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A warehousing/distribution hot spot

Businesses large and small are establishing distribution centers in California in order

to reach its huge market as well as that of neighboring states, nations, and the Far

East.

California's reputation as an economic force to emulate is largely built upon its ability

to easily import and export a staggering volume of goods and move them from the

West Coast to points beyond in a seemingly effortless manner. Behind the scenes, this

activity is supported by a massive distribution and warehousing network operated by

experienced industry professionals - many working on national and/or international

levels. Customers range from small businesses to global giants sharing one thing in

common: a belief that being of part of California's progressive, incomparable logistics

network makes excellent business sense.

The Heartbeat of Commerce

Logistics, the heartbeat of commerce, is the strategic management of movement -

and storage - of materials and products from "any point in the manufacturing

process through consumer fulfillment," according to the International Warehouse

Logistics Association (IWLA). Each year the industry's revenue worldwide adds up to

$800 billion, notes the group; of that, about $100 billion is derived from

warehousing.

California has major facilities fully representing warehousing's three sub-sectors:

"Public" centers cater to many customers selling a variety of products and typically

involve a short-term commitment and flexible services, says IWLA. "Contract"

centers serve a dedicated customer with long-term agreements, are "single-focused,"

and provide value-added services. The "private" warehouse assists one customer - the

owner of the merchandise - and is part of the in-house operations of a company or its

divisions.
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The state's dynamic warehousing industry is growing. Consider data showing the

total amount of warehouse product space in 10 major California markets that was

provided by Sean Scott, senior research analyst with Cushman & Wakefield

commercial real estate in the LA South region. In the first quarter of 2002 these 10

regions had space (occupied and vacant) totaling 1,223,820,011 square feet; in the

second quarter of 2003 that number jumped to 1,257,143,051 square feet. In just over

a year, 33.3 million square feet of additional warehouse space had been built, with

vacancy rates remaining fairly steady.

The Attraction of a Golden State Presence

Patrick O'Healy, SIOR, CRE is president of the Southern California Roundtable of the

Council of Logistics Managers and a teacher of commercial real estate at UCLA. For

those inquiring where distribution hubs are prominent in the state, he says to look for

warehouses in excess of 50,000 square feet on any survey of available buildings.

"That indicates an area where distribution is predominant," he explains. "In Southern

California, for example, there's a band where large warehouses are prevalent

stretching from the ports of LA and Long Beach to the Ontario (Inland Empire) area

and eastward. There are areas in the San Fernando Valley and into Ventura County;

parts of Orange and San Diego counties; and in many regions of the San Joaquin

Valley, from Tejon Ranch just south of Bakersfield to the Sacramento area. There is

also [major warehousing activity] in the Bay area, and in a strip from Stockton to

San Francisco. But there is no area with the density and volume of warehouse square

footage as the strip from the LA/Long Beach ports east."

The warehousing industry is very progressive in California, notes O'Healy. His day

job is serving as director, with a focus on supply-chain real estate, of Cushman &

Wakefield of CA, Inc. (part of a leading global real estate services firm). "We often

find that other states emulate the innovation that you find here. Physical warehouses

are designed to service the function of the operation that is within them. If you were

to design a warehouse from scratch for a specific client, you would first develop the

racking design, product flow, and then build the warehouse as an envelope to

accommodate the process."

Across the United States, labor and logistics drive location decisions, he points out. "In

Southern California there is little differentiation in labor. Consequently, logistics

issues drive the decision about where to locate. We usually see a trade-off in drayage

costs and warehouse costs, which will help the client to determine where to locate.

Buildings near the port are more expensive than those in Ontario, but the drayage is

cheaper. If a company has heavy throughput, then they will locate at the port



because the total costs of drayage and rent will be less."

Conversely, he explains that companies with less throughput will find that their total

costs are less farther from the port despite the higher cost of drayage. "This example

presumes pricing for the importer's warehouse and ignores outbound freight to the

customer."

Examples of Corporations Investing in California Warehousing

Why do companies choose to build - or use the services of - California warehouses

and distribution centers? It boils down to the fact that a presence in this state provides

outstanding opportunities to better serve new and existing customers and support

new market penetration. "The ports are here, as well as a large population in the

western United States," says O'Healy. "Consequently, transportation costs and client-

service issues will cause warehousers to conclude that they need to locate here."

Kohl's Department Stores, one of the nation's fastest-growing retailers, opened a new

distribution center in San Bernardino in February. The new 576,999-square-foot

facility, situated approximately 65 miles east of the ports, will provide distribution

services throughout Southern California and give support for future expansion in the

Southwest. "San Bernardino's work force, its close proximity to key interstate

freeways, and other infrastructure are among the reasons why we chose to build

here," says Ken Bonning, Kohl's senior vice president of logistics. The distribution

center is the eighth in its national network and the first West Coast location.

