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R ET URN S MANAG E ME N T
insight

IT’S SOMETHING NO RETAILER WANTS TO
talk about, but it remains a fact of life: A stagger-
ingly high percentage of merchandise sold is des-
tined to be returned. Depending on the industry,
rates of returns range from 3 percent to a whop-
ping 50 percent, according to a 1998 study by Dale
Rogers and Ronald S. Ti bben - Lem b ke of t h e
University of Nevada-Reno. That’s a lot of stuff to
be managed, sorted, stored and moved. And, of
course, there’s no upside in terms of revenue.

No upside , but there’s unqu e s ti on a bly a down s i de . Retu rn s — or the reverse flow
of produ ct from a custom er back to the ven dor — cost U. S . business up to 5 percen t
of sales each ye a r. AMR Re s e a rch esti m a tes that approx i m a tely 4.5 percent of t h e
$950 bi ll i on U. S . business spends on logi s tics each year is rel a ted to retu rn s . Th a t
adds up to abo ut $43 bi ll i on annu a lly—a hu ge ex pense for the U. S . retail indu s try
to absorb.

Or not. An all - o ut ef fort to streamline the retu rns process can improve com p a ny
prof i t a bi l i ty by an esti m a ted 10 to 15 percen t . The gains come not on ly from
i n c re a s ed asset recovery and redu ced labor and inven tory co s t s , but also from
i n c re a s ed custom er sati s f acti on — wh et h er that custom er is a con su m er or another
bu s i n e s s . What fo ll ows are three areas of opportu n i ty that retu rn s - conscious com p a-
nies of ten overl oo k .

1. (Re)cover your assets
Possibly the greatest area of opportunity when it comes to improving the returns
process is increasing asset recovery—that is, getting the product back to as close to its
original condition and into the original sales channel as fast as possible. In the typical

Getting slammed with high
returns costs? Maybe it’s time 

to kick that asset recovery 
program into high gear.

throwing it into
reverse
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case, companies have at least five recovery options, listed
here in descending order of revenue return:

1) Sell as new,
2) Repair or repackage and resell as new,
3) Repair or repackage and resell as used,
4) Resell at a lower value to a discount house,
5) Sell by the pound to a salvage house.
The longer the product languishes in the reverse logistics

pipeline, the more value it loses. Yet, in many companies, a
product can take months to go from a customer through
the disposition process before it’s finally taken off the
books. By then, the product could have become totally
obsolete. Consider the personal computer industry where a
PC might have a shelf life of only three to four months. In
some companies, the returns process takes this long, which
means a perfectly good unit ends up being sold in a salvage
channel at a fraction of its original value.

And it happens all too easily. Some suppliers have a win-
dow in which returned product is accepted from their cus-
tomers—say, 60 days for a manufacturer selling to a retail
customer. Though a retailer might have all of its returns
sent to a central processing facility for convenience’ sake,
inefficiencies in the processes of getting products to the
facility and handling them within the facility often mean
delays past that 60-day window. That leaves the retailer with
the prospect of disposing of the product at a much lower
price, which can mean hundreds of millions of dollars of
losses for some of the larger retail companies. In this case,
simply processing the returns in the designated time win-
dow would result in a huge jump in asset value recovered.

2. Enforce your rules
In the returns world,the race may go to the swiftest … or it
may go to the strictest. Many times, companies uninten-
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tionally run up their returns costs by failing to enforce their
own returns guidelines. That is, they accept returns of cer-
tain products that aren’t supposed to be returned or accept
product returns beyond the timeframe designated in a sales
contract. Just by enforcing the policies already in place, a
company can reduce total returns and bolster its earnings.

But playing the heavy and denying a retu rn may not be
en o u gh . A com p a ny also needs backup en forcem ent for those
s i tu a ti ons wh en a retu rn has been den i ed , but the custom er
s ends it back any w ay. If the su pp l i er doe s n’t have a sys tem to
recogn i ze the ori ginal denial and track indivi dual retu rn s ,t h e
com p a ny wi ll issue a cred i t . Al t h o u gh some sac ri f i ces have to
be made to keep a custom er happy, a com p a ny that is seri o u s
a bo ut managing reverse logi s tics costs should do wh a tever ’s
n ece s s a ry to disco u ra ge unaut h ori zed retu rn s .

