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Today’s remanufacturing companies are deeply dependant on empties
collection, yet few aftermarket firms see managing empties as a core
competency—more of a necessary evil to keep production flowing and to
manage successful customer relationships. Although empties collection is
critical to a successful operation, most companies agree that it is not a
distinguishing element of their value chain.

Over time, empties collection has become increasingly complex for
remanufacturers to efficiently manage. Until 1992, most remanufacturers
carried a narrow product line comprised of only a few cartridges—primarily
the HP 92295A and 92298A. By contrast, today’s remanufacturer must
manage a product line of more than 300 toner cartridge models and 125
inkjet cartridge models. In addition, the speed at which new models are
being released is accelerating compared to years past.

As Figure 1 below illustrates, the OEMs are shortening the time between new
product releases in an effort to create a more complex business environment
for remanufacturers. As a result, empty core values have become more
volatile, and all too often remanufacturers are experiencing empty core
devaluations that eventually lead to inventory write off’s; our bet is that every
large scale remanufacturer has an overstock of overvalued empties.

Figure 1: Shorter Product LifeCycles 1998-2005

North American Toner Cartridge Shipments for
Selected HP Laser Printer Models, 1998-2005
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As the number of SKU’s continues to mushroom, forward-thinking
remanufacturers are seeking solutions to meet their production needs while
minimizing inventory levels of non-valuable or unnecessary cartridges.

Because remanufacturers consider empties management to be a “non-core”
and non-differentiating activity, some companies are choosing to outsource
their empties management processes. For example, several large-scale
remanufacturing companies now rely on vendors to collect, inspect, sort, and
store their empty cartridges, buying only those cartridges required for
production demand.

The trend to outsource non-core activities is commonplace within other
industries. In fact, it's not unusual to see an outsourcing vendor sign a ten-
year contract for millions of dollars. Because outsourcing allows for
specialization, companies benefit from these contracts by freeing up capital
and reducing costs.

Within the aftermarket, remanufacturers are investing significant time and
capital to manage empty core logistics which include: purchasing (customer
service function), inbound shipping/receiving, inspection, stocking,
(operational function) and payment (accounting/ finance function). In most
cases, remanufacturing companies will employ a team of employees to
service and manage empties collection programs. In truth, even the largest
remanufacturer’s lack the scale required to operate at the “efficient frontier”
of empties management. By contrast, large-scale empties firms are keyed to
the capital intensity and logistics requirements necessary to effectively
manage collections in an efficient manner.

Indeed, outsourcing partners can boost efficiencies and exploit superior
capabilities at a lower cost compared to a remanufacturer whose main
business is producing finished product. At the same time, empties
management outsourcing is not straight-forward and clean cut. Deciding
what to outsource, and to who will, in large part, determine your level of
success.



OUTSOURCING AND COMPETITVENESS

If outsourcing is to improve a remanufacturer’s competitiveness, then
outsourcing choices must connect deeply to that company’s strategy. Since
strategy is about differentiation and picking a competitive position within the
marketplace that adds value to customers, the only way to determine the
effectiveness of an outsourcing decision is to relate it to what makes a
company better than its competitors.

Figure 2 below illustrates a company’s value chain. By looking at all of the
activities that a company performs in order to make and distribute its
products, it can selectively focus on driving improvements and optimizing the
areas that add value to the customer and differentiate itself from competitors.
By focusing on the elements of its value chain a company can drive
improvements in areas that will differentiate itself in the marketplace.

Figure 2: Value Chain and Basis of Competition
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Figure 3: Remanufacturer Value Chain and Competitive Positioning
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What's interesting about a company’s basis of competition is that it often
changes over time. As Figure 3 illustrates that the toner cartridge
remanufacturing industry has shifted away from product functionality as a
basis of competition toward a convenience oriented marketplace.

From the late 1980’s to late 1990’s the basis of competition within the toner
cartridge remanufacturing industry surrounded product functionality. During
this time, as a result of so called ‘drill and fill' companies, the performance of
remanufactured toner cartridges was simply not good enough. As a result,
firms competed on the basis of quality and differentiated their companies and
products based on quality and product performance.

By contrast, today’s biggest revenue drivers are 1) brand/safety; 2) ease-of-
use/convenience; and 3) One-stop shop (broad product line). Today’s
customer has come to expect a good quality remanufactured toner cartridge
and therefore reliable performance is no longer a differentiator—it’s a
minimum expectation. Companies are now competing based on such
attributes as how easy it is to do business together and the level of in-stock
availability.

