et Duncan (2000) is that it does not tell us
much about the order in which the process is carried out, why it is
complemented with the view Turban et al. (2004) presents on the following
page. Hintlian et al. (2001) further states that E-fulfillment (e.g. EC order-
fulfillment) is the management of the stages presented by Quillin et Duncan
(2000) using Information and Communications Technologies (Hintlian et al.
2001). This explanation tells us nothing specific about e-fulfillment. Therefore,
based on what is written in section 2.1, about the differences between e-logistics
and traditional logistics, the stages Quillin et Duncan (2000) described above
are further analyzed and described in order to get a more specific picture of the
e-fulfillment process. The major difference between traditional logistics and e-
logistics is that traditional logistics deals with delivery of large amounts to a few
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destinations, while e-logistics orders are small and delivered to many customers
(Turban et al, 2004). Tarn et al. (2003) states that the broad customer base
makes it harder for e-retailers to ship product quickly. This fact together with
the cost and time sensitive e-customers enlightens the importance of effective
warehouse management and transport management for good fulfillment. To
have a cost effective warehouse management, many companies in e-commerce
choose to improve their stock-keeping by different techniques. According to
Tarn et al. (2003) it is common to outsource to third party logistic service
providers (3PL) in e-logistics in order to handle the transportation of large
number of small orders to a large number of demographically dispersed
customer base. Moreover in e-logistics, the broad customer base combined with
high probability of demand fluctuation makes seasonality factor in demand
forecast more unpredictable (Tarn et al., 2003). Another important sign that
significantly differentiates logistics from e-logistics and thus influences
fulfillment is the event of reverse logistics management. Saenz Jr. (2001)
addresses the importance of reverse logistics in e-commerce. Tarn et al. (2003)
further explains that the customers’ inability to feel the product in e-commerce
will generate a higher number of returns than in traditional commerce. When
returned, the product must be delivered back to the company, often localized far
away from the customer, thus generating a high cost for transportation (ibid).

From what has been said by Turban et al. (2004) and Tarn et al. (2003) it is
evident that in e-commerce the fulfillment areas of managing the transportation
and reverse logistics management probably will generate higher costs for the
company than in traditional commerce. On the other hand, costs of warehouse
management usually can be cut in e-commerce, by letting the customer pick up
the products at warehouses or department stores (click-and-mortar) and using
direct shipments from the manufacturer to the customer. The theory of the
differences between logistics and e-logistics will be used to analyze the e-
fulfillment process. Stage 2 and 5 are covered more detailed in section 3.1.2 and
3.1.3.
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Turban et al. (2004) gives a more detailed view on the e-fulfillment process;
describing and explaining the different events from customer order placement
until the order is delivered and possibly returned.

1. Making sure the customer will pay
2. Checking for in-stock availability
3. Arranging shipments

4. Insurance

5. Production

6. Plant services

7. Purchasing and warehousing

8. Contracts with customers

9. Returns

The advantages are that Turban et al. (2004) describes the e-fulfillment process
in a very distinct manner both in B2C and B2B, and differentiates the process
with respect to different types of companies and products. However the process
by Turban et al. (2004) is too detailed for this research, steps like plant services,
insurance and production are not analyzed as these mostly describes B2B
operations. Furthermore the first step called making sure the customer will pay
varies depending on payment method; e.g. the customer does not pay until
receiving the merchandise when using cash on delivery. Also the first step,
receiving the order, is not covered in the process described by Turban et al
(2004). The authors has chosen to primary use the order-fulfillment process
described by Quillin et Duncan which is more suited for this study than the
process described by Turban et al. (2004). The order-fulfillment process
described by Turban et al. (2004) is used as a complement, to give a more
detailed view and illustration of the process in a sequence for comparison with
the studied cases. Sections 3.2 and 3.3 further differentiate the two e-commerce
blocks of pure-plays and click-and-mortars by investigating what models and
strategies are used in each group.
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3.1.2 Payment methods and security.

Payment methods
Turban et al. (2004) states that an e-payment can be accomplished through
several options, these are:

e Payment cards: Credit cards, Charge cards, Debit cards.
e Direct payment: Money is withdrawn directly from the account.

According to (Turban et al, 2004) there are a number of factors that come into
play in determining whether a particular method of e-payment achieves
widespread acceptance. Some of the crucial factors include the following:

Independence

Interoperability and portability
Security

Anonymity

Divisibility

Ease of use

Transaction fees

Critical mass
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Important business drivers such as reduced transaction costs, speed and the
removals of geographical boundaries are pushing the e-payment methods
forward. E-payment methods also have an important role in electronic
commerce (EC) as good and secured payment system increases the confidence
and trust of buyers in EC in general (Turban et al.,2004). When doing business
over desk the customer is not bounded to reveal sensitive information as he/she
can pay directly with money. Also the personal interaction gives a feeling of
security and calmness. When purchasing on the Internet the buyer does not
have this choice and the human interaction is lost. In online payment the
customer must put his/her trust in the security system that the company uses
when providing sensitive information. Hence the companies in e-commerce can
enjoy great benefits if getting the customers pay online, but at the same time
there is a problem of getting the e-payment methods accepted by the customers.
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According to Turban et al. (2004) customers have the ability to use offline
payment methods as well, when purchasing on the Internet. These are:

e Paying a bill
e Cash ondelivery (Turban et al., 2004)
e Postal giro account

The postal giro account is not covered by the theory as this payment method is
specific for Sweden. The security aspect is very high as customers do not have to
provide sensitive information. The cons here are that a major part of the e-
commerce pros in the aspect of lower prices is lost as the offline methods
usually cost extra for the customer.

Security

Companies need to put efforts in providing excellent security for their
customers, when transactions are performed over the Internet as are the cases
when using payment cards or direct payment. By offering higher security, the
online payment systems will increase in use, which can save a lot of work and
costs for the company. The authentication system and the use of Secure Socket
Layer (SSL) should help companies to offer safer transactions.

3.1.3 Customer response

As stated in section 3.1.3, when buying products through the Internet the
personal contact is lost. This may have influence on the customers’ trust but
there are several ways for companies to interact with customers to make them
feel more comfortable in the buying process. At the same time the provider gets
customer response which helps the company to offer better services and better
understanding of what kind of products customers demand when buying on the
Internet. According to Singh (2002) the nature of e-responses helps strengthen
the relationship between the supplier and the customer. Furthermore it also
makes up for the personal response that prevails in the traditional shopping
arena. The tools used to offer this kind of interaction in the e-commerce
environment are:

e Personalized Web pages.

e FAQs.

e Achat room.

e E-mail and automated response.
e Help desks and call centres.
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3.2 RQ2: What order-fulfillment strategies and models are
used for pure-plays?

3.2.1 Strategies related to information flow

According to Reynolds (2001) the extended enterprise model connects all of the
actors in the value chain so they can communicate faster, meeting order demand
more quickly. The extended enterprise model makes the order-fulfillment
process activities occur across multiple value chain members and range from
order entry and confirmation to scheduling and production. Accurate order
information must travel flawless through the value chain, from seller to
suppliers.

The postponement strategy that Lee et Whang (2001) suggests is another
strategy where the emphasize lies in the flow of information among value chain
partners. To use postponement in an efficient way the information flow among
supply chain partners must travel flawless. Two examples of logistic
postponement are the merge-in-transit approach, figure 2.2 and rolling
warehouse, figure 2.3.

The Dematerialization model suggested by Lee et Whang (2001) is also
dependent on the flow of information. Here the physical product is replaced by
pure information as long as possible. With this approach the customer can
customize the offered products through the Web page, thus it emphasizes mass
customization. Suitable distribution options here are ship direct from the
supplier to the customer as buyers can customize their products directly at the
manufacturer.

3.2.2 In-house model and leveraged shipments

With the pure play in-house model companies should not outsource their
fulfillment processes as the whole supply chain process needs to be under
control. Products offered on the Internet are packed and shipped from an
existing e-fulfillment center, distribution center or ship to a central pickup
point. By combining this model with leveraged shipment strategy suggested by
Lee et Whang (2001) companies could lower delivery costs, as the orders are
shipped to a specific geographical area at specific days. Measuring delivery value
density (DVD) may increase chances for success. One of the drawbacks of the in-
house model is that companies have difficulty in offering same day deliveries.
This is because they often build just one distribution center. This can be worked
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counter to by having several existing distribution centers just as the leveraged
shipment strategy suggests. Then the company may offer same day delivery if a
center is in the same area of the customer that demands that kind of delivery. To
have in mind here is that those fulfillment centers should be placed in areas
with low hire to hold costs down. This approach can also be very useful from
customers’ perspective as the customer knows exactly when he/she will get the
ordered goods even before the order is placed. Lee et Whang (2001) implies that
innovations such as installing a delivery receptacle, that the driver can access
through a numeric password, can further improve DVD. This because the driver
then can deliver the goods even if the customer is not at home, thus eliminating
the time cost of the driver having to wait or revisit the delivery place.

3.2.3 Models to maintain low inventory levels

Having warehouses and inventories may tackle the problem with delivery times
as shipping times are shortened. The disadvantage with the use of warehouses
and inventories is that it brings larger capital binding and higher inventory
carrying costs. Thus some companies may adapt the build-to-order/just-in-time
model, which idea is to maintain inventories at low levels and let the customer
order trigger the activities related to obtaining the actual product. There are also
two other models formed to tackle problems with high inventory levels. These
are the partner fulfillment model and drop-ship model.

According to Bloomberg et al. (2002) the partner fulfillment model means that
there is no inventory, no shops, and no product brands. Thus costs related to
these actions are almost exterminated and the fulfillment processes is
performed entirely by partners. This approach reminds of the Drop-ship model
suggested by Reynolds (2001). With the drop-ship model the e-tailer forwards
customer orders to its drop shipper(s) (a wholesaler or distributor that owns a
variety of products), thus the e-tailer does not own the products instead it owns
the customer database.
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3.2.4 Reverse logistics strategies

The issue of return logistics is very important in electronic commerce as it has
big impact on customers trust and loyalty. Thus pure-plays need to handle
returns with caution. According to Bayles, (2001) there are several options that
pure-plays have when handling returns. These are:

e Return the item to the place where it was purchased

e Separate the logistics of returns from the logistics of delivery

e Completely outsource returns

e Allow the customer to physically drop the returned item at a collection

station

3.2.5 Distribution options for pure-plays

Lummus et Vokurka (2002) implies that by making the right e-fulfillment
decisions companies can gain competitive advantages in EC. Thus it is very
important to determine and implement the right distribution options to deliver
orders quickly and cost effectively. Companies must verify which distribution
options are best suited for the models and strategies adopted, described in
sections 3.2.1-3.2.4. For pure-plays the following options are suitable:

e Acquire a dedicated e-fulfillment center

e Use a third-party e-fulfillment service provider

e Ship direct from the supplier to the customer

All of these strategies and models will be compared with the Swedish companies
in this study in order to find out how they can be described.
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3.3 RQ3: What order-fulfillment strategies and models are
used for click-and-mortars?

3.3.1 Click-and-mortar strategies

Reynolds (2001) profess that click-and-mortars have an advantage over pure-
plays in the sense that they have a longer experience of building a well
functioning fulfillment strategy for their brick-and-mortar activities.
Transforming from a brick-and-mortar to a click-and-mortar can however bring
high initial costs. It involves building and stocking warehouses, investing in
warehouse staff, packing the boxes and handling customer queries, complaints
and returns. An option to cut costs associated with these investments is to
outsource parts or the entire e-fulfillment services to a third party logistic
provider (3PL). Outsourcing can also be used to meet an expected rapid change
in demand.

The existing fulfillment strategies that brick-and-mortars can utilize when
adapting to e-business can be the experience in sharing of information through
the use of for example existing ERP systems, and well established relations with
suppliers. The experiences in placement of inventories, VMI and safety stock
can help neutralize the problems with the seasonality in demand specific for e-
commerce. Knowledge in postponement and pull models like just-in-time is
evidently very important also when it comes to e-commerce. According to Ratzi
et al. (2004) the success of an online business relies in the principle of just-in-
time logistics — to deliver the right product to the right customer exactly on
time. Whether a company builds its own physical infrastructure or outsources it,
the fulfillment process needs to follow just-in-time logistics (Ratzi et al., 2004).
From the theory outsourcing and just-in-time seems to be the most important
means for a successful logistics in e-commerce.
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3.3.2 Click-and-mortar models

Lee et Whang (2001) states that the basic idea of the clicks-and-mortar model is
to let the customers take care of the home delivery from the delivery center.
When an e-company's physical assets are located near customers and when
deliveries from the supply source to those locations are economical, then the
company may be able to get customers themselves to handle the last mile (Lee et
Whang, 2001). This is an advantage the click-and-mortars have compared to the
pure-plays. However there are some models the click-and-mortars can utilize
according to the theory, these are described below.

Local fulfillment model

Reynolds (2001) implies that many bricks-and-mortar retailers are encouraging
their online counterpart’s customers to pickup online purchases at their local
stores. Not only do in-store pickups provide another level of customer service
for the online customer, but they also help to optimize the cost structure of the
bricks-and-mortar retailers. Reynolds further states that the pure click-and-
mortar does not have the experience nor facilities for shipping directly to the
customers. Existing stores can also be used to handle returns from the
customers. The regional warehouses load trucks bound for stores with
merchandise in bulk that is later unpacked and put on display in a store for sale
to the customer. In essence, bricks-and-mortar retailers are optimized to deliver
products to customers on a local basis at the store level. Therefore, some of
them decided to make use of this competence — have the online customer come
into the local store to pick up the product (that they had ordered or reserved
online). Using stores for returns and in-store pickups is a good example of local
fulfillment, but even better is the option of near immediate delivery of online
orders from local stores or warehouses (Reynolds, 2001).

In-store fulfillment model

Reynolds (2001) describes this model in the following way. When an online
order is received by a click-and-mortar it’s fulfilled by employees who pick stock
from its counterpart’s traditional retail store shelves. Then the product delivery
process is basically the same as with any other model. This model does incur
less startup costs, and some bricks-and-mortars use this model when testing the
waters in the e-tail arena. In the end though, this model can be very expensive
due to overhead and the complexity in tracking and pricing and billing the same
inventory for both store and Web sales. While many e-businesses can achieve
fulfillment speed with this model, most have probably not achieved efficiency.
However, the in-store fulfillment model can give speed to market, although it
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must be a short-term solution (Reynolds, 2001). Lummus et Vukurka (2002)
states that the main advantage with this model comes from avoiding additional
facilities and keeping lower inventories. However, this model, although
appropriates low-volume specialty sales, may be difficult in the high-volume
world of large-scale retailers. Adding direct shipping capability at every location
and ensuring picking capability and product availability may be cost prohibitive.
Also, picking from existing stores may disrupt the normal operations of the
retail store. Another difficulty is the required technology integration across
many fulfillment points (Lummus et Vukurka, 2002).

Kiosk order model

Reynolds (2001) describes this model as a subset of local fulfillment. A customer
orders products, using a Kiosk with a computer and high-speed connection,
located at a store or mall. With this model the customer does not need a home
computer and most of the time can even pay in person for the products ordered.
In this model it's possible to order products offered online and pay in cash.
Customers then choose to pickup the order on their next trip to the kiosk or
have it shipped to a specified location. One advantage of this model is a possible
increase in customer loyalty by introducing human interaction. Also, an almost
unlimited range of products can be made available for pickup at a neighborhood
store — provided the customer can wait a couple of days (Reynolds, 2001).

Clicks-to-bricks

A variation of the local fulfillment model, which has aspects of the in-store
model is click-to-bricks. The idea is quite simple. Go online to find a nearby
bricks-and-mortar retailer that has what you're looking for in stock. Then go to
that store with the confidence that you can pick up what you're looking for. By
letting buyers place orders and make pickups themselves, they wring more value
from locations that already carry the costs of receiving, storing, and
merchandising goods. There are downsides to this model. The “brick” has to
find a way to integrate its complex and many times legacy systems — inventory
systems, cash-register data (point-of-sale), with its Web-based catalog (which
describes the items). And don’t forget there also needs to be a system in place to
retrieve the items within the actual store. Most have come up with only one
solution to that puzzle — a clerk who can search up and down and aisles and in
the backrooms for the requested item (Reynolds, 2001).
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3.3.3 Reverse logistics strategies

Click-and-mortars have the advantage that customers have the option to return
products to retail stores. According to Duffy et Dale (2002) the approach that
combines the use of using the Internet with in-store systems for handling
pickups and returns may be the best method for providing customer
satisfaction. This option makes the buyer feel more comfortable when returning
goods, but not all the customers have the ability to take back their purchases to
the retail store. Some buyers may not live in the same city where the click-and-
mortar have established retail stores, thus managing return logistics may trigger
the same issues as for pure-plays. This is why the options for handling returns
are the same as for pure plays but with the added option of offering the
customer to return the product to a retail store.

