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Why EDI Is Important to thE mErchant

What keeps 
a buyer up 
at night?

It’s 2:45am. I’ve been tossing and turn-

ing all night – again! This happens each 

night before our Merchandise Planning 

Committee Meeting. The Departmental 

Operating Summary report will be on my 

desk by 10:00am and the meeting will be at 

2:00pm. I’ll have four hours to develop a defense for why 

the performance is what it is. My boss and my boss’s boss 

will be at the meeting. It’s not supposed to be an emotional-

ly-charged meeting, but it is. Then the whack-a-mole game 

begins. Yet again, I’m going to beg for more promotional 

dollars to clear what’s not selling and more open-to-buy to 

goose what is selling. I wonder if I can steal it from next 

period just to get by in this one. How many meetings have 

I asked to do that? And if I don’t get it this time, there’s no 

way I’m going to make my numbers and I can kiss my bonus 

good-bye. I wonder if I should just throw in the towel now? 

My sales forecast accuracy has been in the bottom half for 

months; I’m going to have my head handed to me. I really 

don’t have time for this meeting. I still have POs I was sup-

posed to cancel based on the last meeting… POs to suppli-

ers that I’m asking CO-OP dollars from. When can I get off 

this merry-go-round? - Sound familiar?

A large part of 
merchandising tends to 
be reactionary. A healthy 
pressure to perform 
is often replaced by 
unhealthy stress and 
unsustained strain.

Merchandising is the life-blood of a retailer. The collective 
merchandising community, whether the divisional mer-
chandise manager, buyer, planner, analyst, or executive is 
constantly under immense pressure to drive performance. 
The merchant is always aware of the competitive land-
scape in the marketplace and his or her influence to gain 
competitive advantage by presenting a compelling assort-
ment, at the right price point, with a convenient and easy 
shopping experience.

A retailer’s performance 
is judged by the public 
in a variety of ways. The 
retailer is given a report 
card by its customers—
usually daily. The custom-
er votes with his or her 
wallet based on having 
the right product, in the 
right place, at the right 
time, and at the right price point. Publicly traded retailers 
will report revenue, cost-of-goods sold, and the amount of 
inventory on the books. These statements become fodder 
for Wall Street analysts to project, and occasionally opine, 
the fortunes or losses of the investors and employees of 
the retail company. Whether by the consumer or by Wall 
Street the tendered vote is often a direct response to the 
performance of the merchant.
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Internally, most retailers have key indicators that measure 
the performance of their merchandising effort. These key 
indicators are used as incentives to drive the expected 
results, many of which are the basis of individual or group 
compensation. More granular metrics help the merchant 
react to their business by making operational and tacti-
cal changes. The balancing of demand (sales or the lack 
thereof) with the inventory position is often the launching 
point of a merchandising decision. The resulting action 
will often cause the merchant to push one of two levers. 
Either the merchant promotes or marks down the price 
of the product at expense to gross margin or inventory 
valuation (depending on cost or retail valuation) or the 
merchant makes changes to the execution of its supply 
chain, most likely resulting in gross margin expense. Either 
lever requires further additional overhead costs to be borne 
by other departments outside the merchandising function. 
Invariably, this whiplash effect will have a profound and 
usually negative impact on the retailer’s suppliers. 

Traditionally, most of the 
effort to balance the basic 
tenants of supply and 
demand for the retailer 
has been reactionary. 
Fortunately, merchants 
have proactive alternatives 
to drive improvements in 

their business and related metrics. Today, many organiza-
tions are taking advantage of years, if not decades, of tech-
nical investment and innovation. Many of these advances 
are focused on inventory optimization enabled by supply 

chain integration. In general terms, the overarching strat-
egy here is twofold: push more accountability to service 
the inventory to the supplier and expand sales channels. 
In today’s connected world, it is almost impossible to 
achieve significant volume and leverage your operation for 
either strategy without an electronic relationship with your 
partners. 

