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BIG BANG

By Tom Andel, Editor-in-Chief

AmerisourceBergen’s

6 DCs, 3 years

The desire for double-digit growth motivated the merger of these two

pharmaceutical wholesalers. All they needed was a new distribution network—

n 25 years, pharmaceutical distribution has evolved from an envi-
ronment of overcapacity to one dominated by three large dis-
tributors: Cardinal, McKesson and AmerisourceBergen (ABC).
AmerisourceBergen’s evolution has been as tumultuous as the

industry it serves.

When two of the largest drug whole-
salers in the nation (AmeriSource
Health and Bergen Brunswig) merged in
2001, the result was a $36 billion giant
in pharmaceutical wholesaling. Today,
AmerisourceBergen Corp.’s revenues top
$64 billion. It is one of the largest pur-
chasers of generic drugs in the United
States and supplies nearly 10,000 chain
and independent pharmacies as well as
thousands of hospitals, nursing homes
and mail-order pharmacies.

At the merger, the two companies
shared a network of 52 DCs, all run
on variations of two different legacy
host systems. This clash of commu-
nications and cultures wouldnt take
AmerisourceBergen where they wanted
to be by 2006: processing higher vol-
umes, with improved productivity, order
fill and inventory accuracy. That's why a
dedicated integration team, led by Terry
Haas who is now ABC’s executive vice
president and chief integration officer,
was formed.

After the merger and the carefully
planned construction of six greenfield
facilities, labor has been reduced 21%
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while revenues have increased 38% for
the wholesaler.

Identifying the goals
The team spent more than six months
developing the structure for a new net-
work. They reviewed DC locations, cus-
tomer and supplier locations, capacity
at each division, fixed and variable costs
for each division, required customer
delivery times, item-level demand and
market growth projections. They knew
the following things needed to happen
during the aftermath of the merger:
1. Customers received consistent service
as if things were business-as-usual
2. Bad costs like fixed-cost duplication
had to be driven out of the new entity’s
P&L
3. Best practices had to be implemented
across the entire network
4. The company had to migrate from two
legacy host systems down to one supply
chain management system
5. Enough warehouse capacity had to be
left to grow the business significantly over
the next 10 years

These goals would be hard enough
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and fast.

to meet while joining two similar
organizations, but these two compa-
nies were different geographically and
culturally. The transaction involved a
West Coast company being acquired
by an East Coast one. AmeriSource,
the smaller organization, was more
decentralized and scrappy, while
Bergen Brunswig was more mature and
centralized, and had more overhead.
Post-merger, ABC'’s 52 DCs were about
double what was needed. Many of these
used manual, paper-intensive ware-
house processes. To be lean, smart and
efficient, ABC would have to trim its
52 legacy facilities down to 30 or fewer,
build six high-velocity DCs to support
market growth, and connect the entire
chain with strong information links.

The network plan

Planning and developing those six high-
velocity DC’s was the challenge. The
first step was to identify their physical
locations. The company did a network
study, but it also identified a center of
excellence among the existing facilities
that would provide the model for labor
productivity. (The facility, located in
Paducah, Ky., was covered in Modern in

Terry Haas, AmerisourceBergen'’s

executive vice president and chief
integration officer.
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More than four miles of conveyor and
sortation route product through the DC.

October 1995.)

In addition, ABC leveraged Bergen’s
experience with A-frames and automa-
tion. The facility combined a warehouse
management system (WMS) with engi-
neered standards and performance
incentives. That combination provided a
strong base upon which a logical materi-
als handling strategy could be built.

The capacity designed into each
DC was just one component of a holis-
tic network project. In addition to the
efficient use of technology inside each
DC, the team established a set of “pay
for performance” labor optimization
standards, by which workers earned
additional compensation for exceeding
the engineered standards.

In addition to DC optimization, effi-
cient transportation was critical. The
team wanted to ensure the DCs were
sited to serve their markets most effi-
ciently. The six greenfields would have
to serve customers as far as 400 miles
away on a next-day basis, without relying
on expedited transportation providers.

Targeting technologies
A WMS that validates processes
through bar code radio frequency (RF)

scanning, eliminated paper-based batch
processing. The system time-stamps
operator activities and ensures accu-
rate inventory by location through real-
time cycle counting. Rules-based and
configurable, it accommodated unique
information handling requirements at
each site as they went online.