3.3.4 Distribution options for click-and-mortars

The distribution options presented by Lummus et Vokurka (2002) in section
2.5.2, are all suitable for click-and-mortars. Hence for companies acting in both
offline and online commerce the following options can be made:

e Distribute from an existing distribution center
e Acquire a dedicated e-fulfillment center

e Use a third-party e-fulfillment service provider
e Ship direct from the supplier to the customer

e Pick and ship from existing retail stores

e Ship to a local store or central pickup point

These models are meant to be compared with the click-and-mortar companies
in this study just like the pure-play models with pure-play companies.
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3.4 Emerged frame of reference

Fulfillment process \

Primary

1. Receiving the Order

2. Managing the Transaction

3. Warehouse Management

4. Managing Transportation

5. Customer Response

6. Reverse Logistics Management

-

Secondary (Complementary)
Making sure the customer will pay
Checking for in-stock availability
Arranging shipments

Insurance

Production

Plant services

Purchasing and warehousing

Contracts with customers /

a

/ Fulfillment Strateqies\

Pure plays

Use of third party e-
fulfillment service provider
Ship direct from the supplier
Use distribution center

Ship to pick-up point
Postponement, (merge in
transit and rolling warehouse)
Leveraged shipment

Reverse logistics

Click-and-mortars

JIT

Pull strategies

VMI

Information sharing
ERP

Placement of inventories
Safety stock

Reverse logistics

Outsourcing /

Figure 3-1 Emerged frame of reference.

/ Fulfillment Models \

Pure plays

e Extended enterprise model
e Dematerialization model

e Pure play in-house model
e Drop-ship model

e Partner fulfillment model

Click-and-mortars

<:> e Local fulfillment model

e In-store fulfillment model
e Kiosk order model
e Clicks-to-bricks
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Chapter 4 - Method

This chapter starts with describing the purpose classification of the study.
Thereafter the research approach is being made, followed by research
strategies and finally data classification and data collection methods are
discussed.

4.1 Purpose classification

4.1.1 Exploratory studies

Exploratory studies are valuable means of finding out ‘what is happening; to
seek new insights: to ask questions and to assess phenomena in a new light’
(Robson, 2002). It is particularly useful if you wish to clarify your
understanding of a problem. It may well be that time is well spent on
exploratory research, as it may show that the research is not worth pursuing!
There are three principal ways of conducting exploratory research:

e asearch of the literature;
e talking to experts in the subject;
e conducting focus group interviews.

Its great advantage is that it is flexible and adaptable to change. If you are
conducting exploratory research you must be willing to change your direction as
a result of new data that appears and new insights that occur to you (Robson,
2002).

4.1.2 Descriptive studies

The object of descriptive research is ‘to portray an accurate profile of persons,
events or situations’ (Robson, 2002). This may be an extension of, or a
forerunner to, a piece of exploratory research. It is necessary to have a clear
picture of the phenomena on which you whish to collect data prior to the
collection of the data. Zikmund (2000) implies that the major purpose of a
descriptive research is to describe characteristics of a population or
phenomenon. Descriptive research seeks to determine the answers to who,
what, when, where, and how questions. Unlike exploratory research,
descriptive studies are based on some previous understanding of the nature of
the research problem (ibid).
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4.1.3 Explanatory studies

Studies that establish causal relationships between variables may be termed
explanatory studies. The emphasis here is on studying a situation or a problem
in order to explain the relationships between variables (Robson, 2002).

4.1.4 Choice of purpose classification

This research can primarily be classified as descriptive in the way that the
research questions of the study will describe ‘what’ order-fulfillment strategies
are used in pure-plays and click-and-mortars and ‘how’ the order-fulfillment
process can be described, based on existing theories. It can also be classified as
an exploratory study as there does not exist much existing literature in the area,
this study will hopefully bring newfound knowledge in the investigated area.
The study cannot be described as explanatory since there are no causal
relationships between variables.

4.2 Research approach

4.2.1 Deductive VS. Inductive approach

According to Saunders et al. (2003) a research project may be designed by using
two different approaches. These are based on deduction (deductive approach)
which in other words can be described as testing theory and induction
(inductive approach) which means building theory. In a deductive approach a
theory is developed and hypothesis (or hypotheses) and the research strategy is
designed to test the hypothesis. With the inductive approach first data is
collected, and a theory is developed as a result of the data analysis. Saunders et
al (2003) cites Robson (1993) who states that there are five sequential stages
through which deductive research progress:

1. deducing a hypothesis from the theory;

2. expressing the hypothesis in operational terms, which propose a
relationship between two specific variables;

testing this operational hypothesis;

examining the specific outcome of the inquiry;

5. if necessary, modifying the theory in the light of the findings.

H»w
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In the inductive approach theory follows data rather that vice versa as in the
deductive approach. In this tradition researchers are more likely to work with
gualitative data. Also there is a tendency to use various data collection methods
in order to establish different views of phenomena (Saunders et al, 2003). As
this research is characterized as descriptive it is required to follow the deductive
approach. Previously developed theories are studied. These theories, which are
illustrated in the frame of reference, are then tested in order to find out whether
they are true or not for pure-plays and click-and-mortars respectively, with
reason to try to answer the research problem.

4.2.2 Qualitative VS. Quantitative approach

According to Backman (1998) the use of measures, quantification based on
mathematics and statistics, has lead to the description of some methods as
guantitative. In other words these are methods that consist of, or are
transformed to, numerical observations. Quantitative methods include for
example experiments, tests, samples, inquiries and questionnaires. Another
group of methods is described as qualitative and is characterized by the absence
of figures and numbers. They include or result in verbal formulations, written or
spoken. Statements are done verbally and the instruments consist of the
traditional “word” (Backman, 1998). Hartman (2004) states that qualitative
studies include all investigations classifying the investigated area through
characteristics, but qualitative investigations reaches further than to the mere
classification in terms of the nature of the area. The purpose is to try to
understand the world humans live in, the way they look at them selves and her
relations to the environment. Qualitative investigations seek, understanding for
how the human experience her situation (Hartman 2004). In this research the
gualitative approach is used which has a strong connection to the descriptive
study. The aim is to characterize and classify how pure-plays and click-and-
mortars can be described in order to find out what differences in their
fulfillment systems exist and why. The research has little use of quantification as
the theory and the result is hard to be accounted for in numbers, instead verbal
formulations are used to describe the investigated area. The disadvantage with
the qualitative approach is that the result can differ depending on what
qguestions are asked and which companies are studied, the result cannot be
proved to be true in all occasions.
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4.2.3 The qualitative research process

The process followed for this research is called “the qualitative research process”
as described by Backman (1998) and consists of the following steps (See picture
4.1). Sometimes several factors take place at the same time in strong interaction

with each other (ibid).
/V Question \
/y Report Literature

Interpretation

Analysis Analysis
Hypothesis Question

\ Observation 4/

Figure 4-1 The qualitative research process (Backman, 1998).

Question

As in the traditional research process the work starts with a question. In the
qualitative approach the question often originates from a practical or applied
science. It often then concerns questions of “how” and “why” (Backman, 1998).
This stage consisted of discussions between the authors and the supervisor.
These discussions led to an interesting field of research and a general question.
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Literature examination

Backman (1998) describes the functions this feature should include some of
these are, to give an overview on the knowledge collected earlier within the field.
It should show the importance of a problem and state the front of research. Also
it suppose to indicate problem, assist in formulating the problem and assist in
specification and definitions of ideas. Finally it should give different
interpretation alternatives and show different kinds of data handling.
Furthermore it's important that the researcher is objective when examining the
literature (Backman, 1998). Through literature examinations an introduction
and background to the research problem where written. The purpose of the
introduction and background was to show the importance of the area and result
in a research problem. Thereafter the literature was examined in order to gather
different theories in the studied area.

Choice of analysis unit

The choice of what unit to analyze often brings a delimitation problem. It’s
important to first go through the literature examination for consultation in this
problem. Which unit to analyze could mean the decision which organization,
company, group, decision, event and change to study (Backman, 1998). Here the
authors choose to investigate pure-plays and click-and-mortars and differences
between them in the B2C environment.

Problem-/question formulation

In the qualitative strategy the problem or question formulation often takes place
at the same time and continuous during the collection of data. Often the
formulations are wide and vague in the beginning, however they get more and
more precise and finished during the study (Backman, 1998). In this stage a
research problem was formulated and divided into three research questions in
order to try to simplify and answer the research problem. As described by
Backman (1998) the formulation of the problem and the questions, where
further developed throughout the data collection.
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Observation

The observation in the qualitative process depends highly on the observer and
how he interprets the reality. During this stage one or more methods for
observations are used, the most common include interviews, different parts of
anticipation and documents among others. Observations and interviews are
demanding on the person conducting them from a qualitative perspective. The
instrument, which is usually the researcher him self, is most often unstructured
and aims towards a holistic understanding. There is therefore a high degree of
awareness about the different bias which the interviewer can introduce in its
instrument. The respondents are constantly changing during the qualitative
approach with purpose to gain understanding and insight. Also authenticity is
more important than treatment and control. The qualitative perspective seeks
similarities and/or differences between individuals in different respects
(Backman, 1998). Here the different techniques for collecting primary data were
investigated and the best suited tool for this study was selected.

Analysis

The analysis part can be simplified by a certain rough structure that is prepared
before the data collection. The main analysis takes though place during the data
collection stage. The purpose here is to capture a global approach with
sometimes important underlying causes. Collected data are here organized,
structured and interpreted (Backman, 1998). In this research the analysis took
place during the collection and presentation of data.

Interpretation

This stage is conducted at the same time as the previous observation and
analysis phases. The interpretation stage intends to give meaning to the
observations and thus demands insight, sensitivity and sometimes a certain
intuition. Analyzed data is here further interpreted verbally. In this stage the
analyzed data was connected to the purpose of the research. This resulted in
findings and conclusions.

Report/documentation
The qualitative report has according to Backman (1998) no particular model
and no recommendations which to follow.
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4.3 Research strategies

According to Saunders et al. (2003) some strategies clearly belong to the
deductive tradition, others to the inductive approach. However, often allocating
strategies to one tradition or the other is unduly simplistic. What matters is not
the label that is attached to a particular strategy, but whether it is appropriate
for your particular research question(s) and objectives.

4.3.1 Experiment
Experiments typically involve:

e definition of a theoretical hypothesis;

e selection of samples of individuals from known populations;

o allocation of samples to different experimental conditions;

e introduction of planned change on one or more of the variables;
e measurement on a small number of the variables;

e control of other variables;

4.3.2 Survey

The survey strategy is usually associated with the deductive approach. They
allow collection of a large amount of data from a sizeable population in a highly
economical way. Often obtained by using a questionnaire, these data are
standardized, allowing easy comparison. In addition, the survey strategy is
perceived as authoritative by people in general. This is because it is easily
understood. Using survey strategy should give you more control over the
research process. However, much time will be spent in designing and piloting
the questionnaire. Analyzing the results, even with the aid of an appropriate
computer package, will also be time consuming. However it will be your time —
you will be independent. Many researchers complain that their progress is
delayed by their dependence on others for information (Saunders et al., 2003).
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4.3.3 Case study

A case study is a strategy for doing research which involves an empirical
investigation of a particular contemporary phenomenon within its real life
context using multiple sources of evidence’. This strategy will be of particular
interest to you if you wish to gain a rich understanding of the context of the
research and the processes being enacted (Morris and Wood, 1991). The case
study strategy also has considerable ability to generate answers to the question
‘why?’ as well as the ‘what?’ and ‘how?’ questions, although ‘what?’ and ‘how?’
questions tend to be more the concern of the survey strategy. The data collection
methods employed may be various. They may include questionnaires,
interviews, observation, documentary analysis and (as if to emphasize the
dangers of constructing neat boxes in which to categorize the approaches,
strategies and methods) questionnaires.

The case study can be a very worthwhile way of exploring existing theory. In
addition, a simple, well-constructed case study can enable you to challenge an
existing theory and also provide a source of new hypothesis (Saunders et al.,
2003).

4.3.4 Choice of research strategy

Case study can best describe this research as only five companies are being
investigated in a qualitative manner. The order-fulfillment process is examined
in-depth and the purpose is to answer the questions ‘what?’, ‘how?’ and ‘why?’
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4.4 Data classification and data collection methods

4.4.1 Primary and secondary data

Secondary data refers to data that have already been collected for some other
purpose. It includes both raw data and published summaries. Furthermore it
also includes both quantitative and qualitative data, and they can be used in
both descriptive and explanatory research (Saunders et al., 2003). The following
table shows the advantages and disadvantages of secondary data.

Advantages Disadvantages
1. may have fewer resource requirements 1. may be collected for a purpose that does
2. unobtrusive not match your need
3. can provide comparative and contextual 2. access may be difficult or costly
data 3. aggregations and definitions may be
4. can result in unforeseen discoveries unsuitable
5. permanence of data 4. no real control over data quality
5. initial purpose may affect how data are
presented

Table 4.1 Advantages and disadvantages of secondary data.

According to Preece (1994) secondary sources are those where the information
has already been sifted and structured by someone else, albeit for quite
legitimate reasons. While secondary sources are particularly useful in the earlier
stages of definition of the research problem and its relation to existing work,
primary information forms the substance of research. The essence of a primary
source of information is that it involves the researcher in direct experience and
observation in the real world, in so far as that term has meaning (Preece, 1994).
In inquiries, interviews and observations the data needed isn’t available in
advance. The demanded data material is collected for the first time; this is called
a primary data examination (Dahmstrom, 1991).

To collect primary data the different data collection methods were examined in
the following chapter. Literature reviews were carried out to collect secondary
data which is presented in the theory chapter.
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4.4.2 Primary data collection methods

When using already collected data, utilized as it is or modified, it is called a
secondary data examination (Dahmstrém, 1991). Some advantages and

disadvantages with these primary data collection methods are now presented.

Type Advantages Disadvantages
E-mail inquiries 1. Cheap distribution and 1. Risk of many non-responds
processing fees 2. Can not be made too extensive
2. Fast turn around time 3. Nooneisaround if the
3. Flexible questions are vague
4. Less paper chasing 4. Difficult to get answers to open
5. Greater possibility for questions
respondents to be candid 5. You don’t know exactly who is
answering
Group inquiries 1. Many persons can be 1. Risk of influence by the group
examined leader
2. Cheap and quick 2. Anonymity can not always be
3. Few non-responds due to protected
refusal 3. Risk of measure failures and
variable drop off
4. No possibility of repeated
contact for examination of
unclear answers
Visitation 1. No frame over visitors needs 1. Risk of many non-respondents
inquiries to be created in advance 2. Staff demanding

Table 4.2 Advantages and disadvantages of different types of inquiries.
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Type Advantages Disadvantages

Visitation 1. Many and complicated 1. Expensive and takes a long
interviews questions can be addressed time
2. Pictures and information can | 2. Risk of interview effects
be shown 3. Risk of prestige bias

3. Unclear ties in the questions
can easily be sorted out

4. Possibility of probes by the
interviewer

5. The anonymity protection can
be strengthened

6. Open questions can more
easily be answered

Telephone 1. Quick and cheap, especially 1. Risk of a large number of
interviews compared to visitation unavailable persons
interviews 2. Demand of known and current
2. Unclear ties in questions can telephone numbers
usually be sorted out easily 3. Not possible with too extensive
3. Possibility of probes by the interviews
interviewer 4. Not too complicated or

delicate questions

5. The surrounding environment
can be disturbing

6. Risk of not carefully thought
out answers

7. No anonymity protecting
measures possible

Table 4.3 Advantages and disadvantages of different types of interviews.

