ABC, Inc. Storage Options
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Organization

Student Run
 250 to 300 students
per-year
 Students are peerselected
 Rigorous screening
and selection process
 The University’s top
talent



Project Based
 70+ projects last year
 Over 1,000 projects since
1992
 12-14 week semesterlong engagements
 650 – 800 student work
hours



Company Focused
 Over 500 clients since
1996 including:



University Sponsored
 Operates under the College
of Business

 Fortune 500
Multinationals

 Access to the research and
expertise of U of I

 Government Agencies

 Professional guidance and
oversight

 Non-Profit
Organizations
 Start-ups

 Client owns all intellectual
property & deliverables
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IBC Team Introductions
Name

Title

Background

Senior Manager
Project Manager
Consultant

Consultant
Consultant
Consultant
Consultant
Consultant
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Storage Options
• ABC works directly
New
with a contractor
Facility: • Facility would be
built in parking
Onsite
area
• Purchase existing
New
warehouse
Facility: • Retrofit with
refrigeration
Retrofit
equipment

Third
party

• DEF Storage
Solutions
• STOR, Inc.

• Use DEF and
onsite storage
Do
Nothing • Keep trailers
onsite for storage
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Current State
Cold Storage
Rental Costs

Transportation
Costs
Liabilities:

Trailer Rental
Costs

Trailer Fuel
Costs

• Product in trailer
• About $2 million

Current
cost of
storage

Intangibles:
• Traceability
• Organization
• Convenience

Many components contribute to the cost of storage, which can be
reduced with a different storage option and change of flow
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Base Case
20% Increase in Client A, 3% Increase for AOG
Tonage

Pallets/Week

350,000,000

3,500

300,000,000

3,000

250,000,000

2,500

200,000,000

2,000

150,000,000

1,500

100,000,000

1,000

50,000,000

PALLETS/WEEK

VOLUME

Year

Volume (lbs)

Pallets/Week

2014

124,750,000

1,357

2015

143,656,500

1,545

2016

166,162,995

1,767

2017

192,984,045

2,031

2018

224,976,958

2,345

2019

263,170,337

2,720

2020

308,798,332

3,166

500

-

2014

2015

2016

2017

2018

2019

2020

YEAR

ABC will increase its production by 247.5% and its Pallets/Week by 233.3%
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Current State Cost
Cost by year of current state:
Cost for Continuation of Current State
$5,000,000

$4,500,000
$4,000,000
$3,500,000
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$0
2014

2015

2016

2017

2018

2019

2020

2014

2015

2016

2017

2018

2019

2020

$1,973,831

$2,246,347

$2,569,699

$2,953,943

$3,411,145

$3,955,781

$4,605,216

Total Cost from ‘14 - ‘20: $ 21,715,963
7

Build a New Facility Onsite
Pros:
• Decreased trailer (fuel and rental) costs, cold storage costs,
and transportation costs (between third party and ABC)
• Maximize productivity (DEFst shipping and receiving)
• Convenience

Cons:
• Cost of liabilities and labor
• Need efficient scheduling system and high technology
support
• Significant investment of time and financial resources
Although it is productive and convenient to have Facility on site, it
requires a significant investment
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New Facility Construction Cost
Cost estimate with union labor
35,000 Sq. Ft.

Cost per Sq. Ft

Cost

Building (e.g. materials)

$78.38

$2,743,300

Contractor Fees

$19.60

$686,000

Architectural Fees

$6.86

$240,100

Misc. Costs

$7.00

$245,000

Base Building Cost in 2015
(Adj. with 3% Inflation)

$122.20

$4,277,000

Systems Installation Cost

$100.00

$3,500,000

Total Building Cost

$222.20

$7,777,000

This represents the base cost of building a 35,000 square foot Facility with the
standard systems necessary for ABC requirements
Source: Reed Construction Data
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Cost of Building Onsite
Total Cost

2015

2016

2017

2018

2019

2020

Business as Usual

$2,246,347

$2,569,699

$2,953,943

$3,411,146

$3,955,781

$4,605,216

Construction Costs
(Annualized)