As for materials handling, the team
evaluated more than 100 potential
technologies based on cost, accuracy,
productivity, throughput capacity, and
flexibility to determine the combina-
tion of solutions. A simulation of the
initial concept identified bottlenecks
and whether there was too much or not
enough accumulation buffer in certain

System suppliers

WMS: Manhattan, 770-955-7070,
www.manh.com

CONSULTANTS: Sedlak Management,
216-206-4700, www.jasedlak.com
CONVEYORS AND SORTATION SYSTEMS:
Dematic, 877-725-7500, www.dematic.us
A-FRAME PICKING SYSTEM: Knapp,

+43 316 495-0, www.knapp.com
RACKING: Interlake, 630-245-8906,
www.interlake.com

LIFT TRUCKS: Crown, 419-629-2311,
www.crown.com; Raymond, 607-656-2311,
www.raymondcorp.com
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areas, for example.

“We wanted to confirm whether we
could satisfy our targeted throughput
by having all the manual pick systems
on one loop, and the simulation proved
that was not possible,” says Wayne
Kiser, ABC’s director of distribution
engineering. “The simulation confirmed
we needed to break the manual pick
system in half and integrate the two
parts as sub systems.”

Perfecting the concept

With the input of the system suppliers,
the flow and layout were improved and
the cost was whittled down. This coop-
erative effort was driven by the scope
and significance of this project—as well
as the wholesaler’s buying leverage.

“The budget for each greenfield was
north of $40 million, half for the build-
ing and half for the equipment and sys-
tems in them,” says Kiser. “When you
take six greenfields plus our renovation
sites, for a couple years we had more
buying power than most other compa-
nies in the U.S.”

With the greenfield design per-
fected, the team was ready to develop
the six build-to-suit sites in Sacramento;
Columbus, Ohio; Dallas; Chicago;
Kansas City, Mo. and Bethlehem, Pa.
Although all six have the same flow and
general layout, nuances accommodate
respective market needs.

Coming to life

AmerisourceBergen delivers to more
than 25,000 addresses every morning,
with orders placed as late as 9:00 p.m.
the night before. The new DCs would
have the capacity to process 100,000
lines a night. However, the comple-
tion of the six sites had to be priori-
tized according to those market needs.
Each of the six greenfield sites was
selected for proximity to ABC’s cus-
tomers, availability of labor and local
incentives.

Each building is about 300,000
square feet (expandable to 600,000
square feet) with about 20-40,000
square feet dedicated for offices.

mmh.com
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“Only after you've proven all your
systems to be perfect do you even place
purchase orders to stock the facility with
pharmaceuticals,” says Kiser. “Each site
has between 30-40,000 unique SKUs.
Imagine the planning involved when
you're going to stock a new building
then migrate thousands of customers to
it. Those customer moves were all done
in phases.”

Some of the greenfields went live
with outbound shipping across four
phases, some across three. It takes
seven levels of information systems to
make these greenfields work correctly;
that and well-trained people.

“When each greenfield went live for
the first time the people were using
all new systems to them,” Kiser says.
“That’s why training is one of the most
important keys to success. We're in the
latest round of our never-ending con-
tinuous improvement process. We're
never done and never satisfied.”

The A-frame dispenses 2,200 SKUs,
mostly prescription and over-the-
counter products.

Heading toward ERP

The last piece of the information
system is the capper: an enterprise
resource planning (ERP) system. That
would be challenge enough for one
greenfield site, but putting all six under
that umbrella will be ABC’s next step in
their distribution evolution.

“We've addressed logistics  and
operational issues, and we're manag-
ing capacity, labor and transportation,”
says Terry Haas. “Now the question is,
what is it that our internal and external
customers need to take their business
to the next level? We need to improve
their access to the information that will
help them make good business deci-
sions.”

That creating connectiv-
ity and transparency in the channel to

means
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meet the needs of manufacturer, pro-
vider and internal customers. Haas says

his company’s long business transfor-
mation will be complete with a new
ERP.

“It will give us retrievable real-time
information to help in decision-making
processes,” he adds. “We're complet-
ing the scope of the initiative and will
be selecting integrators to detail the
requirements and harden the business
case. Only at that point will we select
software to fulfill those requirements.
It will be a 36 to 60 month process.”

Results
So far this six-DC
agreed with the company’s business.

adventure has

Its divisional expenses as a percent of
revenues have gone down 28% since
it started this transformation, and they
expect that figure to improve. Labor
has been reduced 21% while revenues
have increased 38%.