3. Streamline the handling process
Then there’s the physical process of handling the return.
Sending an item back through the reverse channel often
requires a series of intricate, multilayered steps: Someone
has to generate a Returned Merchandise Authorization
(RMA) number, someone has to print a mailing label,
someone must determine product handling and disposi-
tion, and someone must arrange for transportation.

And the costs add up quickly. RMAs are often generated

through a phone call to a company customer service repre-
sentative via an 800 number, which means the company
both pays a representative to take the call and foots the
long-distance calling bill. Next, the vendor—or someone
designated by the vendor—must print a return mailing
label and send it to the customer via some form of expedit-
ed mail, which can cost $10 or $15. Then there’s the cost of
transporting the item back to the seller, which must be paid
for by either the customer or supplier. (Customers don’t
always pick the most economical carrier to return a prod-
uct, which increases the costs for those companies that pay
for the returned goods’ transportation.) And once the
product arrives at a processing facility (either a distribution
center or dedicated returns facility), an employee has to
determine its disposition—which means opening up the
box and inspecting or even testing the product.

Happier returns?
Boo s ting asset recovery and streamlining the process can
bring qu i ck wins to any or ga n i z a ti on . But what abo ut the bi g-
ger pictu re? For many com p a n i e s , it pays to step back and
l ook at retu rns from a stra tegic pers pective . That might mean
asking the fo ll owi n g : Have we def i n ed our stra tegy rega rd i n g
retu rns? Is our process ri ght from a stra tegic point of vi ew ?
Should we be looking at autom a ting all or part of the process? 
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By starting with stra tegy, com p a-
nies can assu re them s elves that the
retu rns are a key part of a more ef f i-
c i ent and custom er- cen tric bu s i n e s s .
But if t h ey hope to improve the
retu rns process at a stra tegic level ,
t h ey ’ ll need sen i or managem en t’s
su pport to assu re that proce s s

i m provem ents wi ll actu a lly be made .
Getting this support often means

demonstrating the value of a returns
strategy to upper management. The
key to this is co ll ecting data on
returns—if you can find it. The data
to look for include total returns per
year broken down by product t ype,

time to process a return, cost to process a
return, and total dollars spent on returns.

As for processes,the idea is to revamp the
system so that returns can be inserted back
into the selling cycle as early as possible.
This typically requires some analysis or
f l ow - ch a rting of the retu rns process to
identify bottlenecks and areas of opportu-
nity. If possible, track a return from the
customer through the process back to the
supplier.

One opti on is to ex p l ore using tech n o l o-
gy to streamline the retu rns proce s s . For
those companies wi lling to inve s t , t h ere’s
s of t w a re on the market de s i gn ed to gen era te
R M As online with SKU-specific re a s ons for
retu rn s , gen era te online mailing label s ,
i den tify wh ere the retu rn should go (to
avoid mu l tiple handl i n g ) , and handle data
co ll ecti on on an on going basis. In form a ti on
on the types and amount of retu rns as well
as their ex pected arrival dates lets managers
s ch edule receiving and handling labor so
that the produ ct is rei n s erted back into the
s elling cycle as qu i ck ly as po s s i bl e .

No te that companies that have out-
sourced returns management to a third
party still need information regarding the
types and dollar amounts of returns. To
gather that information, they might choose
to install returns-processing software or
link to their third party to get visibility into
returns. Then, with that information in
hand, they can track this process and use
this information for planning.

Information on returns can be hard to
find, but its value can be immense. What if
you could see—in real ti m e — just how
many returns a specific customer was send-
ing back to you? How abo ut knowi n g
which products were resulting in the most
returns? Having information like that gives
you a chance to develop better channel
partnerships with customers and also gives
operations more real-time information on
defects that result in returns so they can fix
the manufacturing process.

Can your current sys tems su pp ly this
i n form a ti on? If n o t , what do you need to get
it? A little atten ti on to qu e s ti ons like these
can mean bet ter retu rns on your retu rn s . n
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