So for the merchant, what’s the WIIFM (what’s in it for 
me)? Specifically, what does an electronic relationship 
really enable the merchant to do and why should it be 
part of the merchandiser’s strategy? The opportunities 
are vast and too numerous to list. Obviously, most of the 
opportunities are localized to the unique business needs of 
each retailer. However, if your operation lacks business-to-
business integration, here are a few suggestions that might 
help to improve the business.

Improve Inventory Turn

The traditional retail model is to procure and hold inventory 
from suppliers in a warehouse or distribution location, in 
order to later push it to retail outlets or to customers upon 
demand, forecasted or otherwise. This is usually consid-
ered unproductive inventory – it’s like hundreds of dollars 
sitting on pallets in the warehouse, turning yellow under 
the florescent lights of the facility. How can a retailer lever-
age electronic documents it trades with its suppliers to 
achieve productive gain?

Enable drop-shipments. 
For a direct-to-consumer 
fulfillment model, push 
the inventory investment 
back to the supplier. 
Identify how you want 
your order distributed 
along with specific ship-
to information within 
the purchase order. 
Furthermore, expect a return notice back from the 
supplier upon shipment (electronically this is called an 
ASN—advanced shipment notification). For companies 
with retail outlets, Vendor Managed Inventory (VMI) 
often becomes the brass ring for inventory efficacy. This 
requires a disciplined electronic document exchange 
in support of collaborative planning, forecasting, and 
replenishment.

The brass ring of 
inventory optimization 
is driven from tight 
cohesion between 
demand planning and 
supply chain execution.

Often overlooked, there 
are strategies within 
the supply chain model 
to improve a merchant’s 
business.
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optimize pick/pack for distribution. Reduce latencies 
in the pick-pack-and-ship operation by specifying the 
packing preferences within the electronic documents 
to suppliers. This may consist of inner-packs of smaller 
quantities for picking, packed in larger “master-
packs” or cartons for warehousing. For apparel lines, 
companies often optimize pack sizes in “musical size 
runs,” packaging high quantities in meat sizes and lesser 
quantities in fringe sizes all within the same master pack 
(or inner pack). 

make merchandise floor-ready. For many brick-and-
mortar retailers, value-added services from its own 
distribution facility are consumed to properly identify, 
label and prepare the product for retail shelves. Often, 
these costs are driven back into the merchant’s COGS 
(cost-of-goods sold) with added latency to outlet delivery. 
More often than not, the retailer can push these services 
upstream, requiring suppliers to barcode and mark the 
product with the proper product identification and price 
label. Furthermore, the retailer can specify instructions 
to hang, fold or provide services such that the product 
distributed to a retail outlet may be placed on the shelf 
with minimal effort by store personnel.

cross-dock allocated merchandise. For larger store 
chains, the merchant often knows in advance how the 
merchandise will be distributed to its retail outlets. Often, 
a bottom-up unit sell-through plan will drive a purchase 
order. When allocations for distribution are known 
in advance, provide those pack-by-store distribution 
instructions in your electronic documents to your 
suppliers along with the carton-marking instructions. In 
return, expect an ASN that details the product packed 
in each carton destined for each store. In turn, goods 
that arrive at the distribution facility should be able to be 
moved, or “cross-docked,” from receiving door directly 
to the outbound shipping locations without incurring the 
latencies of warehouse put-away and pick.

Ease administrative burden 

Has your organization ever looked at the administrative 
costs on a transactional basis, by PO or by invoice? Studies 
suggest that the cost to process an invoice is roughly $15. 
Manual entry and administrative costs can’t be leveraged 
as the company grows; the higher the transactional vol-
ume, the higher the costs. Often, the administrative cost 
is not linear to growth but instead has a more exponential 
curve especially in the merchandise operations function. 