Dahmstrom (1991) further propose that the ideal case would be if one could
choose the method, given the existing resources, which can produce data with
the highest possible quality, thus give the least total error. A such total
consideration can on the other hand be difficult in a practical situation, but you
have to use some rules of thumb. At the same time it is possible in many
researches to use many alternative collection methods, and that no method can
be considered to be exactly wrong. Often a main collection method is chosen
and then complemented with alternatives to try to reduce the drop off (ibid). In
this study an e-mail inquiry consiting of an interview guide and telephone
interviews were used. Any kind of visitation at the companies was not possible
because of the distance between the interviewers and the respondents.
Therefore telephone interviews were conducted in order to get in-depth answers
from the respondents. The interviews in this research were first sent via e-mail
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to the respondents. Thereafter a telephone interview took place with the
respondents. The use of e-mailing the interview guide in advance was done to
facilitate the telephone interview as the topic includes several units of the
company. By doing this the respondent was given possibility to acquire more
and accurate information concerning the questions asked. The disadvantage
with this approach can be that the answer includes bias. If this was the case, the
authors tried explain the meaning of the question during the interview.

4.4.3 Types of interviews

Saunders et al. (2003) states that interviews might be highly formalized and
structured, using standardized questions for respondents. Or they may be
informal and unstructured conversations. In between there are intermediate
positions. One typology that is commonly used is thus related to the level of
formality and structure, whereby interviews may be categorized as one of:

e Structured interviews;
e Semi-structured interviews;
e Unstructured interviews.

Structured interviews use questionnaires based on a predetermined and
standardized or identical set of questions. You read out each question and then
record the response on a standardized schedule, usually with pre-coded
answers. While there is social interaction between you and the respondent, such
as explanations that you will need to provide, you should read out the questions
in the same tone of voice so that you do not indicate any bias. According to
Hartman (2004) these kinds of interviews often are used in the guantitative
interview.

By comparison, semi-structured and unstructured interviews are non-
standardized. In semi-structured interviews the researcher will have a list of
themes and questions to be covered, although these may vary from interview to
interview. This means that you may omit some questions in particular
interviews, given the specific organizational context that is encountered in
relation to the research topic. The order of questions may also be varied
depending on the flow of the conversation. On the other hand, additional
qguestions may be required to explore your research question and objectives
given the nature of events within particular organizations. The nature of the
questions and the ensuing discussion mean that data will be recorded by note-
taking, or perhaps by tape-recording the conversation.
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Unstructured interviews are informal. You would use these to explore in depth
a general area in which you are interested. These kinds of interviews are
referred as in-depth interviews. There is no predetermined list of questions to
work through in this situation, although you need to have a clear idea about the
aspect or aspects that you want to explore. The interviewee is given opportunity
to talk freely about events, behavior and beliefs in relation to the topic area, so
that this type of interaction is sometimes called non-directive. It has been
labeled as an informant interview since it is the interviewee’s perceptions that
guide the conduct of the interview (Saunders et al., 2003).

The semi-structured and non-standardized approach was utilized in the
interview. The pre-made questions served as a base to guide the respondent
through the interview. However the discussion was very open and related
guestions arose during the interview. Furthermore the telephone interviews
where unstructured and characterized by a high degree of freedom of
discussion. In the choice of respondents the authors tried to interview persons
high up in the hierarchy of the company, as they often have an overview of the
whole organization. The interview questions are presented in English in
appendix Il and in Swedish in appendix I11.

Hartman (2004) states that the method used to collect data to qualitative
investigations are the unstructured and non-standardized interview. It is
characterized by a great freedom in the discussion with the person being
interviewed and that questions are being formed as the interview goes along.
The idea is that if you want to know what characterizes a group of individuals
you want to capture what is important to them. These interviews are always
personal and much like an asymmetric conversation where one person tries to
generate data from the other. It's an informal conversation where the
interviewer has a purpose with the conversation. The qualitative interview takes
long time and is often repeated. Though the interview is free the interviewer
tries to get focus on the relevant problem. It is then important to be prepared
with an interview guide, e.g. areas that need to be discussed (Hartman, 2004).
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However Saunders et al. (2003) further professes that both semi-structured and
unstructured interviews are used in qualitative research. In order to not only
understand ‘what’ and ‘*how’ but also ‘why’. Unstructured interviews often are
used in exploratory studies to find out what is happening and to seek new
insights’. Semi-structured interviews are described to be used in an explanatory
study in order to understand relationships between variables, such as those
revealed from a descriptive study. Structured interviews can be used in
descriptive studies to identify general patterns (ibid).

4.5 Sample selection

Small sized and medium sized companies was initially chosen for this research
(less than 250 employees), as the authors believed and also experienced that it
was hard to get hold of the right persons to study big companies. Very large
companies have often a very complex structure and a single person regularly
hasn't knowledge about the whole order-fulfillment process. Too small
companies on the other hand outsource big parts of the order-fulfillment
process to other companies, this also often means that a single person hasn’t got
information about the whole order-fulfillment process. Furthermore most pure-
plays are small sized companies since a big part of the systems are automated. It
was important that the companies were in the same or at least similar market
when comparing a pure-play to a click-and-mortar. Otherwise the result of the
comparison could be misleading by the influence of different products. When
deciding whom to interview the authors tried to get hold of a person high up in
the hierarchy of the company, like the vice president. These persons have
frequently a good overview of the different parts of the company. Although these
decisions were initially made we had to finger the rules somewhat. Four of the
companies interviewed can be classified as small sized with less than 50
employees, Digicom (2), Exlibris (35), Adlibris (~40) and Tarantech (~30). Siba
is classified as a big sized company with 950 employees. It was hard to get
companies to accept being interviewed as they felt that it would take too much
time (Christmas rush). Digicom and Siba was not in our initial range of sample
selection, but the absence of companies to interview made the authors include
these companies. Nevertheless the answers from these two respondents were of
high quality and added width to the research.
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4.6 Reliability and validity

Bell (1999) implies that whatever procedure for collecting data is selected, it
should always be examined critically to assess to what extent it is likely to be
reliable and valid. Reliability is the extent to which a test or procedure produces
similar results under constant conditions on all occasions.

A factual question which may produce on type of answer on one occasion but a
different answer on another is equally unreliable. According to (Esterby-Smith
et al., 2002) cited by (Saunders et al., 2003) reliability can be assessed by posing
the following three questions:

1. Will the measures yield the same results on other occasions?
2. Will similar observations be reached by other observers?
3. Isthere transparency in how sense was made from the raw data?

Threats to reliability:

e Subject or participant error;
e Subject or participant bias;
e Observer error;

e Observer bias.

To get this research to be as reliable as possible the questions were written in
advance and not modified at any time. Also the questions were explained to the
respondent in those occasions they where misunderstood. The interviewers also
used the same explanations to all respondents. Furthermore the respondents
were interviewed in private not being influenced by co-workers.

According to Zikmund (2000), validity addresses the problem of whether a
measure (for example, an attitude measure) measures what it is supposed to
measure. Saunders et al. (2003) states that if an item is unreliable, then it must
also lack validity, but a reliable item is not necessarily also valid. It could
produce the same or similar responses on all occasion, but not be measuring
what it is supposed to measure. This seems straightforward enough, but
measuring the extent of validity can become extremely involved, and there are
many variations and subdivisions of validity (ibid).
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Threats to validity:

e History;

e Testing;

e Instrumentation;
e Mortality;

e Maturation;
e Ambiguity about casual direction.

The respondents in this study were high-ranked persons with good knowledge
of the topic being investigated. By this choice of respondents the validity of the
research was improved. To further improve validity the questions were sent in
advance in order for the respondents to seek information on issues unknown to
them.
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Chapter 5 - Data presentation

In this chapter the data of the different companies is presented. Data is
organized in the different stages of the order-fulfillment process and weather
the companies are pure-plays or click-and-mortars. A short presentation
about each company is presented in appendix I.

5.1 Order-fulfillment processes in pure-plays

5.1.1 Adlibris

Receiving the order/Checking for in-stock availability

The website is updated daily with information about stocks and warehouses
from the suppliers. According to these facts the company shows estimated
delivery times on the website. Orders are received electronically via the ERP
system and are handled purely automatic. The system evaluates which supplier
will be the best choice to purchase the books from and checks different
parameters like, price, discounts, rate of exchange and delivery time to calculate
the best choice. Then the system selects the suppliers based on this information
where the most important parameters are price and delivery time. If the chosen
supplier can not deliver the complete purchasing order the system will iterate
until it finds the second best choice and so on. The mechanism is event managed
which means that as soon as a customer places an order the system will start its
iteration and does not have to wait for a specific time at the day. To automate
the parts of the fulfillment process that can be automated is a rule that Adlibris
works towards, and they have come very far. For example even if the office is
unmanned 90% of the orders passes through the automated system and are
ordered directly from the suppliers. The rest 10% are either orders from
customers with payment issues or orders with a written comment on. These
kinds of orders must be handled manually so the system stops them from
further managing.
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Managing the transaction/Making sure the customer will pay
Customers have several possibilities to pay for their orders. The most common
are by using credit cards or paying to a postal giro account. According to
Adlibris customers are still very opposed to use credit cards online, resulting in
only 10% using this option. The rest of the customer base usually chooses to pay
to a postal giro account. This bill must be paid within 15 days and if that is not
the case Adlibris sends a reminder by e-mail to the customer. If the postal bill
has not been paid after another few days the errand is forwarded to PKB, an
extern partner that manages these kinds of problems. PKB sends out a reminder
by mail and charges the buyer with 50 SEK on top of the actual price for the
order. When it comes to credit cards Adlibris never stores any information
related to credit cards in their own databases. Instead the system uses SSL
encryption and forwards this information to Wallit, an extern credit rating
company. Wallit confirms if the customer actually has any capital on their credit
cards and sends this confirmation back to Adlibris’ system. This is done
electronically in a few seconds and after that the purchase can continue. In
other words the credit card handling and the reminder errands are parts of the
fulfillment process that Adlibris have chosen to outsource.

Warehouse management/Purchasing and warehousing

Adlibris business model is to not have any warehouses or stocks. The company
purchases books according to the need that customer orders trigger. As
information about the suppliers’ inventories is updated daily, the company’s
website only shows books that suppliers have in stock and can be delivered.
Products are shipped to a fulfillment center where they are picked and packed
by employees at Adlibris and are made ready for delivery.

Still there are some situations when Adlibris actually store some titles and keep
an inventory. The first situation is when the titles have high demand. By storing
books that are frequently sold, delivery time can be shortened creating customer
value. It is a sort of safety stock to cover the higher need during delivery time.
Today the company is glancing on the possibilities to use larger inventories, but
no decisions have been made yet. The second situation is to keep delivery costs
down, since in some occasions it is more convenient for the company to buy a
quantity of books directly instead of buying five books five different times. One
drawback is of course the possibility that the company will not sell all the
purchased books resulting in capital tied up to the stock. Other costs related to
inventories such as warehouse area is not a big issue for Adlibris as there are no
big warehouses.
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Managing the transportation/Arranging shipments

The transportation is outsourced to Posten. Adlibris offers different delivery
options depending on the kind of customer. Libraries and enterprises have their
orders sent directly to their address. For private persons the orders are either
sent as letters directly to their mailbox or as packages to a post office’s drop off
point, depending on the size of the order. There is also a possibility for
customers to have the bill and the order delivered to different addresses. A
purchase is always charged with the same delivery fee, 19 SEK, independent of
the order size. Still the cost for the company is higher which means that
Adlibris sponsors a part of the delivery costs, especially on large orders. The
main mission of the company is to offer fast deliveries and as the transportation
part of the delivery is outsourced to Posten, Adlibris have to rely on their
services. This does not mean that the company sits down with their hands in
their pockets, doing nothing to shorten delivery times. The fact is that their in-
house made ordering system is build to shorten shipping time in mind, which is
why it is event managed so that orders are handled directly when the customer
places it. Flawless communication with the suppliers is also very important
when working towards fast deliveries and usually when orders are delayed the
problem is that Adlibris gets wrong information from their suppliers.

Customer response/Contracts with customers

When a customer places an order he/she gets an order confirmation by e-mail.
Later on when that order is handled by the system the customer gets another e-
mail with a delivery notification and if the products are sent as a package he/she
also is provided with a package id. Customers can as soon as the order is placed
log on to the website and observe their orders status. By providing this
information Adlibris tries to offer calmness to their customers when they make
a purchase. Also if something unexpected happens to the order, like a delay, the
buyer is contacted by e-mail. The company works very hard to keep their
customers informed as they have found this to bee an excellent competitive
advantage. Furthermore the website offers FAQ:s and a helpdesk that can be
contacted by telephone to ask questions. The majority usually uses e-mails to
ask questions. Automatic intelligent agents are used to quickly respond emails
from customers. Before the answer is sent an employee at customer care looks
through the e-mail and evaluates if there is a need of adjustment to the answer.
The automatic handling speeds up this part of the business, making it more
effective and resulting in added customer value.

67



Reverse logistics management/Returns

Customers are allowed to return products within two weeks after the purchase is
done. If the return is a reclamation Adlibris compensates the buyer and pays the
return freight fee, but if the reason for the return is purchase regret then the
customer must pay the fee himself/herself. The company also sends a new cost-
free book if it is a reclamation. Returns are sent back to Adlibris. There is not a
problem of returned products because the customer can not feel the product
before receiving it. The reason is that the products consist of books where the
shape, size and technical requirements are not that important. However a
picture of the book and summary is used.
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5.1.2 Netoulet

Receiving the order/Checking for in-stock availability

When a customer order is placed on www.netoutlet.se a signal flows
automatically via the ERP system from Tarantech Net ERP system to Skribonas
production system containing order number, price and delivery address.
Tarantech is the link that connects the customer and the wholesaler Skribona.
Tarantech net contains customers and suppliers, and through it information is
shared instantly between different players in the supply chain.

Managing the transaction/Making sure the customer will pay

When Skribona receives the signal, they pack the product and make it ready for
delivery according to the chosen delivery method. The payment methods that
customers can choose from are direct payment and bank/credit card payment.
These payment methods are secured through the 3D-secure system which is
very reliable, a personal four numbered code must be specified when paying.
According to the respondent, the disadvantage is that banks in Sweden does not
adopt 3D-secure yet, hence the banks are responsible for further improving the
security. Customers should demand Swedish banks to implement 3D-secure like
all other foreign banks do. When a customer pays online Tarantech moves
him/her, via the credit rating company named Wallit, to the customers’ bank.
With direct payment and bank/credit card payment the customer pays before
the delivery is made, this is not good from a customer’s point of view. However
the seller prefer payment before delivery as you make sure the customer pays
before delivering the product and many customers do not have any problems
with these kinds of payments. In the future Tarantech will introduce cash on
delivery which means paying after delivery. Even if this will deteriorate the cash
flow its better for the customers. Another problem to solve with cash on delivery
payment is the extensive administration needed, this problem will be solved
with electronic bills.

Warehouse Management/Purchasing and warehousing

Netoutlet has outsourced the entire warehouse management in the fulfillment
process to the wholesaler Skribona. Netoutlet gets information about
inventories of different products and presents that information on the website.
Only so called focus-products, popular ones, are kept in the warehouse. The rest
of the products are so called “order goods” and these are not stored, instead they
are ordered by Netoutlet when a customer makes a purchase. Netoutlets system
communicates electronically with Skribona and when an order is placed
Skribona get all the information they need to pick and pack the specific order.
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Netoutlet can consequently take advantage of this through the close relations
with Skribona. Still, it happens sometimes that manufacturers provide Skribona
with incorrect data that in turn affects Netoutlet and their customers. Delivery
times are then erroneous which deteriorates customer satisfaction. There are
ideas of taking the step to become a click-and-mortar with an own warehouse
and retail store.

Managing Transportation/Arranging shipments

The deliveries are made just-in-time, if the ordered product exists in Skribonas
inventory it is shipped during the night nation wide. If the customer is a
company located in the Stockholm region the product can be delivered the same
day if the order is placed before 10 a.m., delivery to companies is handled by
DHL. If the customer is a private person the delivery is managed by Posten who
pick up the products at Skribona three times a day. The private person can
either choose Postal parcel with delivery to the closest pick-up point or Home
delivery between 17-21 p.m. Through frequent cooperation with Posten,
Schenker and DHL the decision that Posten is the best partner for e-commerce
has been made. The advantage with Posten is that they have coverage all over
the nation. Moreover they are small compared to DHL and Schenker and thus
are easier to influence. It is very important to have the ability to influence the
delivery as the customers of tomorrow will demand more customized deliveries.
The customer can also choose to get the product un-packed, controlled and
ready for further handling. The idea is that the customer in the future will get
the product delivered and installed but this is very complicated as the customer
also demands a low price and just-in-time delivery, to have time controlled
deliveries which arrive at a specific hour. Tarantech/Net outlet competes on
offering fast and customized deliveries to customers.

