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LocGistics MANAGEMENT






Chapter 1-1

Benchmarking Logistics
Performance

Logistics PrRos REVEAL SECRETS TO
BENCHMARKING SurPPLY CHAIN PERFORMANCE

In the current metrics frenzy, the “measure of the day” is the focus of most
discussion and action. Unfortunately, this approach generates streams of
short-term data but not much in long-term solutions. More emphasis should
be given to the philosophy and development of the measurement process
itself—in essence, “what we want to know, and what we are going to do
when we find out about it.”

Those Who Have Craftily Applied Metrics

For instance, Baldrige award winner, Stephen H. Woodward, vice president
of logistics and purchasing at Armstrong World Industries, Inc., Worldwide
Building Products Operations (Lancaster, Penn.; shwoodwrd@armstrong.
com), believes, “Without an effective, well-defined and communicated strat-
egy, it is difficult to set the ‘right’ type of measurement.” Further, he wants
the feedback “quickly enough so the people receiving the metrics can initi-
ate actions to correct the problems that have been uncovered.”

And, Alan L. Milliken, CFPIM, CIRM, and manager of supply chain
projects at BASF Corp. (Mount Olive, N.J.; millika@bask.com) explains,
“We’re looking for measurement processes, and not just a list of measure-
ments.” To achieve this, he outlines some primary factors that performance
metrics should provide. They should
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o Set expectations. “We align our metrics within the organization and
link them to our customers’ and shareholders’ expectations,” he ex-
plains.

* Control. The applied metrics should enable self-evaluation and facili-
tate control of linked performance.

o Identify opportunities. “We look to the metrics to quantify the gaps be-
tween performance and target, which then facilitates the develop-
ment of our action plans,” he offers.

Create a Framework for Measurements

“There are many standards by which we judge performance measures, but the
idea is to create the criteria first, before you just throw the individual metrics
out there,” maintains J. Paul Dittmann, vice president of global logistics at
Whirlpool Corp. (St. Joseph, Mich.; john_p_dittman@email. whirlpool.com).

He particularly recommends integration economy. “That’s really our
challenge in the supply chain because trying to get all of the functions oper-
ating as a process can be difficult,” he notes. See the sidebar for other criteria.

Ways to Evaluate Performance Measures

Criterion Description

Validity The metric accurately captures the events and activities be-
ing measured and controls for any exogenous factors.

Robustness The metric is interpreted similarly by the users and is com-
parable across time, location, and organization.

Usefulness The metric is readily understandable by the decision maker
and provides a guide for action to be taken.

Integration The metric includes all relevant aspects of the process

Economy and promotes coordination across functions and divisions.

Compatibility ~ The benefits of using the metric outweigh the costs of data
collection, analysis, and reporting.
Level of Detail  The metric provides a sufficient degree of granularity or ag-
gregation for the user.
Behavioral The metric minimizes incentives for counter-productive
Soundness  acts or game playing and is presented in a useful form.

Source: J. Paul Dittmann.
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Top Management Participation Is Critical

“It is essential to keep top management committed to the initiative,” insists
Milliken. At BASE, for instance, the following tactics ensure that manage-
ment’s attention is not diverted from the metrics initiative:

o Integrate operational metrics into financial reporting. “You don’t want to
have one book for operational results and a separate one for financials;
that gives the impression that operational results aren’t important,” he
argues.

* Include performance review at all staff meetings. ‘““We do not want periodic
meetings to discuss performance measurements; it’s the worst thing
in the world to have a separate meeting,” Milliken insists. “By inte-
grating it into routine staff meetings, it sends a message that this is just
as important as anything else on the group VP’s plate.”

* Incorporate high-level metrics into management’s compensation objectives. “If
it doesn’t hit you 1in the pocket, it’s just not as important,” he notes.
“Since 1998, we’ve been successful in having several nonfinancial
measures, such as on-time delivery performance, begin to impact the
pay of our group vice presidents.”

o Include resources for the measurement process as line items in the annual bud-
geting process. ““We have shown that measurements consume resources.
No matter how good a job we do, or how much we may restructure,
we need resources. So, it now gets done,” he says.

Performance Measures Reflect Strategy

Before Whirlpool instituted its metrics program, the company “took a step
back and asked, “What’s really important to us?”” Dittmann comments. “We
found it was four things.” He cites them as customer service, cost, working
capital, and cycle time.

“If that’s what is really important to us, certainly our measures have to
capture those elements,” he explains. “We then set up a series of overarch-
ing principles for our supply chain measures. This is what we’re going to
evaluate them by”” Among the factors are the following:

*  The measures must be global. “We want the same supply chain measures
in all regions of the world,” Dittmann describes. “They would not be
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used punitively but to establish a framework from which we can cre-
ate a dialogue and share best practices.”

*  They must be interlinked to avoid suboptimization. If a measure for in-
ventory is established, there would be an offsetting metric on cus-
tomer service. “We don’t want to suboptimize one at the expense of
the other,” he explains.

*  Measures must have an external link to economic value-added. *““We’ve dis-
covered economic value-added is a measure that is the most direct
link to stock price growth,” he explains. “Basically, it combines into
one measure the balance sheet and income statement so you’re not
only looking at one dimension (income) without considering the as-
sets you’'ve had to employ to generate that income,” Dittmann details.

*  Metrics must be fully communicated and understood throughout the organiza-
tion. Dittmann and the others insist on this. “Unless that’s the case, it’s
all a waste of time,” Dittmann states. “Linkage is assurance that when
we meet our nonfinancial goals, our strategic and financial goals are
met as well.”

WHO’S BENCHMARKING LOGISTICS AND
How ARE THEY DoiNGg IT?

In an environment where customers demand more value-added services, it
is important to measure value and costs. According to a recent Managing Lo-
gistics survey, however, only 25.3% of respondents say that benchmarking has
been successful in helping to control logistics costs in the past year.

Respondents to the survey identified five main areas that they bench-
mark and updated us with their progress so far (see Table I-1.1). Topics in-
clude inventory accuracy, inbound and outbound shipment accuracy, and
timeliness of inbound and outbound shipments.

For those who do benchmark, the results are something to brag about.
“We began an increased level of service measurement and warehouse pro-
ductivity measurements, both at the individual and total warehouse levels,”
explains the director of operations for a small wire and cable firm in New
York. “We have been able to reduce service complaints, which has also de-
creased our need for customer service staff.”

It is interesting to note, however, that the current benchmarks are
slightly lower than those in the year-earlier Managing Logistics survey. This
may be because newly implemented technologies are not used to their
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Table I-1.1 Managing Logistics Logistics Benchmark Survey Results

Inbound shipments on time
Year earlier Current

Average 88.6% 88.2%

42.5% of companies had 92% or better on-time inbound shipments
35.4% had on-time inbound shipments between 84.1% and 91.9%
22.1% of companies said on-time inbound shipments were less than 84%

Outbound shipments on time
Year earlier ~ Current

Average 94.0% 93.3%

38.1% of companies had 98% or better on-time outbound shipments
35.1% had on-time outbound shipments between 90.1% and 97.9%
26.8% had on-time outbound shipments less than 90%

Inventory accuracy
Year earlier Current

Average 94.1% 92.9%

49.7% of companies had 98% or better inventory accuracy
27.8% had inventory accuracy between 90.1% and 97.9%
22.5% said inventory accuracy was less than 90%

Outbound shipments with errors
Year earlier ~ Current

Average 3.9% 2.9%

9.6% of companies had 8% or more outbound shipments with errors
24.7% said their outbound shipments with errors were between 2.1% and 7.9%
65.7% said their outbound shipments with errors were less than 2%

Inbound shipments with errors
Year earlier Current

Average 5.5% 4.7%

20.1% of companies said they had 8% or more inbound shipments with errors
29.3% said their inbound shipments with errors were between 2.1% and 7.9%
50.6% said their inbound shipments with errors were less than 2%

Source: Managing Logistics survey.

greatest potential or that labor cuts have left logistics departments less effi-
cient than in the past.

How Companies Are Benchmarking

Three leading firms shared their benchmarking experiences with attendees
at a recent Logicon conference in Atlanta. Representatives from Deere &
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Co., Whirlpool Corp., and Xerox have each undertaken a benchmarking
study and have experienced significant logistics productivity improvements
as a result.

The case of Deere is of particular relevance, as the company set out to
right wrongs causing long replenishment cycles, a loss of market share, and,
ultimately, a loss in sales to the competition, explains Earl Brinkley, manager
of logistics planning, North America, for Deere.

He explains, “All of our inventory was committed prior to the selling
season with no inventory available to replenish unexpected sales.” This ulti-
mately led to a variance at the dealer and, if sales did not occur, to large un-
paid inventories. A visit to other companies that had solved similar problems
resulted in a new distribution system at Deere.

First, the company implemented an automatic replenishment system or
perpetual ordering plan. Here, the dealer sets the desired inventory level and
can change that level at any time. On a set day each week, the system auto-
matically generates orders to bring inventory to the desired level. The dealer
can also override and order any quantity and can place orders for emergency
orders at any time.

Second, Deere set up distribution activities in one central consolida-
tion center located in Streator, Ill. The factory produces to a predeter-
mined forecast with variable production quantities. All factory production
is moved to the Central Consolidation and Distribution Center (CCDC),
and all dealer orders are sourced from there. The CCDC, owned and op-
erated by a third party, charges customers based on space and units
shipped, but Deere does guarantee that all deliveries will be shipped the
next day.

The third improvement in Deere’s distribution network comes in the
form of a commitment to deliver within a maximum of seven calendar days,
from order entry to delivery. This is done by submitting bids to less-than-
truckload (LTL) carriers by region and notifying those carriers 24 hours in
advance of shipping. This focus on fill rates, on-time shipments, error-free
deliveries, and dealer satisfaction has led to the virtual elimination of the
aforementioned headaches.

Key Steps in the Benchmark Process

Although the benchmarking process can vary from company to company,
some basic elements must occur in every study:
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1. Identify a process to benchmark. For example, J. Paul Dittmann says that
the company focuses on four main areas: customer service, cost, working
capital, and cycle time.

2. Rank the measure. Dittmann says it was important for Whirlpool to
rank its processes according to the relevance they ofter to all company
stakeholders, at all levels in the organization and in the entire supply
chain. Ranking the processes on a scale of 1 to 10 will give a good indi-
cation of which are most relevant and which should most actively be pur-
sued.

3. Identify the best in class for that process. Xerox benchmarked itself against
15 other companies in the areas of service, inventory, and supply chain costs
(see Figure I-1.1). ““What we found was that no single company is best in all
three areas,” says Mike Wilding, customer supply assurance manager at Xe-
rox. “We can tell from the research that we are not best in class, but we sure
are close.”

4. Obtain customer feedback. Asking your customers to rate your perfor-
mance can generate valuable information. Xerox sent out a written ques-
tionnaire to its customers asking them to compare Xerox to its top com-
petitor in several areas: ability to keep commitments, ease of contact,
response to inquiry, flexibility, product quality, and product reliability.

Four areas were identified as most important to customers: reliability, re-
sponsiveness, relationship, and value. “These areas now guide our metrics,’
says Wilding. “We know that customer satistaction will help us retain, grow,
and add customers.”

Level of Service Inventory Supply Chain Costs
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Figure I-1.1 Xerox Benchmarking Study

Source: Xerox.
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5. Implement measures. Dittmann says that measures should be imple-
mented based on a combination of difficulty and value. For instance, al-
though trying to achieve the perfect order is important, it can be difficult.
On the other hand, initiating a customer satisfaction survey is relatively
simple to carry out and also carries a much greater value.

6. Measure the results. Whirlpool has driven 15 days out of its cash-to-
cash cycle time, which Dittmann says equates to $12 million per day of
working capital that has been eliminated in the last year.

Xerox expects to see a 37% reduction in supply chain cost as a percent-
age of revenue and a 31% improvement in inventory as a percentage of rev-
enue. Overall savings are estimated to be $1 billion thanks to a reduction in
supply chain costs and a decrease in inventory.

All three logistics pros stress that although they have realized, or expect
to realize, dramatic results from their benchmarking strategies, such im-
provements start out slowly. “The curve is relatively flat in the early going
but rises quite sharply when installations are further along,” says Dittmann.

NeEw StupYy REPORTS THAT SMALL FiIrRMS CLOSE
THE GAP ON LogIisTtics EXCELLENCE

New research from John Carroll University and West Virginia University
finds that despite many differences, what large and small companies have in
common is a dedication to transportation management issues. From an in-
depth analysis of 116 firms, they found the following five parallels.

1. Small and large firms exhibit dissimilar patterns of modal usage for outbound
shipments. With respect to outbound shipments (Table I-1.2), three modal
forms—truckload motor carriage, parcel/express land, and railroad—ex-
hibit significant differences between small and large firms. The strongest dif-
ference involves truckload motor carriage, in which nearly 50% of the large
firms’ outbound shipment volume moves by truckload (TL) carriers, com-
pared to slightly more than 20% by smaller firms.

Both groups rank the different types of motor carrier service—TL, L'TL,
and parcel/express land—as the three most important modal forms for out-
bound shipments. Railroads are the fourth most popular outbound form
among large firms, compared to ninth most popular among small firms.
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Table I-1.2 Modal Allocations of Outbound Shipment Volumes

Percentage of Respondents

Modal Form Small Firms Large Firms
LTL motor carriage 28.83 21.43
Parcel/express, land 25.46 8.57
TL motor carriage 21.43 47.96
Parcel/express, air 11.26 4.86
Other 6.15 0.04
Air freight 2.37 1.50
Rail-truck intermodal 0.33 1.29
Ocean 0.30 0.32
Railroad 0.22 7.00
Barge 0.00 0.11

Source: Comparing Logistics Management in Small and Large Firms: An Exploratory Study.

“Other,” consisting primarily of automobiles, ranks fifth among small firms,
compared to tenth among large firms.

2. Small and large firms do not share similar patterns of modal usage for inbound
shipments. The information in Table I-1.3 indicates differences between
small and large companies in parcel/express air and railroad modes. Both
railroad and rail-truck intermodal are ranked higher by larger businesses.
However, regarding TL parcel/express land, both small and large firms rank
them first and second.

3. Small and large firms do not share similar inbound (shipment-origin) ship-
ping patterns. With respect to inbound shipments, small businesses are equally
likely to have shipment origins within their home state as to have them in

Table I-1.3 Modal Allocations of Inbound Shipment Volumes

Percentage of Respondents

Modal Form Small Firms Large Firms
LTL motor carriage 30.69 46.10
Parcel/express, land 27.47 16.94
TL motor carriage 16.49 7.71
Parcel/express, air 13.73 2.29
Other 2.78 2.19
Air freight 2.07 1.26
Rail-truck intermodal 0.62 0.23
Ocean 0.56 11.48
Railroad 0.25 2.68
Barge 0.04 0.10

Source: Comparing Logistics Management in Small and Large Firms: An Exploratory Study.
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Table I-1.4 Outbound Shipment Destinations and Inbound Shipment Origins

Percentage of Shipments

Small Firms Large Firms

Destination

Home state 49.03 24.79
Other U.S. states 40.64 65.00
Non-U.S 6.96 9.70
Origin

Home state 46.22 27.69
Other U.S. states 46.77 59.97
Non-U.S. 5.68 12.31

Source: Comparing Logistics Management in Small and Large Firms: An Exploratory Study.

other U.S. states (see Table I-1.4). The most common shipment origin for
large companies, by contrast, is other U.S. states.

4. Small and large firms do not share similar outbound (shipment-destination)
shipping patterns. Small firms are more likely to ship to points located within
their home state, whereas large firms are most likely to ship to other U.S.
states (see Table I-1.4).

5. Small and large firms do not share similar usage of select logistical intermedi-
aries (e.g., international freight forwarders, transportation brokers). Study partici-
pants were asked to indicate current usage of five possible logistics interme-
diaries (Table I-1.5). Not one of the listed intermediaries is used by more
than 35% of the small firms. By contrast, four of the intermediaries are used
by at least 40% of the large businesses.

On average, large firms tend to use more than twice the number of in-
termediaries as do their smaller counterparts. In addition, large firms are
much more likely to employ the services of both international freight for-

Table I-1.5 Current Usage of Logistical Intermediaries

Percentage of Users

Intermediary Small Firms Large Firms
Domestic forwarder 35 57
Transportation brokers 26 40
International freight forwarders 19 63
For-hire warehouses 10 43
Steamship lines 9 31

Total no. of intermediaries 1.00 2.34

Source: Comparing Logistics Management in Small and Large Firms: An Exploratory Study.
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warders and for-hire warehouses. International freight forwarders, the most
popular intermediary among large firms, emerge as the third most popular
among small companies. On the other hand, transportation brokers are the
second most popular intermediary for small firms, compared to the fourth
most popular among large companies.

From this research, the hope is that both large and small firms will dis-
cover that an increased understanding of logistics management often trans-
lates into a competitive edge.

For a copy of Comparing Logistics Management in Small and Large Firms:
An Exploratory Study, contact Paul R. Murphy, professor of business logis-
tics, John Carroll University, University Heights, OH 44118; James M. Da-
ley, associate dean and professor of marketing, John Carroll University; or
A. Michael Knemeyer, assistant professor of marketing, West Virginia Uni-
versity, Morgantown, WV 26506.

WERC StUuDY DiscroseEs LoGgisTics MANAGERS’
PraNns To INCREASE INVENTORY TURNS

Data from the Warehousing Education and Research Council (WERC;
Oak Brook, Ill.; 630-990-0001; www.werc.org) find that logistics managers
are effectively increasing inventory turnover. One reason for improvement
is the mandate by top management to reduce inventories.

Warehouse Inventory Turnover: Trends, Change Drivers, Measures, Using the
Data reports that, on average, managers increased inventory turns 30% from
1995 to 1998 and were expected to improve another 27% by 2000, despite
an increase in stock keeping units (SKUs), increased customer requests to re-
duce inventory, and marginal improvements in forecast accuracy.

The breakdown: Eighty-three percent report improving turnover be-
tween 1995 and 1998, whereas 17% experienced no change or a decline in
turns; 89% expected to improve turns between 1998 and 2000, whereas only
11% expected to see turns stay the same or decline. Firms whose turns im-
proved between 1995 and 1998 saw their inventory turnover increase by 38%,
whereas those whose turns declined witnessed a 12% decrease. The expected
increase by 2000 versus 1998 averages around 35%. Those expecting velocity
to diminish forecast declines of 10%. Average turns in 1995 were 7.6; these
firms projected that average turns would be 13.1 by 2000—an increase of 76%.

For firms whose turns decreased, top management paid considerably less
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attention to inventory reduction than did management for firms whose turns
increased, highlighting the influence of top management on the behavior of
operating managers.

Manufacturers Show Better Turns

Manufacturers and wholesalers are the firms in the supply chain that have tra-
ditionally carried the heaviest inventory burden. On average, however, man-
ufacturers, retailers, and wholesalers have made positive changes in inventory
turns and expect improvements by 2000. Fewer retailers experienced an im-
provement in turns between 1995 and 1998 compared to their wholesaler
and manufacturer counterparts. Only 63% of the retailers indicated that turns
had increased since 1995. Wholesalers were the most optimistic in turns by
the year 2000, as 90% expected to improve turnover. Similarly, 83% of man-
ufacturers and 78% of retailers expected turns to increase by 2000.

Warehouse Combinations Pays Off

The survey indicates that goods flowing through either private or a mixture
of private and third-party warehouses have higher inventory turns than do
goods moving through third-party operations alone (Figure 1-1.2). How-
ever, firms whose products flow only through third-party warehouses report
the largest percentage increase in turnover from 1995 to 2000—from 5 to
11 turns. The size of a warehouse does not impact inventory velocity (Fig-

Al firms Privaie Third-Party Combination

Figure I-1.2 Inventory Turns Based on Warehouse Type
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Figure I-1.3 Inventory Turns Based on Warehouse Space

ure I-1.3), although firms with over one million square feet anticipate higher
turnover rates than do smaller warehouses.

SKU Impact on Turn Rates

The data also suggest that the wider array of SKUs flowing through facilities
(76% report an increase in SKUs from 1995 to 1998) has affected inventory
turns (Figure [-1.4). Turns are better when the number of SKUs is below
1,500. The averages for firms in this bracket were 10.9 in 1995, 14 in 1998,
and 17.1 expected by 2000. According to WERC, these data support the
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Table I-1.6 Factors Predicted to Drive Change in Inventory Turns by 2000

Percentage of Respondents

Improved systems, inventory management software,

warehouse management systems 16.2
Reduced production/delivery lead time/just-in-time 15.0
Improved forecasting 10.7
Application of supply chain management principles 9.6
More attention to inventory management 6.6
Reductions in SKUs 5.1
Increased throughput 4.0
Elimination of dead inventory 4.0
Inventory costs 3.3
Utilization of cross docking 1.5

Source: Warehouse Inventory Turnover, Warehousing Education and Research Council.

theory that the negative impact of SKU proliferation on inventory velocity
increases and eventually levels off.

Food Companies Enjoy Highest Turns

Food companies and food retailers boast the greatest level of inventory
turnover. All food companies averaged 14 turns in 1995 and 17 in 1998 and
expected 20 in 2000. Conversely, companies in the automotive and repair
parts business and those in apparel and clothing report considerably lower
results. Hardware/tools and chemicals and consumer household products
tended to be on the low side as well, but paper, medical supplies, and con-
sumer electronics were average or above the overall averages of 8 in 1995,

10.4 in 1998, and 13.2 in 2000.

Changes Expected in 2000

According to the responses, software and inventory management tools were
estimated to have the most impact in turnover at the end of 2000 (16.2%).
Improved forecasting ranked third (10.7%), followed by reduced lead times
(15%) and supply chain management principles (9.6%). See Table I-1.6.

CounNciL ofF LogisTics MANAGEMENT SAYS THAT THE
BesTt Logistics METRICS HAVE EXTERNAL Focus

Recent research on logistics measurement programs at more than 350 compa-
nies finds that although the majority measures the performance of some logis-
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tics activities, few measure performance where it really counts. The problem is
that most logistics managers focus their measurement internally, on the perfor-
mance of warehousing, transportation, and other logistics activities. Alterna-
tively, the research team, from the University of Tennessee and Computer Sci-
ences Corporation, insists that metrics should be focused externally on the
customers and suppliers. “Logistics measurement itself has focused on moni-
toring the performance of individual logistics functions instead of tracking the
performance of end-to-end logistics processes,” the researchers observe.

Their research has been captured in an excellent resource, Keeping Score:
Measuring the Business Value of Logistics in the Supply Chain (Council of Lo-
gistics Management; CLM). It is a detailed reference and resource of con-
cepts, strategies, and methods for launching the “new” logistics metrics to
inspire greater supply chain collaboration efficiency.

Lessons Learned For Good Logistics Measurement

They are based on the successful logistics measurement programs of compa-
nies such as 3M, International Paper, Motorola, Welch’s, Tyson Foods,
Graybar, Texas Instruments, and Caliber Logistics. The critical lessons in-
clude the following:

* Ensure that logistics measures are in sync with strategy. Different business
strategies have different implications for logistics. For example, being
the low-cost provider means having efficient logistics operations,
which can conflict with a strategy of providing tailored customer ser-
vice. Effective logistics measures help managers execute their com-
pany’s strategy.

o Truly understand customer needs. Do not assume that you know what
customers expect or that their needs will remain static. What is im-
portant today might not be critical tomorrow.