$388,850

$400,516

$412,531

$424,906

$437,654

$450,783

O&M costs

$0

$0

$1,230,298

$1420,720

$1,647,557

$1,918,043

Total Gain

($388,850)

($400,516)

$1,311,114

$1,565,520

$1,870,570

$2,236,290

Assumptions
•

2 years until the new building is operational

•

Start construction in 2015

•

Construction costs are annualized over 20 years, and an inflation rate of 3% has been applied

Result
Building a new Facility will deliver an ROI of 123.44% in the first five years. It is important to note
that such a Facility is designed to have a life-span of about 25-30 years
Considering the extended usage period, constructing a new Facility onsite has massive financial
upside for ABC in the medium to long term
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Break-even Analysis
New Facility: Break-even Analysis
$10,000,000
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Construction Cost

2018
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2020

OMT Gains

Actual Returns:
•

Industry trends suggest that a debt to equity ratio of 3:1 is the most common for new construction projects

•

Considering record low interest rates, this financing seems to be the best long-term, tax-friendly option

•

Based on this, ABC will have to invest around $2 million up front to finance the new building

•

Considering 8% interest rates and a repayment period of 6 years, ABC will be cash-flow negative for the
first 2 years, but OMT gains from 2017 onwards (when the building replaces their current system) will more
than offset interest + repayment obligations

•

ABC will be able to cover these payments even if their Client A growth rate drops to 10% after 2017

•

After 2020, when the loan has been fully repaid, ABC will continue to reap the benefits of the new building

Retrofitting New Facility Offsite
Pros:
• Decreased trailer (fuel and rental) costs and cold storage
costs
• Multiple options available near ABC
• Consolidated storage

Cons:
• Cost of liabilities and labor
• Need efficient scheduling system and technological support
• Significant investment of time and financial resources
• Location planning and government regulations
The main difference between Facility offsite and onsite is
the transportation cost
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Retrofitting: Available Option
Trilla:
•

62,000 sq. ft. of industrial space available for sale

•

Site is only 2.5 miles from ABC

•

24ft. Ceiling height allows for stacking 4 pallets

•

Earlier listed for sale at $1.999 million, price
dropped to $1.799 million. Potential room for

further negotiation
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Cost of Retrofitting a New Facility
Total Cost

2015

2016

2017

2018

2019

2020

Business as Usual

$2,246,347

$2,569,699

$2,953,943

$3,411,146

$3,955,781

$4,605,216

Annual OMT costs

$0

$0

$1,614,154

$1,863,988

$2,161,599

$2,516,477

Purchasing/Retrofitting
(Annualized over 20 years)

$264,950

$272,899

$281,085

$289,518

$298,204

$307,150

Gain

($264,950)

($272,899)

$1,058,704

$1,257,640

$1,495,978

$1,781,589

Assumptions
•

2 year timeline to retrofit building

•

Start retrofitting in 2015

•

Retrofit only 35,000 sq. ft. of the property

Result
The initial capital cost will be $5,299,000
Retrofitting a new Facility will deliver an IRR of 102% over the first five years
This is clearly a massive advantage for ABC, which will be able to improve its bottom line without a
material impact on their other costs
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Move Everything to Third Party Storage
Pros:
• More space for
processing
• Decrease in operational
costs: cost of onsite cold
storage and liabilities
• All options are cheaper
than “business as usual”
• Lower rate for cold
storage at third party

Cons:
• Increased
transportation costs
• Less control
• Contracts (1 year)
• Reliant on a third party
for excellent customer
service

Third party storage options reduce risk, liability, and cost
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Third Party Storage Solutions
Projected Total Costs of All Options: 2014-2020
$25,000,000

$20,000,000

$15,000,000

$10,000,000

$5,000,000

$Business as
Usual

Rent
FA (7 Day)
Rent
DEF

Rent
Rent FA
DEF(15
15 Day)
day

Pallet Lease
(FA)
DEF

RentBerkshire
STOR
STOR
OSI Lease and Rent
Rent Berkshire
Hire Employee
(7 Day)
(15 Day)
(FA)
DEF