This transition away from functionality as a basis of competition towards
convenience as the basis for competition is typical for a maturing industry,
and we saw the same trend in the computer hardware industry in the 1980’s.
During the 1960’s and 1970’s mainframe computers were not powerful or fast
enough to satisfy most customer needs. During this time, IBM dominated the
worldwide landscape and the basis of competition was pure product
functionality.

While IBM continued to focus on product functionality, companies such as
Compaq and later Dell changed its models to outsource areas of the business
that didn't differentiate in the marketplace. Compagq, for example focused on
the assembly of the computers and left the ‘brains’ of the system to Intel and
Microsoft. Dell also differentiated itself by focusing on the assembly,
marketing, sales, and distribution aspects of its business in order to deliver a
customized product. IBM ultimately lost its market share to Dell and Compaq
(later purchased by HP) because IBM made mainframes that performed better
than the customer was willing to pay for.

Shifting back to the printer cartridge aftermarket, the industry has matured to
a level that the vast majority of toner cartridge remanufacturers produce a
good quality product. As a result of strong competition companies are forced
to differentiate based on service and convenience attributes such as
worldwide distribution locations, same day shipping, customized private
labeling, and reporting capabilities.

Because it is difficult for even the largest companies to do everything well,
successful companies focus their efforts and resources toward the area that



will differentiate themselves in the customers eyes. The promise of
outsourcing is that a company can become more competitive and profitable
by narrowing its operation. The question becomes what to outsource and to
whom.

OUTSOURCING: WHAT AND TO WHOM

What to Outsource

Outsourcing strategies enhance the value chain by removing functions that
don’t add value to customers or drive revenue. For example, many
remanufacturer’s selling direct to the end-user have outsourced their toner
cartridge production to allow for a heightened focus on sales and marketing
activities. Similarly, successful large-scale production remanufacturers will
consider the benefits of outsourcing functional attributes that don't affect the
product quality. For example, we believe that empty cartridge processing—
the in-bound receipt, inspection, and storage of empty cores—does not add
value to customers or drive revenue and is therefore a good outsourcing
consideration.

Deciding what activities to outsource is the most critical question for a
company to consider. Done correctly, outsourcing creates a significant
competitive advantage... done incorrectly outsourcing can thwart your best
efforts to succeed.

To select a good outsourcing process a company must first identify what is
driving the basis of competition within an industry; those attributes that are
not the basis of competition are potentially good outsourcing considerations.

Consider a major remanufacturer—call it ABC Inc. that sells through channels
of distribution to contract stationers, dealers, and other resellers. ABC's
empty cartridge collection activities have little to do with its competitive
position, and so the company outsourced its empty cartridge programs to a
qualified broker that handles, inspects, and stores ABC’s raw materials. ABC
retains control of its products and elects to receive only those empties that it
requires for its production. ABC easily sells off its excess empties without
having to receive and handling the product. As a result of outsourcing, ABC
has increased profitability, closed down two off-site storage locations, and
improved overall efficiencies. By keeping control of these areas ABC can now
focus on improvements that customers are willing to pay more for and
differentiate based on these attributes.



Although ABC'’s outsourcing decision with empty cores is justified, it is
imperative that companies keep certain elements of their value chain in-
house. For example, because customer convenience is the basis of
competition in today’s market it might not be a good idea for ABC to
outsource its distribution arm or customer service functions.

Who to Outsource To

Once a company has determined which processes and activities are good
outsourcing candidates, determining who its outsource partner should be is
the next step. Just as a company must analyze its own value chain and
configure according to the market drivers, a company must also analyze the
value chain of a vendor-partner to determine the best business fit.

Because no vendor is a perfect fit in all situations, a company must perform
its due diligence to determine that it has selected a vendor that offers all the
complimentary value chain elements required. Equally as important the
outsource vendor must be flexible to respond to the company’s needs as they
change over time.

CONCLUSION

At the onset of this paper we stated that a company’s success is determined
in large part by its decision of what processes to outsource and who to
outsource to. By studying the value chain and relating the industry’s basis of
competition we can determine the appropriate areas and processes to
outsource, thereby optimize the value chain.

Within the maturing printer cartridge aftermarket the basis of competition has
shifted away from functionality toward convenience, and today’s
remanufacturer’s are competing based on ease-of-use, levels of service, and
support. In order to succeed in this changing marketplace many companies
are considering outsourcing operational functions that do not add value in the
customer’s eyes.

Who you select to be your outsourcing partner will determine your level of
success, and vendor partners should offer a complimentary value chain to
optimize the strategic ‘fit’ between the two companies.

We at Greentec believe that outsourcing empty cartridge management makes
business sense and will lead to every company’s ultimate goal: increased
profitability.
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