There are many hidden costs of doing business that are 
never really quantified, simply captured and reported as 
overhead. Sometimes these costs are aggregated and 
charged against departmental contribution, allocated 
unfairly or otherwise plowed into COGS or GMROI based 
on some formula. Whether directly or indirectly absorbed, 
the merchant can reduce its administrative burden and that 
of their support organization with an electronic relationship 
with suppliers, predicated upon an efficient transactional 
infrastructure.

po acknowledgement. 
How much administrative 
effort is spent following 
up with a supplier after 
a PO was faxed to know 
if they actually received 
it? How about the 
changes to a PO? Was the PO or subsequent changes 
actually accepted by the supplier? One of the basic 
electronic documents traded with your partner is an 
acknowledgement—an indication that the transaction 
was received and if required, accepted by the supplier. 
When properly executed, the merchant can manage by 
exception, following up only on POs that fail to receive 
an electronic acknowledgement by the supplier.

Like most others, 
merchants win big with 
successful electronic 
supplier relationships.
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process that reduces or eliminates errors and trims the 
latencies resulting from A/P overload (or understaff). 

sKU data integrity. Many of the larger retailers don’t 
directly maintain their product catalogs. They push this 
responsibility back to their suppliers, requiring them 
to update and maintain product identifiers, pricing, 
and availability. Some retailers, especially those that 
merchandise commodity products, require frequent 
updates (daily or more often) to price lists and product. 
Although I wouldn’t classify this document exchange 
as one of the basic few a retailer should first focus on, 
reducing the administrative burden of maintaining a large 
product assortment and/or a larger supplier base with an 
electronic document exchange yields significant benefit. 

Pursue Opportunities to Drive Top-Line 
Revenue

It’s rare that an electronic relationship with your partner 
will drive top-line revenue, but it may enable a relationship 
that wouldn’t otherwise be there if it weren’t for an ability 
to transact electronically. For other opportunities, it sim-
ply may not be cost-effective to transact unless it’s done 
electronically. In both cases, it’s a prerequisite to have an 
established electronic relationship on which to transact.

open wholesale channels of distribution. Some 
organizations with a strong retail component may also 
have opportunities to become a supplier/distributor to 
other organizations. These opportunities may be with 
other traditional retailers that have their own supply chain 
requirements for electronic document exchange. Other 
clients may be non-traditional retail outlets such 

notice of shipment. Suppliers notify retailers 
electronically when they ship the order. Technically, 
this is an ASN. In the ASN, suppliers communicate 
the shipper’s tracking number, the quantities being 
shipped, where it’s being shipped from, and how the 
merchandise was packaged. If the merchandise is time-
sensitive merchandise or products deemed hazardous, 
the supplier can provide lot and batch control information 
for proper handling when the product reaches its 
destination. For merchandise drop-shipped to retail 
outlets, timely notice of delivery is especially important 
in order to maintain accurate inventory levels. Providing 
timely shipment information to customers that receive 
products directly from a factory or supplier is considered 
best practices and accepted customer service norms.

payment processing and collections. Is the payables 
department having difficulty keeping pace with the 
invoices, especially during peak season (getting calls 
from the suppliers’ A/R departments inquiring about 
payment status or worse, being put on credit hold)? 
Having debates with suppliers on specific terms, 
discounts or FOB point? In addition to the PO and ASN, 
another key document traded electronically with the 
supplier is the invoice. Properly integrated, the invoice 
provides an electronic voucher in your payables system 
without the need for manual entry. In turn, many back-
office systems will match the voucher against the PO 
and receiver (and in some cases the ASN) in order to 
streamline the payables process consistent with the 
terms and discounts expected. Again, and to be clear, 
the benefit is to get the vendor off the backs of the 
merchants by having an efficient, scalable payment 
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as online affiliates, broadcast media, catalog, or other 
partners with established electronic “hooks” that make 
their business efficient.

Virtualize your supplier’s inventory. Reduce or 
eliminate the costs and risks of carrying an expanded 
inventory. When minimum order quantities and lead-
times are known, expand the online or catalog offering. 
Not only are there electronic order and procurement 
documents that make this process efficient, there are 
common electronic documents that share SKU-related 
information such as product, description, price, lead-time, 
and other key product attributes. These “virtualized” 
products may be accessories, ensembles, kits, or other 
means of complimenting a merchant’s core product line.

customize or personalize your product offering. 
While it may take a little extra effort to map the 
transaction electronically, it is becoming more common 
to see special orders transacted electronically. 