Customer Response/Contracts with customers

When an order is placed the customer can log on to the website with a user
name and password where name and address information is saved. Thus the
company offers login profiles where customers can watch over their orders and
see if and approximately when the items will be delivered. If an order can not be
delivered Netoutlet contacts the buyer by e-mail telling the customer why this
happened. Also the telephone channel is used when interacting with buyers as
the customer care (helpdesk) can be contacted by telephone. The website does
not have any FAQ:s but there is detailed information about how to make a
purchase, returns, deliveries, etc. This can be seen as an FAQ.
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Reverse Logistics Management/Returns

There are two scenarios that arise when orders are returned. The first one is
when a customer regrets a purchase, in this case the goods are sent to Skribonas
warehouse. The second case is malfunctioning products. Here the customer
returns the goods directly to the manufacturer. In both cases, buyers must
contact Netoutlets customer care, which in turn provides the customer with the
information needed to go forth with the return. All returns are transported by
Posten. Returned products because of the inability to feel the product has not
been experienced in many occasions. Pictures and specifications on the web
page solve this problem. However it is inevitable to not have and physical stores
in the future. E.g. Net on net sells 80 % of its products from inventory stores
(distribution centrals).
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5.1.3 Digicom

Receiving the order/Checking for in-stock availability

When the order is received electronically via the ERP system, Digicom confirms
the order and evaluates the total price including freight fee and estimates when
the product will be delivered. An e-mail with the information is sent to the
customer. If the product does not exist in stock the delivery time is estimated
together with the suppliers. All orders are handled by the ERP system developed
especially for Digicom by a company called Paragona. This ERP system is
connected to Packsoft, Postens own business system, so when the order is
placed Posten automatically sends the order numbers needed for delivery to
Digicom.

Managing the transaction/Making sure the customer will pay

If the ordered product is in stock, it is sent the same day. Otherwise Digicom
checks if the product exists at the supplier, if so it is ordered via telephone, fax
or e-mail from the supplier and then will be delivered to customer in 2-5 days
after customer order. Before the product is delivered from Digicom the
customer has an opportunity to cancel the order. Private persons can pay with
cash on delivery, prepayment to postal giro or Handelsbanken netpay, which is
a form of installment managed through the Internet. There is also a possibility
for the customer to pay in cash if picking up the product at Digicoms stock by
agreement (not usual). Cash on delivery always brings a risk of the customer not
picking up the product, this means that Digicom has to demand the freight fee
and charges for invoice from the customer. The fee of not picking up the product
is 150 SEK. With netpay the customer can choose installment plan of 3 or 6
months, 1, 2 or 3 years. This payment method is interest-free up too 1 year.
Netpay is seen as the best payment method as the merchandise is not sent
before go-ahead is given by Handelsbanken, when Digicom receives the money
they send the merchandise. Companies, government and county council are also
offered to pay via bill after approved credit rating. The reason for not offering
payment by bill or postal giro account payment to individuals is the added work
with credit rating and the risk of the customer not paying. No credit card
payment exists because it is too insecure and frauds have occurred. Security
with the payment methods is guaranteed as no credit card payments exist. Cash
on delivery means that the customers’ bank is responsible for the security.
When using netpay the customer is moved to Handelsbanken netpays web page
for credit rating, which is responsible for the security. Digicom believes cash on
delivery will be completely replaced by card payment in the future, but only
when the customers can feel 100% secure in their payments.
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Warehouse Management/Purchasing and warehousing

The inventory is very small and consists mainly of high frequently purchased
products which in turn consists of fittings to video cameras, digital cameras etc.
Digicom for example does not have many cameras in stock, the products not in
stock are ordered and shipped to Digicom directly from wholesalers. The only
disadvantage with keeping inventory is that the product drops in price when it
has been stored a long time. The warehouse cost is low; the total amount in
inventory at any time is 5-600 000 SEK and the average time a product is
placed in inventory is 2 weeks, Digicom has a pull flow of products. Through the
ERP Digicom can see which and how many products the customer orders, on an
hourly basis to make forecasts. No forecast model is used; they are only based
on experience. However the customer demand is described as very hard to
predict. Besides the seasonality in demand, different media testing products will
highly affect the customer. Digicom has increased the number of suppliers from
3-4 originally to 15 today, which is seen as a necessity to fast and accurate
deliveries. If the product ordered does not exist in the suppliers stock, the
supplier must order it from their supplier, and delays often occur. The suppliers
consist of big wholesalers who must be able to deliver the product instantly. It is
important to choose suppliers with large inventories as Digicom has a small
stock. ~80% of the wholesalers are located in Germany and ~20% in Sweden.
The ability to influence the number of suppliers and suppliers warehouse
management is seen as the most important factor to shorten delivery times.

Managing Transportation/Arranging shipments

Most of the products are delivered from Digicoms inventory. Some customers
want small products sent by mail, some want postal parcel and some want home
delivery. These deliveries are outsourced to Posten who manage ~95% and the
hauler DFDS who manage ~5%. However on a few occasions the product can be
delivered direct from the supplier to the customer, then a logics company is
chosen by Digicom to take care of the delivery. If the product is delivered by
mail Posten isn’t responsible, whether the product is broken or does not arrive
at all. Only products up to 150 SEK are delivered by mail, above that amount the
product is sent by registered letter. With registered letter Posten is responsible
up to 5000 SEK, all products under this amount is sent by registered letter. The
next step is postal parcel and large sized merchandise like TV and home theater
systems sets are transported by DFDS on truck. Furthermore the customer can
pick up the product at Digicoms inventory (located at the company in
Eksharad), however the geographical location of the inventory does not
advocate these kinds of pick-ups, Digicoms idea is to send the merchandise.
Postal parcel is the best way to deliver the product today. Home deliveries are
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not yet 100% reliable. It happens that the customer sits at home waiting for the
product to arrive as promised, but it does not. Because the customer pays extra
for the home delivery to arrive at a specific day/time of day, there can not be
delays. The freight fees are based upon the freight tariffs used by posten and
DFEDS. It is hard for Digicom to influence Posten and DFDS to improve their
delivery reliability. No measuring techniques are used, like DVD e.g., bulk
deliveries would save money, but the customers would suffer from longer
delivery times.

Customer Response/Contracts with customers

When the order is placed the customer gets an order confirmation by e-mail,
when Digicom packs the product the customer gets a delivery confirmation with
package number. The customer is always noticed of delivery times and
inventory status by e-mail at the moment the order is placed. With login profiles
the customer can get information about the order, he/she can also call helpdesk
(open between 10-12 a.m.) to get information.

Reverse Logistics Management/Returns

When the customer decides to return a product, an e-mail must be sent to
Digicom who then sends a return number which must be placed on the parcel,
the product is then sent directly to the manufacturer via Posten. The customer
can return the product within 14 days (time of guarantee), he/she then must pay
the return freight fee, if the return is a complaint Digicom pays for the freight
fee of the repaired/new product sent to the customer. Reverse logistics is a big
problem for Digicom as the returned product often can not be sold to full price
when the parcel has been opened. Moreover there is a problem with the inability
to feel the product before making the purchase. An answer to this problem is
that the customer can contact the manufacturer who can refer to a physical store
that got the product. Digicom also have real size images and product
information on their web site.
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5.2 Fulfillment processes in click-and-mortars

5.2.1 Siba

Receiving the order/checking for in-stock availability

Online orders are sent to Siba via www.siba.se electronically. When Receiving
the orders they are divided manually on different web warehouses by four
employees at the e-commerce department through the ERP system. A number
of web warehouses exists that besides handling the products of traditional
commerce also manage the e-commerce orders. The web warehouse selected for
handling an order is the one closest to the customer.

Managing the transaction/Making sure the customer will pay

When ordering online the customer has four payment methods to choose from,
Credit card, Cash on delivery, SIBA-card and bill. The most important factor of
SIBAs payment methods is security. When using credit card the customer has to
state the registered address, credit card number, date of card expiry, personal
identity number, first name and surname, a home phone number must be stated
and deliveries are only made to registered addresses. Note that the credit cards
used in Sweden also has the function of a debit card, which means that the cash
is drawn directly from the customers’ checking account. All sensitive payment
information on www.siba.se are encrypted with SSL (Chapter 2.5.1 and 3.2.1),
this is certified by a company named Thawte. When a customers’ payment
details has been confirmed on the web site the statement of earnings are sent to
Debitech AB a cooperation partner who checks if the credit card is valid and that
the amount is available. The order is carried through when the customer
receives a web order number and an e-mail conformation. The amount is now
reserved on the credit card and the customer pays when the product is sent. The
advantage with credit card payments according to SIBA is that the transaction is
fast and cheap. The customer can also pay with cash on delivery, which brings
an extra fee to the price and cannot be offered for amounts higher than 10 000
SEK, in this case the SIBA-card or credit card are recommended. The advantage
with cash on delivery is that the customer gets a feeling of security when paying
after receiving the product, also some customers does not really trust the
internet payment methods yet. The disadvantage is that cash on delivery costs
more than paying online with a credit card. With the SIBA-card the customer
can choose installment model when the first notice arrives. With the SIBA-card
the customer can buy when he wants and pay when he is able to. SIBA can offer
part payment without capital interest where the cash price is divided into a
number of equally sized parts and spread them on a number of monthly
payments e.g. 6, 12 or 24 months. Only a planning fee and an administration fee
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are added. The SIBA-card is free the first year, as from year two an annual fee
starts, as it is connected to MasterCard. Moreover the customer can get bonuses
on all SIBA-card purchases. The SIBA card can be described as a form of charge
card where monthly payments must be carried out. Only companies who are
established in SIBAs economics system have chance to pay via bill.

Warehouse management/Purchasing and warehousing

SIBAs warehouses and web warehouses are located in the department stores, no
central warehouse exist. The advantage is the possibility to adjust the right
amount of products to fit the department store conditions. Web warehouses
have a combined stock for traditional commerce and e-commerce. The motive
for combined stock is that only one employee is needed in the web warehouses
for serving both traditional and e-commerce customers which will result in a
synergy effect. This employee also makes online orders ready for delivery. Also
the strategies of online and offline commerce is the same. Customers can see
which warehouse has the product in stock on the web page, if it does not exist it
can be ordered from suppliers and then sent to the customer. However if the
product is sold out the order is cancelled. SIBA uses a wide standard selection
and specific products can be brought in to order. The reason for having many
products at the warehouses is to meet the high customer demand. A vital part of
SIBAs warehouse management is to stock keep new products as the price drops
very fast in the consumer electronics market. SIBA does not work with JIT, the
reason for this is that the products turnover rate is high and the technology
development is rapid. The size of the stock is important as it generates costs but
if the products are state of the art, the turnover rate will be high and a large
stock will not generate high costs. A form of EDI is used at SIBA, through a
logistics system called ASR the purchase department can see what the
department stores demand. ASR is connected to the stock status in the
warehouses, when shortage occurs the purchasers will know the demand when
negotiating with the suppliers.
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Managing transportation/Arranging shipments

Deliveries are managed by the Posten and Schenker. In other words SIBA
outsource their deliveries. SIBA does not notice any difference between Posten
and Schenker, one delivery company is said to offer as good services as another.
The price is the factor concerned when choosing delivery company, SIBA also
works towards long term relationships with the delivery companies.

There are a number of delivery options that the customer can choose among
when ordering online. The idea is to tailor the delivery options to suite the
customer. One option is to get the product via Postens postal parcel delivered to
the closest drop off point (usually a convenience store or Postens kassaservice).
Another is to get the product home delivered, this is also done by Posten. When
either postal parcel or home delivery the customer pays a cheaper online price
than in SIBAs department stores however a freight fee is added to the price.
How high the freight fee is depends on the weight of the order and if it is a
postal parcel or a home delivery. The idea is that the customer does not want to
pay high fees for small products. This could lead to customers rather ordering
small products as the fees are lower, but no sure connection is proved. A third
alternative is to book the product online and then go to the SIBA department
store and pick it up. When doing this the customer pays the department store
price which is higher than the online order price, but the customer do not have
to pay any freight fee. Of course the customer can also simply go to the store and
pick up the merchandise in a traditional way. SIBA does not use the alternative
to order online to a lower price and then picking it up at the department store.

Sara Widman says that it is a condition for SIBA to have different delivery
options, so the customer can choose the most appropriate option.

Customer response/Contracts with customers

The customer is always able to follow the product through the supply chain by
using the package id, contact with the customer service department or e-
commerce department. For customer contact SIBA uses tailored login profiles,
e-mails and helpdesks where the customer can call. The customer service
department can usually help the customer by looking at the order and the stock
level. If the customer service department is unable to help the e-commerce
department is contacted which either calls or e-mails the customer by request.
The customer can also contact the suppliers support department if problem
occurs with the product after receiving the product.
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Reverse logistics management/Returns

If the product is damaged when arriving to the customer, it must reported to
SIBA or Posten and be delivered back by Posten in its original package and with
the original wrapping to a web warehouse or directly to Assistkedjan, SIBAs
service company. Damaged products bought online cannot be delivered back to
a SIBA department store. However if the product isn’t working as it should after
receiving it, the customer is can either go to Assistkedjan, go to a SIBA
department store to get help (maybe get a new product) or contact the customer
service. If the customer isn’t satisfied with the product it can be either delivered
back to a SIBA web warehouse via Posten or delivered to a SIBA department
store within 30 days. As SIBA is a click-and-mortar the customer can get
information and feel the product in any of the department stores, moreover
purchase information is available on the web page. These are solutions to the
problem in e-commerce where products are returned because the customer can
not feel the product before the purchase.

Advantage with adopting e-commerce

The advantages with e-commerce are that SIBA reach more customers’
nationwide and it also strengthens the trademark. E-commerce is an important
channel that customers’ demand of companies today.
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5.2.2 Exlibris

Receiving the order/checking for in-stock availability

Orders are placed electronically through login profiles at www.exlibris.se. The
order is forwarded to the wholesaler Seelig or one of the suppliers. The ERP
system first checks if the products included in the specific order can be picked at
Seelig, otherwise the order is forwarded to one of the suppliers. This forwarding
takes place several times a day.

Exlibris obtains daily updated information about the suppliers stocks. If the
order contains products that are sold out at suppliers, the company sends a
purchase order to the suppliers. This purchase order works in a loop checking
all the suppliers and chooses one that can get that specific product. If there are
non who can provide Exlibris with the product the order is handled by
employees at the order management division. They will try to order that product
manually from another source.

Managing the transaction/Making sure the customer will pay
Customers have two options when paying for their orders at Exlibris, these are
the use of credit cards and paying a bill. If the buyer chooses to pay a bill he/she
gets 14 days credit and is not forced to pay directly when the order is delivered.
The advantage is the security aspect as customers do not have to provide
sensitive information. A serious disadvantage with this option is that sometimes
customers do not pay within these 14 days and Exlibris must send out reminders
and dept recoveries, resulting in increased costs and managing time. Contrary,
credit cards have the advantage of making the transactions smoother as there is
no need of sending out reminders or dept recoveries. One drawback is that the
risk of fraud is increased as sensitive information is sent out electronically. To
tackle this problem Exlibris works with Debitech AB, an extern partner that
handles such transactions. When money is withdrawn from the credit card
account, the system connects to Debitech via a secure link and the transaction is
completely done in Debitechs system. After that Exlibris gets an encrypted key
with a transaction ID so the company does not store any sensitive information
in their own system. Still, the majority chooses to pay a postal giro account
because a lot of customers are not comfortable to provide information about
their credit cards on the Internet.
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Warehouse management/Purchasing and warehousing

The company uses different warehouse management approaches for their
electronic commerce (EC) activities and their traditional commerce. Also the
strategy for the online and offline commerce differs. For the traditional
commerce all the retail stores have a store room where they can storage books
and other products. When it comes to EC the warehouse management is
outsourced to Seelig who administrate the entire distribution including picking
and packing the products. Thus the company does not use own warehouses. Still
the company has a small inventory used to store popular titles. Exlibris is a
member of a purchase organization with several actors. This helps the company
negotiate better agreements with lower purchase prices. Thus the company gets
improved marginal costs.