*  Know your costs in providing logistics services. Deciding how much cus-
tomer service to ofter and at what price requires comprehensive cost
measures. With this information, managers can do sophisticated cost-
benefit analyses on different logistics-services scenarios.

o Take a “process” view of logistics. Logistics measures must be defined
first at the business process level—not the functional level—of an
organization. This means grouping all logistics activities into three
key processes: sourcing-procurement, fulfillment, and planning-
forecasting-scheduling-planning.
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“The day when companies across a supply chain use the same
measures to monitor their combined performance will be the day
when order-of-magnitude improvements in logistics performance
across the supply chain will be truly possible,” the researchers insist.
However, most industries are not at the point of making this a reality
because there is little agreement today in any supply chain about how
to measure performance, the team notes. “Companies can start down
this road of supply chain improvement by instituting process mea-
sures with key customers and suppliers,” they insist.

Focus only on key measures. Although there are hundreds of ways to
track logistics performance, about two dozen measures are important
(see Table I-1.7). These are process measures. They track overall per-
formance of sourcing/procurement and the fulfillment processes in
time, cost, and quality. Measures of logistics functions and activities
must be derived from these process measures.

Stop ineffective measurement activities. Measures are ineffective when
they are subjective, when they obscure bad performance, and when

Table I-1.7 Process Measure Categories

Time Cost

On-time delivery/receipt Finished goods inventory turns
Order cycle time Days sales outstanding

Order cycle time variability Cost to serve

Response time Cash-to-cash cycle time
Forecasting/planning cycle time Total delivered cost

Planning cycle time variability Cost of goods®

Quality Transportation costs”

Overall customer satisfaction Inventory carrying costs®
Processing accuracy Material handling costs®
Perfect order fulfillment® All other costs”

On-time delivery® Information systems®
Complete order® Administrative®

Accurate product selection® Cost of excess capacity
Damage-free® Cost of capacity shortfall
Accurate invoice® Other/Supporting

Forecast accuracy Approval exceptions to standard
Planning accuracy Minimum order quantity®
Budgets and operating plans® Change order timing®
Schedule adherence Availability of information

*Contains a time component
*Indicates a component of a process measure—shown as explanation
Source: Keeping Score: Measuring the Business Value of Logistics in the Supply Chain.
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they provide misleading statistics. Many measures used today are sub-
jective. For example, rating a supplier’s on-time performance on a
scale of one to five without data on the percentage of deliveries that
arrive as promised is a subjective measure. To be useful, logistics mea-
sures must be objective. Customer surveys that average a company’s
performance across several measures such as on-time delivery, cycle
time, and accuracy make it difficult to pinpoint problems. Further-
more statistics can be used to distort reality.

*  Use information technology. Gathering, processing, and analyzing thou-
sands, even millions, of bits of information every day on logistics per-
formance require advanced information systems. Some organizations
do not capture the right information, however. Other companies
capture information differently in each business function or business
unit. Trading partners usually gather logistics information differently,
which makes it difficult to compare logistics information. Fortu-
nately, as the research team points out, several major technology de-
velopments spell progress for logistics measurements. Supply chain
management systems, enterprise resource planning software, and data
warehouses are some of the solutions. Information technology rap-
idly is becoming a powerful tool for logistics measurement, the re-
search team concludes.

Instituting Effective Logistics Measurement

This study is valuable not only for its identification and definition of eftec-
tive process measures but also for its recommended methodology of im-
plementing them. To summarize, managers must first assess the measures
already in place. The emphasis should be on identifying the measures them-
selves, and not on the performance level that those measures are indicating.
Managers must then develop process measures such as on-time delivery,
complete order cycle time, total delivered cost, and quality of product re-
ceived. The emphasis on the process measures will depend on the company’s
business strategy.

After prioritizing which process measures to develop first, logistics man-
agers can build a prototype solution to test in the field. This initial model
may lack data that will be required later. However, the prototype lets man-
agers work out the bugs before they make major investments in collecting
data and developing new information systems.
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The measures are revised, sometimes several times, before they are
rolled out. Before they institute the measures, logistics managers must ed-

ucate employees on how to use them. They also must revise incentive sys-

tems so that old measures and reward systems do not impede the new mea-

sures.

Ten Characteristics of Good Measures

According to the council’s 10 basic characteristics of good logistics measures,

a measure

1. Is quantitative. The measure can be expressed as an objective value.

10.

Is easy to understand. The measure conveys what it is measuring and
how it is derived.

Encourages appropriate behavior. The measure is balanced to reward
productive behavior and discourage game playing.

Is visible. The effects of the measure are readily apparent to all in-
volved in the process being measured.

. Is defined and mutually understood. The measure has been defined by

or agreed to by all key process participants (internally and exter-
nally).
Encompasses both outputs and inputs. The measure integrates factors

from all aspects of the process measured.

Measures only what is important. The measure focuses on a key per-
formance indicator that is of real value to managing the process.

. Is multidimensional. The measure is properly balanced between uti-

lization, productivity, and performance and shows the tradeoffs.

Uses economies of effort. The benefits of the measure outweigh the
costs of collection and analysis.

Facilitates trust. The measure validates the participation among the
various parties.

Keeping Score is available from Publications Department, Council of Lo-
gistics Management, 2805 Butterfield Road, Suite 200, Oak Brook, IL
60523; 630-574-0985; fax, 630-574-0989. Price: $35 for CLM member;
$70 for nonmembers.
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BENCHMARKING LogisTticsS: MANAGING LOGISTICS
AND WERC SurvVvEYS PoINT Out WHAT FIrRMS
ARE BENCHMARKING AND WHY

According to a recent Managing Logistics survey of logistics professionals,
benchmarking is quickly becoming a standard logistics practice primarily be-
cause it is a successful cost-cutting strategy. In the logistics/transportation in-
dustry, 45.5% use it as a cost-cutting tool: 26.5% in consumer manufactur-
ing and 23.6% in industrial manufacturing.

The push for quality improvements in overall products or services is an-
other incentive for benchmarking. Approximately 52.4% of respondents in-
dicate this as their motivation in a recent benchmarking study conducted by
the WERC. Establishing a management control process (43.5%) ranks as the
second most popular reason for benchmarking, followed by top manage-
ment requirements to reduce costs (34.3%).

The least compelling reason to benchmark was customer suggestion/
requirements, with less than 10% of the respondents reporting (see Table I-
1.8). Firms that rely on benchmarking state that better management controls
and improved standard warehouse operating procedures are the most com-
mon benefits (see Table [-1.9).

Table I-1.8 Factors Influencing Benchmarking

Percentage of Responses

Quality improvements 52.4
Management controls 43.5
Reduce costs 34.3
Best practices 26.8
Competitive pressure 23.0
Customer requirement 9.7

Source: Warehousing Education and Research Council.

Table I-1.9 Primary Benefits From Benchmarking

Percentage Reported

Improved standard warehouse operating procedures 459
Better management controls 45.7
Reduced warehousing costs 411
Reduced inefficiencies in material handling 39.7
Improved customer service 34.6
Improved utilization of facilities 33.9

Source: Warehousing Education and Research Council.
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Internal Benchmarks Are Most Popular

Companies that describe themselves as small compared to others in their in-
dustry are less likely to benchmark warehouse operations than are medium
or large companies. Further, companies in the automotive and pharmaceu-
tical/medical industries are more likely to benchmark operations, reporting
82.2% and 71.9%, respectively. The chemical industry was the least likely,
with only 26.3% responding.

For most of these companies, benchmarking involves primarily a com-
parison of internal operations. Approximately 60% of the individuals indi-
cated that a comparison of internal operations was the most popular bench-
marking technique, but it is less common for small firms than for their larger
counterparts.

Among respondents, 21.2% indicated that their firms regularly compare
their performances to similar functions in the same industry or to an indus-
try leader. Benchmarking of business functions across industries was re-
ported by 11.5% of respondents; the remaining 8.9% indicated a specific
competitor-to-competitor comparison by product or function.

Three Years Is the Magic Number

Smaller organizations seem less likely to benchmark and are more likely to
have started benchmarking later than are medium and large firms. According
to the survey, 20% of firms with less than 500 employees are benchmarking,
whereas 30% of firms with over 500 employees are using it as a tool.

Most individuals reported that their firms have been benchmarking
warehouse operations for three years or fewer (63.7%). However, 57% of all
responses were from individuals whose firms have been benchmarking for
between one and three years.

The WERC study reveals that only 20.6% of the small firms have been
benchmarking for more than three years compared to 36.3% of medium
firms and 43.5% of large firms. In addition, large companies are more than

twice as likely to have been benchmarking for over five years than are small
firms (27.8% vs. 13.2%)).

Low Levels of Sophistication

Nearly 80% of respondents indicated a range of two to three on a five-
point scale (five being the best) when asked about the level of sophistica-
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tion in benchmarking. The average rating was 2.51. Approximately 6.3%
considered their firms to be novice, whereas 2.1% rated their firms as ex-
pert.

Respondents in the automotive industry reported the highest level of
perceived sophistication. The top two mean ratings were 2.89 for the auto-
motive industry and 2.61 for the consumer goods sector. Respondents re-
porting from the chemical industry possess the lowest level of perceived so-
phistication, at 2.16.

What and How to Benchmark

No matter what the level of sophistication, the most common areas for
benchmarking are at the beginning, middle, and end of the warehousing pro-
cess. Receiving, order picking/packing, and shipping were the only func-
tional areas benchmarked by more than half of the respondents. As indicated
in Table I-1.10, the shipping function received the largest percentage, with
57.6% of the firms reporting.

The areas benchmarked were significantly different depending on the
size of the firm. Medium and large firms reported benchmarking more
warehouse activities than smaller firms. Specifically, the medium and larger
firms were more likely to benchmark the entire warehouse process from re-
celving to putaway and storage, order picking and packing, shipping and re-
turns. Respondents from smaller firms indicated that shipping and receiving
were the two areas currently being benchmarked.

Over half (53.6%) of respondents indicated that they used real input to
real output as their measure for benchmarking. This is compared to 41.6%
using real output to standard and 29.9% measuring capacity used to total ca-
pacity available.

Table I-1.10 Functional Areas Being Benchmarked

Functional Area Percent Indicating
Shipping 57.6
Order picking/packing 53.2
Receiving 50.9
Quality issues 37.0
Putaway 31.8
Storage 30.4
Returns 22.0
Damage control 20.5

Source: Warehousing Education and Research Council.
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People and Technology Are Essential

For those having difficulties with benchmarking, resource issues (people and
technology) stand out as one of the top three obstacles by 59.6% of the re-
spondents and as the number one obstacle by 28.3% of all respondents. This far
outpaced time constraints, cited by 44% (13.6% reported this as the number one
obstacle), and insufficient availability of benchmark data, which had a 39.4%
response rate (reported as the number one obstacle by 11.4% of respondents).
Other obstacles included lack of proper training, lack of top management sup-
port, and the fact that the company sees no value in benchmarking.
Benchmarking will, however, become increasingly common in ware-
house operations. Only 1.6% of the respondents indicated they would either

Determining Benchmarking Success

If you’re thinking about benchmarking your warehouse operations, ask your-

3 99 <

self the following questions and answer “yes,” “no,” or “don’t know.”

* Is there currently a focus on the quality improvement process in your
company and warehouse?

* Is benchmarking the correct quality strategy for your warehouse?

* Do you have an idea of what needs to be benchmarked in the ware-
house operation?

* Do you know what should be measured within the benchmarked
areas?

* Is your benchmarking going to have an internal or external focus?
* Do you have any ideas about with whom you should benchmark?

* Do you know where to get the benchmark data required to effectively
measure activities?

* Do you have an implementation plan for benchmarking?

* Are there measures of success developed for the benchmarking pro-
gram?

* Does your company possess the resources to manage an ongoing
benchmarking process?

If you answered “no” or “don’t know” to more than one of these questions,
the success rate for benchmarking is significantly diminished.
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Table I-1.11 Benchmarking in the Next Two Years

Number of Responses
Will not consider 5
May consider 104
Continue current 68
Expand 182
Discontinue 1

Source: Warehousing Education and Research Council.

not benchmark operations or discontinue it. Half of the respondents indi-
cated that they would expand operations (see Table I-1.11).

Industries that expect the most benchmarking expansion are automo-
tive and industrial and office products, with 58.8% and 57.3% expecting to
expand the practice, respectively. About 68% of responding companies cur-
rently benchmark, and nearly 50% said they plan to expand benchmarking
activities in the next two years. Fewer than 2% will not be benchmarking.

EXCLUSIVE MANAGING LOGISTICS
BENCHMARKING STUDY: LoGgisTiICcS WRESTLES
WITH SERVICE AS SHIPMENT COMPLAINTS DOUBLE

Key performance indicators (KPIs) help logistics managers track their pro-
gress against short-term goals and strategic plans. Because of the many ben-
efits they bring to customer service, they are suddenly receiving increased
attention. With this in mind, Managing Logistics researched how well man-
agers have done on their KPIs. What it found was for the most part encour-
aging: Outbound on-time shipments increased from the previous year, as
did inventory accuracy (see Table I-1.12). However, there was one major
and troubling exception: The percentage of customer shipment complaints
more than doubled this year over last. The question is whether customers are
more likely to complain today or whether there actually is a growing prob-
lem. Whichever the case, customer service is at issue, and benchmarking can
uncover individual company service levels.

How and What to Measure

Although there are many supply chain processes to measure (see Table
[-1.13), customer service is perhaps the most critical. It is the most robust
indication that the enterprise’s internal business processes are working to
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Table I-1.12 KPI Results

By Company Size

Up to 500  Over 500
Employees  Employees 2000 1999 1998

% inbound shipments on time 86.9 87.3 86.8 882  88.6
% outbound shipments on time 93.1 94.8 94.1 93.3  94.0
% inventory accuracy 95.6 93.9 946 929 941
% outbound shipments with errors 4.8 32 3.8 2.9 2.9
% customers with shipment complaints 3.7 6.6 5.6 2.6 2.8

By Company Type

Industrial Consumer
Manufacturing Manufacturing
% shipments on time 84.2 90.7
% outbound shipments on time 92.8 94.6
% inventory accuracy 93.8 96.7
% inbound shipments with errors 5.4 5.9
% outbound shipments with errors 8.8 4.0
% customers with shipment complaints 43 4.9

Source: Managing Logistics Readership Survey.

optimize the needs of the customer and the goals of the enterprise. The sur-
vey of logistics managers indicates that KPIs have helped them identify ob-
stacles attaining high customer service performance levels.

“We define and publish logistics key performance indicators to help us
understand what the customer issues are and what we need to do about
them,” says the logistics manager for a small company in Ohio. “We pre-
pared a complete logistics plan that was SMART [specific, measurable,

achievable, realistic, and time-phased],” says a director of logistics for an of-
fice furniture manufacturer in Michigan. “This led to clear measures that

enable us to track customer service level performance.”

KPIs Are Windows to Customer Satisfaction

Logistics managers also tell us that they measure a series of KPIs to deter-
mine how well they are meeting customer satisfaction. These include per-
centage of shipments on time, percentage of outbound shipments on time,
inventory accuracy, percentage of outbound shipments with errors, and per-
centage of customers with shipment complaints.

None of the managers is reporting high enough percentages (nearing
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Table I-1.13 Customer-Focused KPIs
Supply Chain Process Measure Metric
Customer service goals * Order fill rate
* Planning cycle time * Line item fill rate
» Adherence to plans * Dollar fill rate
* Cycle time
* Variability

Asset management goals
eInventory turns

Forecast accuracy goals

Costs goals
» Componentized and traceable

Value-added goals

Manufacturing resource planning goals
* Economy of scale
* Finished goods
* Decreased inventory
* Predictable conforming product

On-time delivery
Back-order duration
Perfect order fill rate
Customer satisfaction

Inventory days of supply
Inventory accuracy
Inventory turns
Cash-to-cash cycle time

Orders vs. sales forecasts
Shipments vs. forecasts

Various costs
Unite product costs

EVA

Percentage of complete shipments on time
Actual sales vs. plan

Warehouse receipts vs. orders

Percentage of items completed
Manufacturing cycle time

Conformance to product specification
Percentage of schedule changes

Schedule adherence

Actual production to plan

Conforming product released for shipment
Balanced inventory and production costs

Source: AMR Research, Inc.

99.9%). In addition, according to the data, customer complaints have in-

creased at many companies, indicating that managers are either not relying

on enabling technology or not keeping on top of tracking performance. One

consumer products manufacturer found that line fill (percentage of units or-

dered that shipped on time) was a contributing factor in several significant

issues. Poor line fill led to empty retail shelves and market share decline be-

cause consumers had branded alternatives available to them. Retailers were

reluctant to take new product listings because of missed promises on pre-

vious items. On-time shipment performance was reduced as orders were

held pending receipt of product, and order entry errors and delays led to
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higher deductions from customers, resulting in a negative impact on profits.
Developing and implementing customer-focused KPIs is now helping this
company turn the situation around.

A Customer Focus in Manufacturing

According to Roddy Martin, an analyst with AMR Research, Inc. (Boston;
617-542-6600), companies realize that logistics and manufacturing depart-
ments must work together to achieve high levels of customer satisfaction.
One leading global food manufacturer focuses on reducing “time and touch”
on the product as a basis of building responsiveness and agility. For example,
information about inventory replaces physical inventory, and accurate de-
mand and sales information allows the manufacturer to produce to meet mar-
ket need. Demand-driven product will help manufacturers make accurate
forecasts and alleviate problems with excess inventory and shortages.

The improved availability of information helps manufacturers execute
global consolidation strategies. Global manufacturers are implementing KPIs
based on optimization of global inventory, orders and materials. Consider
Nestle SA’s plan to implement mySAP.com as a standard across 233,000
global users in an attempt to harmonize Nestle’s global information technol-
ogy (IT) infrastructure within its global supply chain. This will allow an in-
tegrated global supply chain with KPIs that support processes that increase the
visibility of orders, inventory, and commodity purchases across the enterprise.

Why Measure Customer Service

Supply chain consultants at Dechert-Hampe & Co. (Mission Viejo, Calif;
949-586-6868) believe that whatever KPIs you choose to measure, they
should complement your organizational goals and your customers’ goals. To
bring about the desired results, make sure you understand why you are
measuring customer service performance in the first place.

*  Measure to motivate: The act of measurement will improve the per-
formance of the process by directing the attention of management
and employees to the process. KPIs will motivate individuals to ex-
amine their contributions, take corrective action, and drive im-
provement.

*  Measure to align: KPIs need to be based on customer requirements
that are established first at the company level. Then they must be fil-
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tered down through the organization to areas in which employees
have a “line of sight” on the impact of their performance on the ob-
jective.

*  Measure to improve: Business processes need constant refinement to re-
flect changing requirements. Thus, measurements should be estab-
lished to improve the output of a particular business process.

Implementation Considerations

Once you know which KPIs you will measure and understand the reasons
why you have chosen those particular metrics, consider the following:

* Data sources. Matching the appropriate data to your metric can be a
challenge. Often, the data required do not reside in the same system.
The various data sources should be identified and mixed and matched
for each metric.

* Data extractions. It queries are required from multiple systems and
databases, how the data are extracted and merged is a concern. Data-
base managers and functional leaders need to understand the data’s
source and composition.

* Data elements. There may be issues with the way in which transac-
tion-processing systems capture data versus the data elements that are
required for the measurements. Before you implement any measure-
ment, validate what data are available.

*  Assigning responsibility. Will I'T or a functional user be responsible for
generating reports to get the required information? Who will have
responsibility for converting data to formats for analysis? These re-
sponsibilities need to be clearly assigned and understood.

*  Commitment. Both management and those directly responsible for
delivery against the metric must follow up on the measurement’s
message. By searching for root causes and then following up with ap-
propriate corrective action to implement solutions, you achieve sus-
tained metric improvement.

* Dresentation. The metrics must be displayed in a simple, meaningful
way. Reformatting data into a graphical display is very important.

* Hierarchical approach. Measurements should exist at the enterprise level
and drill down to the other levels of the organization. Maintain a
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line-of-sight relationship between the metric and the organizational
level’s ability to improve the metric.

»  Appraisal and compensation. These activities should be tied to the met-
rics. This assures that all associates understand the importance of or-
ganization improvements and the evaluation of their own perfor-
mance.

TAKE A Bow: INVENTORY-TO-SALES RATIO
DecrLIiNES TO ITs LoOwEST IN HISTORY

It’s been banner times for inventory management. “Business logistics costs
were equal to 9.9% of U.S. gross domestic product (GDP), and investment
in inventory became much more efficient than ever before,” reported
Robert V. Delaney, vice president of Cass Information Systems, a subsidiary
of Cass Commercial Corporation (Bridgeton, Mo.; www.cassinfo.com).

Commenting in the 11th Annual State of Logistics Report (cosponsored by
Cass Information Systems and ProLogis of Aurora, Colo.), he ventured that
the “growing use of the Internet and the trends in electronic commerce ap-
pear to be improving the visibility of inventory and its location within our
supply chains.”
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Figure I-1.5 Inventory-to-Sales Ratio Plummets to Record Low
Source: 11th Annual State of Logistics Report.
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What a Difference a Year Makes

“We were disappointed to report previously that the inventory-to-sales ra-
tio had been stuck in a band between 1.38 and 1.40 months of supply since
1996, Delaney said. “We did not appear to be taking inventory out of the
system—merely shifting where inventory was held within the supply chain.”
Further, disappointment was registered with estimates that some 40% of
U.S. companies planned to stockpile items as part of their contingency plan-
ning.

Instead, the inventory-to-sales ratio steadily declined from 1.38 months
of supply in January to 1.32 months of supply at year-end (see Figure I-1.5).
Delaney also observed, “The ratio fell even further, to 1.31 months of
supply, in April of the next year”” These data are based on the revisions to
the National Income and Product Accounts by the U.S. Department of
Commerce (see sidebars).

“This was a record low in the history of the revised data,” he noted. To

Storm Clouds on the Inventory Horizon?

The U.S. Department of Transportation’s Federal Motor Carrier Safety Ad-
ministration has proposed revisions to its hours-of-service regulations that
could sap all of this current enthusiasm and send inventory levels spiraling. One
of the proposals would limit long-haul and regional drivers to no more than 12
hours on duty in a 24-hour workday, with 2-hour breaks. Also, the driver
would not be allowed to work for more than 60 hours in any workweek.

According to Robert V. Delaney of Cass Information Systems, who cal-
culated a “best efforts estimate” of new regulations, the following might be
the effects over a three-year period:

* $50 billion increase in expenditures for trucking services, because as
many as 20% more trucks could be on the nation’s road system, with
the new regulations increasing costs by about $ .20 per pound

* $100 billion of unneeded inventory, as the proposed regulations
would require additional safety stocks at each point of the supply chain
system, which could increase even higher with the ever-shortening
procurement cycles

* $25 billion of additional inventory carrying cost

“This analysis reveals how transportation and inventory costs are integrated,”
Delaney concludes.
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Government Revises the Data: What It All Means

The U.S. Department of Commerce’s Bureau of Economic Analysis has re-
sponded to data about information technology and productivity. A funda-
mental improvement is that business and government purchases of software,
as well as their internal production of software, will now be recognized as in-
vestment.

“With the benefit of the comprehensive revision, we can now see that
our business logistics system was more productive than previously reported,”
Robert V. Delaney of Cass Information Systems maintains. The National In-
come and Product Accounts (which form the basis of Delaney’s Annual State
of Logistics analysis) have been revised back to 1959. Based on the revisions,

* The value of nominal business inventory investment has been reduced
by about 3.0% annually.