Consider the Shelba D. Johnson Trucking Co., which opened a new furniture

distribution center in Rancho Cucamonga this past March. The Thomasville, N.C.-

based firm says the 35,000-square-foot center will allow it to better distribute

furniture to West Coast retailers.

Then there's Cardinal Brands, Inc. of Lawrence, Kansas. This leading designer,

developer, and manufacturer of business, consumer, and hobby products distributes

through an international network of leading retailers, wholesalers, contract

stationers, and dealers. Fresno is the location for one of its five major distribution

centers; the others are located in Kentucky, Ontario (Canada), Mexico, and England.

Bill Bowes serves as vice president of supply-chain management for Cardinal Brands

and is a veteran professional in the logistics industry. He says the Fresno distribution

center was originally built to service a manufacturing plant Cardinal once operated

there. After the manufacturing plant's closure, management decided to keep the

distribution facility open because "it made sense to stay there. The data I read is that

if you set up two distribution centers in the country to reach the greatest number of



people, one should be centered near Cincinnati and another near Fresno. Our

[60,000-square-foot] plant is about 100 miles of where you should be to 'catch' the

major population of the United States, so we're in a perfect location."

"Warehouse of the Year" Is Keen on CA

USCO Logistics, a leading North American third-party provider of integrated global

logistics management solutions, won the title "Warehouse of the Year" in 2002 and

2000 from Warehousing Management magazine. It operates 15 million square feet

of shared and dedicated distribution space throughout North America, including one

center in San Francisco (Hayward) and two in metro Los Angeles (Ontario and

Cerritos).

"There are two key reasons that California has grown in importance from a

warehousing distribution perspective," explains Dave Evans, USCO Logistics' regional

vice president of supply-chain solutions. "First, the state's rapid population growth

and concentration allows companies to distribute across a large consumer base with

relatively low transportation costs. Second, Long Beach, Los Angeles, and Oakland

are the gateway ports for rapidly growing volumes of product moving into the United

States from the Far East. By having a California distribution capability, a company

can efficiently move product from the ports to distribution centers, where it is then

broken down and shipped east or distributed within California or surrounding states."

Specifically, clients of USCO's 200,000-square-foot Hayward facility can take

advantage of export/import activities at the nearby Port of Oakland and Oakland

Airport. This location offers a cost-effective warehousing alternative to Silicon Valley

and San Francisco. Minerva, the largest olive oil exporter in Greece, is a customer. In

San Bernardino County, USCO's 302,000-square-foot Ontario center is 10 minutes

from the Ontario International Airport, which is a UPS and FedEx hub. Moreover,

it's just two miles from interstates 10 and 15, allowing quick access to other California

counties as well as many southwestern states and Mexico. California Innovations,

maker of collapsible coolers, does business here.

And in Cerritos, the company's 220,000-square-foot facility handles imports and

exports, particularly those from the Los Angeles and Long Beach ports. USCO says

this center "is especially valuable to businesses with customers in the Southern

California market" and "ideal" for high-value, lower-volume products feeding LA and

the nearby market via area freeways. One of its clients is Ansul, a global producer of

fire protection products.

Evans says the widespread adoption of just-in-time principles and the continued



growth of Internet commerce is "dramatically altering the industrial landscape in

California as businesses seek new ways to store, handle, and ship their products. Once

largely ignored, logistics has become a key process that must be optimized for

successful business today, as CEOs have discovered the competitive advantages that

doing so offers."

Warehousing in California has become an extension of many manufacturers' and

retailers' operations by providing the expertise and flexibility required to meet

customers' needs, he adds. That explains why many companies are turning to third-

party specialists to handle their warehousing and distribution services.

Managing Inventory Efficiently Keeps Costs Low

Weber Distribution is a family owned/operated logistics provider with 79 years of

experience. While all of the firm's warehouses are located in major distribution

centers coast-to-coast, a strong concentration of them are found in Northern and

Southern California and nearby Nevada.

Chris Reynolds, vice president of operations for this medium-sized industry player,

says Weber's 100,000-square-foot San Leandro center is close to the Port of Oakland,

and works mostly with chemicals. In Los Angeles, one million square feet of

combined warehousing space is offered clients via five warehouses in the Norwalk

area. Another 200,000-squarefoot facility is opening soon in La Mirada. A 100,000-

square-foot center is situated near the Port of San Diego. And customers in the Inland

Empire region take advantage of the services offered by a large 275,000-square-foot

center.