Most Expensive: Business as Usual ~$21.7m
2nd Most Expensive: Rent DEF (15 Day) ~$18m
Cheapest: Pallet Lease STOR, Inc.~$13.4m

Pallet Lease
(Berkshire)
STOR
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Cold Storage Solutions
Total Cost

Total Savings

Business as Usual

$21,715,963

Rent DEF (7 Day)

$16,453,002

$5,262,961

Rent DEF (15 Day)

$18,052,447

$3,663,516

Pallet Lease (DEF)
ABC Lease and Hire
Employee (DEF)

$15,407,211

$6,308,752

$14,842,546

$6,873,417

Rent STOR, Inc. (7 Day)

$13,539,940

$8,176,024

Rent STOR, Inc. (15 Day)

$15,857,263

$5,858,701

Pallet Lease (STOR, Inc.)

$13,396,578

$8,319,385

ABC could save up to ~$8.3m by moving all product to a third party storage
facility
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Third Party Storage Solutions – DEF
•

Lease w/ ABC control is cheapest option
• Handling and storage fees are more per pallet than renting equipment and hiring employees

•

Pros
• Reliable partner, strong history with ABC, willing to negotiate
• Lease rate per pallet location price of $9.50 is competitive compared to STOR, Inc. price of $10
• A+ rating from BBB

•

Cons
• Expensive Transportation ($165 per load) and 7 Day Storage ($3.50/pallet) rates
• 3.5 miles away

2014 Projected Costs and Savings - DEF
$1,800,000.00
$1,600,000.00
$1,400,000.00
$1,200,000.00
$1,000,000.00
$800,000.00
$600,000.00
$400,000.00
$200,000.00
$-

Costs
Savings

RentRent
DEF

FA (7 Day)

Rent FA (15 Day)

Pallet Lease (FA)
DEF

OSI Lease
ABC

and Hire
DEF
Employee (FA)
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Third Party Storage Solutions – STOR, Inc.
• Pallet Lease is cheapest option
• Pros
• STOR, Inc. is 0.8 miles away from ABC
• $100 per load for transportation
• Cons
• Customer service related issues
• Long waiting times and missed appointments
• Facility is small
• No history of a very strong partnership w/ABC
2014 Projected Costs and Savings - STOR, Inc.
$1,800,000
$1,600,000
$1,400,000
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000
$-

Costs
Savings

STOR
Rent Berkshire
(7 Day)

STOR
Rent Berkshire
(15 Day)

Pallet Lease (Berkshire)
STOR

19

Third Party Benefits
ABC should move all of their finished product to DEF, using a pallet lease
contract, and allowing them to handle the business
Advantages of DEF handling the business
•
•
•
•
•
•

Savings of ~$569K in 2014
Outsourcing to reliable partner with reputable customer service
Eliminates hassle of appointment scheduling and an overcrowded dock
Real time inventory, receipt and order tracking
Potential to reduce ABC headcount (security, docking)
DEF has USDA, FDA, and USDC inspection areas

Advantages over hiring more ABC employees and leasing equipment
• Less labor and union fees
• Do not need to estimate machinery and equipment needs
• Less risk involved with forecast error
• Lease of equipment and employee contracts can’t be terminated easily
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Growth Scenarios
It is very difficult to predict 6 years into the future, especially for an industry that is so heavily
dependent on consumer preferences. Hence, we have created several different growth scenarios:

Client A

Everything else

Pallets/Week

3% throughout

3% throughout

1621

15% til 2015, then 10% in 2016, then 5% til 2020

3% til 2016, then 5%

1964

15% til 2016, then 5%

3% throughout

1977

20% til 2017, then 10%

3% throughout

2575

20% throughout

5% throughout

3239

20% til 2017, then 25%

10% throughout

3788
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Storage Options
$5,000,000.00
$4,500,000.00
$4,000,000.00
$3,500,000.00
Business as Usual
$3,000,000.00
$2,500,000.00