* The annual cost of business logistics in relation to nominal GDP has
been reduced by 0.3% to 0.5%.

The bottom line is that logistics costs were below Delaney’s target of 10%
on nominal GDP in 1993 (9.9%), and they dipped to that level once again in
the latest year. “We are encouraged,” he declared. “We may be able to main-
tain U.S. business logistics costs at the goal that we set in 1990—namely 10%,
or lower, of nominal GDP.”

be sure, inventory investment did increase during the year. However, ac-
cording to the data, it moved at a slower rate than in the prior year, except
for the fourth quarter. “There may have been some stock building during
the fourth quarter among wholesalers, but we cannot overlook the surpris-
ingly strong level of sales,” he observed.

During the entire year covered in the report, inventories increased by
4.6%, but sales increased by 9.2%, or “twice as fast as inventory,” as Delaney
declared. “And we know that fourth quarter sales were so strong that they
powered quarterly GDP above 7%.”

A Deeper Look into the Statistics

Transportation consultant Rosalyn Wilson, president of R. Wilson, Inc.
(rosalyn@transopolis.com), revealed that the cost of the business logistics
system increased to $921 billion, or the equivalent of 9.9% of nominal GDP
(see Table I-1.14). The average investment in all business inventory in agri-
culture, mining, construction, services, manufacturing, wholesale, and retail
trade was $1,376 trillion.
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The cost of carrying inventory includes interest at the annualized com-
mercial paper rate of 5.1%. The cost of taxes, obsolescence, depreciation,
and insurance follow the Alford-Bangs formula that is used in this method-
ology. Obsolescence accounts for nearly 40% of total inventory carrying cost
in this methodology.

“This is consistent with the challenges facing inventory managers in our
fast cycle procurement, just-in-time world,” Wilson observed. She further
reported the following:

* The trucking industry continues to dominate the business logistics
system with an 81.2% share of the nation’s freight bill, as trucking
costs increased by 5.9%.

* Railroad revenues increased by 1.0%.
* Water and oil pipeline services were flat.

* Domestic airfreight revenues increased by 6%, and international air
freight revenues increased by 8%.

» Logistics administration is estimated at 4% of total logistics cost.

Since 1982 the improvements in inventory efficiency have been dra-
matic, according to Wilson, “as we replaced inventory with more versatile
and responsive transportation services.”” However, she cautioned, “We will
be challenged to keep transportation costs stable at 6.0% of GDP as we have
for the past seven years. Inventory management will be the key to maintain-
ing business logistics costs at 10%, or lower, of nominal GDP.”

Demand for Warehousing Services to Continue Even

with Improvements in Inventory Efficiency

Delaney countered the investment analysts’ traditional assumption that more
efficient management of inventory will reduce the demand for warehousing
services. “That is not the case, and never has been,” he declared. Even
though it is more efficient, Delaney explains, “inventory investment comes
into the economy quarter after quarter, and it has to be warehoused.” In fact,
the annual increase in square footage of warehouse space has been increas-
ing steadily since 1996, following a slump in the early 1990s.

Services Performed within the Warehouse Are Changing

In addition to storage, handling, and inventory management, warehousing
companies are assembling products, organizing kits, bar coding, labeling,
and providing a range of other value-added services.
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“Warehousing companies are even providing fulfillment services to sup-
port the requirements of e-commerce companies,” he notes. “Despite the
improvements in inventory management, we believe that the demand for
warehousing services will continue to grow consistent with industrial pro-
duction and consumer spending,” Delaney projects. “Logistics decision
makers will continue to make changes reflecting trends in automation, fa-
vorable locations, building design, operating methods, and procedures. And,
it will all happen faster and with greater visibility because of the Internet and
e-commerce,” Delaney declares.

How WHIRLPOOL AND GENERAL MOTORS
CREATE MEANINGFUL LOGISTICS AND
INVENTORY BENCHMARKS

In today’s supply chain environment, the primary focus is on performance
metrics. However, the discussion is often long on what to measure but short
on the rationale for selecting a specific measure. That’s why it’s refreshing—
and informative—to hear from industry leaders who do focus on defining
meaningful and useful measures. For example, Dennis Dreyer, director of
logistics and service parts operation at General Motors (Grand Blanc, Mich.;
812-606-4215) acknowledges, “When we look at a measure, the first ques-
tion we ask ourselves is: “What really is a meaningful measure, and what el-
ement am [ looking for in it?’”

J. Paul Dittman similarly declares, “When we think about setting stan-
dards to judge our performance metrics, we insist that they have to capture
the elements of what’s really important to us, and reflect our global supply
chain strategy.” To get a fix on Dreyer’s and Dittman’s thinking, we caught
up with both at recent conferences.

Whirlpool’s “Owerarching Principles”

“We set up a series of overarching principles for our supply chain measures,”
Dittman explained at the Proven Performance Metrics in Logistics Confer-
ence (Institute for International Research, New York; www.iir-ny.com). Es-
sentially, each proposed measure has to conform to the following before be-
ing implemented:

* Globally common measures to facilitate sharing of best practices (i.e., to
have the same supply chain measures in all regions of the world to set up
a common framework for a common dialog to share best practices)
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* Interlinkage to avoid suboptimization (i.e., if a measure is created for
inventory, an offsetting one is established for customer service to
maintain balance)

» External linkage to economic value-added metric (i.e., it combines
balance sheet and income statement in one measure to avoid being
one-dimensional)

* A focus on assets, cost, quality (customer service), and cycle time
* Common-shared measures across all functions

* Full communication and understanding throughout the organization
(e.g., “if not done, it’s all a waste of time,” as Dittman asserts)

General Motor’s Meaningful Metrics

Dreyer insists that most of the measures have been around for a long time
and that they do not fundamentally change (see sidebar). “You can put these
measures into three categories, cost, quality and speed,” he itemized at an
Interlog conference (Worldwide Business Research, New York; www.
whbresearch.com).

Cost, Quality, and Speed Indicators Typically Measured across
General Motors’s Supply Chain

Cost Measures

Inventory turns

Warehouse productivity
Outbound transportation cost
Redistribution transportation cost
Inbound transportation cost
Quality Metrics

Unshipped customer orders
Carrier damage

System line fill

PDC line fill

Order errors

Carrier equipment availability
Speed Indicators

Carrier transit times

Carrier on-time pickup
Order response time
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“When we look at a process, we want to make sure that we understand
the cost, the speed, and the quality issues within a particular piece of the
supply chain network.” To accomplish this, Dreyer outlined their approach:

* Timeliness of the data. This is one of the first considerations. The ques-
tion under deliberation is “What really is the timely way to look at
the specific data?” In explanation, he recalls that when he first started
in service parts the financial people would provide him with a report
at the end of the quarter to tell him how he did. “Now, we can pick
up this information monthly, weekly, or daily,” Dreyer explains.
“This certainly changes our ability to look at our business.”

o What do the data support? Do they support a strategic, tactical, or op-
erational issue? “We may be talking about the same issue, but we may
need to look at it from three difterent perspectives and time frames,”
he says. When considering the strategic versus the tactical and oper-
ational measures, the difference is related to time. For example, when
discussing strategic metrics, Dreyer is referring to monitoring trends.
“When we get down to the tactical and operational measures, we’re
looking at a more current type of information,” he explains.

* DProvide data with sufficient amount of detail. Technology is allowing end
users to drill down further and further for information. “What we
need to do is look at the highest level and ask how far do I want to
drill down on a regular and timely basis,” says Dreyer. However, he
reflects, “I may still need access to that finer detail in case I want to
answer a question that I may have, or to provide information to
someone else who raises a question.”

* Relevancy of the data and the problem with financial-oriented metrics. *“ Typ-
ically, we’ve looked at things the way accountants have told us to look
at them,” Dreyer mentions. “Now we’re looking at our measures
with a logistics focus, and there’s a difference between a financial per-
spective and a logistical one.”

According to Ted Farris of the University of North Texas (Denton,
Texas; 940-565-4368), “The key advantage to using nonfinancial measure-
ments, such as those now being used by logisticians, is that they are directly
traceable to success factors and strategies. These are often hidden through
the agglomeration of reporting areas on financial reports.” However, in-
ventory managers must recognize that the greatest downside to the use of
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The Criteria for Effective Measurements

Ted Farris of the University of North Texas (Denton, Texas; 940-565-4368)
recommends the following criteria for evaluating an eftective measure:

 lalidity. Does the measure track the true customer requirements or
real productivity?

*  Coverage. Does the measure track all of the relevant factors?

*  Comparability. Can the measure be compared across time or indiffer-
ent locations?

*  Completeness. Are all-important sources that yield an output tracked
by the measure?

o Usefulness. Does the measure guide action?

*  Compatibility. Is the measure compatible with existing data and infor-

mation flow?

*  Cost effectiveness. What are the tradeofts between the cost of measure-
ment and the potential benefits to be gained?

“Also avoid overmeasuring as a means of managing,” he advised at the
Council of Logistics Management Annual Conference. “Instead, focus on a
limited set of high-impact measures.”

nonfinancial measures is that they don’t directly translate to profits and the
bottom line.

“Nonfinancial measures may conflict with financial performance mea-
sures during the short-run,” Farris declares. This, in turn, could make it dif-
ficult to implement an improvement without having support of a direct fi-
nancial benefit (see sidebar).

Whirlpool’s Dittman agrees: “The financial benefits from what we do
in logistics accrue in a nonlinear, nontraditional, intricate-to-predict man-
ner. The curve is relatively flat in the early going, but it rises quite sharply
when the installation is further along.” He too observes that “most tradi-
tional accounting systems cannot be used to predict the impact of world-
class logistics on costs. In fact, many traditional accounting systems can ac-
tually work to prevent adoption of the concepts,” he charges.

In conclusion, Dittman explains, “Build a framework by which you can
judge the performance metrics first; don’t just throw them out there to be
used.”
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Distribution

TEN Low-TEcH WAYs To Cutrt CARGO THEFT

Although high-tech solutions to protect merchandise shipments are increas-
ingly feasible, they are not the quickest or cheapest strategy. In fact, even the
most sophisticated cargo tracking systems attack only 15% of the problem,
according to Louis Tyska, managing director for Pinkerton Consulting and
Investigations Services.

Speaking on the topic of high value logistics and global supply chain
protection, Tyska told logistics managers that sophisticated access control
and shipment tracking systems are a viable option, but that they take aim at
large-scale theft, which is not the biggest problem.

Shipment hijack and after-hours burglary make up a small percentage
of the goods that never make it to their final destination. In fact, an over-
whelming portion of all shrinkage—85%—comes from old-fashioned pil-
ferage. “It’s basic. When somebody is touching merchandise, somebody is
going to develop a conspiracy to steal,” says Tyska. And to attack that type of
theft, there are better ways to protect an investment than by tagging ship-
ments for satellite tracking.

Eliminate the Confusion

How do crooks get away with lifting merchandise in shipping and receiving
(S&R) areas? First and foremost, they take advantage of the confusion that
is inherent at S&R bays. Tyska cites these 10 ways to regain at least some
control:

39
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1. Separate shipping and receiving. It’s the most practical solution to cut
confusion, says Tyska, but it also requires local management commitment.

2. Develop a chart identifying cargo flow. Looking at a flow chart will help
you identify risks and the points at which people are exposed to the process
(and at which you are at a risk for loss).

3. Get your hands on controller letters. These are company documents that
report on the state of your business and track losses, damages, and claims.
CFOs have them, and you need them, too. The only way to cut cargo theft
is to know what theft is going on, and auditors frequently have records that
they do not readily share. Other sources of information that can help you
understand the threat you face include the following:

*  Local authorities. They will have an understanding of what warehouse
items are hot on the local market.

* Risk managers. Whenever you go above a certain level of loss, other
people in your company are tracking it.

*  Manufacturing. If they are being slowed in production because parts
haven’t arrived, that can alert you to small amounts of cargo theft that
you might not otherwise be able to track.

4. Conduct director-to-security background verifications. “Passing the gar-
bage” is common in trucking, and laws protecting teamsters make it difficult
to uncover the handling of your shipments by unscrupulous drivers. “HR
[human resources| to HR doesn’t get it done,” says Tyska.

5. Improve housekeeping. Broken cartons, debris, and piles of cardboard
add to the confusion that thieves use as cover. Try shrink-wrapping or band-
ing cartons to reduce casual theft of small amounts of merchandise.

6. Provide a secure area for high-value goods. Separate them from the less
valuable merchandise that moves through your S&R areas. If warehouse
managers tell you, “It’s all valuable,” use that ammunition to enforce stricter
controls all around.

7. Provide a driver waiting room. If you don’t, “they’ll wander your cargo
exchange area and shop,” says Tyska. If a room is not feasible, paint a line that
drivers are not allowed to cross.

8. Ensure that perimeter controls are used. This means keeping cargo doors
closed when you are not actively receiving. If employees need the doors
open for air, purchase drop-down chain gates.

9. Tighten receiving controls. Use an inbound register that requires the fol-
lowing information: carrier’s name and truck number, driver’s name, com-
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modity and quantity, date and time of arrival, and inspection verification.
Keeping this record on file will help your team conduct an investigation in
the event of theft.

10. Investigate how documentation is handled. No cargo should move with-
out documentation, even if'it’s being shifted within the warehouse itself. In
addition, make sure that documentation is complete and always signed in

ink.

Although these steps should come first, some cargo is valuable enough
that it needs constant tracking. For a primer on the option of a satellite track-
and-trace system, see the accompanying sidebar.

How to Make Satellite Tracking an Effective Tool

Some transportation and logistics managers oversee the transport of merchan-
dise that is so valuable that a satellite tracking system may be part of the loss
control solution.

The Basics of a Track-and-Trace System

1. A device (usually referred to as a global positioning system, or GPS) is
placed in a truck or ship and is capable of making a fix of its position using
satellite signals.

2. The fix is then transmitted through a mobile/cellular communication
device to a central station.

3. The central station is equipped with hardware and software that en-
ables it to identify where the subject is on a detailed digitized map (the accu-
racy should be less than 5 meters).

4. If'the line of communication remains open, a new fix will be provided
every 5 to 10 seconds. This makes it possible to check the speed, direction,
and behavior of the vehicle being tracked. Depending on the received signal
and the type of alarm or emergency, the central station will follow procedures
that were previously agreed upon.

Developing an Effective Track-and-Trace System

1. The black box. This is the unit that contains all the devices for positions,
communications, and connections to inputs and outputs. Options
include

(continued)
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* A connection to the vehicle’s alarm system.

* A panic button that allows the driver to generate a signal in an
emergency.

* Digital ports that can be used to action any number of signals to
the vehicle, such as locking doors, closing windows, activating
sirens, lights or signals, reduce fuel, and so on.

* Analog ports that are used to connect to analog information, such
as engine temperature, oil pressure, and trailer temperature. This
is helpful in instances of temperature-sensitive cargo.

2. The network of service stations. Make sure your system provider

* Guarantees that they can position, maintain, and repair devices in
any location in which your vehicle or cargo will travel in the global
logistics system

* Does not disturb the logistics processes of your company
+ Signs agreements to safeguard your company’s integrity
» Offers adequate training and instruction to staff

3. The central monitoring station. It needs to track and trace signals 24 hours
a day, throughout the year, and can be organized in one of three ways:

»  Corporate control without third parties. Use when needed to protect
sensitive freight if you have the infrastructure to integrate into an
existing control station. Before you do, consider national/state
standards for control stations; staffing required for all-hours repair;
legal issues related to mistakes; cost of purchasing software, hard-
ware, and digital maps; and staff required to upload or download
from the system.

*  Split functionality. This is the most common setup for the GPS. The
security monitoring station handles all signals coming from the
track-and-trace device according to agreed-upon procedures.
Firms have a mirror system enabling them to track and trace ve-
hicles, to use the system for logistics, such as route planning, and
to exchange data, such as downloading bar code readers.

*  Outsourcing. All central station activities are outsourced to a private
security monitoring station, an option for companies with a lim-
ited number of devices that require bottom line functionality.
Monitoring stations inform companies of an activated alarm or
panic button for the company to address at its convenience.

Source: Excerpted from “How to Make Satellite Tracking an Effective Tool,” Lou Tyska, Pinker-
ton Global Logistics.
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Four STEPS TO OPTIMIZE YOUR
DisTRIBUTION NETWORK

Imagine what you would save if your distribution resources were always in
the right place at the right time. Unfortunately, improving your distribution
network requires a thorough understanding of your customers, your prod-
ucts, and your business strategy. Chris Munro, senior vice president of Exel
Logistics, shared his four steps toward optimization with attendees at a re-
cent Logicon conference.

1. Understand your customers’ business requirements. Munro says that the
first step toward optimization is to know what values you provide your cus-
tomers and which they consider most important. In other words, why do
your customers buy products from you? Some values to consider are the ser-
vice you offer, the range of product selection, your price, and how unique
your products are compared to others in the marketplace.

Part of understanding customers’ business requirements is anticipating
their future needs. Are they changing their order profiles, wanting smaller,
more-frequent orders, customer-specific labeling, or promotional packag-
ing and displays? Do they demand that you improve your information sys-
tems, or are they looking for you to provide electronic commerce? Will your
future acquisitions plans impact how you service your customers in the fu-
ture? “The opportunity for logistics to add value increases with the com-
plexity of customer requirements,” says Munro.

2. Generalize logistics flow into segments. There are basically three ways to
segment your business: by product type, by customer type, and by order
type. If your business is broken out by product type, for example, you prob-
ably focus on stock keeping unit (SKU) velocity or product families. If your
organization is customer-focused, however, it may make logistics decisions
based on number of customers or on their location or type of industry. Com-
panies organized by type of order make decisions around transportation
modes, sizes of the orders, and their priority status. Munro recommends
looking at each segment individually as well as looking for similarities to see
if any logistics activities that are required to carry out decisions overlap.

3. Cereate a strategy for each segment; overlay and compare networks. Based on

information gathered in Step 2, you will discover ways to reduce costs, im-
prove service, and address customer requirements in the most efficient way.

4. Create groups of logistics channels. Munro defines a logistics channel as
the portion of a logistics network that adds value by making products avail-
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able in the way that customers demand them. Different parts of the busi-
ness—customers, products, and orders—require different logistics chan-
nels. “The overall goal of logistics channels is to figure out a way to meet the
majority of your customers’ needs without having to mass-customize on a
customer-by-customer basis.”

A Case Study in Optimization

Using the four steps just described, Munro relates the case study of a multi-
divisional company organized by product type. The company decided to
optimize the distribution network that supplies parts for repair work. The
firm offers around 140,000 SKUs and strives to ensure next-day delivery
for critical parts and timely delivery for other parts. All parts are stored and
supplied by one distribution center (DC) in California to 12 regional hubs
across the country. Although it was easy to manage one DC, risks were as-
sociated with that single-source network: Using air parcel 100% of the time
was costly; having all inventory in one facility could have led to inventory
loss; and regional hub inventories represented redundant safety stocks, driv-
Ing up Inventory carrying costs.

Experts devised a strategy for each segment in the repair division—
PC/printer parts, electronic parts, medical equipment, server parts, and test-
ing equipment—and determined the logistics activities required to carry out
the service requirements in each. When the segments were compared, sim-
ilarities were discovered, such as the fact that flexibility was necessary to
carry out the logistics flow of the product segments consisting of electronic
parts, medical equipment, and testing equipment (see Table I-2.1).

Table I-2.1 Overlaying Drivers, Logistics Flows, and Identifying Segments

Required Typical No. Typical Service Shipment
Logistics Flow Logistics Driver of SKUs Value Level Size (Ibs.)
Electronic parts flexibility 100,000 low 3-day 5
Medical equipment flexibility 50 medium  3-day 30
PC & printer parts cost 350 low 3-day 65
Server parts service 175 high next-day 20
Testing equipment flexibility 800 medium  3-day 35

Note: The company in the Exel case study compared its various product segments to determine whether
any logistics similarities existed. From the data in the table it became clear that repair segments for elec-
tronics, medical equipment, and testing equipment parts require a high degree of flexibility in meeting the
customer demands. In addition, the majority of the product segments require three-day delivery windows,
so it was decided that ground transportation could be negotiated instead of the prior use of air parcel.



Distribution 45

They decided to provide next-day service to server parts customers, to
minimize inventory carrying costs by centralizing high-value server SKU,
to ensure high fill rates for medical/testing/electronics parts customers, and
to reduce freight expense for PC and printer delivery by two-thirds using
ground instead of air parcel delivery.

Munro says that optimizing the distribution network will affect your
business at the customer, strategic, financial, and internal levels. The best
way to quantify the impact is to use modeling software to address the differ-
ent variables at once. “You need to truly understand the relationships be-
tween the various components to determine where you make your invest-
ments,” says Munro.

Hot Logistics PRobpucTts SHOWCASED AT RECENT
DisTrRIBUTION/ COMPUTER EXPOS

Recent sessions of the annual Distribution/Computer Expo (D/C Expo;
produced by C. S. Report, Inc.; Uwchland, Pa.; 610-458-6410) showcased
the latest in innovation and high-tech solutions for logistics managers walk-
ing the show floor with clear purchasing goals in mind. Our pick of high-
lights from recent events include the following;:

Current Year Shopping Lists

Topping logistics managers’ lists are warehousing and warehouse manage-
ment systems (WMSs; 40% want them), inventory handling systems (31%),
and bar code or automatic identification systems (40%). In the newer tech-
nologies, 48% are looking for e-commerce solutions, and another 40% are
looking for supply chain management systems (see Figure 1-2.1). And most
logistics managers at D/C Expo came ready to buy: 66% already had bud-
gets approved to buy the systems on display. Around 10% will make their
purchases within three months, 49% within six months, and 90% within one
year.

o Transportation Solutions Inc. features Trans2000 Plus. This logistics man-
agement system provides the information needed to manage logistics pro-
cesses and lower expenses. The company touts its ease of both integration
and customization. The system contains modules for freight bill payment,
batch auditing, loss and damage claims, less-than-truckload (LTL) carrier



46 LOGISTICS MANAGEMENT

Internet-based solutions
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Distribution management
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Figure I-2.1 E-Commerce and Internet Solutions Top Logistics Pros’ Want List

Source: Logistar.

price matrix, overcharge claims, pricing analysis, rate shopping, vendor
charge-backs, and reports with mapping and graphing capabilities.

For information: Transportation Solutions Inc., 285 Country Club
Drive, Stockbridge, GA 30281; 770-474-1555; fax, 770-474-3040.

*  Sonica and Voxware announce system collaboration. Sonica Software and
Voxware, Inc., will provide customers with warehouse management and
voice-based solutions to increase the productivity and accuracy of mission-
critical DC operations, including picking, returns processing, receiving, and
other value-added logistics activities.