It is important for all key trading partner participants to 
have a basic understanding of the mechanics of docu-
ment exchange, commonly termed EDI (Electronic Data 
Interchange). EDI defines a standard for the exchange of 
data in such a way that the partners that participate can 
communicate and interpret the data the same way. Many 
of the more commonly shared documents have followed 
a standard for nearly 40 years. Although it is not important 
for merchants to understand how the technology works, it 
is somewhat important to have a basic working knowledge 
of the fundamentals and the types of documents that are 
commonly shared. The diagram below illustrates the basic 
document exchange.

EDI is comprised of two key functions. “Translation” con-
verts data to and from a standardized format into some-
thing the trading partner’s back-end system can process. 

“VAN” or “Value-Added Network” communicates the 
documents between the trading partners’ mailboxes. 

Over the decades, EDI 
has earned a reputation for 
being difficult to imple-
ment and expensive to 
maintain; only the largest 
organizations with vast 
technical resources have 
successfully made EDI 
a useful tool. However, as technology for communica-
tion has matured in ways to make its use broad-based, 
easy to use, and cost-effective, EDI has as well. Services 
for phone, internet, television and even radio have 
vastly matured over the past decade. Likewise, EDI has 
become a staple in business-to-business (B2B) interaction. 
However, there remains doubt and concern for many retail 
organizations about the practicality of EDI and B2B integra-
tion for their supply chains. Consternation and trepidation 
continue to permeate the merchant community. Although 
less frequent, the challenge from merchants often follows 
a similar set of talking points. Have you ever heard these 
statements?

“My suppliers will never go for this. You don’t understand 
this industry, our suppliers have not kept pace with 
technology and they will never invest in the infrastructure 
to do this.”

In fact, the only technology a supplier really needs is 
access to the internet and an email account. True, if 

For a merchant, knowing 
how EDI works isn’t 
nearly as important as 
knowing what it does for 
you.

Retailer’s 
Back–Office 

or ERP 
System

Supplier’s 
Back–Office 

System

RETAILER SUPPLIER

Translation
Translation

Purchase Order

ASN

Invoice

EDI Infrastructure
(Outsourced Model)
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they want real business 
integration, they need to 
make those investments. 
However, to meet your 
requirements for electronic 
interaction they probably 
need nothing more than what 
they already have.

“This is an IT initiative. Don’t bother merchants, they don’t 
have time for it.”

In the past, EDI has been a tech-heavy initiative and 
often subsidized by the accounting/finance organization. 
However, the merchants own the relationship with 
suppliers, and as such are best suited to drive supplier 
compliance. Truth is, successful EDI implementations 
are cross-functional and include merchants, accounting, 
IT, and inventory control.

“This is going to cost my suppliers a lot of money. They’re 
simply going to pass those charges back to me.”

EDI is not free. However, for most organizations it’s 
simply the cost of doing business and a negligible cost 
at that. The costs vary depending on the amount of 
data and transactions performed with trading partners. 
However, for most suppliers the monthly cost is less 
than a cell phone bill. 

“Our IT department is challenged on a number of fronts 
and this is not one of their priorities. They don’t have the 
talent to do this anyway.”

In the past, EDI has been largely an IT initiative 
with a number of resources allocated to it both for 
implementation and ongoing support. True, to achieve 
integration with the retailer’s system there will need 
to be some effort to build hooks in order to keep data 
flowing in and out of the system. However, much 
of the day-to-day administration and operation can 
be managed by the EDI provider. Rarely is EDI a full-
time responsibility for IT staffers in the small/medium 
business segment. The critical skill needed by IT is how 
data is inducted / extracted from its internal system. 
The mechanics of EDI are less critical to an internal IT 
department when using the right EDI service provider.

“This is going to be a major initiative costing us scarce 
money and human capital.”