Weber handles "from A to Z," says Reynolds. "A lot of the material comes in from the

Far East, and much of that enters through the Port of LA." Many companies are

attracted to California as a distribution mecca, he explains, because about 27 percent

of the U.S. population lives here.

"Land is expensive in California, and warehousing costs can be twice as much as they

are in the Midwest," he continues. "That's why it's so important for people to use

third-party logistics [3PL] for just-in-time warehousing to lower their storage costs

and keep just enough inventory in the facility. That's a trend we're seeing more and

more. 3PL is growing exponentially across the nation, but especially in California.

Warehousing centers are going up at a tremendous rate." Another plus: He believes

California - unlike many other states - offers plenty of experienced warehouse-

industry people with "good work ethics" to work these centers.

Reynolds says if a customer wants to do warehousing right, "you want it tracked.



And the latest, cutting-edge technology for doing this is happening in Southern

California today." His firm, for example, has spent "a small fortune" on a state-of-

the-art computer system making it easy for clients to check orders via a website. Such

technological advancements are a major reason why Beauty Labs chose Weber's La

Mirada center as its 3PL provider; another was the facility's proximity to its

manufacturing plants. Weber handles product warehousing and order staging, the

logistics for 30 to 50 shipments per week moved throughout the western United

States, and also assists with international shipments. Beauty Labs produces and

distributes health and beauty products to the mass market through major drug and

retail chains (e.g., Target, Wal-Mart, Kmart).

CA Warehousing Industry Offers Huge Capacity

As part of the site selection process, companies need to determine first where their

optimum location is; "then, from there, we can assist them to find the best facility

that fits their needs," says O'Healy. "California has huge capacity, and new

development continues despite the news nationally about unemployment and the

economy. There is no question that the California warehousing industry is able to

satisfy customer needs effectively."

[Sidebar]

VALLEJO

Vallejo's has a reputation as a great place to do business. High-tech companies,

biotech firms, manufacturers, distributors, and small business owners are moving to

Vallejo for its skilled work force, affordable housing, temperate climate, and relaxed

style of living. ABAG projections indicate job growth to be one of the fastest in the

Bay area at more than 34 percent over the next 10 years. The largest employers

include Kaiser Permanente Medical Center and Six Flags Marine World. Other major

businesses include Sutter Solano Medical Center, Meyer Corp., Timec Co., Tartan

Textile Services, XKT Engineering, Jeffco ABC, Petrochem, and General Mills.

YUBA COUNTY

Located in California's booming capital region, Yuba County is a mecca for

recreational activities, including the Sleep Train Amphitheatre and a proposed $90

million hotel/resort development in its Sports/Entertainment Zone. It offers tax

incentives in California's largest enterprise zone and was ranked a "Best Place to Do

Business" in California by Forbes/Milken in 2001 and 2002.

[Sidebar]



ORANGE COUNTY

258 days of sunshine each year. 42 miles of coastline. 32nd-largest economy in the

world. 12th in Forbes' "Best Places for Business and Career." 2nd most diversified

high-tech economy in the United States (Milken Institute). 25 percent of Orange

County jobs are high tech. 74 percent of residents rate Orange County's economy as

excellent or good. 81 percent of Orange County residents rate our local beaches,

parks, and other recreational facilities good to excellent. 90 percent of residents rate

Orange County's quality of life as high.

CORONA

Noted economist John Husing states that Corona is a prosperous community with

upscale neighborhoods, a growing job base, and an economy fueled, in part, by its

proximity to Orange County. With more than 2.4 million square feet of retail under

construction, one million feet of office buildings, and 2.57 million square feet of

industrial space in development, it is no wonder that Corona has become a first-tier

choice for companies relocating or expanding to the Southern California area. Team

Corona is the economic development engine of the city. It exemplifies the pro-

business approach the city utilizes to encourage businesses to locate and remain

there.

[Sidebar]

SAN JOAQUIN COUNTY

San Joaquin County (Stockton-Lodi MSA) is fast becoming a magnet for a diversity

of companies because of its close proximity to the San Francisco Bay area - just 45

minutes east - as well as the premier location for companies requiring a West Coast

market presence. Locating your facility in San Joaquin County can reduce your

operational cost up to 30 percent. Take advantage of 7,000 acres of available land in

20 business parks, 3,670 acres of fully improved industrial space, and over five

million square feet in industrial inventory. The San Joaquin Partnership can provide

your company with a free custom analysis of location opportunities, operating cost

savings, and incentives analysis.
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