For information: Sonica Corp., 1401 N. Batavia, Suite 104, Orange,
CA 92867; 714-288-8800; fax, 714-288-8805; www.sonica.com.

o SeeCommerce enters supplier management market. SeeCommerce has in-
troduced SeeChain Supplier, an enterprise application that spearheads the
company’s entry into the supplier relationship market. The developer claims
that the solution can help manufacturers and distributors reduce total expen-
ditures on materials by 10% while improving suppliers’ performance and col-
laboration. Measuring supplier services based on timeliness of order fulfillment
and quality of goods downstream, SeeChain analyzes supplier performance
data and presents it daily on the Web. Applications include SeeChain Supplier,
Demand, Materials, Production, Inventory, and Fulfillment.
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For information: SeeCommerce, 3401-B Hillview Avenue, 2nd Floor,
Palo Alto, CA 94304; 650-213-1800 or 800-255-9520; fax, 650-812-3990.

o The Lyte Group demonstrates networking software. Spotlyte 2000 supply
chain network-planning software from the Lyte Group simulates and ana-
lyzes the details of a company’s current and future operations to determine
the best DC locations, manufacturing sites, and flow paths.

For information: The Lyte Group, 2842 East Grand River, East Lans-
ing, MI 48823; 517-351-2900; fax, 517-351-05609.

* Maddocks Systems Inc. releases transportation system. TruckMate for
Windows version 3.2 includes an integrated carrier system for interlining
freight and matching payments to third-party carriers, local dispatch capa-
bility, manifesting program, addition of LTL quick-billing information, and
a mapping program. TruckMate has fully integrated operations and ac-
counting modules, as well as other modules for electronic data interchange
(EDI), mobile communications, fleet maintenance, and Internet tracing.

For information: Maddocks Systems Inc., #211-20644 Eastleigh Cres-
cent, Langley, BC; 800-663-0626; fax, 604-533-8562; www.maddocks.ca.

*  Majure Data Inc. features Web-enabled radio frequency (RF) solution. The
latest release of Majure Data’s standard warehouse management software
features browser-based front-end architecture, advanced interface capabili-
ties, and distribution functionality. To coordinate overall supply chain oper-
ations, RF Navigator v11.0 has been redesigned to be more user friendly, to
facilitate supply chain integration, and to provide visibility into the system
by suppliers and vendors via remote access. Also incorporated into RF Nav-
igator are enhanced cross docking, advanced shipping notice, compliance
labeling capabilities, the ability to perform whole-order delivery, factory-
direct shipments, and automated carrier selection.

For information: Majure Data Inc., 993 Mansell Road, Roswell,
GA 30076; 800-353-2520; fax, 770-594-9224; www.majuredata.com or
rfnavigator@majure.com.

*  Renaissance Software, Inc., introduces a Java-based Internet system for supply
chain management. Renaissance Software’s next generation of product, e-
Supply Chain Management (e-SCM), consists of warehouse management,
order management, and distribution management modules. The Web-based
suite offers manufacturers/distributors the ability to link with suppliers and
customers through their own network or over the Net. Java’s Internet capa-
bilities and platform independence were key factors in using the program-
ming language.
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For information: Renaissance Software, Inc., 1983 Marcus Avenue,
Suite 125, Lake Success, NY 11042; 516-466-5190 or 800-281-2639; fax,
516-466-3341; www.rensoftinc.com.

* Raddiffe Systems Inc. showcases WMS. Radcliffe Operation Control
(ROCQ) 8 is a warechouse management and distribution system designed to
cut operating costs and improve customer service. The enhanced version is
fully GUI (graphical user interface) and supports Web browsers, enabling
customers access via the Internet. ROC is now offered via an application
service provider model, whereby Radcliffe hosts the WMS application and
data on a server farm. Customers make no commitment to capital expendi-
ture because Radcliffe buys the server and hardware and supplies the system
for a monthly fee.

For information: Radcliffe Systems Inc., 200 Consumers Road, Suite
305, Toronto, Ontario M2] 4R 4; 416-493-3844; fax, 416-493-1616; www.
radsystems.com.

o Ann Arbor Computer shows midsized warehouse solution. The Ann Arbor
Computer division of the Jervis B. Webb Company showed oft PC/AIM, a
Windows NT—based WMS designed specifically for midsized warehouses
and DCs. Using the Microsoft SQL database, PC/AIM is a client server
warehouse management solution for midtier manufacturing and distribution
applications. It complements virtually any existing or planned enterprise re-
source planning (ERP) system. Paper-based, batch, or RF versions can pro-
vide scalability to automate virtually any warehouse. Other available options
include a parcel manifest system, transportation management system (TMS),
PC and RF equipment, and interfaces to material handling equipment.

For information: Ann Arbor Computer, 1201 E. Ellsworth Road, Ann
Arbor, MI 48108; 734-973-7875; fax, 734-971-6267.

* National Traffic Service features freight auditing and payment software. Traf-
ficPro freight auditing and payment software is a Windows-, PC-based so-
lution that allows companies to audit and pay their truckload (TL), LTL, air-
freight, and parcel shipment bills in-house. Logistics activity and expenses
can be tracked through a number of management reports. The system is de-
signed to eliminate all duplicate payments and overcharges to ensure that in-
voices are paid once, correctly, and on time. TrafficPro operates as a client-
server application and can support up to 30 simultaneous users. Oracle or
Microsoft SQL Server is used to store the freight data. Invoice data can be
inserted via EDI transmission from your carriers. TratticPro operates on the



Distribution 49

Windows NT 4.0 operating system. Hardware requirements include a
586/Pentium processor, 33.6 KB modem, 3.0 GB of disk space, and a laser
printer.

For information: National Traffic Service, 151 Audubon Parkway,
Ambherst, NY 14228; 800-775-8253.

*  Manugistics Group, Inc., develops partnership to offer online transportation
marketplace. Manugistics has partnered with FreightWise, Inc. (www.
freightwise.com), a new e-commerce initiative of the Burlington Northern
Santa Fe Corp. Manugistics’ e-business solutions will enable FreightWise to
offer an online marketplace for buyers and sellers of transportation services
and information.

For information: Manugistics Group, Inc., 2115 East Jefferson Street,
Rockville, MD 20852-4999; 301-984-5000.

* Kinetic Computer Corporation features newest Internet-based service.
eTruck.net is an Internet-based, real-time fleet management service, offer-
ing managers enhanced communication between dispatch and drivers. Us-
ing a standard Web browser, dispatch can access a detailed map showing
where vehicles are located, exchange electronic messages with vehicles, and
obtain daily reports on driver performance. Tracking driving versus non-
driving hours, collecting fuel tax information, and monitoring for engine
faults are additional system capabilities.

For information: Kinetic Computer Corporation, 76 Treble Cove
Road, Billerica, MA 01862; 978-439-0500; fax, 978-439-0501; www.etruck.

net or www.kin.com.

* HK Systems releases module for its TMS suite. Express Ship Version 7.2
is a2 new module for HK’s SCM/Enterprise Transportation Management
suite. Designed for companies employing multiple carriers to ship small
package freight and LTL and TL shipments, Express Ship offers carrier se-
lection and freight rating capabilities. Working with other HK modules, the
suite delivers high-volume shipment consolidation, freight auditing and rec-
onciliation, damaged goods claims management, and export documenta-
tion.

For information: HK Systems, P.O. Box 1512, Milwaukee, W1 53201~
1512; 414-860-6715.

»  MicroAnalytics releases network version of routing/scheduling system. A net-
work version of TruckStops operates with one execution key that is config-
ured to the number of licenses purchased and installed on a computer, node,
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or server. Multiple users can then access the system simultaneously to edit or
update data or run routing solutions. Available for Windows 95/98/NT.

For information: MicroAnalytics, 2200 Clarendon Blvd., Suite 1002,
Arlington, VA 22201; 703-841-0414; Mainc@erols.com; www.bestroutes.
com.

o Celerity Solutions, Inc., launches new division and products. Celerity So-
lutions, Inc., has formed a business-to-business e-commerce division: Sling-
shot ecity. Slingshot is developing a version of Celerity’s existing MS Win-
dows—based applications. Slingshot’s browser-based suite of applications
enables midsized businesses to model and manage a global supply chain.

For information: Celerity Solutions, Inc., 270 Bridge Street, Dedham,
MA 02026; 781-329-1900; fax, 781-329-1655.

Previous Year’s Broadened Scope

The best-of-breed solutions featured a year earlier at D/C Expo focus on
user friendliness, fast implementation, and customer service. A key similar-
ity among most of the packages was their broadened scope. No longer are
products exclusively targeted to inventory, warehouse, or transportation
management. Rather, vendors are introducing products that offer a greater
view of the supply chain so that logistics pros can manage their operations
from end to end. Another common product feature is the integration of
electronic commerce and Internet technology to facilitate faster and more
reliable information sharing.

» Applied Tactical Systems, Inc., announces ATS Continuum for the Ware-
house. This configurable warehouse information management system uses
the latest in RF mobile data collection to improve inventory accuracy and
direct employee activities. AT'S Continuum for the Warehouse operates in-
dependently but in concert with the ERP/host system. A unique feature of
the software is the use of a standard Web browser interface to conduct ware-
house transactions. Workstation-based users can use familiar hyperlink nav-
igation with either Microsoft Internet Explorer or Netscape Navigator to
access all ATS Continuum information and data entry screens.

For information: Applied Tactical Systems, Inc., 22 Audrey Place, Fair-
field, NJ 07004; 973-808-1750; fax, 973-808-1776; www.atsworld.com.

o TECSYS Inc. premiers EliteSeries 6.2. This e-commerce-based distri-
bution and warehouse management software solution offers end-to-end
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integrated functionality for the entire distribution enterprise. EliteSeries
6.2 combines customer-centric order management with distribution and
WMSs. It includes automated merchandise drop-shipment capabilities, en-
abling distributors to take an order and have a supplier deliver it directly to
the customer. Release 6.2 also incorporates a number of EDI capabilities.

For information: TECSYS Inc., 1840 Trans-Canada Highway, Dorval,
Quebec, Canada H9P 1H7; 514-333-0000; www.tecsys.com.

* Haushahn releases 5 series WMS. New features and functions available
in the 5 series include multilingual capability, GUI, user-configurable ship-
ping documents, and Oracle RDBMS support. The WMS can be used and
operated in any language using standard character sets. Users also have a
graphical, PC-based tool to modify the format of shipping documents pro-
duced by the WMS. Shipping documents can be created in-house.

For information: Haushahn, 5460 Corporate Grove Boulevard, SE,
Grand Rapids, MI 49512; 616-285-3311; fax, 616-285-3312; www.
haushahn.com.

* EXE Technologies, Inc., introduces Exceed Cross-dock Facility and Exceed
Cross-dock Component. Exceed Cross-dock Facility, a new addition to the
Exceed product line, is designed to operate in dedicated cross-dock/flow-
through facilities that do not employ classic WMSs. It provides the full spec-
trum of prereceipt planning tools and postreceipt execution processes nec-
essary to move goods rapidly from point of receipt to point of shipment. The
Exceed Cross-dock Component adds significant tools for the classic ware-
house and DC to handle cross dock and flow through. It is meant for pre-
planned movement of goods from point of receipt to point of shipment.

For information: EXE Technologies, Inc., 8787 Stemmons Freeway,
Dallas, TX 75247; 214-775-6000; fax, 214-775-6080; www.exe.com.

* Distribution Resources Company debuts XPDT distribution technology.
XPDT is a Windows NT—based distribution management solution that is
completely Web-enabled and object-oriented to facilitate order capture
from virtually any e-commerce or traditional source. The product is a total
operational platform for distribution operations, including order manage-
ment, inventory management, business entity management, warehousing
management, financial management, and commerce interface management.
Implementation takes approximately three to six months.

For information: Distribution Resources Company, 5340 S. Quebec
Street, Suite 300, Englewood, CO 80111; 303-889-4500; fax, 303-889-
4533; www.xpdt.com.
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*  Optum, Inc., inaugurates Action Optimization. This strategic e-business
fulfillment initiative helps companies anticipate and respond to dynamic
delivery expectations. Optum will drive Action Optimization with its new
Optum SCE Series advanced supply chain software. It includes three com-
ponents: SCE Response Center, which provides dynamic deployment ca-
pabilities to maintain real-time visibility and control overall supply chain op-
erations; SCE Demand Center, which manages warehouse processes and
inventory for fast order fulfillment; and SCE Transportation, which manages
the complete transportation execution life cycle, from enterprise planning to
postshipment audit.

For information: Optum, Inc., 2550 West Tyvola Road, Suite 500,
Charlotte, NC 28217; 704-423-7200; fax, 704-423-7176; www.optum.
com.

o Auto-Soft Corporation releases MCS Two Thousand. An integrated
supply chain execution system, MCS Two Thousand integrates manufac-
turing, warehousing, distribution control, and scheduling within a single
product. It provides dock-to-dock visibility of material as it moves through
a facility. The fully scalable Windows NT—based system with a seamless GUI
offers a distribution/WMS for inventory control at every operational stage:
receiving, storage, retrieval, order picking, consolidation, and control of
both manual and automated systems. It can be used as a stand-alone product
or fully integrated with ERP and Advanced Planning and Scheduling (APS)
systems.

For information: Auto-Soft Corporation, International Center, 5245
Yeager Road, Salt Lake City, UT 84116; 801-322-2069; fax, 801-322-1846;

www.autosoft.com.

* HK Systems, Inc., demonstrates SCM/Enterprise Architecture and SCM/
Express. SCM Enterprise Architecture facilitates the easy integration of HK’s
SCM/Enterprise application suite of order management, warehouse man-
agement, transportation management, and equipment management applica-
tions with third-party software vendors.

SCM/Express, a rapid implementation supply chain execution prod-
uct, is a single solution scaled to fit a growing business, packed to be cost
effective, and installed quickly. It is coupled with expert training and sup-
port services and features a fixed, predictable cost of licensing and installa-
tion.

For information: HK Systems, Inc., 2855 S. James Drive, New Berlin,
WI53151; 800-HKSYSTEMS; www.hksystems.com.
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* Descartes Systems Group launches Energy DeliveryNet.com Mobile Busi-
ness Operator (MBO). This supply chain solution enables companies and their
customers to monitor delivery activities via real-time messaging, gain in-
stant awareness of changes to plans, reoptimize delivery activities, and remit
new delivery details to field personnel and customers via the Web. Energy
DeliveryNet.com MBO utilizes DeliveryNet.com to connect shippers, car-
riers, customers, and delivery vehicles electronically via the Internet and
other networks.

For information: Descartes Systems Group, 120 Randall Drive, Water-
loo, Ontario, Canada N2V 1C6; 519-746-8110; fax, 519-747-0082; www.

descartes.com.

* Kinetic Computer Corporation announces PC/Piranha and PC/Rover. A
highly integrated, thin client platform, PC/Piranha is specially designed for
warehousing operations. The Windows CE—integrated vehicle computer is
equipped with a versatile touch screen and voice-recognition input capabil-
ities. PC/Rover is a Windows 95/98/NT vehicle- or fixed-mount com-
puter system that facilitates the flow of warehouse and vehicle freight. It also
provides up-to-the-minute tracking of customer shipments.

For information: Kinetic Computer Corporation, 76 Treble Cove
Road, Billerica, MA 01862; 978-439-0500; www.kin.com.

* INNOLOG unveils AssetIQ. The integrated solutions suite captures,
manages, optimizes, and reports transactions throughout the life of an asset.
AssetlQ blends client/server, Web, and data warehousing technologies to
link the management of mission-critical assets to their overall business man-
agement processes. The five components of AssetlQ (Asset Transaction En-
gine, Asset Business Intelligence, Asset Optimization, Asset Dynamic Lo-
cation Monitoring, and Asset Call Center) can be purchased together or
separately.

For information: INNOLOG, 2010 Corporate Ridge, 9th Floor, Mc-
Lean, VA 22102; 703-506-1555; fax, 703-506-4559; www.innolog.com.

» Adonix launches X3. Designed for middle market companies, Adonix
X3 ERP system integrates all functions to ensure seamless information flow.
It includes modules for sales order management, purchasing and inventory
control, warehousing and quality control, manufacturing planning and ex-
ecution, and finance. It can be scaled to match company size and accom-
modates different distribution processes at multiple facilities.

For information: Adonix, 1380 Old Freeport Road, Pittsburgh, PA
15238; 412-963-6770; fax, 412-963-6779; www.adonix.com.
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ExXPERT TiPs oN How To NEGOTIATE THE BEST
PArRcCcEL DELIVERY DEALS

The unique characteristics of small packages present new and different chal-
lenges for transportation and logistics professionals. Moreover, the need for
in-depth knowledge of the parcel environment is amplified by the trend of
just-in-time inventory, as well as smaller, more frequent shipments. To help
prepare logisticians to manage parcel transportation, Joe Sudar, executive
vice president with SmartTran (Pittsburgh, Pa.; 724-934-0626) and a pre-
senter at a Council of Logistics Management (CLM) annual meeting, out-
lines how this market works.

Pricing Isn’t Competitive

Unlike the LTL or TL industries, in which there are many players and pric-
ing is based on competition, small package shippers are members of a small
niche. Typically, there are only two ground carriers: United Parcel Service
(UPS) and the FDX subsidiary of Roadway Package Service (RPS). As a re-
sult, there is not as much competition among the carriers, so their pricing
structure is not as competitively priced as is that of the LTL industry.

However, parcel carriers can offer greater discounts and have more lee-
way in offering discounts to the shipper. “We understand what it costs the
carrier to handle a particular shipper’s business and help the shipper deter-
mine that cost,” says Sudar. “This gives the shipper increased leverage in
pricing negotiations, instead of the carrier coming to the negotiating table
with only their number.”

Although volume can play a part in the cost of a parcel shipment, other
cost drivers go into making the final pricing determination. For instance,
parcel characteristics, such as its physical dimensions, its destination, and
how many packages the carrier is picking up and delivering, all come under
consideration.

Don’t Set Yourself Up

Understanding the cost drivers that will help you set up a mutually benefi-
cial contract with your parcel carrier, says Scott McLean, traffic manager at
Hallmark Cards, Inc. (Liberty, Mo.), and Sudar’s copresenter at CLM. Hall-
mark relies heavily on parcel carriers to deliver large volumes of shipments
to its retail stores, as well as to mass merchants like Wal-Mart. McLean says
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that negotiating a parcel carrier contract can be very different from the LTL
and TL contracts with which many more managers are familiar.

In addition to understanding the cost drivers, McLean recommends es-
tablishing longer-term contracts with the carriers, as opposed to the typical
contract that only maintains pricing for one year.

Manage Through Knowledge

“We choose to do business with carriers that truly try to understand our
business,” says McLean. Hallmark purchases its parcel delivery services from
both UPS and RPS and has worked closely with both to form a strategic al-
liance. “We know where each has the strengths to address our business
needs,” he says.

McLean also advises that logistics professionals take some time to un-
derstand how their business impacts the carrier. Finally, he recommends that
you don’t rely on the carrier to provide all the information you need to make
the most informed delivery decision: “I see too many of my counterparts re-
lying on what the carrier tells them, but I prefer to gather information on
my own and draw my own conclusions. This has helped Hallmark build a
more meaningful distribution network.”

Your Customers Benefit as Well

Because the parcel shipping industry has fewer carriers than the LTL envi-
ronment, shippers are able to establish solid relationships with each carrier
in their network. This niche industry also enables the carriers to distinguish
themselves from their competition and work more closely with the shipper
to solve individual problems. “As a result, we are able to offer our customers
better service that they might not get from our competitors,” says McLean.

And if your company is among the growing group looking to ship di-
rect to consumers, parcel carriers may in the future refine their services for
that segment of the business. For example, although most parcel deliveries
currently occur at residences between the hours of 8 .M. and 5 p.M., when
most consumers are working, the carriers may soon offer expanded service
hours, in the evening, when more people are home. “This is being driven
by both the customer and the shipper,” says McLean.

Finally, as global distribution becomes more prevalent and your firm ex-
pands its overseas network, small package carriers will make a dent in this

arena in the near future.
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Whom to Contact

Ground Parcel Carriers:

* RPS, 800-762-3725
« UPS, 404-828-7593

Expedited Parcel Carriers:

+ Airborne Express, 800-247-2676

* DHL Worldwide Express, 800-225-5345

* Federal Express Corp., 800-463-3339 or 800-332-0807
* Parcel Plus, www.parcelplus.com

* Roberts Express, 800-762-3787

EicuTt SiTE SELECTION TIiPs THAT WILL
STRENGTHEN YOUR DC NETWORK

Designing a DC network can be a painstaking process. To help logistics
managers travel this path, we recently spoke with several managers who re-
vamped their networks to accommodate customer demand and gained a
competitive edge in the process. From their experiences, we present these
eight hard-won tips to site selection.

1. Define on-time standards. The DC network must deliver products to
customers according to their standards of timeliness, says Gene Marino, vice
president of national accounts for GATX Logistics, Inc., of Tampa, Fla.
(www.gatxlogistics.com).

2. Rank distribution markets. The two most important criteria for distri-
bution markets are proximity to customers and the quality of transportation
providers. Other factors to consider include the cost of serving customers
from a particular market, the quality of the workforce in a particular market,
and the quality of a market’s intermodal infrastructure.

3. Determine the optimum size of your DC network. If yours is a regional
business, a single DC may be all you need to keep customers well supplied.
However, serving a national or international customer base will probably go
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beyond the capabilities of a single DC. Consider satellite locations in mar-
kets such as Chicago, Los Angeles, Atlanta, and Dallas. Then, if the nature
of your business requires local distribution capability, you may also consider
smaller DCs in secondary markets such as Seattle, Charlotte, or Tampa.

Depending on the nature of your products and the requirements of your
customers, your DC network may consist of two or three large (700,000 sq.
ft. to 1 million sq. ft.) facilities, or one large DC that supports a number of
smaller (20,000 sq. ft. to 50,000 sq. ft.) facilities.

4. Compare available facilities. After you determine the size of each DC
and the markets in which they’ll be located, the site selection process comes
down to searching for and comparing individual facilities. Here are some of
the most important criteria:

* casy access to major roadways

* proximity to parcel carrier hubs

* proximity to other modes of transportation

e clean, well-sealed environment to filter out dust

* climate control for temperature-sensitive products

5. Compare costs. “Too many decision makers commit the mistake of al-
lowing a seemingly good price get in the way of good judgment,” says
Marino. “They automatically assume that the lowest rent equals the lowest
cost, and that’s not necessarily so.” Marino says it is common to choose a lo-
cation in a less expensive, more remote area of town without factoring in the
cost for additional transportation. “In order to find the DC that is truly the
most cost-effective,” he says, “you must be sure to look at the big picture
while factoring in all the potential costs and benefits.”

6. Consider information systems. Many site selection software packages
enable a company to pinpoint its optimum distribution markets based on its
preferences, performance standards, and budget parameters. In addition,
they allow managers to compare any number of scenarios, such as a two-DC
network versus a three-DC network, or a primary market location versus a
secondary market. “Computer systems and software have significantly af-
fected how and why professionals choose certain distribution sites,” says
David Poitevint, manager of marketing research and analysis for GATX
(904-858-4406). “These technologies have made the process easier, en-
abling logistics site selection professionals to do a considerable amount of
legwork right at the computer terminal.”

Here are some ways that information systems can help logistic managers:
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* DPosition centers in ideal locations. Information systems have raised the bar
regarding on-time logistics performance. “This puts a huge burden on the
outbound logistics process because unlike data, products can’'t move via cy-
berspace,” Poitevint notes. “They still have to move via truck, plane, train,
or ship.”

Although logistics professionals can’t change how fast these transpor-
tation modes move, more are looking to improve products’ speed-to-
customer by strategically locating their logistics centers in places that will en-
able them to reach their customer base within one or two days. The concept
is simple: “Position centers in such a way that even a last-minute order can
be in a customer’s hands before he can even think about buying product else-
where,” says Poitevint.