There will be further improvement
as its smaller legacy DCs adopt the
WMS and labor across the network
gets onto the incentive program. At the
end of this year 95% of the company’s
distribution center activities will be
processed under this WMS. @
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AmerisourceBergen’s
D C S fl O\ The six greenfield sites may resemble each

other, but they are unique in the industry
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By Tom Andel, Editor-In-Chief

merisourceBergen’s six new greenfield distribution
Acenters are configured for an L-shaped flow start-
ing at receiving @. Forty percent of the facility is
dedicated to case and palletized reserve storage ®. An auto-
mated A-frame product dispensing system & was set up on a
platform above manual picking @ and in the controlled sub-
stances area @ to process high-volume orders.
The warehouse management system (WMS) allocates
inventory by item. More than 100,000 controlled locations
exist at each site.

Triage for incoming

The WMS directs deliveries into a staging area for putaway.
When receipts are scanned, the WMS calculates whether
the item is new or in stock. If there’s room in the active pick
shelves @ it can go directly there. If active is topped off, it
goes to reserve storage (pallet or case) ®@. The system will
calculate the most efficient path to storage, with the least
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Autom’éted

picking (platform)

for their productivity. At peak, they
can process 100,000 lines
per night.

Label, lid
and
strap area

Shipping

tote

induction

Automated

AmerisourceBergen,
Chesterbrook, Pa.

PRODUCTS HANDLED: Generic and name brand pharmaceuticals and
healthcare products

CUSTOMERS: Nearly 10,000 chain and independent pharmacies as well
as thousands of hospitals, nursing homes and mail-order pharmacies.
SIZE: 300,000 square feet (expandable to 600,000 square feet)
EMPLOYEES: About 180 per facility (on staggered shifts)

SKUs: 30-40,000

SHIPMENT CAPACITY PER FACILITY: 100,000 lines per night

drive time.

The day has staggered starts at 5 a.m., 6 am. and 7
a.m. Receipts can include everything from consumer goods
products to high-value pharmaceuticals or vials containing
temperature-sensitive biopharmaceuticals.

Controlled substances, as well as refrigerated products,
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are priority one and scanned and seg-
regated as soon as they arrive. The
refrigerated products go by pallet truck
to the refrigerator @ and controlled
substances go to secured storage areas
O. These areas are behind the ship-
ping doors @, and access to them is
limited to associates who are cleared
for entry via RF key card.

The next priority is flammable items
and those are scanned and moved to a
fire-rated room with a containment pit
O, Aerosol storage @, which is a fire-
rated structure with armored walls and
automatically closing cutoff doors, is on
the other side.

The doors behind the pallet rack are
for receiving large bulky items @, such
as paper goods and nutritionals. Those
items are destined for reserve storage @
as palletized goods.

On the other side of the palletized

reserve area is loose-case reserve, where
narrow-aisle racks are serviced by wire
guided order picker trucks. Over-the-
road truck receiving is done at the
doors behind this area @. Conveyors
move less-than-case items across the
top of the reserve rack, into a merge

and into the manual pick zones or to
the A-frame ©.

Replenishment

The WMS can meter replenishment
activity to suit the day’s workload. The
goal is to have every pick slot topped
off before the night pick starts. At tote
induction @, workers load short stacks
of small and large totes into stackers to
fill a buffer of 20-high stacks to support
four hours of production. De-stackers
release individual totes into cleaners.
Totes are then scanned and married
to specific orders. This information is

communicated to WMS and all sub
systems.

Picking

In the picking areas, items are scanned
and dispensed into totes. In manual
picking @ there are seven pick loops,
each with three zones, for a combined
21 manual pick zones. Fast-moving pre-
scription and over-the-counter (OTC)
products are automatically picked to
totes by an A-frame & Tt is like a 300-
foot-long vending machine with 4,000
channels. The 2,200 SKUs in the A-
frame account for up to 50% of all pre-
scription and OTC line picks.

Upon order completion, totes are
conveyed to the label, lid and strap area
® where totes are sealed and addressed
before they are routed to shipping @,
where they are sorted and palletized by
delivery route/stop. @

From hydraulic lifts for the most sophisticated warehouse applications to production systems where
ergoniomics play a vital role, American Lifts is the choice of professionals in a wide array of industries.

www.americanlifts.com ¢ 800-426-9772