Managing the transportation/Arranging shipments

Orders that include stored products that can be picked and packed at Seelig are
shipped the same day if the order is placed before 11:00 am. Orders placed after
11:00 are shipped on the next day. If the order includes products that must be
shipped from suppliers, the shipping time is longer and approximately 5-10
days. Information about estimated shipping time is showed to the customers at
the website. To shorten delivery times it is important to have an optimized
ordering system and automated logistic flows connected with several suppliers.

The orders are delivered by the Posten which Seelig has a very good agreement
with, as they ship large quantities of goods. As Exlibris has outsourced the
distribution to this wholesaler the company is able to take advantage of this
agreement. There are two different options for delivery depending on the size of
the order. Small orders are sent as a letter direct to the mail box, otherwise they
are sent as a package to a post office’s drop off point. The delivery cost is
independent of the order size and always 19 SEK. The reason for outsourcing
the distribution part of the business is that Seelig had a solution ready for
handling these kinds of operations. Thus it was very easy to connect Exlibris to
this system. Such outsourcing strategy is successful if the other partner is
reliable and until now Seelig has proved to be a reliable partner and operations
related to distribution have worked flawless.
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Customer response/Contracts with customers

After an order is placed customers get an email with an order confirmation. Also
an email is sent when the order is shipped with a delivery notification and a
package id if it is sent as a package. The interaction between Exlibris and its
customer base is further increased with the use of login profiles where users can
get information about orders and their personal data and FAQ:s (frequently
asked questions) where customers can get answers to common questions.
Customers are also offered the ability to write book reviews which are presented
on the company’s website.

Reverse logistics management/Returns

A common problem in the EC arena is the returning of goods because the
customer does not have the ability to feel the product before the purchase. For
book stores this problem is not a big issue as books are not such products that
need to be held on before being bought. Still Exlibris feels that it is important to
offer detailed product information. Furthermore the physical stores can be also
be used if the customer wants to feel and look at the book. This part is
outsourced to Seelig who are responsible for providing such information. There
are different cases when products are returned. In the case of a defect book the
company contacts the publisher which in turn sends a new book directly to the
customer. Another case is if an order is delivered to a wrong customer. If this
was the case Exlibris pays for the delivery costs. Customers have also the ability
to return books directly to the stores.

Advantage with adopting e-commerce

The advantage with e-commerce is that the trademark can be established to a
larger group of people. The movement to e-commerce was done in a competitive
purpose, to take market shares from the big internet bookstores. Moreover the
customers’ demands that Exlibris have e-commerce. There is also an advantage
with having existing physical stores as many customers’ already trust the
company.
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Chapter 6 - Analysis

In this chapter the colleted data is analyzed. First, collected data for each
company is analyzed, thereafter the data is grouped in pure-plays and click-
and-mortars. Finally a cross case analysis is made between the two groups.
The models and strategies presented are presented through the authors view.

6.1 Adlibris

6.1.1 Order-fulfillment process

The orders are received electronically from the customers via an online
shopping cart, no telephone, e-mail or fax is used. These orders are managed
very effective as they are automatically directed to the best suited supplier.
Managing the transaction takes place during receiving the order in the case of
credit card payment and after customer response in the event of bill and cash on
delivery. Adlibris never stores any information related to credit cards on their
own databases, this brings high anonymity. In addition the system uses SSL
encryption which brings high security. The credit card information is then
forwarded to Wallit who makes a credit rating of the credit card thus making a
transaction independent. In spite of this only 10% of Adlibris customers use
credit card payment. The product availability is controlled by updating
information about the suppliers’ inventories is daily, the company’s website only
shows books that suppliers have in stock and can be delivered. Adlibris does not
have any warehouses, products are delivered from different suppliers to the
delivery center in Morgongdva when an customer order is placed, although a
few high demand products are also stored there. Thereafter the product is
packed and made ready for delivery to the customer, this is also done in
Morgongava. Transportation is outsourced to Posten who delivers the product
to the customers’ home or to the closest drop-of point. Customer response is
managed by e-mail, FAQs, personal logins and telephone helpdesks. The
customer can get information about the order through the personal logins at any
time, moreover the automatic e-mail service further strengthens the relation
between Adlibris and the customer. Returns are also delivered by Posten.

82



DOutsourced Managing the
transoortation

y

[in-house Transportation;
provided by <
Posten
Managing the v Receiving the Warehouse
transaction order manaaement
Cash on delivery < Customer p» Login profiles » Product
Bill Shopping cart availability;
4 automatic.
Y v
Return logistics Customer Managing the ‘(<D
manaogement response transaction »
Transportation; E-mail Credit card;
provided by < Helpdesk- handling provided
Posten telephone by Wallit.
-]
(e}

Figure 6-1 The order-fulfillment process in Adlibris.

6.1.2 Strategies and models

There is no doubt that Adlibris have built an in-house fulfillment infrastructure
that has had the ability to scale as the order volume increases. The company
spirit is to keep as much as possible in-house, which has led to a better
understanding of doing businesses online. Still, some parts of the fulfillment
process have been outsourced, i.e. the shipping by Posten, the handling of
arrears by PKB and the credit cards administrated by Wallit. As the company
relies heavily on information flow the model used by Adlibris can be described
as an extended enterprise model. The fulfillment infrastructure is automatic and
communicates directly with chain members removing redundant steps and
improving efficiency although VMI is not adopted. The distribution strategy
used by Adlibris can be described as a dedicated e-fulfillment center with small
inventories. This e-fulfillment center is located in Morgongava where the
company packages all incoming orders. According to Lummus et Vokurka
(2002), to use a dedicated fulfillment center model requires significant up-front
investments in physical facilities and information technology (IT) required.
Adlibris has overcome this by using a just-in-time (JIT) model with small
inventories and by having built an advanced automatic in-house IT system.
Another drawback with this model is the inability to meet variable demand. This
problem has been tackled by keeping excellent contact with suppliers and
publishers, giving the company accurate information about which titles to hold
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in inventory. As the products seldom get returned and Posten does not take a
high freight fees, the Reverse logistics is not a big economical problem for
Adlibris.
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6.2 Netoutlet/Tarantech

6.2.1 Order-fulfillment process

The orders are received electronically from the customers via an online
shopping cart. No telephone, e-mail or fax is used. These orders are managed
very effective as they are automatically forwarded electronically to Skribona.
The transaction, which actually takes place during receiving the order, can only
be made by the customer online either via direct payment or credit card.
Netoutlet uses 3D-sequre and Wallit which brings high security, independence
and anonymity. However the banks do not implement 3D-secure which mean a
security problem by lack of interoperability and portability. The product
availability is controlled by close relations to the wholesaler Skribona who in
turn has close relations with manufacturers. Inventories are located at Skribona
who make them ready for delivery to the customer. Transportation is
outsourced to Posten (and DHL for company deliveries) who delivers the
product to the customers’ home or to the closest postal office or drop-of point.
Customer response is offered through personal logins, e-mail, telephone and
detailed information on the webpage making the customer feel more
comfortable. All returns are transported by Posten either to Skribona or the
manufacturer and the sender pays the freight fee.
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Figure 6-2 The order-fulfillment process in Netoutlet/Tarantech.
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6.2.2 Strategies and models

The fulfillment process at Netoutlet relies heavily on integrated information
flow between the partners in the supply chain. Thus the model used by the
company can be described as a variant of the extended enterprise model. This
model is essential if the company will be able to offer full installment in the
future. Netoutlet also fits the drop-ship model because the website just acts like
a sales portal for Skribonas products. Furthermore Netoutlet has outsourced
various parts of the fulfillment process, like deliveries, warehouse management
and the payment procedure. Skribonas strategy is based on VMI where
manufacturers get information about inventory levels and fill the stocks when
necessary. The outsourcing strategy fits this model, by using third party
fulfillment service providers the company is offered existing specialists in these
areas. JIT permeates the whole idea of Netoutlet, which permits customized,
fast and accurate deliveries to a low price. The distribution option can be
characterized as a combination of ship direct from the supplier to the customer
and Use a third-party e-fulfillment service provider, as the warehouse
management is outsourced to the wholesaler Skribona who also pick, pack and
make the product ready for delivery.

Only online payment methods are offered today, the security with 3D-secure is
very good, but there is still a big chance of losing customers that feel insecure
paying online. It is evident that the critical mass has not accepted online
payment with credit card yet and a majority pays either via cash on delivery or
via postal giro account. As the demand of physical interaction between the store
and the customer is high Tarantech has a strategy of expanding to physical
stores e.g. showrooms where the customer can have personal interaction with
the company.
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6.3 Digicom

6.3.1 Order-fulfillment process

The orders are received electronically from the customers via an online
shopping cart. No telephone, e-mail or fax is used. These orders are managed
manually via telephone, fax or e-mail between Digicom and the suppliers. The
transaction is made by cash on delivery (after customer response),
Handelsbanken netpay (during receiving the order) or prepayment to postal
giro account (after customer response). Handelsbanken netpay is not described
by Turban et al. (2004). When using netpay Digicom forwards the customer to
Handelsbankens web page who is responsible for security. The disadvantage of
not offering credit card payment could mean lost customers and the risk of
customers not picking up the product. The product availability is controlled by
using many large wholesalers. Digicom have a small inventory, however most of
the products are ordered from wholesalers when the customer order is placed,
transported to Digicom who thereafter packs the product and makes it ready for
delivery to the customer. Transportation is outsourced to Posten and DFDS who
delivers the product to the customers’ home or to the closest drop-of point.
Customer response is offered through personal logins, e-mail and telephone. All
returns are transported by Posten either to Digicom or to the manufacturer and
the freight fee paid by the sender. Reverse logistics and the limitations of feeling
the product before the purchase is seen as big problems.
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Figure 6-3 The order-fulfillment process in Digicom.
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6.3.1 Strategies and models

Many of Digicoms operations are managed manually, the reason is that the
company is small sized. Digicom controls receiving the order, managing the
transaction, a small part of warehouse management and customer response.
Managing transportation, reverse logistics and a big part of warehouse
management are outsourced. Furthermore the flow of products and information
can be described as pull. VMI is not used, instead the suppliers are contacted
through e-mail, telephone or fax each time a product is needed, by having closer
relations to suppliers the delivery time, which is seen as very important, could
be improved. The distribution option can be described as a variant of the
dedicated e-fulfillment center with small inventories. The strategy can be
classified similar to the JIT/Build-to-order model as Digicom holds a small
inventory and orders most of the products from big wholesalers when a
customer order is placed. However the integration through the supply chain and
the information flow could be improved. Digicom should try to automatize more
of the fulfillment and have closer relations with suppliers, in order to improve
its operations. Digicom could try to adopt the extended enterprise model and
use a third-party e-fulfillment service provider. Moreover the possibility to ship
direct from the supplier to the customer should be looked into, thus shortening
the supply chain, but maybe Digicom is too small for this option.
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6.4 Siba

6.4.1 Order-fulfillment process

Orders are received electronically from the customers via an online shopping
cart. No telephone, e-mail or fax is used. The received orders are manually
forwarded to different web warehouses depending on which one is closest to the
customer. The payment methods offered by the company are Credit card, Cash
on delivery, SIBA-card and bill. Sensitive information when customers choose to
pay with Credit card is encrypted with secure socket layer (SSL) and Debitech
AB checks if the credit card is valid with available money. Orders are shipped
from warehouses located in department stores as no central warehouse exists.
These warehouses are also used for the offline business to take advantage of the
synergy effect that follows by having combined stocks. To manage inventory
levels, SIBA uses a logistic system called ASR that is connected to the company’s
different warehouses to watch stock status. The system contacts the purchase
department as soon as shortage occurs. Deliveries are outsourced and provided
are by either Posten or Schenker. The company offers various delivery
alternatives to give customers the ability choose the best suitable one, increasing
customer value. A package id is given to every order so that buyers can follow
their purchases through the supply chain. For customer contact the company
uses login profiles, emails, FAQs and also a helpdesk that can be contacted by
telephone. Giving customers the ability to contact the company by phone further
increases the relationship between customers and SIBA. The reverse logistics is
outsourced to Posten and Assitkedjan. Posten takes care of the return
transportation and Assistkedjan takes care of the reparation services. Buyers
also have the option to return faulty products directly to one of SIBAs
department stores.
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Figure 6-4 The order-fulfiliment process in Siba.

6.4.2 Strategies and models

The ERP system is very important at Siba, through it orders are received and
information is passed on manually to the next step in the supply chain, it
connects different departments and make sure that information flows smoothly
and rapid between them. Customers are offered both online and offline payment
methods and thus does not have to pay online if they feel insecure doing so. Siba
can be characterized as a using a form of the in-store fulfillment model/pick and
ship from existing retail stores in the sense that Siba has a combined inventory
for their online and offline businesses. Also the click-to-bricks model is used as
customers have the ability to place an order and make the pick-up them selves
at the department store. Siba also ship products ordered online directly to the
customer. Deliveries are managed by outsourcing them to Posten and the
customers can choose between home deliveries or picking up their products at
Posten or a nearby drop-off point (e.g. a convenient store). The flow of products
follows a push strategy where a large inventory is preferred compared to pull
and just-in-time.
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6.5 Exlibris

6.5.1 Order-fulfillment process

Orders are received electronically via an online shopping cart. There are two
payment options offered by the company, credit card or bill. The handling of
credit cards is outsourced to Debitech AB. This company checks if the card is
valid with cash available. To reduce the risk of fraud when customers pay with
credit card Exlibris encrypts sensitive information. As soon as Debitech AB
approves the credit card, the purchase can proceed and all sensitive information
Is erased to further improve security.

When the order is managed, the system checks for in-stock availability at Seelig
or at one of the suppliers. Some high demand products are kept in stock at a
small inventory controlled by Seelig that is not used for their offline business as
inventories for the retail stores are situated at each store. Warehouse
management is mainly outsourced to Seelig who administrates the entire
distribution including picking and packing the products and make them ready
for delivery. Still the product availability part of warehouse management is
managed in-house. The transportation part of the fulfillment process is
outsourced to Posten and Exlibris offers same-day shipping if the orders are
placed before 11:00 am, on condition that the ordered products are stocked at
Seelig. If the products have to be purchased at one of the suppliers, the shipping
time is longer. The interaction with customers is done through emails, login
profiles and FAQ:s. Furthermore the company also presents book reviews
written by customers and employees on the website which is an excellent way to
strengthen relationships with customers. Reverse logistics transportation is
outsourced to Posten, but Exlibris also take advantage of being a click-and-
mortar as customers are given the choice to return products directly to the
stores. Nevertheless it should be mentioned that all the four stores are situated
within the Stockholm region, thus a customer living far from this area can not
take advantage of this option.
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Figure 6-5 The order-fulfillment process in Exlibris.