*  Keep track of products to reduce stockouts. Information systems have also
enabled logistics professionals to keep a better handle on inventory and raw
materials and, as a result, to have a higher confidence level that materials will
be where they need to be when they need to be there. Thus, the need to
stockpile extra product has been reduced.

o Improve decision making. Recent statistics state that the average com-
pany operates four DCs ranging between 124,000 sq. ft. and 136,000 sq. ft.,
but there is no general rule of thumb for exactly how many centers compa-
nies should operate. Using data on a company’s shipping requirements,
manufacturing points, and customer locations, software programs can help
compare distribution networks of various sizes.

Other software programs create highly detailed facility blueprints so that
companies can figure out how their DCs should be designed, laid out, and
equipped.

Systems have also made sticker shock far less common. Although logis-
tics professionals have always been able to make fairly accurate ballpark pro-
jections about what potential facilities will cost, various electronic spread-
sheet packages now offer precise line-item detail about proposed operations.
These spreadsheets are particularly helpful because they cover the total cost
of running a facility. Companies also get a more realistic view of how long
it will take them to get a center up and running.

7. Be willing to compromise. In large markets such as Atlanta, Dallas, and
Los Angeles, where large-size facilities are in great demand, the distribution
market is very competitive. In this case, Marino suggests three options: con-
tinue to search for sites in other comparable markets, build your own facil-
ity, or hire a logistics design consultant who can make the best of a less-than-
perfect facility in a good location.
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8. Be ready to go through the whole exercise again and again. Creating effi-
ciencies in procurement and distribution to produce the total lowest cost to
customers is a continuous process. ‘“Tomorrow’s customer-focused supplier
will be able to deliver small runs of a few hundred units while maintaining
the capability to ramp up to mass production if demand takes oft;” says
Marino. “And their distribution network must reflect that same flexibility.
For this reason, many logistics folks must reevaluate their DC network
whenever new products enter or obsolete products depart the pipeline.”

Trends Changing Site Selection

So much is changing in logistics that companies would be remiss if they did
not revisit the issue of site selection quite frequently, advises Marino. One of
the first trends changing warehousing site selection is consolidation. As a re-
sult, the location of these facilities has become more critical. Each must of-
fer quick access to large segments of suppliers or customers.

Globalization has also had an effect on site selection. Port cities such as
Seattle and Los Angeles for Asia and Miami for Latin America are becoming
more logical warehousing sites.

Marino says that the most influential trend shaping site selection is the
billions of dollars worth of purchases made over the Internet. Not only does
this change the way society buys products, but it also changes the way busi-
nesses distribute them. It will also change both the size of typical orders and
the way those orders are filled.

Instead of using TL or LTL delivery methods, both of which rely on
high-volume shipments, more products will travel part of the way via small
parcel delivery services. This could make proximity to parcel consolidators’
hubs a vital site selection issue.

MAKING MULTIVENDOR CONSOLIDATION W ORK
IN THE LoGgisTicS ENVIRONMENT

It is not uncommon for logistics providers to experience traffic jams on their
loading docks. Third-party providers, their customers, and even their cus-
tomers’ customers often pull up at the same time to load products that will
be delivered to the same destination. Besides the physical delays of gridlock,
this can cause duplications in the supply chain and therefore unnecessary
costs.

“We knew there had to be a better way to flow product through the
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supply chain, but the question was how,” said Ryan Donovan, director busi-
ness development for third-party provider ServiceCraft Corp. (Buena Park,
Calif’; 714-994-0821), at a recent CLM annual meeting.

The answer was a multivendor consolidation program. By shipping sim-
ilar products of L'TL quantity on the same truck, it brings manufacturers and
third parties together to ensure a clean flow of product. “One point to make
is that multivendor consolidation programs require critical mass to create
truckloads of multiple vendor product,” says Donovan.

ServiceCraft already had that critical mass built into its operation; 25 out
of the 60 manufacturers it serves are in the grocery and consumer goods
business, shipping to the same retailers and distributors. This made it easy for
the third-party logistics provider (3PL) to develop its multivendor consoli-
dation program called SCORE (“shipping consolidated orders for replen-
ishment efficiencies”) in 1996.

LTL Deliveries at TL Prices

SCORE was the result of several conversations between ServiceCraft and
the retailers to which it delivers. “We realized that a single common carrier
could be used for the 25 manufacturers,” says Donovan. “Ultimately, the re-
tailers get truckloads worth of LTL product delivered to their facilities at
truckload prices.” In addition, the retailers would no longer have to worry
about maximizing transportation or minimum order requirements placed on
them by manufacturers, he adds.

Lead Times Reduced by Days

Prior to SCORE, Donovan says, retail and distributor purchase orders were
sent to the manufacturer, who in turn sent a copy to ServiceCraft. Service-
Craft then contacted the recipient to schedule delivery appointments. “The
whole process, from the time the purchase order was received to final deliv-
ery, took 11 days.”

Using SCORE, the distributor creates a purchase order (PO) and sends
it to the manufacturer as well as to ServiceCraft. “We now have several days
lead time to allocate labor to handle the order, set up the trucks, and con-
solidate the product,” says Donovan. “We also have standing appointments
with the retailers. The total lead time is now only three days.” He adds that
all of the orders can be customized for the retailer as they are pulled off the
shelf.
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Benefits to ServiceCraft

Donovan says that since incorporating SCORE, the 3PL has increased in-
ventory turns 50% (11 days to 3 days) and reduced inventory levels by 45%.
On-time delivery has reached 100%, and case fill levels are above 95%. Un-
load times have decreased from 5 hours to 1.2 hours at the delivery dock,
and ServiceCraft is saving $293 per load.

Other tangible benefits are the elimination of delivery date discrep-
ancies, reduced safety stock, reduced shipping costs, decreased adminis-
tration costs, increased productivity, and the elimination of lumpers on
the dock. All in all, the numbers show a reduction of pounds shipped,
from 714 before SCORE to 695 after SCORE. Total loads went from 58
to 24; average weight went from 12,000 pounds to 28,000 pounds; or-
ders per load increased from 1.3 to 3.5; and total orders jumped from 76
to 84.

In addition to ServiceCraft’s gains, Donovan explains that 2 of his 25
participating manufacturers have also attained significant savings. One LTL
carrier ships 971,000 pounds, 121 orders (two per week), and 8,000 pounds.
Prior to SCORE, the total was around $25,000, but it is now $5,820 under
the SCORE program.

Another larger manufacturer that ships 667 orders at 11,600 pounds was
spending $141,000 and is now spending $63,000 per year. Donovan expects
$744,000 in total LTL shipping costs for the group now, compared to $1.6
million prior to SCORE.

SCORE at Nabisco

One of ServiceCraft’s predominant manufacturing customers participating
in SCORE is Nabisco, Inc. Gerald Cantwell, Jr., director of customer ser-
vice and logistics for Nabisco (Parsippany, N.J.; 973-682-7427), explains
that the company uses SCORE to ship direct from the manufacturing plant
to the retailer. Previously Nabisco had shipped full truckloads to a 3PL DC
and then shipped LTL to a customer’s DC and then to the retailer. Shipping
direct works well for single-product groups and has saved $342 per hun-
dredweight in total logistics costs.

Also, Nabisco contracts with other manufacturers that make products
for Nabisco and private labels. Formerly, these products shipped from the
plant in TL or LTL to the 3PL DC and then trucked LTL to the customer
DC and then to the retailer. Now, Nabisco is bypassing the 3PL altogether.
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The result has been improved inventory turns, lowered costs, and a reduced
number of trucks for the retailer.

“We tracked this model for six months with one retailer and found that
over that period we shipped 589,000 pounds,” says Cantwell. “This would
have taken 13 Nabisco trucks and five trucks from our copackers, averaging
about 39,000 pounds of truckload weight. Now, we use only 14 trucks and
the weight is 42,000 pounds. We gain revenue because we bypass some of
the DC costs.”

Other savings include a 30% reduction in transportation costs, increased
inventory turns, reduced order cycle time, a 3.5-hour decrease in unloading
time, and improved truck use (Nabisco is now able to get three times the
number of orders on its trucks).

Getting Started at Nabisco

Cantwell is quick to point out that multivendor consolidation is a process
change with specific requirements. Before you begin, make sure you

* Have a mix of product. The greater the mix of product, the easier it is
to get the program started, according to Cantwell. Nabisco, for instance,
produces and ships more than just cookies. Steak sauce, dog bones, and
candy are included in the mix.

* Realize savings potential. “If you will only save a little bit, there will be
little excitement in the organization; but the bigger the number, the greater
the excitement.”

* Have a champion. Such a person is needed within your organization,
with your trading partners, and at the 3PL. “You need someone to drive this
through because a process change is difficult to make happen,” says Cantwell.

*  Make sure the program is customer driven. “If the customer doesn’t want
to participate, the program won’t work,” he says. “The big thing that makes
SCORE work is that customers place their orders with the intent of con-
solidation. In the past, that never happened. Consolidation was driven by
manufacturers or carriers, and the customer was left out.”

o Align with trading partners. You need critical mass to make this work,
so try to find three or four willing participants within the 3PL warehouse
environment.

o Invest in technology. Cantwell says that technology is not required, but
it will help get over organizational barriers that may exist between you and
your trading partners.
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How 1O AvoID A LEGAL ENTANGLEMENT WHEN
TERMINATING A DISTRIBUTOR

Thinking of terminating your distributor? It may not be as simple as giving
notice of intention to end the relationship. In fact, it could very well lead to
an antitrust action filed by the distributor against your organization. Termi-
nation of distributors is one of the most troublesome areas of antitrust law.
According to The Antitrust Counselor (Business Laws, Inc.; 440-729-7996),
the reasons include the following;:

* Termination of a distributor is a specifically identifiable event that
usually gives rise to at least the threat of a lawsuit. “The terminated distrib-
utor usually suffers a financial loss, and he or she is usually a businessperson
with a lawyer, a bad combination for the one causing the loss.”

* The present state of the antitrust law is not understood by many busi-
nesspeople. Even some business counselors are of this classification, the pub-
lication insists: “They think that every refusal to deal by a manufacturer is a
violation of the antitrust laws.”

* When all the facts are gathered, it frequently turns out that some
salesperson or field rep has made comments that could be interpreted as sug-
gesting anticompetitive reasons for the termination. It’s usually just enough
to get most termination cases to the jury. “This situation is always dangerous
for a large manufacturer being sued by a small businessperson,” The Antitrust
Counselor cautions.

Thoroughly Analyze the Specifics

Because the termination process is so sensitive, manufacturers will, in all
likelihood, be working closely with corporate counsel. To prepare you for
this mission, we offer the following guidelines developed by The Antitrust
Counselor.

1. Closely examine the distribution contract. The basic idea is to evalu-
ate any possibility for a breach of contract lawsuit by the distributor. This
should include the following

* Obtaining a copy of the written contract

* Obtaining any information that might lead someone to allege that the
written contract has been modified in any way or that certain of its
provisions have been waived



64 LOGISTICS MANAGEMENT

* Identifying all of the obligations that the company undertook in the
contract and ascertaining whether they have been met

* Reviewing all provisions concerning damages

2. Examine all issues concerning territorial or customer restrictions. The law is
favorable to manufacturers when the termination results from a distributor’s
violation of the rules against tying, territorial, or customer restrictions.
However, manufacturers still need to obtain all the facts relating to possible
problems in those areas.

Keep in mind that tying, territorial, and customer restrictions are not il-
legal per se, but are judged under the rule of reason analysis. “Even under
that lower standard, it is still possible to have a violation in a situation with
extreme facts,” as the guidelines note.

3. Identify any relevant state unfair competition laws. Many of these deal
with unfair practices against consumers. However, some either expressly
govern business-to-business transactions or have been judicially interpreted
to apply in that context.

4. Identify relevant state franchise statutes. Some state franchise statutes de-
fine franchise very broadly. In fact, some “inartfully” drafted distributorship
contracts would be swept within their definition. Because these state fran-
chise statutes often restrict terminations, they could be highly relevant to
your analysis, according to the checklist.

5. Determine whether you plan to offer any of the distributor’s employees a job.
The idea here is to identify any possible claim of “employee raiding” by the
distributor.

6. Evaluate the possibility of the distributorship’s bankruptcy. 1f likely, it in-
creases the likelihood of a suit as well. If termination will be effective at a fu-
ture time, an intervening bankruptcy of the distributor may operate to ex-
tend the agreement as an “executory contract,” and in any event the
“automatic stay” would apply.

7. Examine arbitration clauses carefully. If there is an arbitration clause in
the distributorship agreement, it should be carefully examined to see if it
covers termination. If so, this affects risk analysis. Your counsel also needs to
analyze the relationship between the arbitration clause and the choice of law
clause to resolve any potential conflicts.

8. Look into your company’s pricing practices. Could there be a Robinson-
Patman Act violation? Ask the following questions:
* Have all the “meeting competition” situations been properly docu-
mented?



Procedures for Terminating a Distributor

DO

* Give the longest possible notice.

* Consider stating the reason for the termination in the notice of ter-
mination even if you are not required to do so.

* Explain in an honest but firm and unequivocal way why you have no
other business choice but to do this. Avoid any ambiguous actions in
the termination process.

* Refrain from mentioning any other distributors.

* Give the distributor a chance to minimize any financial losses.

* Give the distributor a chance to complete any short-term deals and to
retain anticipated profit.

* Make certain that the field people send in all papers bearing on the ter-
mination and give the complete story.

» Limit employee contact or communications with the distributor; you
do not want the salespeople issuing threats or engaging in coercion or
other questionable activities.

* Keep arecord of all contacts and communication with the distributor.

* Obtain legal advice on any termination case.

POSSIBLY DO

* Give the distributor a temporary supply of goods but be precise in this
situation. State exactly what you will do and for how long.

* Arrange for other means for this distributor to obtain products, such
as buying them from another distributor. This is especially important
if you are replacing one distributor with another.

DO NOT

Rely on the contract for short notice on termination.

Send a heavy-handed letter to the distributor.

Send a letter that includes anticompetitive or other problematic lan-
guage.

Agree to any promises for the distributor regarding pricing, territory,

customers, and so on, brought about by the threat of termination.
Make a decision and stick to it.

Leave unanswered letters in the file to cloud the record as to the real
reason for termination.

Source: The Antitrust Counselor.
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* Has the company been selling at different prices to different classes of
customers? If so, will these different classes hold up in court?

* Have the company’s advertising and promotional programs been
structured to comply with the appropriate sections of the Robinson-
Patman Act and the relevant guidelines?

9. Examine all issues relating to damages. Remember that you and your
counsel should not be too quick to minimize any potential liability concerns.
The many different theories of liability can often lead to different types of
damage awards or recovery. “All termination decisions should be made with
an eye toward possible litigation and the damages that the company might
sustain,’ it advises.

10. Remember the key word when considering termination: fairness. The Anti-
trust Counselor offers a series of procedures to follow (see sidebar) if the anal-
ysis recommends a termination of the distributor. The publication stresses
the importance of a fair termination procedure. However, your analysis and
that of your counsel might reach two other potential outcomes as well:

* Do not cut off the distributor. The distributor may really be doing a
pretty good job. Or, even though it has some faults, it is not hurting the
company or standing in the way of better distribution. In this case, do not
terminate the distributor if there is any potential antitrust risk.

* You want to terminate the distributor, but you cannot afford the risk.
Here, you find that the distributor is really troublesome. However, there are
overriding dangers from an antitrust point of view. In this case, wait and
build a better record. Document all problems and establish meaningful quo-
tas for the distributor.

APQC StupYy ANALYZES DISTRIBUTORS  BEST
INVENTORY PRACTICES

A comprehensive study—Inventory Management: Enhancing Profits by Con-
trolling Distribution, by the American Productivity and Quality Center
(APQC; Houston, Tex.; www.apqc.org)—identifies and examines innova-
tions, best practices, and key trends in inventory management. It found that
the following characteristics are common to all participants:

1. Inventory and purchasing management requires motre effort than ever before
despite the introduction of new technology. Lower profit margins in almost every
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industry demand better management of assets, and inventory is usually the
largest asset of a distributor. The skills required of inventory/purchasing
people continue to increase and must continue to be enhanced.

2. Inventory is expensive. Decisions on stocking new products require
careful evaluation. Therefore, stocked inventory is regularly reviewed to
identify and liquidate dead or obsolete material.

3. Communication with customers and salespeople is necessary to evaluate and
react to changing customer demand. Inventory/purchasing management depart-
ments do not operate in a vacuum. They view others, inside and outside of
the organization, as valuable resources for information.

4. Companies are attempting to reduce the amount of maintained, stocked in-
ventory by encouraging suppliers to improve lead times. All study participants try
to negotiate yearly purchase discount agreements with vendors instead of re-
ceiving better prices based on the size of a single order. They also place re-
plenishment orders more frequently.

Research on Four Macro Areas

The benchmark study enables companies to direct their own inventory
management process more effectively and to identify any performance gaps.
Nine companies participated in the study. Four were sponsors, whereas five
participated as “best practice” companies.

Practices of the five best practice (partner) companies (Caterpillar, Peo-
ria, Ill.; Fairmont Supply Company, Washington, Pa.; Graybar Electric
Company, Inc., St. Louis, Mo.; LCR-M corporation, Baton Rouge, La.;
and Panduit Corporation, Tinley Park, IIl.) are a model for others to emu-
late. Best practices include the following:

»  Customer service level and carrying cost of inventory.

1. All partner companies carefully measure customer service on a
monthly basis. Several classify customer service failures to improve
their internal processes.

2. All partner companies use the economic order quantity (EOQ)
service formula. Although EOQ was used by all, it was not uni-
versally applied.

3. Acceptable customer service levels range from 90% to 98%, and

several partner companies guarantee to certain customers a spe-
cific service level.
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4. Each partner company was most concerned with the service level
of'its “A” (fast-moving) items.

5. There is no standard methodology or set of formulas for demand
forecasting and determining safety stock quantities.

6. All partner companies use min/max replenishment for some
items, mostly those that are slow moving or stocked for specific
customers.

7. All calculate inventory carrying cost. However, there is no consis-
tency in the carrying cost percentage used. Each partner consid-
ers a different set of elements in calculating carrying cost. Because
the carrying cost percentage is an integral part of the EOQ for-
mula, this inconsistency may explain why each participant found
the EOQ formula to be lacking in certain circumstances.

o Inventory turnover and return on investment.

1. All partner companies consider turnover to be a less important
measurement of inventory performance than customer service
level or return on investment.

2. All study participants are attempting to assign a single source of
supply to as many products as possible. This not only improves the
consistency of the products offered to customers but also reduces
the number of products that must be maintained in inventory.

3. Most partner companies added more items to inventory than they
discontinued. Although they are reluctant to stock duplicate items
from different suppliers, they are eager to expand their product of-
ferings to serve their customers better.

4. All partners had specific criteria for adding items to inventory. For
instance, a special-order item would have to be sold a minimum
of two to six times in a 12-month period to be considered for
stock.

5. No one was willing to stock an item based on a customer’s “prom-
ises.” They all wanted commitment.

*  Excess inventory and shrinkage.

1. All partner companies view excess inventory as a major challenge
and have a program in place to remove and liquidate excess in-
ventory and dead stock. All partners’ excess inventory is consider-
ably below the national average.
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2. Each partner identified maintaining inventory accuracy as major
challenge. All but one have a perpetual cycle-counting program
in place.

3. All partners have similar strategies for handling excess inven-
tory/dead stock, including the following: return to vendor, trans-
fer to other locations where needed, reduce the price, and throw
in trash (a last-resort method).

4. The most common reason for excess inventory/dead stock is
changing customer demands. Not one partner mentioned bad de-
mand forecasts for new inventory items.

5. Some companies are just starting to explore advertising excess ma-
terial over the Internet.

The complete report is available from the American Productivity and
Quality Center, 123 North Post Oak Lane, Houston, TX 77024; 713-681-
4020; fax, 713-681-8578; www.apqc.org. Price: $185 for members of
APQC’s International Benchmarking Clearinghouse; nonmembers, $395.

USseE VIRTUAL TRANSPORTATION CONTROL CENTERS
TO INTEGRATE CARRIERS

True supply chain integration requires a centralized approach to transportation
management. With multiple carriers all operating on different systems and
offering multiple modes, however, integration can be difficult to attain. By
applying a virtual transportation solution, you can centralize and coordinate
shipments from multiple carriers to create an optimal distribution network.
This approach can save a minimum of 10% on your annual shipping bill.

A virtual transportation control center offers shippers all the benefits and
functionality of a true network—selection, negotiation, and management of
carriers; tracking and tracing; and freight audit processing and payment—
without requiring investment in the infrastructure. These activities and
more are turned over to a third-party logistics provider that offers a virtual
transportation control center as a value-added service.

Getting Started

Roger Lowther, vice president of transportation services for USCO Logis-
tics (Naugatuck, Conn.; 888-246-USCO; www.usco.com), told attendees
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at a recent annual meeting of the Warehouse Education and Research
Council (WERC; 630-990-0001) how to establish a virtual transportation
control center.

First, determine if your company is even a candidate for a virtual trans-
portation center. Lowther says that typical participants serve multiple mar-
kets in multiple geographies. These tend to be companies in high-tech, re-
tail, and pharmaceutical industries. Next, the third party that you are
considering should offer to analyze your transportation network. USCO, for
instance, performs an opportunity assessment to determine how much the
shipper is currently spending on transportation over at least a three-month
period and whether the virtual transportation solution would be financially
worthwhile. If the analysis recommends moving forward, the shipper can
expect to obtain the most efficient and affordable transportation services,
says Lowther, sometimes saving more than 10%.

How It Works

In the case of USCO, a customer’s sales order is received by the client’s
ERP system. The ERP transmits the order to the USCO WMS. The
WMS then sends the order to the USCO TMS, which, based on the best
carrier’s cost and service to deliver the order, instructs the WMS how to
route the order. A central server at USCO has access to their client’s in-
ventory in all 18 USCO shared-DCs to ensure that the order can be filled.
A carrier interface system receives the information from the WMS and up-
loads data about the shipment to the carrier for pickup. Once the order is
picked up, an electronic confirmation is sent to the WMS, TMS, and
client ERP.

The TMS is essential to the process, says Lowther, because it keeps a
record of what actually shipped, signals if there was any change in the load
plan, tracks and traces the shipment, sets up a freight-payable file based on
what actually did ship, and provides a wide range of management reports.

Two Types of Virtual Networks

Lowther says that logistics managers can opt for either a centralized or de-
centralized virtual transportation control center, depending on the size and
complexity of their transportation requirements. In a centralized environ-
ment (multiple USCO clients in a shared facility), the transportation control
center is centrally located in USCO’s headquarters to distribute product to
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all clients’ customers quickly. Centrally coordinating multiple carriers across
multiple USCO facilities optimizes service and cost, says Lowther.

For firms that have the critical mass, a dedicated transportation control
center (one company in one facility) may be the best way to go. However,
expect to spend more for the operation of the transportation control center
because the dedicated center is a stand-alone operation that can be located
anywhere.

Four THINGS TO KEEP IN MIND WHEN
OUTSOURCING FREIGHT PAYMENT

Given the hundreds of 3PLs that provide freight payment services, it can be
tough to narrow the field and find the right one for your needs. Here is a
shortcut: By concentrating on the following four areas, the right choice can
be easy.