ABC
OSI Lease and Handle

$2,000,000.00
Purchasing/Retrofitting

$1,500,000.00
$1,000,000.00

Construction Costs

$500,000.00
$2014

2015

2016

2017

2018

2019

2020

Depending on ABC’s risk appetite and financial position, they should consider one of
two options:
• Lease a third party warehouse and manage it themselves
• Construct a new 35,000 sq. ft. building onsite
Other options, while viable on their own, do not provide as large of cost savings and
stability as the aforementioned alternatives
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Recommendation
Forecast

Build
New
Facility

•

Third
Party
Storage

•

•

•

Costs

Risk

Control

Strong belief in
•
forecast
Client A would increase •
from 50% of total
production to 85% by
2020

Higher capital
cost
Potential for
lower total
when costs are
annualized

•

Higher
liability that
is contingent
on forecast

•

High control
with 1-on-1
interactions
with clients

•

Immediate cost
savings
Initial savings
on annual costs

•

Averse; less
risk due to
flexibility

•

Low control
and oversight
over product

Pay for storage needed
at that time
Modify storage space
at ABC’s discretion

•

Recommendation
•

After analyzing all of the costs for the four options presented, we have finalized building
a new Facility and third party leasing as the most beneficial options for ABC Group

•

Contingent on factors including forecasting, costs, risks, and control

•

ABC, Inc. should analyze what they value the most as there are pros and cons to the

two final options
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Appendix
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Cost of Retrofitting a New Facility
Total Cost

2015

2016

2017

2018

2019

2020

Business as Usual

$2,246,347

$2,569,699

$2,953,943

$3,411,146

$3,955,781

$4,605,216

Annual OMT costs

$0

$0

$1,614,154

$1,863,988

$2,161,599

$2,516,477

Purchasing/Retrofitting
(Annualized over 20 years)

$399,950

$411,949

$424,307

$437,036

$450,147

$463,652

Gain

($399,950)

($411,949)

$915,482

$1,110,122

$1,344,035

$1,625,087

Assumptions
•

2 year timeline to construct building

•

Start retrofitting in 2015

•

Retrofit the entire 62,000 sq. ft. property

Result
The initial capital cost will be $7,999,000
Retrofitting a new Facility will deliver an IRR of 86.1% over the first five years
This is clearly a massive advantage for ABC, which will be able to improve its bottom line without a
material impact on their other costs
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System Installation Costs
Benefits

Costs

 Approximately $75-100 per square foot
– This is the base cost which includes a new
refrigeration system and compliance with safety
regulations

 Add-Ons
– The newly retrofitted building has several options

 New storage space that meets requirements for
the growing demands of customers
– ABC will have a storage Facility that meets their
needs

 Optimization of space
– Potential implementation of an ASRS solution will

for storage such as an ASRS solution adding

be maximize space in the storage Facility while

roughly $7.5 million for 10,000 pallet spaces

reducing the need for labor as it is 100%

 Green Technologies
– Green technologies such as solar panels can off
set the cost of energy associated with

refrigeration costs

automated

 Public Relations Boost
– ABC can stay ahead of their competitors through
the use of green technologies in the storage
Facility while saving money

The cost to install standard systems in an existing or new building have a base price of $75-100.
Several add-ons can be installed that raise the upfront capital cost but have long-term benefits
Source: Hawks Distribution Services
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How to Approach the Partnership
Lease Space at DEF and allow them to handle the business
•

Negotiate all fees
• Seek up front volume discount based on expected growth
• Transportation fee should be negotiated down from $165 per load, use STOR, Inc.
cost of $100 per load for leverage
• Successful negotiation of transportation costs down to $150 per load and Handling
to $9.75 would save ABC ~$62K in 2014

•

Request a one year contract
• ABC’s business grows with Client A, so this risk should be hedged with shorter
contracts

•

Frequent discussions with ABC
• Weekly calls to address issues and concerns

•

Client Survey
• Ask clients to rate customer service
– Timeliness
– Efficiency
– Friendliness
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