6.5.2 Strategies and models

As Reynolds (2001) implies, transforming a brick-and-mortar to a click-and-
mortar brings high initial costs. It seems like Exlibris are aware of this issue as
they have chosen to outsource some components of their order-fulfillment
process. There is no doubt that the company follows some kind of JIT strategy
as the flow can be described as pull. A solely click-and-mortar model can not
describe the fulfillment process at Exlibris, which may be the cause of
differentiating the online business from the offline. For example the company
does not offer pick-ups at their retailing stores as it can confuse customers, since
the Internet prices differ from the retail prices. Instead the company’s
fulfillment model is more related to one of the pure-play models, extended
enterprise. Value chain members are provided with orders and customer
information, several times a day. Information sharing is therefore the
framework of Exlibris’ fulfillment process. Also the partner fulfillment model
must be taken in account when describing the process, as big parts of it have
been outsourced.
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An outcome of this is the distribution option made at Exlibris that can be
depicted with some sort of outsourced local fulfillment model. Products are
packed and shipped either directly from the wholesaler or the suppliers. Some
drawbacks related to the local fulfillment model are that the brick-and-mortar
does not have the experience or facilities to ship directly to customers when
starting up an online business. With the outsourcing strategy that Exlibris have
implemented these issues are overcome as the partners that handle these
operations already have well functioning systems. To use this type of strategy
companies must choose partners very carefully as an unreliable partner can be
devastating for the company’s business. Still, the model can not be described as
purely local fulfillment as Exlibris does not offer pick-ups at the local stores.
When it comes to return logistics the company does provide a possibility for
customers to return products directly to the local stores; which is a
characteristic of a click-and-mortar.
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6.6 Characteristics of pure-plays

6.6.1 Order-fulfillment process

The order-fulfillment process described by Qullin et Duncan (2000) describes
Pure-plays quite well. All stages exist, however all orders are received through
the online shopping cart. Furthermore if the customer chooses to pay online
managing the transaction takes place during receiving the order but if the
customer choose to pay offline managing the transaction takes place after
customer response. Two of the three companies use both offline and online
payment methods, because Netoutlet is recently founded no offline payment
method exist, but the company will adopt it in the near future. Sensitive
information is encrypted by SSL in all companies. Transportation in all of the
companies is outsourced mainly to Posten, the reason is that Posten is national
and rather small compared to for example Schenker and DHL, thus companies
have a chance to influence the deliveries. All companies order the majority of
their products from manufacturers or wholesalers when an order is placed. and
Digicom orders from different wholesalers. Thereafter the products are sent to
Digicom where the merchandise is made ready for delivery. Netoutlet has
outsourced the warehouse management to the wholesaler Skribona who sends
the product to the customer. Adlibris orders from suppliers and publishers who
send the product to the e-fulfillment center where products are packed and sent
to the customers. Every single one of the studied pure-plays delivers the orders
via Posten.
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All three cases use helpdesks, e-mail and personal logins for customer response.
Two of the companies also have FAQs. Reverse logistics is always transported by
Posten to, the manufacturer, wholesaler or the company. Reverse logistics is not
that big of a problem as described by Saenz Jr. (2001). The reason is that Posten
does not take high fees for the deliveries as the returned products are delivered
in regular transports. Returns are also more unusual than expected, as the
problem with the inability to feel the product stated by Tarn et al. (2003) are
solved because the customer often uses other physical stores to feel the product
before making the purchase online.

Adlibris

Netoutlet/Tarantech

Digicom

Receiving the
order

Electronic shopping
cart

Electronic shopping
cart

Electronic shopping
cart

Managing the
transaction

Credit card and bill.
Security by SSL.
Credit card rating by
Wallit.

Credit card and direct
payment.

Security by 3D-secure.
Credit card rating by
Wallit.

Cash payment, cash
on delivery, postal
giro account,
instalment and bill.
Security by the bank.
SSL

Warehouse
management

Dedicated e-
fulfillment center
with small inventory.

Outsourced to
Skribona.

Dedicated e-
fulfillment center
with small inventory.

Managing the
transportation

Outsourced to
Posten.

Outsourced to Posten
and DHL.

Outsourced to Posten
and DFDS.

Customer E-mail, login profiles, | E-mail, login profiles, E-mail, login profiles,
response telephone, FAQ, telephone, FAQ telephone

Reverse logistics | Outsourced to Posten | Outsourced to Posten Outsourced to Posten
management

Table 6.1 Within case analysis of the order-fulfillment process in pure-plays.
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6.6.2 Strategies and models

Strategies used by pure-plays often rely heavily on information flow; it is highly
automated and integrated between the actors in the supply chain, thus the
information flow is very important when capturing the order and sending it
forward to suppliers. Digicoms information flow is though manually to a high
degree, the reason is that the company is small and does not have the same
ability to influence suppliers as the other two pure-plays in the study. The
product and information flow can be described as pull, where a customer order
triggers all activities and inventory levels are kept as low as possible, containing
high demand products. The competitive strategy is to have short delivery times,
customized delivery options and keeping a low price. All of the pure-plays strive
towards a just-in-time strategy and the JIT model/build-to-order model can
characterize all of the studied companies. Two of three companies also use the
extended enterprise model. Neither of the pure-plays have their own
warehouses, instead products are shipped from large wholesalers and suppliers.
Netoutlet has outsourced the entire warehouse management to Skribona,
Digicom and Adlibris uses a sort of e-fulfillment center where the products are
packed and made ready for delivery. Netoutlet uses outsourcing to a higher
degree than Digicom and Adlibris, the reason is that Netoutlet is new in e-
commerce and does not have the knowledge needed to keep operations in-
house. With outsourcing Netoutlet can also penetrate the e-commerce market
more rapidly. Interesting is also that Netoutlet is the only company using VMI
where the wholesaler Skribona get information about inventory levels and
customer demand and based on the information fills the inventory.
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Adlibris

Netoutlet/Tarantech

Digicom

Information
flow

Highly automated

Highly automated

Manually/Automated
to a low degree

Product flow Pull Pull Pull

Outsourcing Credit card rating, Credit card rating, Online payment via
Managing Warehouse instalment (Netpay),
transportation, management, Managing
Reverse logistics Managing transportation,
(As much as possible | transportation, Reverse | Reverse logistics
in-house) logistics (As much as possible

(high degree of
outsourcing)

in-house)

Integration in High/No Highest/Yes Low (as much as
the supply possible)
chain/VMI /No

JIT Yes Yes Yes
Strategy/model Extended enterprise | Extended enterprise JIT model, dedicated

model, JIT model,
dedicated e-
fulfillment center

model, JIT model, drop
ship model, ship direct
from the supplier to the
customer/Use a third-
party e-fulfillment
service provider

e-fulfillment center

Table 6.2 Within case analysis of the strategies and models used by pure-plays.
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6.7 Characteristics of click-and-mortars

6.7.1 Order-fulfillment process

The orders are received through an online shopping cart. The transaction is
managed manually in Siba where the employees in the e-commerce department
forward the received orders to the appropriate web warehouse. Exlibris however
manages the transaction automatically to a higher degree. Both online and
offline payment is offered. Sensitive information is encrypted by SSL in both
companies, Exlibris also erase all sensitive information after usage. Both Siba
and Exlibris use Debitech for credit rating of customers. The warehouse
management is different in the two click-and-mortars. SIBA has kept the
warehouse management in-house and uses some of their department
stores/warehouses for both online and offline commerce, these are called web
warehouses. Exlibis on the other hand has outsourced the warehouse
management to Seelig and lets the stores supply offline customers. Seelig and
the suppliers are used to serve online customers. Deliveries are outsourced to
Posten in both companies, Siba also use Schenker. Customer response is
managed through telephone, emails, login profiles and FAQ:s in Siba and
Exlibris. Finally there is a possibility for the customer to return products to the
stores at Siba as well as at Exlibris.

Siba

Exlibris

Receiving the
order

Electronic shopping
cart.

Electronic shopping
cart.

Managing the
transaction

Credit card, cash on
delivery, Siba card and

Credit card, bill and
postal giro account.

bill. Security by SSL.
Security by SSL. Credit card rating by
Credit card rating by Debitech AB.
Debitech AB.
Warehouse Warehouses located in | Outsourced to Seelig.
management department stores. Small inventory.

Managing the
transportation

Outsourced to Posten
and Schenker.

Outsourced to Posten.

(reparations).

Customer E-mail, login profiles, E-mail, login profiles,
response telephone, FAQ. telephone, FAQ
Reverse logistics | Outsourced to Posten Outsourced to Posten
management and Assistekedjan

Table 6.3 Within case analysis of the order-fulfillment process in click-and-mortars.
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6.7.2 Strategies and models

Sibas and Exlibris strategies and models are very diverse when compared. Sibas
ERP system and ASR system is very important in information sharing between
different departments in the company as most of the fulfillment is kept in-
house. The information flow between the company and the different suppliers is
however managed manually to a high degree. Exlibris has a more automated
information flow when the order is passed on to Seelig or the suppliers. Siba and
Exlibris does not offer pick ups in their stores of products purchased online,
contrary to suggestions made by Lummus et Vokurka (2002) and Reynolds
(2001). As the prices are lower when purchasing online, there is a risk to
confuse the offline customers, and that online commerce cannibalize on offline
commerce.

Siba does not utilize JIT at all, the product flow is characterized as push,
building large inventories to prevent shortage. These strategies are in conflict to
what was stated by Ratzi et al. (2004) that the success of an online business
relies in the principle of just-in-time logistics. Exlibis use the JIT strategy in its
fulfillment and product flow is described as pull, similar to the pure-plays. Siba
uses much of their offline strategies in their online commerce, while Exlibris has
separated most of the offline and online strategies. Furthermore Siba keeps
their warehousing in-house while Exlibris has chosen to outsource parts of the
warehouse management to Seelig. A reason for outsourcing can be that Exlibis
is rather small and does not have the money to invest in keeping warehouse
management in-house. Another reason is that Exlibris has started the e-
commerce activities recently thus the company lacks the experience and the
time to make a fast entrance in the e-commerce market. Sibas reason for
keeping their warehouse management in-house might be that they want to
utilize their core competences and long experience in the consumer electronics
market. The reason for having a combined inventory is the synergy effect and
low investment cost that it brings. Siba probably also have noticed the
possibility of reaching new customers by entering the e-commerce market.
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The in-store fulfillment model/pick and ship from existing retail stores and the
clicks-to-bricks model can describe Siba while the JIT/build to order model,
extended enterprise model, partner fulfillment model and local fulfillment
model can illustrate Exlibris. The click-and-mortar models and strategies
presented by Reynolds (2001) can describe Sibas e-commerce quite well, while
Exlibris uses the pure-play strategies and models for their e-commerce

operations.

Siba Exlibris
Information flow | Manually Highly automated
Product flow Push Pull
Outsourcing Transport Transport
management, management,
reparation activities,
credit card handling
Integration in the | Low/No High/No
supply chain/VMI
JIT No Yes

Strategy/Model

in-store fulfillment
model/pick and ship
from existing retail
stores, click-to-bricks
model

Extended enterprise
model, JIT model,
partner fulfillment
model, local fulfillment
model

Online strategy —
Offline strategy

Online strategy based
on offline strategy

Completely separated

Table 6.4 Within case analysis of the strategies and models used by click-and-mortars.
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6.8 Comparison of the characteristics

6.8.1 Order-fulfillment process

The order-fulfillment process presented by Quillin et Duncan (2000) fits the
pure-plays and the click-and-mortars in this study rather well. However based
on this research, in the case of online payment with credit card the stage of
managing the transaction takes place during receiving the order. In the case of
offline payment through cash on delivery managing the transaction takes place
after customer response. The order-fulfillment process presented by Turban et
al. (2004) assumes that making sure the customer will pay is the first step,
which is true when using online payment with credit card but not for offline
payment. Furthermore Turban et al. (2004) states that the vendor can be a
manufacturer, this was not the case in any of the studied companies, the
production was never in-house.

There are no differences in the first step of the e-fulfillment process between the
investigated pure-plays and click-and-mortars. Customers have to acquire a log
in profile, log on to the website and use the online shopping cart to place their
orders. Offline and online payment methods are offered by both groups. One
difference was a pure-play that did only offer online payment, which is no doubt
a disadvantage as the majority of EC customers use offline payment methods
because the risk of fraud. Credit card handling is outsourced by all pure-plays
and click-and-mortars, and when a purchase is paid with a credit card the e-
fulfillment process works very similar in all cases. The system stops the order,
forwards encrypted information to an extern credit rating company and
continues the order handling as soon as the extern partner confirms the credit
card. Both groups have outsourced their deliveries and return logistics mainly to
Posten, but Shenker and DFDS are also used by some companies. There are
differences in the warehouse management between the companies. Exlibris,
Digicom and Netoutlet have outsourced their entire warehouse management to
a wholesaler who pick and packs and make the orders ready for delivery.
Adlibris have kept this part of the fulfillment process in-house, without the use
of warehouses. Siba has also kept it in-house, but the main difference with this
company compared to the others is that they use warehouses.
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All the companies’ presents detailed information about how to go through with a
purchase and buying criteria on their website. Communication with customers
is done mainly through emails, but telephone is also used to contact the
helpdesks. Customer response is further improved with login profiles where
buyers can easily watch order status, products they have ordered previously and
personal information like address and telephone numbers.

There are differences between the groups when looking at the return logistic
management. As Bayles (2001) suggests both click-and-mortars use their retail
stores for handling returns. This is an advantage compared to pure-plays as

delivery costs of returns are eliminated.

Pure-plays

Click-and-mortars

Receiving the order

Electronic shopping
cart.

Electronic shopping
cart.

Managing the
transaction

Both offline and online
payment methods,
except at Netoutlet
(only online).

Security by SSL.

Credit card rating by
Wallit.

Netpay by
Handelsbanken.

Both offline and online
payment methods.
Security by SSL.

Credit card rating by
Debitech AB.

Warehouse
management

In-hose in two cases,

outsourced in one case.

In-house in one case,
outsourced in one case.

Managing the
transportation

Outsourced mainly to
Posten

Outsourced mainly to
Posten.

Customer response

E-mail, login profiles,
telephone, FAQ.

E-mail, login profiles,
telephone, FAQ.

Reverse logistics
management

Outsourced to Posten,
delivered back to the
company or to the
manufacturer.

Outsourced to Posten,
delivered to same
source as pure-plays,
but can also be
delivered to the stores.

Table 6.5 Cross case analysis of the fulfillment process.
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6.8.2 Strategies and models

The click-and-mortars in this study were not that similar compared to the pure-
plays. The reason may be that the online (e-commerce) strategies are based on
the (traditional) offline strategies at SIBA and completely differentiated at
Exlibris. Similar to the pure-play companies, both click-and-mortars explored
have outsourced the credit card handling. All companies have outsourced the
transportation of their deliveries and returns. By outsourcing the
transportations to Posten e-commerce companies in Sweden solve the problem
of many small orders delivered to many locations. Posten simply deliver the
goods in their regular transports with nationwide coverage. The delivery speed
is good and prices are low. The warehouse management is very different in both
groups. All the pure-plays try to implement a JIT strategy, where orders are
forwarded to wholesalers and suppliers and shipped to a dedicated e-fulfillment
center without large inventories. This is a natural choice for e-tailers as they do
not have an offline business. Thus the e-fulfillment center does not need to be
separated from offline commerce, making it even easier to adopt it. Two of three
companies also use the extended enterprise model.

Outsourcing the warehouse management to a third-party logistic provider (3PL)
seems to be common for newer and smaller companies in EC like Exlibris,
Digicom and Netoutlet, as 3PL offers robust capability minimizing operational
impact. More experienced and larger ones like Adlibris and Siba are more likely
to keep the warehouse management in-house. Recall that Reynolds (2001) in
section 2.5.2 suggests that companies should outsource this part of the
fulfillment process if the EC business is still in the first growth period with
expectations of huge growth spurt within the next 6 months, but to keep it in-
house if the grow is projected to increase steadily over time and the in-house
staff is still adequately managing the fulfillment process. This might be the case
with Adlibris as they have been acting on the EC environment since 1997, with a
company spirit to keep as much as they can in-house, thus having a staff that
has gathered much knowledge about the e-fulfillment process. The case with
Siba might be that they have chosen to not differentiate their offline business
with their online business, thus their offline strategies are also used in EC. Thus
there are several differences between the click-and-mortars. SIBA uses a push
strategy and has several warehouses utilized for both EC and traditional
commerce, consequently they have kept their warehouse management in-house.
Exlibris on the other hand tries to work more like the pure-plays with low stock
levels and a JIT strategy separated from their offline business. Also a dedicated
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e-fulfillment center without large inventories is used as well, putting Exlibris
even closer to the pure-plays.

Return logistics are managed rather equally by both groups, where the
transportation is provided by Posten. Customer response is also handled very
similar with login profiles, emails, FAQs, helpdesks and telephone contact.

Siba is very different in its e-fulfillment strategies compared to the rest of the
companies in the research. The information flow is not that automated, the
orders are divided on the web warehouses manually and suppliers and
manufacturers are contacted manually by the purchase department. The
products are pushed out to the department stores, a large inventory of state of
the art product is maintained and JIT is not used. Finally Siba is using a
combined inventory and strategy for its online and offline commerce this is
probably the reason for the deviance. Thus Siba can be put in a separate group.
Exlibris online strategies and models are completely separated from the offline
which means that the company is more alike the pure-plays in this research.
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Pure-plays

Click-and-mortars

Information flow

A high degree of
Automation is
necessary for fast
deliveries.