1. The Price of a Provider

Price is an important factor when choosing a freight payment management
provider, according to Aims Logistics (Collierville, Tenn.; 901-854-5777;
www.aimslogistics.com), a third-party freight payment provider. To get the
most accurate pricing structure, the provider needs to understand your op-
erations. The following will give the 3PL a better picture of your operations:

*  What does your company do?

* How many dollars do you pay to carriers annually?

* What volume of shipments do you make annually for each mode?
* How many invoices do you pay manually and electronically?

* Do you rate your shipments with a Freight All Kinds (FAK) or actual
class rating?

*  What parameters do you use to rate shipments?
* Why do you want to outsource? What issues are you facing?
* What is your timeline for changing your process?

* Are you looking for a provider for U.S. domestic shipments only, or
are you also looking for an international provider? If you want inter-
national processing capabilities, in what countries are your located?
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Is your company centralized or decentralized?

Do you follow the same account coding conventions across your or-
ganization?

What EDI transaction sets do you use?

Which, if any, of your primary carriers are set up on EDI?

Payment Practices

Many components make up the freight payment process. Make sure you

know how the 3PL carries out the process so that you know what you are

paying for, recommends Cass Information Systems, Inc. (Bridgeton, Mo.;

314-500-5500; www.cassinfo.com). Some questions regarding payment

practices include the following:

Does your system have a specific day-of-the-week close out?

Are you currently doing multiple closeout days for any of your
clients?

If a special closeout is needed, could your system handle it, and would
there be an additional charge?

What is the frequency of payments to carriers, and by what means can
payment be made?

Describe the information flow during the payment process. What is
your funding/reconciliation process?

Discuss how your company can be flexible in meeting different pay-
ment terms (30/45/60 days) and providing cash management ser-
vices.

How do you handle payment in foreign currencies? Do you pay car-
riers outside the United States? If yes, in what countries? Do you pay
international carriers in currencies other than U.S. dollars? If yes,
what international currencies do you support?

By what method do you pay international payees?

Describe your company’s strategic plan for implementing the Euro
while maintaining support for legacy currencies.

Describe your company’s strategies for hedging currency risk and re-
denominating transactions in foreign currencies into USD.
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3. Uses and Sophistication of Technology

One reason you choose to outsource freight payment is that you expect an
expert to have the technology to carry out the task more efficiently. To as-
sess providers’ technological capabilities, address the following:

* Describe your system and database capabilities. How far back does
your online payment history extend?

» What type of operating platform strategy do you use?

* Describe your capabilities to transmit/receive data via FTP as well as
high-speed modem connections.

*  What is your application software, and when are received bills visible
to clients/carriers?

* Can you access processed data online via modem or the Internet?

* Discuss current and planned technologies, including database devel-
opment, enhancements, and maintenance of applications.

* Describe your abilities to marry U.S. domestic and international data
together for global site analysis.

* What EDI versions do you handle? Will you continue to support
non-Y 2K versions of EDI translations?

* Do you support UN/EDIFACT data receipt and translations for EDI
processing?

* Do your applications handle multicurrency?

4. Researching Financials

According to Aims Logistics, many shippers overlook a potential provider’s
freight funds management. Consider these items to understand the pro-
vider’s commitment to the safe management of your freight funds. Remem-
ber that a provider’s length of service is not necessarily an indication of strin-
gent financial controls.

* Does the provider have audited financial statements and written
opinions from an independent auditing firm? Through these statements, you
can confirm that the provider is financially healthy, that financial controls are
in place, and that financial controls meet generally accepted accounting
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principles, any related party transactions, and the company’s investment
policies.

* Does the provider have fidelity bonding to protect freight funds from
dishonest employees? These steps will help in researching fidelity bonding
protection: Verify the bonding company. Then ask the provider to send you
an original Certificate of Insurance from its bonding company. When you
receive the Certificate, contact the bonding company to confirm the
amount of coverage and any exclusions from coverage. For instance, if com-
pany officers and check signers are excluded, cost of coverage is reduced.
However, these employees can more easily circumvent the financial controls
that protect your freight funds.

* Does your provider offer written investment policies? Third-party
payment providers control your freight funds for a short period of time.
During that time, those funds can earn float revenue. Understand the
provider’s investment instruments and what risk is involved. That level of
risk should mirror the level of acceptable risk of your company’s treasury de-
partment.

Some Final Points

In your search for a freight payment provider, take the following two points
into consideration. First, make sure that freight payment is the provider’s
core competency and not just another service it offers, advises Teena
Sorensen, a consultant with the Sorensen Group (Chagrin Falls, Ohio; 440-
543-6354; sorensengp@aol.com).

Second, decide what level of control you want over the process once it
is outsourced, she advises. “Some shippers want to keep their hands in the
process, so they like being close to the provider’s premises.” Just remember,
as she continues, “You can’t outsource all responsibility because it is still up
to you to manage the relationship with your carriers. Work with the freight
payment provider to avoid carrier conflicts.”

NINE WAYs THAT Logistics PrRos CaAN MINIMIZE
ExcisE AND TRANSPORTATION TAXES

The hidden logistics costs of domestic and international shipments can
greatly skew what managers think they are paying for goods. The most per-
vasive of these hidden costs is taxes. Keen logistics managers can identify
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these costs and uncover other tax-saving opportunities with the creation of
a tax program.

“Logistics managers have the chance to capture savings that have un-
knowingly been overlooked,” says Richard Janis, partner with KPMG LLP’s
Washington National Tax practice (McLean, Va.; 703-747-3164). It just re-
quires knowing where to look.

Partnering Up with the Tax Guy

To find and reduce taxes, logistics managers should seek the support of tax
experts. The reality of the situation, however, is that tax specialists are not
included in business meetings or in decisions about supply chain activities,
such as transportation, according to a recent survey from KPMG. The sur-
vey found that the vast majority (84%) of tax departments are not involved
with transportation and logistics. Only 16% are included in management
meetings with transportation leaders (see Figure 1-2.2).

Together, managers and tax pros should develop a transportation and
excise tax minimization program focused on developing and implementing
tax-saving strategies. Some of the taxes that a transportation tax minimiza-
tion program should focus on are sales tax, fuel tax, license fees, property tax,
workers” compensation, and federal excise tax.

Identify Opportunities

Some of the tax-saving opportunities that a tax minimization program can
identify are in the following:

*  Customs duties and tariffs. Two ways to look at customs are compli-
ance and planning, says Mark Neville, partner at KPMG LLP’s Trade and

Participate

i 84%

ot participate

Figure I-2.2 Participation in Transportation and Logistics Meetings
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Customs practice. From a compliance perspective, a company should ensure
that its operations are in accordance with applicable laws and regulations to
avoid the risk of penalties. Planning techniques are typically aimed at chang-
ing the tariff classification—and, thereby, the rate of duty collected or the
dutiable value—lowering the tax base against which the duty is applied.

* Sourcing. This can be shifted to low-tax/duty jurisdictions. Domesti-
cally, companies need to look at the differences in state and local taxes be-
tween states. Globally, various options must be considered. For example,
most inbound goods from the European Union are dutiable, whereas the
same goods are duty-free if sourced through Israel.

 Income-based shifting. Companies can establish a structure in which in-
come is shifted from high-tax jurisdictions to low-tax jurisdictions. This is
achieved by unbundling services to identity pockets of profitability and then
placing those pockets in appropriate tax jurisdictions, explains Janis. The
mechanism through which this is achieved is by transterring goods, services,
funds, technology, and intellectual property between related parties and es-
tablishing arm’s-length transfer pricing for the value of such items.

Just make sure that you are working with people who are knowledge-
able about transfer pricing as well as with people who have legal, financial,
operational, and tax experience. These people must work together to take
into account all the factors that go into this and the effect that shifting could
have on the business as a whole.

o Trucking fleets. Most firms that operate their own trucking fleets use a
separate operating division, whereas other firms include the truck operations
in a separate legal entity. The proper operating structure and Interstate Com-
merce Commission (ICC) authority is key to reducing the overall operating
costs of your fleet. For example, obtaining ICC authority to operate as a for-
hire carrier may allow for significant sales and use tax savings, plus a reduc-
tion of other operating costs through increased backhauling revenue.

According to the KPMG respondents, in most cases (71%), responsibil-
ity for transportation and excise taxes falls outside the tax department (see
Figure [-2.3).

* Distribution centers. In addition to minimizing truck fleet operating
taxes, opportunities exist to reduce taxes associated with owning and oper-
ating a DC. Some of the tax-related opportunities include property taxes,
incentives for DC location, duty drawbacks, and foreign trade zones.

The key to taking advantage of various depreciation rates is knowing ex-
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Accounting Transportation/
Outsource Logistics

Figure I-2.3 Department Responsible for Transportation and Excise Taxes
Source: KPMG/IMRA Research.

actly what categories the IR S allows for warehouses. According to tax con-
sultants at PricewaterhouseCoopers (800-528-5816), properly categorizing
property costs can result in better depreciation rates. Better rates can result
just by how you classify the DC structure itself. For instance, one common
strategy is to build a rack-supported warehouse, in which the racks are part
of the building’s support system. The idea is to classify the entire building as
a piece of equipment that is used to store products.

* Foreign trade zones. At its simplest, a foreign trade zone (FTZ) permits
a duty deferral because it is deemed to be outside the customs territory. If
goods are reexported, duties are eliminated because they never enter the
customs territory.

*  Virtual warehouses. A virtual warehouse can provide savings in man-
power, centralize accounting, improve cash flow through deferring duty, and
improve customs compliance.

* Regional trade agreements. A regional approach to trade, in the form of
customs unions or free trade areas, allows goods from participating countries
to be shipped duty-free within the region.

*  Charity donations. If you have excess or slow-moving inventory, you
might consider donating it to a charitable organization. The federal Internal
Revenue Code allows donations to tax-exempt organizations as long as the
property is used solely for the care of infants or of the ill or needy. How much
a tax deduction your company can expect is a question better put to a tax
specialist; generally, however, the writeoff should be equal to the lesser of
twice the cost of the inventory, or the cost of the goods plus one-half the dif-
ference between the cost and the inventory’s fair market value.
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AcCHIEVE PERFECT ORDER FULFILLMENT OVER THE
INTERNET AND REDUCE COSTS

If industry statistics are right, it is imperative that logistics departments sim-
plify their e-business order fulfillment process. Between 2000 and 2001, the
value of orders placed over the Web is expected to increase sixfold. By the
end of 2000, companies booked an estimated 12% of orders via the Web, up
from 2% in 1998. They expected electronic inflows of orders to grow to 47%
of orders, up from 27% in 1998 (see Figure 1-2.4).

All of this boils down to the fact that you will wind up reducing the
number of staff dedicated to traditional order management (taking orders by
phone, fax, mail, or e-mail) and rely more heavily on automation to handle
incoming orders via the Internet. Here are some great ways to facilitate that
process.

» Coordinate initiatives to improve delivery performance. A survey from the
Performance Measurement Group (PMG; Waltham, Mass.; 781-434-1279),
Supply-Chain Management Benchmarking Series, finds that best-in-class per-
formance in perfect order fulfillment has improved 5% since the mid 1990s.
Late shipments account for the number one failure toward achieving perfect
orders. Other reasons include incorrect documentation, incorrect items be-
ing shipped, damaged goods, and incorrect quantities (see Figure [-2.5).

Organizations can reduce these errors by coordinating efforts through-
out the supply chain. “The industry is moving beyond simple delivery reli-
ability to a holistic view of complete, on-time, and accurate order fulfill-
ment,” says Steve Geary, chief analyst with PMG.

All Electronic Inflows of Orders Orders Booked Via the Web
2 years prior 2 years prior

Current year Current year

Figure I-2.4 Electronic Orders

Source: The Performance Measurement Group
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Late shipments

Figure I-2.5 Distribution of Failure Modes

o Invest in automation. PMG’s survey results show that although the use
of automation is growing at a rapid rate, half of all orders placed still arrive
in a manner that requires manual order entry. Geary says, “Companies must
simplify their order management processes,” and they are beginning to do so
with Web and EDI technologies. He adds, “Companies are starting to in-
vest heavily in the development of electronic order receipt mechanisms with
far-reaching implications for the entire order fulfillment process.”

» Implement order-tracking systems. Such systems can compare requested
versus actual dates at the line-item level and give customers better visibility
to their inbound orders.

*  DPut yourself in their shoes. Imagine what issues the customer faces and
align your operating strategies to accommodate them. This might include
being more flexible or improving on-time performance. Or it might mean
having to disperse inventory to regional DCs for faster delivery, configure
orders, or have your computers talk to their computers. “All of these are re-
acting to what the customer needs,” says Geary. “Companies are starting to
view the customer delivery process as a bundle of services that maximize the
customer experience.”

Share information with customers. Survey results indicate that today’s
customer relationships require a great deal of data transfer between compa-
nies. Findings show that the Web is being used for customers requesting
shipment status notifications and inventory status updates, and that cus-
tomers and suppliers are exchanging product sales activity data, as well as
planning and forecasting data over the Web.

o Partner with suppliers. A key issue confronting managers is how to con-
tinue reducing material constraints without increasing on-hand inventory.
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Best-in-class companies are working with their suppliers to reduce cost and
uncertainty. “Companies that can reduce their delivery time without build-
ing large costly pools of inventory and inform all tiers of the supply chain in-
stantly of customer demand changes will put slower movers at a significant
disadvantage,” says Robert Pethick, Pittiglio Rabin Todd & McGrath
(PRTM) director.

This primarily revolves around improved forecasting and transmitting
that information throughout the supply chain. Eliminating uncertainty al-
lows you to be more flexible and reduces lead times. “It is a guessing game
as you look up and down the supply chain to determine what tidal wave is
coming next,” says Geary.

* Improve cash cycles. Part of streamlining order management is receiv-
ing payment more quickly. PMG points out two eftective payment options.
First, consider implementing online purchasing and EDI. This will help re-
duce the time and overhead needed to process paperwork. A “pay on re-
ceipt” approach for selected products can minimize time-consuming match-
ing and reconciliation of customer invoices.

Another option is “cash release” agreements for blanket orders. For
companies concerned with cash flow, you might want to explore third-party
reconciliation and payment relationships. This puts the third-party in charge
of providing cash management in exchange for notification from the cus-
tomer that shipment has been received. Companies adopting this approach
can achieve single-digit receivables periods (within 10 days), helping to
achieve cash-to-cash cycle times that are one-third to one-half that of their
competitors’.

All of these strategies have a common thread: the customer. “The In-
ternet lets you focus on what your core competency is and find ways to add
value to the customer’s ordering experience,” says Geary. “Understand your
role in the total supply chain and how it relates back to the customer so that
their order fulfillment needs are met.”

FiIvE WAYS TO RAISE THE EFFECTIVENESS OF YOUR
FLEET MANAGEMENT PROGRAM

The challenges facing fleet supervisors and their staffs range from how to
control expenses to choosing new information systems and setting the right
maintenance levels. On top of all this, the whole process has gotten harder
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with the rising cost of fuel. Ultimately, the key to effective fleet management
is a sound transportation program focused on five main areas.

1. Improved Overall Management

Transportation managers must develop a higher skill level in order to attain
a successful fleet program. Richard Kochersperger, Gerald Peck Research
Scholar for the Erivan K. Haub School of Business at Saint Joseph’s Univer-
sity (Philadelphia; 610-660-1616), recommends that management adopt the
following practices toward managing its fleets:

* Hire professionally educated and trained personnel. In-house educa-
tional programs should be introduced to improve the skills and knowledge

of staff.

* Give transportation a higher profile in the company. Develop a five-
year action plan that details how the transportation department will continue
to overall profitability and performance of the company. Identity specific ob-
jectives and goals to be accomplished.

* Integrate benchmarking into the management process. Specific
weaknesses and opportunity areas should be identified, and a plan to correct
any faults should be implemented.

* Adopt activity-based management practices. Management needs to
know which customers are subsidized because they cost more to service,
which processes are inefticient, which products are more expensive to han-
dle, which equipment costs the least to operate, and which routes are most
expensive.

2. Effective Use of Information

Companies should develop and implement an effective benchmarking strat-
egy that measures all areas of fleet performance. The program should involve
all associates. Some suggestions for accomplishing this goal include the fol-
lowing:

* Get the entire logistics team involved in reporting on performance
measures. Have them measure performance over time, identifying positive
developments and new opportunities.
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* Identify which metrics to measure. Start with the basics such as on-
time deliveries, percentage of orders delivered, total cost per mile, and ex-
penses as a percentage of sales. As you begin to learn and understand the de-
tails of these metrics, consider adding other measurements such as cost per
case, pounds/cube per delivery, percent of backhaul trips, empty miles,
scratches, damage, and equipment utilization.

Kochersperger says that a report should be generated every day that
looks at delivery performance and on-time deliveries. This information
should be made available to all associates so that they understand how the
company is performing.

3. Information Systems and Technology

The use of information systems is growing, and there is more interest on the
part of transportation managers to purchase such technology for their fleet
programs. According to Kochersperger, the solutions that pose the greatest
benefit to managers in their fleet management programs are trip recorders,
computer routing systems, and radio and satellite communications. “Trip
recorders offer great potential, but many fleet managers are not using the in-
formation effectively,” he says. Trip recorders are useful for determining the
following information: off-route miles, on-time delivery, actual trip miles,
store unloading, speed, and engine idle.

Technology 1s also crucial to fleet maintenance. Computers, either main-
frame or personal, can assist in information management. Kochersperger
says that there is a developing need to move to bar code systems for parts and
tire management and to integrate vendor information systems for engines,
tires, and refrigeration units. “The fleet maintenance facility in the 21st cen-
tury will employ much information technology that will contribute to sig-
nificantly lower repair costs and road failures,” he says.

4. Maintenance Strategy

Rising fuel costs are just one reason for managers to find ways of controlling
fleet costs. According to Kochersperger, fleet maintenance costs such as re-
pairs, tires, labor, and overhead can also be kept to a minimum by strictly ad-
hering to the following:
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* Emphasize preventive maintenance. Use the best mechanics to com-
plete this process, which will go a long way in reducing equipment down-
time and preventing major component failures. Ensure that the preventive
maintenance schedules are completed in a timely manner and are conducted
regularly.

* Keep the maintenance area clean and organized. Have a place for
everything. Make sure the workspace is well lit and laid out efficiently. La-
bel parts clearly. Do not store remains and leftovers on the property, such as
batteries, old parts, and paints.

* Control the inventory. Audit parts movement and fuel consumption
regularly. Check invoices for correct pricing and require multiple supply
points.

5. Fleet Safety

Probably the most important part of any fleet management program is the
driver and how safely that person operates the vehicle. Finding skilled
drivers in today’s labor pool continues to be a chore for many supervisors,
and retaining them once they are onboard is even more difficult. Here are
some of Kochersperger’s recommendations in the realm of human re-
sources:

* Hire the best people. Drivers are the ambassadors of the company be-
cause they see the customer the most. Seek transportation personnel who
have experience in the industry.

» Expect professional results. Give them the tools to do a great job,
such as uniforms, quality equipment, and technology. Provide training to
improve competencies and skills.

* Pay for performance. Award drivers for outstanding effort. Meet with
the group on a regular basis to listen to their view on operational issues.

* Implement an effective driver program. Encourage them to think safe
and promote safe driving habits.

* Participate in an accident prevention program. Several facilities
around the country are available to train for accident prevention. These op-
erations put drivers through controlled skids, which enable them to learn
what to do when a serious problem develops.
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How LUCENT’S MERGE-IN-TRANSIT PRoGrRAM CAN
Cut YouRr Logistics CosTs

Coordinating shipments from multiple manufacturing sites usually adds
transportation, warehousing, and inventory costs. This, in turn, is causing
many logistics managers to look for a less expensive but reliable means of
consolidating multiple shipments for final delivery to customers. For many
like Lucent, that answer has been merge-in-transit. Merge-in-transit is the
practice of moving freight manufactured from multiple locations to a single
location near the final delivery site. It is especially suited to companies look-
ing to take advantage of just-in-time deliveries.

One company that has found success with merge-in-transit is Lucent
Technologies in Westminster, Colo. Lucent receives manufactured parts
from its own manufacturing site, as well as from outside suppliers. All of
those components were being shipped from their original manufacturing
site to a Lucent warehouse and then shipped to the end user. Gary Sahr, gen-
eral manager logistics for Lucent, says that the company realized that there
was little value added in shipping to the warehouse.

In an effort to cut out transportation time and ship products closer to
the end customer, Lucent set out to implement a merge-in-transit pro-
gram. After an extensive request-for-proposal process of various service
providers, Lucent chose to work with GeoLogistics Americas, Inc., in Den-
ver.

According to Darryl Barker, vice president for business development at
GeoLogistics, Lucent’s manufacturers and suppliers ship their products to a
consolidation point close to the end user. Without putting those parts in
storage, GeoLogistics consolidates the shipments and makes a single deliv-
ery to the customer. A Lucent crew awaits the arrival of GeoLogistics at the
customer site and directs the unpackaging of the equipment. Lucent techni-
cians then install the technology. In some cases, Barker points out, staged de-
liveries can be made to the customer site, whereby certain components are
delivered at certain times. “This requires close coordination with Lucent,”’
says Barker.

Sahr says that direct shipment to the consolidation points, of which Lu-
cent has around 40 throughout of the country, has helped improve three
business areas: on-time customer deliveries of complete orders; reduced in-
ventory carrying costs; and savings in warehousing, transportation, and dis-
tribution.
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Eliminate Redundant Transportation

Barker says that redundant transportation movements and costs are virtually
eliminated when merge-in-transit is utilized. In the case of Lucent, for ex-
ample, he explains how the company used to transport components from the
original manufacturing site to a warehouse. The parts were then consoli-
dated and sent to the customer. Now, the transportation to Denver is elim-
inated.

Reduce Inventory Costs

Merge-in-transit also means that products are handled less frequently. Addi-
tional receiving and putaway are not required because the product does not
actually go into inventory, thus reducing inventory carrying costs. Because
inventory is not being pulled from shelves to fill orders, cycle time is re-

duced.

React to Forecast Changes

Barker says that merge-in-transit opens up opportunity for logistics man-
agers to react better to changes in forecasts. “Let’s say Lucent’s engineers
forecasted that so many batteries would be needed to fill customer orders,
and then the customer changed the nature of its orders that a different bat-
tery would satisty,” Barker explains. “The shorter interval that exists from the
manufacturing site to the consolidation center allows Lucent to adjust the
forecast, fulfill the order, and get the batteries to the customer in a timely
fashion.”

Moving Information, Not Material

Sahr and Barker agree that the transportation element of merge-in-transit
takes on less importance than does the information required to carry out the
task. You have to make sure that the information technology (IT) systems
between your company and the service provider are linked and reliable.
Lucent requires GeoLogistics to track shipments at the item level,
which, according to Barker, is more complicated than tracking at the ship-
ment level. Thus, the IT connections become critical. “We need the rele-
vant information from Lucent’s systems to do that tracking,” says Barker. “At
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that point, transportation becomes secondary to the movement of the infor-
mation.”

He says that any company looking to carry out merge-in-transit with an
experienced service provider should be willing to openly share that infor-
mation or else “the program won’t be successtul.”

Didn’t Do It for the Money

Sahr says that since implementing its merge-in-transit program in April
1998, the service improvements are worth noting: 40% improvement in in-
ventory reductions, an $8 million dollar reduction in finished goods inven-
tory, shortened delivery times, and on-time deliveries of complete orders.
“Really, we did not begin this project to save money,” says Sahr. “This was
an opportunity to advance our customer service capabilities.”