That depends on your EDI service provider and approach 
to managing your supply chain “ecosystem.” If the 
IT department has programming to implement EDI 
integration, those costs can be “capitalized.” Supplier 
enablement can be outsourced, including communicating 
with suppliers’ pre-implementation, testing, training 
and support during the on-boarding cycle, and post-
implementation support should questions or problems 
arise. The initiative need not be expensive or intrusive to 
your operation.

Retailers can 
rationalize any number 
of reasons to avoid 
B2B integration – but 
are they fooling 
themselves? 
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Successfully implemented, 
the result of supply-chain 
integration is accretive for 
both top and bottom lines 
of a retailer in a very short 
period of time. Truth be 
told, the supplier should 
be motivated by the same 
rationale to create and 

maintain an electronic relationship with its customers. 

But what makes a successful EDI or B2B initiative and 
what is the right role of the merchant in this process?

 < help to solidify support for the initiative. This is 
a company initiative, not just an IT or accounting one. 
Help to ensure all relevant parties understand the 
merchant’s key drivers (drive revenue, cost reduction/
avoidance, margin improvement, etc.) for support and 
engagement in the effort. Make sure not only that 
the executives support the initiative, but that line of 
business staff within the merchant community properly 
aligns with the initiative as well.

 < help to develop a communication plan with your 
suppliers. Let suppliers know well in advance of 
changes in your supply chain requirements when those 
changes are expected, and YOUR unwaivering support 
for the initiative. Communicate with a sense of urgency 
that suppliers comply with the requirement.

 < have a basic awareness of the challenges and 
opportunities within your procure-to-pay cycle. 
If a key objective is to drive efficiency, this initiative 
becomes a platform to improve your processes—you 
can do this without blowing out the scope of the project. 
If needed, consultants can quickly and affordably 
analyze your processes, provide recommendation 
consistent with best practices (audit standards, 
regulatory compliance, etc.), and provide a roadmap to 
drive real ROI from the initiative. 

 < help the organization understand the nuances 
and exceptions to your business. It’s not the 98% 
of transactions that are performed identically, the 
same way every time that is often the issue. It’s the 
exceptions and how they’re handled that makes or 
breaks the endeavor. The majority of effort to drive 
successful B2B integration comes from testing, both 
internally and with your suppliers. You cannot afford to 
take shortcuts here.

 < Be persistent. Establishing electronic relationships 
will not happen overnight. However, you’ll find that 
the learning curve is relatively low with few barriers to 
execution. The effort is scalable, meaning the energy 
to integrate scores of suppliers is not necessarily far 
removed from the effort to integrate hundreds if not 
thousands of suppliers.

The real investment a 
merchant needs to make 
in an EDI initiative is to 
assure the supplier that 
he or she is dedicated to 
the initiative. 
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The world’s best retail-
ers run world-class 
operations, predicated 
upon tight and efficient 
supply-chains. The vast 
majority of these retail-
ers have built and lever-
aged integration points 
with their suppliers that 

make their operation efficient, streamlined, and scalable as 
they continue to grow. They’ve leveraged these relation-
ships to drive new channels of distribution and grow their 
top-lines while maintaining or improving their bottom-lines. 

For many organizations, developing B2B integration with 
suppliers is a company initiative sponsored by departments 
other than the merchandising community. The merchants 
are asked to simply get on board with the initiative and play 
the cards they’re dealt. But the savvy merchant, espe-
cially if they know it’s coming sooner or later, will gain an 
upper hand by leading such an initiative in order to 
leverage and steer it for their productive gain. 

Most retail organizations 
can be classified in one of 
four categories: fast track 
up, slow track up, fast track 
down, slow track down. 
In today’s arguably over-
retailed environment, they 

can’t simply be standing still. They must continue to drive 
their business in new and innovative ways. Which category 
are you in?

As are most things in 
retail, the merchant will 
get out of EDI what they 
put into it. 

In a competitive 
marketplace, retailers 
that are not growing and 
leveraging their operation 
are usually dying.  