Automation is
important, but not a
necessity.

Product flow

Pull.

Push and pull.

Outsourcing

Depending on
knowledge, size and age
of the company.

Depending on
knowledge, size and age
of the company.

Integration in the

High integration,

High/Medium

describe the Pure-plays
in combination with the
extended enterprise
model. Other models
used are dedicated e-
fulfillment center, drop
ship model, ship direct
from the supplier to the
customer/Use a third-
party e-fulfillment
service provider.

supply chain/VMI | though VMI is only integration, VMI is not
used in one case. used in the studied

companies.

JIT A necessary and well Only used in one case,
used strategy for fast depending on strategy
deliveries. for the e-commerce

activities.

Strategy/Model The JIT model can best | The strategies and

models used in the
click-and mortars are
completely diverse.
Models used are

the extended enterprise
model, JIT model,
partner fulfillment
model, local fulfillment
model, in-store
fulfillment model/pick
and ship from existing
retail stores, click-to-
bricks model

Table 6.6 Cross case analysis of the strategies and models.
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Chapter 7 - Findings and conclusions

In this chapter, based upon the analysis, conclusions from the thesis will be
drawn and discussed. The research questions are answered in order to present
the conclusion of the research problem.

7.1 How can the order-fulfillment process be described?

The first research question aimed to describe the electronic commerce (EC)
order-fulfillment process in click-and-mortars and pure-plays. All cases studied
showed to have an EC order-fulfillment process similar to each other and to the
description by Quillin et Duncan (2000) and Turban et al. (2004) in the frame
of reference. However, some differences were found. Managing the transaction
can take place in different stages depending on the customer choice of online or
offline payment method, this was not mentioned in the framework. Turban et al.
(2004) suggests that production can be done in-house, this was not true in any
of the cases of this study as it focuses on e-tailers and not on producing
companies. All orders are received through one channel; a personal login profile
and shopping cart, no telephone, e-mails or fax are used, this simplifies and cut
costs of the administrational work. Customer response is managed through e-
mail, telephone or FAQs. It is important to have multiple channels where the
customer can get information and contact the company as it further prevents
the customers” feeling of insecurity. Both offline and online payment methods
were offered in four out of five cases. Offline payment is used much more often
than online payment today, however the number of customers’ using online
payment is probably going to increase in the future. Security is an important
issue when offering credit card payment and the issue to solve is the security
problem between the company and the bank by lack of interoperability and
portability. Also there is a need to get customers more confident to online
payment as it seems like the risk of fraud is the main reason to why customers
do not use online payment options. Posten is primarily used in all cases to
handle transportation of goods to the customer and back to the company. The
reason for using Posten is mainly the good relations that exist between the
companies and Posten in this study, the large area of coverage and frequent
deliveries provided. In two cases the warehouse management is outsourced
which most likely depends on the short period of time these two companies have
been active in e-commerce. When comparing the companies the process was
very similar except in the Siba case which is different from the others. The click-
and-mortar process were discovered to be different from the pure-plays in two
different ways; in one case of the two click-and-mortars studied the possibility
to pick up the product at the stores was utilized, but then the product was only
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booked and bought at retail prize. In both click-and-mortar cases the customer
could return products to the stores thus eliminating delivery costs.

According to the respondents the most important area in EC order-fulfillment is
the transportation management and a major problem in this area is the ability
to influence the companies managing the transportation. Furthermore the
importance and problem with reverse logistics recognized by both Saenz jr.
(2001) and Tarn et al. (2003) was not acknowledged in this study. The pure-
play problem resulting from the absence of physical experience before the
purchase resulting in higher returns is solved. The customers™ use any physical
store to get information and feel the product, thereafter goes online and orders
it at a lower price. E.g. a customer visit On off or Elgiganten to feel the product
and then orders it online from Digicom to a lower price. Furthermore by
providing accurate and more extensive information about the products,
customers feel more secure in their purchases.

Direct shipments from the manufacturer to the customer is not used in any of
the cases in this study, instead either warehouses (Siba), wholesalers (Digicom,
Netoutlet and Exlibris) or an e-fulfillment center (Adlibris) is employed. The
reason for using these intermediaries is to provide faster deliveries to the
customers”. The demand fluctuation created by the broad customer base is not
a problem as the demand has distinct seasons that can be predicted.
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7.2 What order-fulfillment strategies and models are used
for pure-plays?

The strategies and models used in the pure-plays in this study rely heavily on an
automated and integrated information flow through the whole EC order-
fulfillment process in two of three cases, in order to provide fast deliveries. In
the third case the information flow was manually managed to a higher degree
than in the two other cases, the reason is that the company is small and do not
have the same ability and need to automate and integrate the information flow.
The product flow is characterized as pull in all cases where the customer order
triggers most of the following actions, however small inventories were used as a
safety stock of high demand products. The competitive strategies are to offer low
prizes with fast deliveries and customized delivery options. In all cases the just-
in-time/build to order model can characterize the companies and in two cases
the extended enterprise model is also used. Thus these two models can best
describe the pure-plays in this study. Outsourcing is used at a higher degree in
one case, the reason is that the company has adopted e-commerce more recent
than in the two other cases. Only in one case vendor managed inventories (VMI)
Is used, in this case the company is owned and managed by Tarantech, a
logistics provider which relies heavily on deliveries and information sharing.
None of the innovative e-fulfillment strategies were used by the companies.
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7.3 What order-fulfillment strategies and models are used
for click-and-mortars?

The click-and-mortar cases in this study were very different from each other. In
one case (Siba) the information flow was managed manually, most of the EC
order-fulfillment process was kept in-house in order to utilize the knowledge
within the company and the warehouses. In this case Just-in-time is not used,
instead the products are pushed out to the department stores/warehouses. The
reason is that the competitive strategy is based on keeping large inventories
with state-of-the-art products. This company has not separated their online
strategies from the offline instead they have built their online strategy based on
the existing offline strategy, probably because of the large size of the company
thus making use of existing means in form of both knowledge and physical
assets, taking advantage of synergy effects this brings. The click-and-mortar
strategies and models presented in the framework like the in-store fulfillment
model/pick and ship from existing retail stores and click-to-bricks model can
describe this company.

In the other case (Exlibris) the information flow is highly automated and
integrated, more of the EC fulfillment process is outsourced, the just-in-time
strategy and model is used and the product is described as pull. The competitive
strategies are keeping low prices and offering fast deliveries. In this company
the offline strategy is completely differentiated from the online strategy in order
to compete on two different markets. The online competition consists of other
book e-tailers who rely heavily on a low price and fast delivery while the offline
competition consists of other book stores and nearby stores offering products in
the same price range, e.g. flower shops and gift shops. The pure-play strategies
and models in the framework like the extended enterprise model, JIT/build-to-
order model, drop-ship model, partner fulfillment model and the click-and-
mortar local fulfillment model (reverse logistics management) can describe this
company. In the JIT/build-to-order model small inventories are used to reduce
inventory carrying costs which promote a low online price. The drop-ship model
means that the company acts like a sales portal to the wholesaler Seelig. VMI is
not used in any of the two cases.

The reason for the difference between the two click-and-mortars is most likely
because the first case has integrated their offline and online commerce, while
the second case has completely separated the offline from the online commerce.
None of the innovative e-fulfillment strategies were used by the click-and-
mortars.
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7.4 Conclusion

In B2C, how can the logistic order-fulfillment systems of pure online
companies (pure-plays) be characterized compared to systems of
companies that started offline and adopted online activities later on
(click-and-mortars)? What differences exists and why?

The EC order-fulfillment processes in this study have strong resemblance to the
two order-fulfillment processes presented in the framework with some
differences. The following conclusions are true for all cases in this study.

e The transaction takes place in different stages depending on online or
offline payment methods.

e No production is managed in-house contradictive to the suggestion by
Turban et al. (2004) in the framework.

e All orders are received electronically through a personal login profile,
thus simplifying and cutting costs associated with administration.

e Offline payment is used by most customers as a critical mass has not
accepted online payment methods because of the risk of fraud.

e Customer response is managed through multiple channels like e-mail,
telephone and FAQs in order to close the geographical gap between the
customer and the company and offer the customer a feeling of security.

e Security is an important issue when offering credit card payment and the
problem yet to solve is to get the bank to use the same high security as
offered by companies (lack of interoperability and portability).

e Posten is foremost used to manage deliveries, the reason is that Posten
offers national covering on a daily basis and is easiest to influence
because of the close relations and the small size compared to e.g.
Schenker.

e The problem of delivering many small parcels to a widely disperse
customer base was not acknowledged in this study because Posten
delivers the parcels all over the nation along with its ordinary routes.

The pure-play problem of many returns because of the absence of physical
experience before the purchase was not recognized as customers often use
any physical store that has the product to feel it before ordering it online to a
lower price. Two pure-plays in this study were very similar to each other, the
third pure-play was more different from the other two depending on the
small size of the company. The pure-plays all used the just-in-time strategy
and model and in two cases the extended enterprise model could describe
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the company. The conclusion is that pure-play companies depend heavily on
automating and integrating the logistic order-fulfillment system in order to
offer fast deliveries. Another conclusion is that small inventories and
outsourcing is needed to keep low prices. Although no pure-play in this
study used direct shipments from the manufacturer, instead wholesalers
where used in two cases and an e-fulfillment center in one case in order to
offer fast deliveries. Direct shipments from the manufacturer could further
bring down the inventory holding costs and thus the price, but the delivery
time would suffer.

However the two click-and-mortars were quite different. One click-and-
mortar case was very similar to two of the pure-play cases, the reason for this
is that the online strategy is completely separated from the offline strategy
other than the possibility for customers to use the stores for returning
products ordered online. The motive for differentiating online and offline
strategies is to avoid cannibalization and adapt to the hard competition in
the e-commerce market on low prices and fast deliveries. In the click-and-
mortar case that was found to be different from all other cases, the online
strategy is based on the offline strategy. This probably is depending on the
large size of the company compared to the others and the decision to make
use of the extensive knowledge and physical assets that exist in-house. In
this case the warehouses are utilized to serve both online and offline
customers, as this results in a synergy effect. So the conclusion is that the
logistic order-fulfillment system is not depending on whether the company is
pure-play or click-and-mortar as much as on the strategies the company use
which depends on the size of the company and the market in which the
company competes in. The different products sold in the studied companies
influence the amount of information needed on the web page. E.g. the
bookstores does not need as much information on the webpage to make the
customers’ feel secure when buying the product. Other than that the result is
not believed to have been influenced by the different products as the pure-
plays were similar to each other in spite of this.

Physical stores were not used as pick-up points in e-commerce by click-and-
mortars as suggested in the framework, because of the risk of cannibalization
on the offline commerce. This will probably not hold for much longer as the
trend is that more and more pure-plays are becoming click-and-mortars and
keeping their lower Internet prizes. This confirms the conclusions made by
Reynolds (2001) in chapter 2.7.1 where he states that if pure-plays do not
implement some sort of local fulfillment model their businesses will
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deteriorate. Thus a conclusion is that actors that choose to separate their
pricing strategies for EC and traditional commerce will be forced to lower
their prizes to compete on the future marketplace. Why should customers
buy a product at a higher prize level when they can buy the same product
across the street for less money?

The innovative e-fulfillment strategies were not used by any of the
companies in this research. The reason probably is the flexibility in
deliveries that Posten offers. As the delivery speed is so crucial for customer
satisfaction, strategies like leveraged shipments and DVD can not be used.
Neither the dematerialization strategy is used by the studied companies as
this strategy fits tailored products, e.g. assembled computers. The
postponement strategy does not fit organizations that sells products directly
to customers without the use of warehouses, thus the only case in which this
strategy can be utilized is Siba. Still this strategy is not used by Siba as the
online strategy is based on their offline approach.

The only true difference found between the pure-plays and the click-and-
mortars in this study was the possibility to return unwanted products to the
retail stores. This is because of the big differences between the two click-and-
mortar cases and the difference between one pure-play and the two other
pure-plays, this result in a problem of categorizing them in the groups’ pure-
plays and click-and-mortars. Instead based on this study four groups can be
formed, the pure plays can be divided in two groups depending on the size of
the company; one group consisting of the small sized company and another
company consisting of the two medium sized companies. The two click-and-
mortars are divided in two groups; one group consisting of the company that
have separated their online and offline strategies. This group is more similar
to the group of medium sized pure-plays. The second click-and-mortar
group is different because of the integrated online and offline strategy and is
placed in a group of its own. Thus the conclusion made in this study can be
illustrated in figure 7.1.
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PURE-PLAYS

CLICK-AND-MORTARS

Small sized

Digicom

Information flow manually managed.
Product flow characterized as pull.
JIT approach.

Medium
sized

Netoutlet
Adlibris

Separated
strategies

Exlibris

Automated and integrated order-fulfillment
systems.

Automated information flow.

Extended enterprise model.

Product flow characterized as pull.

JIT approach.

Integrated
strategies

Siba

Information flow manually managed.

Most of the order-fulfillment process kept in-
house.

Product flow characterized as push.

Utilizes large warehouses.

In-store fulfillment model.

Pick and ship from existing retail stores.

Figure 7-1 Categorization of the studied cases.
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Chapter 8 - Implications

This chapter starts with presenting Theoretical implications followed by
Managerial implications to show what this study has contributed to. Finally
Recommendations for further research is presented.

8.1 Theoretical implications

Studies about the order-fulfillment process in Swedish companies are rare and
the theories presented and used throughout the thesis are often of American
origin. For example; none of the cases used any of the innovative e-fulfiliment
strategies. Also in Sweden, as the results showed, every single one of the studied
cases outsourced their transportations to the same company, Posten. This is not
the case in the American market where there are several logistic service
providers offering these kinds of services. The theories can with future research
be updated to fit the Swedish market even better. Thus the results of the study
should not be generalized and the reader should have in mind that it is not the
research task to find any generalizations at all.

8.2 Managerial implications

To conduct a successful business on the Internet, management should
understand how every step in the fulfillment process works. The study showed
that several cases use automated systems. This does not mean that the system
should entirely manage itself without managerial knowledge. Also to
continuously scan the EC environment for new technologies that can be
implemented and used in the order-fulfillment systems, should be a task for
management. What about using cellular phones to order products? How can
payments through cellular phones get higher revenue for the company? Are
there new and more reliable encryption methods for online paying? These are
just some of the questions that management should constantly ask themselves
as technological improvements see the light of day faster than ever before,
especially in such technological dependent marketplace as the EC.
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8.3 Recommendations for further research

During this study the authors found some areas for further research. As the time
were limited and the possibility for traveling did not exist these areas was not
studied in this master thesis. The recommended areas for further research are
listed below:

e B2B. How is the B2B logistics affected by the e-commerce? Does the
supplier have to change its operations when their customers’ has to
deliver many small parcels to a widely dispersed area? A deeper analysis
of the B2B area.

e Similar products. Only study companies in the same market. To
examine whether the product type had an effect on the result.

e Similar sizes of the companies. Only study companies with the same
size in order to exclude any possible effect of different company size.

e Companies in a different country. To study other how order-
fulfillment works in companies abroad and compare with the Swedish
companies.

e Concentrate on one area of order-fulfillment. Make a deeper
analyze of e.g. warehouse management, transport management or
reverse logistics in pure-plays or click-and-mortars, and if possible make
improvements.

e Study important factors for e-commerce. To conduct a study of
which factors are the most important in e-commerce in pure-plays and
click-and-mortars. And make a survey of many companies.
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Appendix | - Company presentations
AdLibris

History

In 1996 the founders of AdLibris started discussions about what kind of
products could be offered for sale on the Internet and considered books as a
potential candidate. They were fascinated in how to build a solution that used
Internet technology to create a well functioning process thereby creating higher
value added. The result was AdLibris, which is a pure-play company founded in
1997. Since the early beginning the company spirit has been to develop
functions such as, IT-systems, office-services and logistics, all by themselves.
Since the start the company has been growing at a high rate and in the early
years AdLibris doubled its turnover every year. Even today the company is still
growing, in 2005 the turnover increased with 60%. To handle the new levels all
processes and systems are rebuilt making them more and more effective.

Mission, vision and company goals

The company’s business concept is to sell books at a low price and to offer
excellent services such as good depth in the assortment and to be clear to the
customers. Other goals like fast delivery and also to make the buying process
easy to the customers are very important. Customers must be informed
continuously about the events in the process. This minimizes the need of
customer questions, thus making the buyer feel more comfortable when
purchasing products.