M&M/MARS TARGETS GoAL OoF SHIPPING ONLY
PErRFECT ORDERS

Achieving a premiere position among your competitors really comes down
to one thing: sending out perfect orders to your customers. One sure way to
find out if this is happening is to perform a measurement of your orders, trac-
ing them from beginning to end. One company that is in the middle of such
a process is M&M/Mars. Donald Jacobson, national logistics manager for
the company, explained how he is carrying out this task at a recent Logicon
meeting.

So far, M&M/Mars can claim the following improvements with regard
to its perfect order status: a 4% increase in direct shipments, a 70% increase
in indirect shipments of less than 70 pounds, a 28% decrease in accessorial
charges, reduced ship-to points by 61%, reduced number of orders by 41%,
reduced number of invoices by 45%, and decreased the number of ship-
ping/pricing deductions by 47%.

Perfect Order Cycle

The Perfect Order Measurement Cycle that M&M/Mars established will
measure failures in three areas: order, delivery, and settlement.
Order failures include
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* Wrong customer number

* Invalid purchase order number

¢ Insufficient lead time

* Incorrect/missing promotion number
* Incorrect/missing special instructions
* Incorrect item number

*  Quantity variation

* Ordered over allocation

¢ Insufficient inventory at order entry

* Incorrect price

* Incorrect customer terms
Delivery failures include

* Insufficient inventory at the warechouse
* Appointment problems

* Overage/shortage/damage

* Wrong item picked/shipped

* Accessorial charges
Settlement failures include

e EDI invoice transmission error
* Customer check/transfer not automatched
¢ Customer takes a deduction

* Customer ignores terms of sale

Tracking Failures

Jacobson explains that in order to determine where any of the above failures
were occurring—from order entry to final delivery—a project team consist-
ing of logistics, customer service, finance, sales, technical development, and
warehousing and transportation followed an order through the entire process.
The team documented all possible breakdowns and manual interventions.
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“We found that some failures were internal and some were the fault of
our customers,” he says. The reported failures will be used to develop pro-
cess improvements. Dedicated teams for the company’s top 15 accounts will
institute the improvements.

A Test Case

After identifying its potential failures, M&M/Mars ran a seven-month test
with one of its partners. It was set up so that the company would ship ap-
proximately three shipments per week.

Perfect orders accounted for only 6% of all orders shipped. Most failures
were due to incorrect or missing promotions, insufficient inventory at the
warehouse, automatch problems, and deductions.

Jacobson says that this test case will allow M&M/Mars to move forward
in its quest for the perfect order. A phased approach will be implemented be-
cause it is both simpler and more cost effective to justify.

The Benefits

Once M&M/Mars reaches its goal of shipping perfect orders, Jacobson ex-
pects to see benefits in the following areas:

*  Customer service. Service measures will be integrating beyond order
fill and physical distribution to include all possible failure points.

*  Customer business development. “There will be a focus on eradicating
zero value-added activities by using tools to identify business processes that
cause inefficiencies and failures, allowing us to determine the root cause for
those failures and allow proactive interaction with customers,” says Jacobson.
“Ultimately, this will help us establish rapport and trust with key accounts.”

 Activity-based costing analysis. “This will provide the ability to under-
stand our selling, logistics, and administrative processes and costs and their
impact on profits.”

Buying From Larger Distributors

In addition to tracking orders, the candy giant made some changes to its pric-
ing and ordering structure to increase the percentage of perfect orders. The
purpose is to ensure that customers receive their orders faster and correctly.

Key to this was forcing the smaller distributors to buy from the larger
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ones, explains Jacobson. “This was met with some resistance by those who
thought they would wind up buying from their competitors,” he says, “but
they are getting better lead times, anywhere from three to five days versus
the seven that we could promise them. We only do three to five days lead
time for our top customers.”

The Price of Perfection

To date, M&M/Mars has spent $150,000 on its project, and future expense
estimates are high. “I don't think we’ll get all the funding at once,” says Ja-
cobson.

DAIMLERCHRYSLER REvs Up PArRTS DELIVERY TO
Boost CUSTOMER SATISFACTION

You never want your customers to wait for product, especially if it jeopard-
izes whether they satisty their customers. This ripple effect on the supply
chain can have devastating results unless you have a system aimed at com-
bating stockouts and distribution errors.

Nowhere is this more critical than in the automotive aftermarket service
parts business, where providing timely, hassle-free delivery of parts to deal-
ers and customers can be leveraged as a strong competitive advantage. Un-
necessary complexity under an old system kept DaimlerChrysler from real-
izing this benefit. Thanks to a new system, however, dealer satisfaction
ratings are higher than ever.

Order Fulfillment Gone Awry

For more than 20 years, Mopar—the division of DaimlerChrysler that pro-
vides service parts and accessories to dealers—used a traditional order ful-
fillment system of strategically situated parts distribution centers (PDCs) to
provide service parts to a group of dealers in a designated region. Orders
were quickly filled by the PDC and delivered to the dealer the following
morning using a dedicated delivery system (DDS).

However, if an ordered part was not available at the dealer’s PDC, it was
referred to another PDC in the network. This extended delivery time by
three to five days. Furthermore, referral parts were often damaged due to
multiple handlings in the shipment process.
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The referrals robbed the shipping PDC of inventory intended for its
own dealers and, as a result, created a series of stockouts and maldistribution.
At any given time, as many as 20,000 parts on order could be referral parts.
As a result, processing referral part orders was cumbersome and costly, so
dealers had to wait without any way of tracking the status of their order.

Telephone calls for referral order tracking and expedited shipping re-
quests were frequent. “It set off a chain reaction that ultimately affected the
car owner,” says Doug Zopfi, North American Free Trade Agreement inte-
gration manager for DaimlerChrysler (Center Line, Mich.; 810-497-0515).
“Dealers’ repair schedules became unpredictable, affecting their ability to
service customers.”

Zopfi says that although referral parts accounted for only 6% of the to-
tal volume of parts that Mopar shipped, they made up nearly 50% of out-
bound transportation costs. “The old referral process was ineffective and
costly to operate,” Zopfi explained to attendees at a CLM annual meeting.
“We couldn’t tell dealers exactly when they would receive their critical parts
orders. Consequently, they couldn't tell their customers with certainty when
they could complete repairs. We needed a more predictable and reliable sys-
tem that also reduced the cycle time of deliveries to our dealers.”

Another difficulty of the old network was the single-line order system.
Although the dealer had placed one order, the parts were picked, packaged,
metered, and shipped as individual line items, so each difterent part came to
the dealer in different boxes at difterent times.

A Two-Pronged Solution

Mopar’s Dealer Satisfaction Index suffered under the old system, and in 1998
DaimlerChrysler realized it was time for a change. The company partnered
with UPS Worldwide Logistics (UPS WWL; 734-542-9560) to create a
comprehensive supply chain and order fulfillment solution. “We needed a
single-point provider that could manage everything from end to end,” says
Zopfi. “UPS WWL offered us facilities, value-added services, and shipping
and tracking systems that allowed us to streamline our process, reduce dam-
ages, and improve our service levels.”

First, WWL looked at ways to boost efficiency. The processes in place
for the PDCs were reviewed to cut activities that failed to add value. Pack-
aging options to consolidate multiple line items for the same dealer were de-
signed to eliminate the need for single-line order processing. Traditional
transportation methods were redefined to reduce order delivery cycle times
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with less damage. Finally, the total system costs of the old process—labor,
transportation, damage claims—were identified.

Next, two order consolidation centers (OCC) were created in Detroit
and Milwaukee and were stafted and managed by UPS WWL. The locations
are near Mopar’s national PDCs and several regional centers and are con-
venient to contract packagers who ship some dealer orders.

Mopar changed its order fulfillment system to shift most referrals
through its national PDCs and DCs near the OCCs. This reduced the num-
ber of stockouts and maldistribution eftects. The OCCs also provide trans-
portation management, dedicated transportation, processing capabilities,
and call center support services.

The primary function of the OCCs is to expedite dealer orders. Stock
order referrals and oversized parts are consolidated and shipped to the
dealer’s PDC for final delivery on Mopar’s DDS trucks. More critical and
car-down orders are consolidated by the dealer and are shipped using next-
day ground or air delivery.

OCC Equals Expedited Shipments

By combining items into overpacks, many of the inefficiencies of the old
single-line processing method were eliminated. Dealers now receive their
critical parts the next day in one consolidated shipment. Because of the faster
delivery times, the need for order tracking and expedited shipment requests
have also dropped off significantly. However, when an order does need to be
traced, a full system of tracking information and reporting mechanisms has
been established to monitor every step of the process for every referral part.

Dealer Satisfaction Rises

The response from dealers has been enthusiastic, with satisfaction scores rising
20% since the new system was implemented. “The system is working out well,”
says a parts manager in Anchorage, Alaska. “We have no damage to report.”

DaimlerChrysler has expanded the new system to referral parts orders
from dealers in Mexico, reducing the cycle time by nearly two weeks. Plans
are now underway to include Canadian dealers in the program. “We took a
glant step in customer service,” says Zopfil. “We’ve increased efficiency
throughout the network and provided dealers the consistency of delivery
that they deserve. Now dealers can schedule repairs with greater confidence
because they know when they’ll have the parts they need.”



Chapter 1-3

International Logistics

How TO PREPARE YOUR LoGgisTIiICS DEPARTMENT
FOR NEw EURO-BASED OPPORTUNITIES

Have you considered how the euro is going to affect you and your logistics
operations? The good news is that the emergence of the Eurodollar will bol-
ster your ability to evaluate international suppliers and vendors by standard-
izing price comparisons against a common currency. The bad news is that
getting there will require adjustment to a euro-compliant software system.
We recently interviewed a number of euro experts to find out what logistics
managers should be doing to get ready for this change.

Omne Big Happy Family

The introduction of the euro creates one European domestic market that is
almost as big as the U.S. market. Consequently, American companies doing
business in Europe will not have the headaches of dealing with fluctuating
currencies. Any logistics manager who is selling or purchasing products in
Europe will feel the effects of the euro, according to Karin Bursa, vice pres-
ident of marketing at American Software (404-238-8338).

The euro may even cause companies that are not involved with Euro-
pean import or export to reconsider their trade strategies. “Companies that
don’t have European suppliers or customers today may choose to in the fu-
ture because it will be easier to transact business with them,” Bursa explains.

With an expanded European market comes increased competition
among European suppliers. That means more choices for logistics managers.
For example, if a European subsidiary currently uses a third-party ware-
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housing provider in Lisbon, a manager might opt to move distribution op-
erations to a facility in Rotterdam. The euro will enable logistics managers
to compare the costs of each more easily, argues Mark Root, project man-
ager at QAD, Inc. (805-684-6614). “The euro will have a competitive and
logistical impact,” Root says. A single European currency will enable logis-
tics managers in the United States to compare all suppliers and vendors un-
der the same currency. Therefore, the array of choices when importing and
choosing a European logistics services provider will grow.

Preparation Is Fundamental

Unfortunately, most American companies are not ready to tackle the euro
and its changes. American businesses that are taking advantage of the euro
currently operate subsidiaries in Europe, Root says. He recommends that lo-
gistics managers begin by taking a strategic—rather than a tactical—look at
the euro. “Logistics managers should begin evaluating the European market
for suppliers,” Bursa says. They should look for competitive bids from logis-
tics vendors and suppliers to determine how cost-effective it is to continue
to do business with their existing European partners. Furthermore, logistics
managers who currently use only domestic suppliers should look outside
U.S. borders. “They may actually decide that it’s easier and cheaper to work
with nondomestic suppliers,” Bursa says.

All Systems Go

Managers must ensure that their supply chains and accounting systems can
support euro transactions. “Logistics managers have to prepare for the abil-
ity to conduct transactions,” Bursa advises. Keep in mind that the euro
creates more than an accounting issue. Electronic data interchange (EDI)
transactions, inventory management programs, and shipping and receiving
applications all include monetary values.

Not only must the systems be able to handle bills, invoices, and pay-
ments, but they also must be able to support triangulation. Because domes-
tic currencies will not become obsolete until 2002, software systems must
be able to recognize domestic currencies and U.S. dollars as well as the
euro. “It’s different than simply adding one additional currency to the ap-
plication,” Bursa says. For example, to determine the exchange rate be-
tween the U.S. dollar and the deutsche mark, software must convert the dol-
lar to the euro and then the euro to the deutsche mark. Although currency
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triangulation is only a temporary necessity, it is a fundamental function of
any software program today.

To ensure that logistics software applications are euro-ready, turn to the
software provider itself, Bursa recommends. Simply ask if the application is
euro-enabled. If it is not, find out when an upgraded version will become
available. “You're in for a big challenge if your application isn’t euro-
enabled,” she says.

Next comes the migration strategy, which offers two options, Bursa
says. Either run parallel transactions using domestic currencies as well as the
euro or conduct a phased implementation of the euro into operations.

The Effect the Euro Will Have

How long a manager’s preparation takes depends on the speed with which
one starts, the determination to accommodate and take advantage of the
euro, and software readiness, Bursa and Root explain. Regardless of how
prepared managers are, however, they can be sure that their logistics opera-
tions will feel the euro’s effects.

“The jury is still out on how quickly the euro will actually begin to af-
fect American companies,” Bursa says. Some experts expect the impacts to
hit immediately, but others estimate that the ripples will take a couple years
to hit America’s shores. By 2002, it will be a very competitive marketplace,
Bursa says.

FrREe ELEcTRONIC FILING OF EXPORT DOCUMENTS
SPEEDS PROCESS AND ENSURES SECURITY

Sending documents over the Internet is a great way to eliminate delays and
errors as well as fraud and forgery. Currently, logistics and shipping managers
have several free Internet options for sending bills of lading, shipping export
declarations, and many other documents.

Free Internet Bills of Lading Systems

Several major carriers, including American President Lines (APL; www.
apl.com), Orient Overseas Container Line (OOCL; www.oocl.com), and
the newly merged Maersk (www.maerskline.com) and Sea-Land (www.
sealand.com), have introduced systems that allow shippers and forwarders to
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download a bill of lading (B/L) from the carrier’s internal documentation
computer systems via the Internet. The B/L can be printed directly from a
desktop, allowing the shipper to control both the delivery speed and the ac-
curacy of the documents. The systems can also print waybills. To use these
free services, shippers must sign a terms and conditions (T&C) contract with
the carrier. When authorized, the carrier sends blank B/L forms to the ship-
per. The Internet B/L printing facility enables exporters to view it in a for-
eign country while having it printed in the U.S. home office, eliminating
time spent sending B/Ls from source country to destination country.

Roadway Express, Inc. (Akron, Ohio) has released E-Z Export, a single
online document combining the basic international documentation needed
to ship between the United States and Mexico. Customers can log onto the
Roadway Web site (www.roadway.com), click on the Mexico section, and
prepare a B/L and commercial invoice in one step. The Web site then cre-
ates for the customer a PDF file in Adobe Acrobat. Customers who do not
have Adobe Acrobat will have to enter the Roadway Express Web page, use
the hotlink to Adobe Acrobat, and download the program before using E-
Z Export; there is no charge for the download. The file has instructions for
completing the required information for customs in Mexico, and it can be
printed or downloaded to the user’s computer once completed.

Finally, Canadian Pacific Railway (CPR) will soon be introducing a means
for submitting electronic B/Ls. A notice on the CPR Web site (www.cpr.com)
says that “customers can easily submit a bill of lading online using CPRs e-
commerce engine, which is designed to let companies safely exchange business
documents that are not connected through an EDI value-added network.” An
online demonstration of the service is available from the Web site.

Benefits of Electronic Bills of Lading

The advantages of switching to electronic bills of lading include the fol-
lowing:

* Ease and speed give exporters an edge over the competition. Timeli-
ness of B/Ls affects customer satisfaction, just-in-time inventories,
and speed of payment.

* The possibility of lost B/Ls is eliminated.

* The need for the exporter or forwarder to collect B/Ls from the car-
rier’s office and for the courier to mail or courier them to customers
is eliminated.
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* B/Ls will be error-free and will conform to matching letters of credit
(L/Cs).

* Problems such as fraudulent presentation of counterfeit documents at
dockside are reduced.

* Electronic signatures may be used on B/Ls for L/Cs via the Interna-
tional Chamber of Commerce’s UCP 500 rules on documentary
credit. Note that banks in some nations may not accept validity of
B/Ls with electronic signature.

A Paperless Bill of Lading

Bolero International Ltd. is a joint venture of SWIFT, a Belgium-based
banking telecommunications consortium with 3,000 member banks world-
wide, and Through Transport Club, the mutual cargo insurance organiza-
tion headquartered in London. Bolero (www.boleroproject.com) plans a full
commercial launch of'its system this fall. The system will allow secure elec-
tronic transmission not only of straight B/Ls but also of negotiable B/Ls
(which can be bought, sold, or traded while goods are in transit), L/Cs, cer-
tificates of origin, and insurance certificates. The pricing structure for
Bolero’s services is available on its Web site.

Bolero uses central electronic registry and encrypted digital signatures
to replace B/Ls. Receivers of goods will no longer appear at ports with B/Ls;
instead, Bolero participants will carry out electronic exchange of ownership
through a computerized registry. Users will be able to communicate with
Bolero over public or private networks. Connection during the launch
phase will be via Netscape Navigator browser. Free downloadable plug-ins
and freeware are provided. Connection via automated gateways and third-
party bureau services will be possible following the commercial launch.

SEDs Find Way onto the Internet

In addition to B/Ls, shipper’s export declarations (SEDs) can now be sent
electronically over the Internet to the Census Bureau and the U.S. Customs
Service as part of the agencies’ Automated Export System, developed in
1994. When users log on to the new Web site (www.AESDirect.gov), they
are asked to register, and that information is then sent to the government so
that Customs can accept future data from the filer. Once the SED is keyed
in, users receive an internal transit number to confirm acceptance of the
SED. This confirmation is sent via e-mail.
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According to the Commerce Department, the new system reduces the
paperwork burden on the trade community, makes document storage and
handling less costly, improves the quality of export statistics, and facilitates
exporting in general.

Even the Internet Illiterate Benefit

Companies looking to send important business documents electronically
can take advantage of a new solution from United Parcel Service (UPS) and
Hewlett-Packard Company (HP). The two companies have developed a se-
cure, trackable delivery service for digital documents. Using the HP 9100C
Digital Sender, physical documents can be sent electronically. Users simply
place the relevant document on the 9100 scanner and send it over the Inter-
net to the UPS Web site. The scanning process for a black-and-white image
will be approximately 15 pages per minute, and a color document will take
up to four pages per minute. Documents will arrive at the UPS site (www.
ups.com) in a few minutes. Senders must provide the recipient’s e-mail ad-
dress with the transaction.

Files are sent as either PDF (portable document format) or TIFF (tagged
image file format) files and can be in text or picture format. Once the doc-
ument is sent to UPS, the recipient is notified via e-mail that a document is
waiting to be picked up at the Web site. The e-mail message will include an
active URL address, on which the recipient can click and go right to the
UPS location. Although there is no sign-up fee for the service, the cost to
send a digital document is $2.50 per transaction, and the cost of the scanner
is around $3,000.

CAPS REPORTS ON ETHICS ISSUES IN
OFFSHORE SOURCING

As sourcing activity moves toward a more global perspective, purchasing
professionals are naturally concerned about ethics. Are the rules different
when negotiating with an offshore supplier? Can you expect major differ-
ences among the ethical activities of suppliers in different countries?

Not really. That’s the conclusion that we reached after reviewing an en-
lightening new research study, Ethical Issues in Global Buyer-Supplier Rela-
tionships. Under the auspices of the Center for Advanced Purchasing Stud-
ies, Craig R. Carter of the Robert H. Smith School of Business at the
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University of Maryland examined how ethical activities differed when pur-
chasing from various countries and defined ethics as it relates to issues in
global buyer-supplier relationships.

What Is Unethical Here, and There?

In a surprising finding, the researcher reports the “activities viewed as un-
ethical are consistent across national cultures, at least when foreign suppliers
are dealing with American buyers.” Carter’s other findings include the fol-
lowing:

* Foreign suppliers identified the same categories of unethical activities as did
U.S. buyers. One possible explanation is that buyers and suppliers judge the
identified activities similarly because they involve fundamental core values
that cross cultures. “A more realistic explanation for this similarity is that eth-
ical expectations and standards have been established and communicated as
part of the buyer-supplier relationship,” Carter ofters. Another factor is the
international supplier’s previous affiliations with other American companies.

o Ethical issues appear to be the same as in domestic sourcing. The analysis of
the survey data finds that activities such as bribery and the use of grease (fa-
cilitating) payments, which have typically been associated with international
transactions, were not included in either of the two buyer categories of un-
ethical practices or unethical supplier practices (see sidebar).

As Carter hints, this suggests that U.S. buyers are not engaging in these
activities “nearly as often” as might have been the case in the past. Further-
more, international suppliers appear to realize that these activities are unac-
ceptable when dealing with American buyers.

*  Buyers and suppliers differed significantly in their perceptions of the other’s in-
volvement. It is important to realize that even the appearance of an unethical
action can affect a party’s perception of how ethical the other party’s behav-
ior really is. Therefore, it is important for both buyers and suppliers to com-
municate their intentions and all relevant details of the purchasing trans-
action openly in order to minimize the gaps that can occur between each
party’s perception of the other’s behavior.

*  Deceitful practices of buyers are minimized when companies communicate
ethics policies to suppliers—and have an ethics hot line. Other organizational fac-

tors, such as top management’s “walking the talk,” or providing training ap-
pears to have no impact on the degree to which purchasing managers are
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Defining Unethical Behavior

An analysis of the survey data from buying firms indicates that unethical ac-
tivities of buyers fall into broad categories.

1. Deceitful practices. This first category consists of behavior involving de-
ception and includes survey questions addressing the following activ-
ities:

* Purposefully misleading a sales person in a negotiation
» Exaggerating the seriousness of a problem to gain concessions
* Using obscure contract terms to gain an advantage over suppliers

* Inventing (making up) a second source of supply to gain a com-
petitive advantage

2. Subtle practices. The second category of unethical actions includes
more subtle activities such as the following:

»  Writing specifications that favor a particular supplier
» Allowing personalities of suppliers to impact decisions

* Giving preference to suppliers preferred by top management

A further analysis suggests that unethical activities of suppliers consist of a single
set of activities, including the following:

* Knowingly overcommitting resources or production schedules

* Lying or grossly misleading customers in a negotiation

» Using obscure contract language to gain an advantage over suppliers
 Asking for information about competitors

» Offering gifts in excess of nominal value

* Increasing prices when there is a shortage

» Using backdoor selling techniques such as approaching personnel in
engineering, manufacturing, or other departments outside purchasing

* Using less competitive terms or prices for buyers who purchase ex-
clusively from the supplier

Finally, it is interesting to note that an analysis of the supplier survey data re-
vealed that suppliers identified the same sets of unethical activities (for both
buyers and suppliers) as did buyers.

Source: Ethical Issues in Global Buyer-Supplier Relationships.
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involved in this dimension of unethical buyer activities. Therefore, the only
practical deterrent appears to be the fear of getting caught or reported. This
would be more likely to occur when policies are communicated to suppli-
ers and when firms have an ethics hot line.