Segments

The segments consist of customers such as libraries, institutions, companies,
public and students. Still the focus is on larger companies and libraries as these
customers often buy a large quantity of books. The students segment was not
originally aimed at but in the last years AdLibris have become the biggest
supplier of course literature and today the company have a lot of special
offerings for students.

Company stats

The company’s annual turnover last year was around 280-290 millions SEK and
a profit of 16 millions SEK. There are 40 employees in the logistic centre in
Stockholm and Morgongava, on peak seasons, extra personal is hired to answer
the greater demand expected on those occasions.




Netoutlet/Tarantech

History and Background

Tarantech was founded in the year 1998 as a limited company, between 1996-
1998 it was a development project in another company called Gisys AB (founded
1990). The project ran in a mission idea that nobody knew exactly what would
happen to. But in 1998 it became a subsidiary company in a concern. In the year
2001 it became the business Tarantech with several owners. Tarantech together
with the control system Tarantech net deals with solutions of delivery and
installation processes to companies. The idea of Tarantech is to offer automated,
flexible and integrated solutions in order to make deliveries fast and
customized.

Company stats

Today the company has 25 owners and 5 of those are main owners. 40 million
SEK are invested in the company over 5 years and all investment is done by
private placements. Over the last three years the total turnover was 45 million
SEK. Tarantech has 8 employees, primary consisting of developers, 2 in
marketing/sales and one in customer service. On top of this, Tarantech owns a
sales portal called Netoutlet which acts in the consumer electronics market.
Netoutlet is like a shell where the customers can see the products offered, while
Tarantech and Tarantech.net takes over when an order is placed until the
product is delivered to the customers’ home.

Mission

Netoulet focus lies on security and to have good control over whole delivery
flow. Their aim is to give customers a secure purchasing experience, from the
ordering phase until delivery. The company’s business model gives an
opportunity to offer low prices, good depth in the assortment and fast deliveries
as orders are shipped directly from distributors.




Digicom

History and background

Digicom is a single pure-play company founded in 1998 which is privately
owned by 2 members of a family in Eksharad. At first it was a company that
designed web pages and had a web hotel. No physical activity existed, the
company had roughly 170 customers and a problem to survive. So in 1999
Digicom started with e-commerce, something that took over and led to the
winding-up of web pages and web hotel. Digicom is in the photo and consumer
electronics market.

Mission, vision and company goal

Digicom focuses on competence, flexibility, specialization and support. The goal
is to offer much lower prices than retail stores with equal support/service and
guaranties. The mission/vision is to give the customers as good prices, in the
market of photo and consumer electronics, as in the rest of the EU with as fast
deliveries as possible. Digicom hasn’t focused on a specific customer segment.
Furthermore the company invests only in well known trademarks and thinks
that logistics is an important part for success.

Company stats

Today Digicom only have 2 employees. The annual turnover in number of
orders are 3000-3500 and the profit when salaries are paid is about 800 000
swedish crones.




SIBA

History and Background

The family business Siba, classified as a click-and-mortar, is one of the leading
retailers in Scandinavia within the consumer electronics market. The company
was founded 1951 in Gothenburg. In the year 2005, 56 department stores were
included in the Siba group. The concern manages its main activity in the two
chain stores Siba and ComputerCity. Sales also occur through five Internet
stores and departments dealing with B2B sales located in Gothenburg,
Stockholm and Copenhagen. The Siba group is selling products in the areas of
radio, television, computer, telephone and white goods. The department stores
are Sibas most important communication channel to the customer. The Siba
group began with e-commerce in 1998. After that the Internet activities have
constantly developed. The Internet stores are growing in importance as sales
channels, at the same time as they support the activities in the department
stores, through presenting products and inform about current campaigns. The
websites support both B2C as well as B2B activities.

Mission, vision and company goal

Sibas vision/mission is to provide the markets demand of radio, television,
computer, telephone and white goods better than any other competitor. The
company hasn’t targeted a special segment, all customers are Sibas customers.
The goal is to offer the consumers the best combination of price and service with
the motto: Lower prices — Better service. Moreover competitive prices shall be
obtained through the constantly strive for high sales volumes, leading to low
purchasing prices. Always having the markets best prices demands constant
improvements and efficiencies to the sales flow, so unnecessary costs can be cut.
The goal is to offer each customer the best experience and function to the lowest
prices of the market. Better service will be maintained and strengthened
through constantly placing customer demand and request first. Siba will faster
than any other actor discover changes in customer request and adapt to it. The
goal is to establish a lasting value fellowship, where customer, business and
employees benefit from an exchange with each other. In that way the customers
will be convinced, one after another.

Company stats

Siba has 36 department stores in Sweden and 4 in Norway while ComputerCity
have 8 in Sweden, 6 in Denmark and 2 in Norway. The number of employees are
about 950 and the current turnover for 2003/2004 was 3 844 million SEK. Also
the value of the stock was 400 million SEK in 2004.




Exlibris

History

Exlibris is a private owned bookstore chain. It is classified as a click-and-mortar
as the company operates in both e-commerce and traditional commerce.
Exlibris was founded in 1989 and today the company has four physical
boutiques in the suburbs of Stockholm. The product line consists of primary
books but also paper goods and music products, still they have chosen to only
offer books in their Internet shop. They have been acting on the e-commerce
environment since May 2005. The last ten years the company has tripled their
sales.

Mission, vision and company goals

Exlibris mission is to sell experiences mainly through books to an affordable
price. The aim is to always offer prices lower than the competition, thus the
company puts a lot of efforts on their pricing strategy. The company also tries to
keep broad assortment attended by skilled and committed staff.

Segments

As the company has not been on the Internet for a long time, they have not
focused on a specific market segment. For now, the segment is private persons
that have reading in common as a hobby. Exlibris will concentrate on more
detailed segment group/groups in the future.

Company stats

The annual turnover is around 80 millions SEK, but it is difficult to see how
much of these the e-commerce division of the company stands for as they have
only been acting on the Internet since May 2005. Until today the company has
received around 20000 orders through their web shop. Exlibris has in present
35 employees.




Appendix Il - Interview questions in English

Company questions

In short, describe the history of the company
0 Which owner structure has the company got?
o0 Which year was the company started?
Which mission statement has the company got?
Which is the annual turnover?, in number of orders
How much was the profit of 2004?
How many employees has the company got?
Has the company focused on a specific customer segment?
Which strategy has the company got? E.g. low price strategy, high
thechnology products, the importance of the trademark, fast deliveries?

Payment methods and security

Which payment methods does the company offer its customers when
placing orders?

Which advantages and disadvantages does the company experience with
the payment methods used?

How does the company manage the security issue in e-commerce? How is
the customer assured a safe payment?

How do you think that Internet payment will develop in the future? Why?

Receiving the order and inventory

What is the first that happens when the order is received?

What happens if the current order is not in stock? Is this information
shared with the customer? E.g. if the product does not exist in stock but
exists at a supplier.

Which advantages and disadvantages does the company recognize with
inventory?

Does the company use safety stock? Why?
Are only high frequent products kept in stock? What happens with low
frequent products?

How long time does it take form order placement until the product is
delivered to customer, what delivery time to customer is desired?

How much is the inventory cost in a year? How many orders does the
company have in a year? How much is sold in a year?

How long is the average time a product is in stock?
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What does the company do to manage swings in demand? Is VMI used?

(vendor managed inventories)

Distribution, customer contact, returns and reclamations

Can the customer choose between different delivery options by request?
If yes, which?
How can the contact with customers during the delivery time, which
information can the customer get access to? E.g. package number, order
confirmation.
How does the company communicate with the customer? E.g. tailored
login profiles, FAQ:s, chat, e-mail and helpdesks where the customer can
call.
Which delivery options does the company offer its customers; where can
the customer receive the goods? Why does the company use these
options?

o Home?

o0 Pick-up point? (e.g. postal office)

o Distributions central?

0 Own stores? (click-and-mortars)

If the company use outsourcing, which parts of the logistics and
fulfilment system have been outsourced? Why has the company
outsourced these parts? Which effects have this resulted in?

Is the delivery cost the same and not depending on the size of the order?
Or are there different freight fees on different products and amount of
products? Why?

How does the company shorten lead times and delivery times to
customers?

Which is the most common reason for delayed deliveries to customers?
How long time is promised when a product is returned? When does the
customer receive a new or repaired product?

How are returns and reclamations handled? Who pays the freight fee
when the product is returned? Where are the returns delivered?

In e-commerce there is a problem of retuned products because the
customer can not feel the products before the purchase. What is done to
eliminate or minimize the problem?

How does the company solve the e-commerce problem of many deliveries
to a widely dispersed area? Are deliveries measured with DVD? (Delivery
Value Density, which is a method which means that the company holds
the delivery to a certain area until a quotient has been reached.)
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How do you think the customer expectations will change in the future
concerning delivery options and managing returns? Why?

Which parts of the logistics and fulfilment are most important for
customer satisfaction?

Which challenges have the company experienced with e-commerce? How
has the company managed these challenges?

Flow and planning

How is the flow described, pull or push? E.g. is the product pulled to the
customer when the order is placed, or does the company push out
products to foresee customer demand?

Does the company strive after a pull flow with tools as just-in-time
and/or kanban, or a push flow with economic order quantity (EOQ)
and/or materials resource planning (MRP)? Why?

How can the information flow be characterized? Is the information
shared with all actors in the supply chain? Which information is shared
between e.g. the company and suppliers?

In which extension does the company use ERP (enterprise resource
planning), how does the company use ERP?

How are forecasts made? Is a forecasting technique used or is forecasting
based on experience? Which problems have the company experienced
with forecasting? And how have these problems been solved?

Does the company use postponement; meaning that the company delays’
production or ordering of products until the company has received as
much information as possible from the customer.

Approximately much of the total cost of a product is delivery cost?
Inventory cost? Handling cost? Return cost?

Additional questions for click-and-mortars

Have the company different strategies for e-commerce and ordinary
commerce? Which? Why?

Which advantages have the company experienced with e-commerce
compared to traditional commerce? How has the order handling, stock
keeping and delivery to customers been affected?

Does the company use the same inventory for e-commerce and
traditional commerce, or are the inventories separated? Why?
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Appendix Il - Interview questions in Swedish

Foretagsfragor

Beskriv kortfattat foretagets historia
o Vilken agarstruktur har foretaget?
o Vilket ar startades foretaget?
Vad har foretaget for affarsidé?
Vilken ar den arliga omsattningen?, i antal ordar
Vilken var arets vinst for 2004?
Hur manga anstallda har foretaget?
Har ni fokuserat pa ett speciellt kundsegment?
Vilken strategi har foretaget? T.ex. erbjuds produkter med lagre priser an
konkurrenter, erbjuda dverlagsna produkter? Bygger pa varumaérkets
betydelse? Erbjuder snabba leveranser?

Betalmetoder & sdkerhet

Vilken/vilka betalmetoder erbjuder ni era kunder vid laggande av order?
Vilka fordelar samt nackdelar upplever ni med de betalmetoder som
anvands?

Hur hanterar ni sékerhetsfragan vid nathandel? Hur forsakras kunden
att betalningen sker pa ett sakert satt?

Hur tror du att betalning pa Internet kommer att se ut i framtiden?
Varfor?

Ordermottagande & lager

Vad ar det forsta som sker efter att ordern ar mottagen?

Vad hander om aktuell order inte finns i lager? Lamnas information om
detta ut till kund? Exempelvis om varan inte finns i eget lager men finns
hos leverantor.

Vilka fordelar resp. nackdelar ser ni med lager?

Anvander ni sédkerhetslager? Varfor?

Lagerfors endast vissa hogfrekventa varor? Hur ser det ut for
lagfrekventa varor?

Hur lang tid tar det fran ordern ar lagd till dess att produkten levereras
till kund, vilken leveranstid stravar ni att halla mot kund?

Hur stor &r lagerkostnaden pa ett ar? Hur manga order har foretaget pa
ett ar? Hur stor ar forsaljningen Gver ett ar?

Hur lang ar den genomsnittliga tiden som en produkt ligger i lager?




Vad gor foretaget for att forebygga svangningar i efterfragan? Anvands
VMI? (vendor managed inventories)

Distribution, kundkontakt, returer & reklamationer

Finns det olika leveranssatt beroende pa kundens énskemal? Om ja,
vilka?
Hur ser kontakten med kunden ut under leveranstiden, vilken
information far kunden tillgang till? Exempelvis kollinr, orderbekréaftelse.
Hur kommunicerar ni med kunden? Exempelvis skraddarsydda
inloggningsprofiler, FAQ:s, chat, e-mail och helpdesks dit kunden kan
ringa.
Vilka leveransalternativ erbjuder ni era kunder, d.v.s. var kan kunden
erhalla sina varor? Varfor anvander ni dessa alternativ?

o Hem?

0 Postkontor el. dylikt (pick-up point)?

o Distributions central?

o Egna butiker? (click-and-mortars)
Om ni anvander outsourcing, vilka delar av ert logistiksystem och
fulfillmentsystem har outsoursas? Varfor har ni outsoursat de delarna?
Hur har det fungerat?
Ar leveranskostnaden densamma oberoende av storleken pa ordern?
Eller finns det olika fraktklasser pa produkterna? Varfér?
Hur arbetar foretaget for att korta ledtider och leveranstider till kund?
Vilken ar den vanligaste orsaken till forsenade leveranser till kund?
Hur lang tid utlovas vid retur av en produkt? Nar kan kunden réakna med
att fa en fungerande produkt tillbaka?
Hur behandlas returer och reklamationer? Vem star for fraktkostnaden
vid returer? Var levereras returer?
Inom e-handel finns ett problem dar produkter returneras p.g.a. kunder
inte kan ta pa produkten innan produkten erhalles. Vad gors for att
eliminera eller minimera det problemet?
Hur l6ser foretaget problemet med manga sma leveranser till ett stort
omrade? Vantar foretaget med att leverera tills det finns ett visst antal
kunder inom ett omrade? Méts leveranser med DVD? (Delivery Value
Density &r en matmetod som gar ut pa att foretaget vantar med att
leverera till ett visst omrade till en viss kvot uppnatts)
Hur tror du att kundens forvantningar kommer att férandras i framtiden,
gallande leveranssatt och behandlingen av returer? Varfor?
Vilka delar av er logistik och fulfillment anser ni som viktigast
betraffande kund tillfredstallelse?




Vilka utmaningar har foretaget upplevt med e-handel? Hur har foretaget
hanterat dessa utmaningar?

Flode & planering

Hur beskrivs flodet, dragande eller tryckande? D.v.s. dras produkten till
kunden, i och med orderlaggning, eller trycker foretaget ut produkter for
att forutse kundens efterfragan?

Arbetar ni mot ett dragande flode med Just-in-time och/eller kanban,
eller tryckande flode med ekonomisk order kvantitet (EOQ) och/eller
nettobehovsplanering (MRP)? Varfor?

Hur ser informationsflodet ut? Delas information mellan alla aktérer i
varde kedjan? Vilken information delas mellan t.ex. féretag och
leverantor?

I vilken utstrackning anvander foretaget ERP (affarssystem), hur
anvander ni er av ERP?

Hur gor ni prognoser? Anvands ett prognosverktyg eller baseras
prognoser utifran planerarens egna erfarenheter? Vilka svarigheter finns
i arbetet med prognoser? Och hur har ni l6st dessa?

Arbetar man efter s.k. Postponement teori. d.v.s. att foretaget foérséker
fordroja produktion eller bestéllning av produkter till foretaget har sa
mycket information som mojligt fran kunden.

Hur stor del (ungefarlig) av totalkostnaden for en produkt ar
leveranskostnad? Lagerkostnad? Hanteringskostnad? Returkostnad?

Tillaggsfragor till click-and-mortars

Har foretaget olika strategier for e-handel och vanlig handel?
Vilken/Vilka? Varfor?

Vilka fordelar har foretaget haft med e-handel jamfort med vanlig
handel? Hur har orderhanteringen, lagerforing och leveranser till kund
paverkats?

Anvander ni samma lager for bade e-handel och vanlig handel, eller ar
lagren uppdelade? Varfér ar de uppdelade eller ej uppdelade?
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