*  Less obvious unethical practices are affected by ethics training and evaluation.
Ethics training can help make new, inexperienced, and even seasoned buy-
ers more aware of the less obvious, unethical behaviors. In turn, including
ethical issues as part of a buyer’s formal evaluation can help to reinforce ma-
terial and policies covered during training.

* Buyers that are under pressure to perform and that want to advance are not
more likely to engage in unethical behaviors. Similarly, there is no relationship be-
tween pressures felt by foreign supplier representatives and their involve-
ment in unethical activities. “It appears that both buyers and suppliers real-
ize that employing unethical practices will result in short-term success at
best, but will inevitably culminate in damage to both their careers and the
buyer-seller relationship,” explains Carter.

o There is no relationship between nationality and the level of unethical activity
in buyer-seller relationship. One explanation for this finding is that behavior and
activities considered unethical by American purchasing managers have been
well communicated. Also, they are understood to be unethical by their for-
eign suppliers. Norms and expectations regarding ethics also may have been
established through the foreign supplier’s prior relationships with other U.S.
buying companies. “It is important to note that these findings apply only to
U.S. buyers and their foreign suppliers,” adds Carter. “Interviews with pur-
chasing managers suggest that different scenarios may exist when purchasing
occurs outside the United States for a foreign-based plant or subsidiary.”

» There is no link between unethical practices and the length or type of rela-
tionship that exists. Once norms and behavior are established in a relationship,
it is unlikely that time alone will change those practices. Similarly, the nature
of the buyer’s relationship with its suppliers is not related to the level of un-
ethical behavior found in those relationships. Apparently, if purchasing man-
agers or suppliers decide to act unethically, they will do so regardless of the
type of relationship that they have established. Conversely, firms that choose
to conduct business in an ethical manner will do so regardless of whether the
relationship consists of a one-time transaction, a long-term contract, or a
strategic alliance.

* Buyers that are least satisfied with supplier relationship perceive their supplier
to be involved in unethical practices. Buyers were also the least satisfied if their
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own organizations were involved in deceitful practices. Although deception
may allow buyers to achieve short-term gains, they will be less satisfied with
the relationship in the long run, as suppliers increase prices or refuse to re-
new contracts.

* Buyers that perceive suppliers as being involved in unethical practices also be-
lieve that they are performing less effectively. Buyers begin to wonder whether
suppliers are trying to mask problems with production or quality and believe
that the supplier’s performance is reduced in terms of service and price.

For a complete copy of Ethical Issues in Global Buyer-Supplier Relation-
ships, contact Center for Advanced Purchasing Studies, Arizona State Uni-
versity Research Park, 2055 East Centennial Circle, PO. Box 22160,
Tempe, AZ 85285; 602-752-2277; fax, 602-491-7885; www.capsresearch.
org. A $20 donation per copy is suggested.

GoING GroBAL? CHEcK OuT THESE
SourciNGg Tips FiIrsT

A Supplier Selection and Management Report Cost Control Survey clearly
demonstrates the acceleration in global sourcing activity. This category ex-
perienced the greatest increase among the 25 cost control categories listed
in the survey. A surprisingly strong contingent—almost 20% of purchasing
professionals in the small to midsize classification—also cited the practice as
one of their most successtul efforts.

But all is not as perceived in the world of foreign sourcing. ~ Although most of the
responses to the survey cited the benefits received from moving to oftshore
suppliers, many spoke of the challenges and problems that have been en-
countered. Furthermore, they were not confined to the purchasing profes-
sionals in the small and midsize companies. Complaints were also voiced by
those employed in larger organizations. The following comments from prac-
titioners and leading authorities offer answers to the more common prob-
lems cited by readers.

It’s all about culture, and not strictly business as usual.  “Perhaps the most difficult
obstacle to overcome in the global supply chain is the vast array of cultural
norms and ethical frameworks,” reasons Mark A. Crowder, CPM, supply
management specialist at John Deere CWP (Loudon, Tenn.; 423-458-8462).
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“Successtul interpersonal relationships are a prerequisite for doing busi-
ness internationally,” agrees Albert L. Linderman, president of Interpersonal
Business Solutions, Inc. (St. Paul, Minn.; 612-423-3533). “Cultural bond-
ing and friendship building—not acquaintance building—are indispensable
parts of successful international business relationships,” he told a recent In-
ternational Purchasing Conference of the National Association of Purchas-
ing Management (NAPM; see sidebar).

An ISO-type solution for sourcing relationships?  Based on his own experience
advised at the NAPM conference, Crowder notes, “Difterent peoples have
far different frames of reference and have been brought up under quite dif-
ferent value systems. However, a global economy will necessitate the for-
mulation ofa generally accepted set of ethical norms akin to the push for ISO
quality standards that has swept the global quality management community.”
Leading-edge practitioners and companies will have to drive the process to-
ward aligned ethical standards, he believes.

On building the business process and network for global supply chain management.
Steven M. Purdy, vice president at Herbert W. Davis and Company (Fort
Lee, N.J.; 201-944-5580) comments, “Companies sourcing large portions
of their product lines offshore must seek to establish supply chain manage-
ment business processes and information networks. These will include sup-
port for setting supply chain performance standards, planning extended
supply chain operations, gathering information on products location, pro-
ducing documentation to expedite movement, and reporting on perfor-
mance to standards,” he said at the same NAPM conference.

Determining the total cost is a challenge.  When the supply chain is very long,
Purdy maintains, “it is essential to know what the total cost of getting prod-
uct to the customer will be, or should be.” This is probably the most signif-
icant difference between manufacturing and buying products domestically,
and sourcing globally.

Logistics costs, as an example, are a significant controllable element in
purely domestic operations and are being managed more closely than ever,
Purdy cites. “But even locally, getting the data needed to manage well from
third-party service providers is not easy. In offshore operations, it is that
much more difficult.”

How to get the most value from your offshore investment dollar. ~ “‘Are you buying
from the best place in the world?” asks Robi Bendorf, C.P.M., consultant at
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Factors for Developing Relationships Internationally

In international relations, certain attitudes and approaches lead to appropriate
behaviors. These include the following:

1. An approach that demonstrates a learner’s posture.

Always be observant.
Ask questions about the country and culture.

Always read and learn something new about the country and cul-
ture, customs, history, religious practices, and political situation.

Be willing to make mistakes and learn from them.

Remember that your resources are people inside the culture, rather
than just books.

2. An approach of vulnerability and humility that leads to knowing when and
how to ask for help.

Note that learning to speak their language is best done socially.
Be able to laugh easily at yourself.

3. Respect for the local culture.

Observe, participate and learn; don’t be afraid to take notes (dis-
creetly) about your observations.

Learn appropriate greetings and leave-takings (ways of ending a
Visit or conversation).

Always consider yourself an active learner of the language; it may
be inappropriate sometimes to interrupt and ask for language tips,
but those times are rare.

Be willing to adopt customs and local foods, as well as manners of
eating, sitting, standing, and responding.

Learn about the appropriate use of personal space in different situ-

ations.

Learn about the culture’s use of time, color, numbers, light, and
touch.

4. Care about the friendship.

Note that although most businesses do not encourage friendship
building, it is a natural part of business. With international business
it can be even more crucial. Working overseas, you are in a more
dependent, trust-requiring setting. Friendship can make the differ-
ence between success and failure.

Seek for culturally appropriate ways to enhance your friendship.

Source: Albert L. Linderman.
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Bendorf & Associates (Monroeville, Pa.; 412-856-4453). Based on client
experience, he outlined the following guidelines for those new to global
sourcing:

1. Select specific products. A method for evaluation and selection of parts
should be developed. One such methodology includes the following:

* ABC analysis. “Only the A category parts, those usually making up
80% of the dollars, but less than 20% of the parts, should be consid-
ered,” Bendorf advised. “As a general rule there is usually insufficient
savings to justify the cost and risk to go global on items with less than
$100,000 in annual activity.”

*  Group by process. Organize the selected parts by manufacturing pro-
cess (casting, stamping, assembly, and so forth).

* Rank by potential savings. Develop potential savings by cost analysis.

o Select parts for request for quote (RFQ). Select one or two of the highest
potential savings parts from each group for the pilot RFQ.

2. Initiate “come-to-know” analysis. “Most of the difficulties in taking
parts made domestically to foreign locations occur because of the many
things that you and the present supplier have ‘come to know’ about the item
that never made it to the drawing or specification,” explains Bendorf. “It is
essential that you define what they are before the RFQ package goes out.”

Hold a come-to-know meeting with everyone who has anything to
do with the part. At this meeting compare actual parts to the drawing and
specification, identify inspection methods that must be used by the supplier,
and confirm that the same method and equipment will be used by your
company.

3. Perform supplier evaluation. Many companies place orders with over-
seas suppliers without formal supplier evaluation. However, most experi-
enced international buyers would find placing business with overseas sup-
pliers without an on-site evaluation to be unconscionable. Make sure that
the right people go to make the evaluation. “All too often the company’s big-
wigs go and leave behind those who really know the product and are in the
best position to evaluate the supplier,” Bendorf said.

4. Resolve technical, commercial, and quality issues. “A good time to do this
is during the on-site evaluation visit,” Bendorf explains. It is really impor-
tant to resolve these issues in writing even if the supplier’s personnel seem to
have a good grasp of English. Remember, some cultures are reluctant or em-
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barrassed to say that they do not understand you and therefore will agree
even when they are not sure what was said.

5. Order administration. Know the supplier’s production process and
schedule and check frequently for status. “When checking status,” accord-
ing to Bendorf, “be sure to ask questions that can only be answered with
data that would indicate that the particular production step had been com-

pleted.”

6. Maintain country and supplier surveillance. Because the supplier’s finan-
cial and capacity conditions can change quickly, particularly in developing
countries, it is important to monitor these closely. “Maintain an awareness
of the country’s economics, political issues involving economics and trade,
and currency exchange rates that can change quickly, sometimes overnight,
and affect the price you pay,” Bendorf concluded.

TEN STEPS TO SUCCESSFUL GLOBAL
Logistics RETAILING

World-class products are no longer sufficient. You now also must be a
supplier of world-class services, managing your customers’ inventory,
marketing, and distribution. In addition, you will be required to provide
your suppliers and even other retailers with information that helps sales
to grow: data on consumers, categories, the product pipeline, and mer-
chandising concepts. To apply these strategies, managers must ensure sys-
tem integration among distant customers, categories, and the production
line.

A new industry report issued by the Voluntary Interindustry Commerce
Standards (VICS; 609-620-4562), Global Retailing in the New Millennium: An
Industry Briefing Paper (order online through the Resource Center link at
retailsystems.com for $395), calls for logistics folks to enact 10 key steps to
achieve global retailing success:

1. Initiate global thinking. Look where you can create synergies across
multinational and transmultinational operations through partnerships with
suppliers, customers, and transportation companies.

2. Focus on delivering customer value. Shift emphasis from product and
process to customer wants and needs and recognize customers’ increasing
awareness and knowledge.
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3. Initiate changes in the corporate culture. Start preparing the organization
for changes and new ways of doing things, all in an effort to obtain a cus-
tomer and global focus.

4. Simplify products, processes, and policies. Look for duplication to elimi-
nate and fix situations that interfere with transparency and root out ineffi-
ciencies with the help of partners.

5. Implement systems standards. Upgrade systems where necessary and
adopt and implement standards for communications and data exchange. Re-
inforcing this point, Bob Martin, former CEO international at Wal-Mart,
said that global standards have proven their effectiveness for Wal-Mart, which
communicates with more than 8,000 suppliers via EDI and has 5,000 users
on its communication system. In 1998 the company processed 93% of its or-
ders and 85% of its invoices through EDI. In addition, thanks to standards,
‘Wal-Mart has decreased the lead time for the supply of basic products by 60%
and for the supply of promotional articles by 75% over the last decade.

6. Participate in industry initiatives. Take an active part in various standards
bodies, trade alliances, and globalization forums. Dirk Jager, CEO of Proc-
ter & Gamble, points out that “today our industry needs to establish stan-
dards for information exchange on a global basis. This includes basic EDI
and product identification as well as radio frequency identification and other
product-embedded electronic components, and the development of a global
industry intranet.”

7. Initiate partnerships and relationships focused on sharing. Participate in
coplanning initiatives with suppliers, customers, and transportation compa-
nies. Implement comanaged inventory and dynamic replenishment. Inte-
grate and synchronize systems.

Ultimately, says Janice H. Hammond, professor at the Harvard Business
School, there is a greater emphasis on cooperation, and the value of coplan-
ning and replenishment far exceeds the risks. “The trust issue has declined
in importance over the past 10 years as companies have recognized that the
benefits of cooperation outweigh the risks.”

8. Explore new business models. Analyze centralized and decentralized
approaches to global retailing and assess grow-your-own and acquisition/
consolidation strategies for global expansion.

9. Reevaluate pricing and terms. Reassess pricing in global terms, simplify
pricing models, unbundle options, understand customer pricing require-
ments, and identify pricing constraints.
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10. Analyze sourcing strategies. Reassess sourcing for global retailing, un-
derstand transportation and logistics constraints, and balance local and cen-
tral sourcing.

PoLAROID’S THREE-STEP APPROACH TO SUCCESSFUL
GLroBAL LogIsTICS

Handling domestic logistics issues can be cumbersome enough, but when
your operations are global, the obstacles are even greater. With a solid logis-
tics strategy and an understanding of your priorities, however, international
logistics does not have to be a headache.

Massachusetts-based Polaroid has spent the last two-and-a-half years re-
vising its global distribution network to improve shipping activities to and
from over 20 different countries. Abbott Weiss, vice president of worldwide
logistics for Polaroid, describes three main steps toward overcoming global
logistics obstacles: establish objectives, set a strategy, and understand the bar-
riers to successful implementation.

Establish Primary Objectives

A three-year objective was put in place, focusing on customer service, in-

ventory turns, and operating efficiencies, explains Weiss. He recently told

Logicon attendees that these objectives were set around best-in-class stan-

dards. “We got a sense of how good good was and where we were,” he says.

“And we saw that there was room for lots of improvement on our end.”
The objectives were as follows:

A 95% delivered order fill rate for customers and 90% to all others
* A 50% reduction in items on backorder for more than 10 days
* Doubling of total average inventory turns to 4 by 1999

* Animprovement in operating efficiencies to 10% in the first year, 8%
in the second year, and 6% in the third.

Determine the Logistics Strategy

Weiss says that Polaroid focused on four strategic areas toward improving
global logistics:
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Strategy 1: Integrate

Here, the company placed an emphasis on the worldwide coordination of
transportation, distribution, production planning, inventory, and freight and
duty management. Historically, explains Weiss, Polaroid’s distribution func-
tion has not focused on global logistics at all. “We were suboptimized be-
cause we were not linking logistics to other departments, such as manufac-
turing,” he says. “Now we look at the entire system and are optimizing
ourselves internally.”

Negotiating freight rates, in particular, has benefited. By bringing to-
gether freight managers from Europe, Asia, and the United States, the com-
pany has been able to pool purchases for more reasonable freight rates.

Although Polaroid has found a way to integrate its departments inter-
nally, Weiss admits that the firm is not yet at the point to do the same with
its suppliers and customers.

Strategy 2: Differentiate

The objective here was to tailor distribution and delivery services to meet
the needs of difterent kinds of customers and product lines in the most prof-
itable manner. Polaroid divided its products into four categories: pipeline,
which are high-volume, low-cost, long-lived, and highly predictable items;
short life cycle goods, which have a market lifetime of less than 18 months;
just-in-time products, which are low-volume, high-cost, long-lived, and
unpredictable; and customized, which are built for an individual customer.

Strategy 3: Rationalize

The warehouse and distribution networks are optimized worldwide to
handle the work that they do inside. For instance, Weiss says that the com-
pany handles a lot of product and handles it well, but handles it too often:
“A total cycle time study of how we process certain products showed us that
we could eliminate unnecessary steps.”

Strategy 4: Flexibility and Agility

Polaroid set out to develop logistics processes that are demand-driven, can
survive fast cycle times, and are ready to deal with unexpected customer re-
quirements. This has proven particularly successful in the area of postpone-
ment, says Weiss. “We used to build to forecasts, which became expensive
and left us with high inventory levels.” By implementing a packaging strat-
egy that would allow Polaroid to stock generic product in the warehouse
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and configure it based on customer orders at the time of fulfillment, the
company realized it could save significantly. Weiss says that a third party car-
ries out the postponement activity within Polaroid’s facility.

Owercome Barriers to Implementation

“You will stumble through your objectives and strategies if you havent pri-
oritized your goals and you don’t take on too much at once,” warns Weiss.
“You have to constantly revise your plan.”

Polaroid worked through implementation barriers through a variety of
methods. One worth noting is establishing a pilot project. “We wanted to
do direct shipments to Asia from our factory in Massachusetts to save money
and time,” relays Weiss. The company decided to test this out with its digi-
tal products because of their low volume and spiky demand.

Although the concept seemed to work on paper, Weiss says it became
problematic because of customs delays, international paperwork require-
ments, and local carrier issues. As a result, he says that the company re-
vamped the process to attain its time and cost saving goals and still deliver to
Asia in the most efficient manner. It was ultimately decided to ship from the
United States to a local warehouse in the region and then to the customer.

Another way to overcome barriers is through communication. Polaroid
sends an executive summary of its projected goals and actual data to man-
agers throughout the company via e-mail. “This not only lets them see what
is working and what isn’t,” says Weiss, “but it also offers them the oppor-
tunity to see what their role in the process is and how we can all work
together.”

Comparing Objectives to Reality

By following its objectives and strategies, Polaroid has realized improvements
in service levels, network costs, and inventory management, says Weiss. On
aworldwide scale, order fill rates have improved from 89% to 91% in the two-
and-a-half years since beginning the program. Line fill rates have increased
from 85% to 94% during the same time, and $13 million in freight and ware-
housing costs have been removed from the network. Finally, despite a $134
million reduction in inventory, inventory turns have not increased.

“We are competitive, but we are working toward getting even better,”
says Weiss.



Chapter 1-4
Controlling Logistics Costs

ExcrLusivE SURVEY REVEALS FIvE BEST PRACTICES
To CoNTROL LocGisTtics CoOSTS

Logistics managers looking to control costs should focus first on renegotiat-
ing shipping rates, reducing freight costs, and streamlining operations. A re-
cent Managing Logistics survey of hundreds of logistics professionals shows
that working with suppliers and making use of logistics technology are also
hailed among the top five ways that managers can successfully control costs
(see Figure 1-4.1).

Conversely, reducing warehouse storage and inventory costs slipped out
of the number five spot that it had held in previous surveys—most likely be-
cause the payoff is so much faster on renegotiating rates and because inven-
tory may have been cut as far as possible. With the top five cost-controlling
methods clearly identified, then, we asked logistics pros exactly how they
put these techniques to work and the savings they have generated.

Renegotiated Shipping Rates/New Carriers

One of the more prevalent themes to come out of the survey is managers’
desire to concentrate on regional transportation. They say that they are will-
ing to change carriers to meet that goal. “We are using a third-party provider
for truckload and LTL [less-than-truckload] shipments, which has allowed
us to reduce our vendor base, lower costs and increase the number of carri-
ers we use to regional markets,” says the manager of distribution for a spe-
cialty chemical manufacturer in Connecticut.

“We looked at regional carriers who offered faster service,” explains a di-

110
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Figure I-4.1 Most Successful Logistics Cost-Controlling Strategy
Source: ML Survey.

rector of distribution. This reduced Freight All Kinds (FAK) from 85% to
77.5% and reduced transportation costs by 7.5%.

Reduced Transportation/Freight Costs

Whether for domestic or international freight, managers are teaming up
with their carriers to achieve savings. “We convinced our main carrier to im-
plement zone billing without a minimum,” says a national freight logistics
manager in the automotive aftermarket. Per hundredweight, this process
created a 10% cost savings based on $19,000 annual freight cost.

Logistics folks are also teaming up with other departments in their or-
ganizations to facilitate reduced transportation costs. “We are working with
sales personnel to coordinate product delivery, which has saved us $250,000
in freight costs in just five months,” declares the manager of corporate logis-
tics for a large computer manufacturer in Colorado.

Streamlined Shipping and Receiving

It is apparent that logistics managers have instituted simple but signifi-
cant methods for streamlining their inbound and outbound processes. For
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instance, managing dock operations of incoming and outgoing goods as well
as mandating delivery appointments reduced dock-to-stock time from 18
hours to 7.75 hours in just three months for an electrical distribution whole-
saler.

On the outbound side, reusable, compressed airbags for bracing out-
bound chemical shipments will save a New Jersey-based company $50,000
this year, claims its logistics manager. Furthermore, a traffic manager
achieved some good results with a shipping label program. He says that the
outbound error rate went from .16% to .05%, and the incident rate dropped
50% from 22 to 11 per month.

Worked Closely with Suppliers

Logistics managers agree that in working more closely with suppliers they
can generate clearer forecasts, solve supply chain issues, and assess supply
chain processes for improvement. In addition, building a more solid supplier
partnership helped one operations manager gain credibility with his cus-
tomers because he could plan more definitively for outbound orders.

One supply chain manager says that a tighter supplier partnership is en-
abling his company to produce in a just-in-time environment. “We have
asked raw material vendors for reduced lead time so that production sched-
ules could be based around current sales figures, enabling us to make exactly
what we need.”

Made Use of Logistics Technology

Clearly, the Internet has had a dramatic impact on logistics operations. From
real-time order tracking to automated export documentation, as one man-
ager puts it, the Internet is freeing up logistics personnel to do more valu-
able work. Just consider the following examples.

“We formed a strategic alliance with a system provider to enable Inter-
net technology for returnable packaging,” says a vice president of operations.
“This enables us to manage large accounts with fewer people and at a lower
cost.” “We are scanning documents and preparing them electronically with
electronic signatures and then e-mailing them to our international for-
warders,” says a distribution manager. “This is a huge improvement over
faxing.”

However, managers have not overlooked the benefits that more tradi-
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tional technology can offer. One warehouse manager claims that bar coding
made all the difference. “We installed bar coding software that allows for
EDI transmission of our shipment information to the customer. This has re-
duced manual processing by 20%.”

Use AcTIVvITY-BASED COSTING TO IMPROVE
SuprpLy CHAIN MANAGEMENT AND REDUCE
Logistics CosTs

To cut costs, managers need to know exactly what they now spend on ware-
housing, shipping, receiving, order processing, and other key logistics func-
tions. However, most logistics managers frequently encounter major ob-
stacles when attempting to extract this cost information from traditional
management systems.

As a result, many have turned to activity-based costing (ABC). ABC
assigns the activity costs on a consumption basis (cost/output) to the cus-
tomer, product, or supply chain. At a Council of Logistics Management
(CLM) annual meeting, Bernard La Londe, professor emeritus of transpor-
tation and logistics at Ohio State University (614-292-5233) and Terrance L.
Pohlen, chief business analysis division at the Defense Supply Center in Co-
lumbus (616-692-7173), explained that ABC can also analyze how proposed
changes in logistics processes may impact customer service.

Is ABC Too Costly?

The application of ABC to logistics has traditionally lagged behind imple-
mentation in other areas. According to a survey of ABC adoption in the lo-
gistics industry, conducted by La Londe and Pohlen, the level of ABC use
suggests that most of the respondents had considered and made a decision
regarding whether to implement ABC (see Figures 1-4.2 and I-4.3). Eigh-
teen percent reported that ABC was completed and in use.

Several reasons were cited for not considering ABC. The primary rea-
son centered on not having sufficient resources to support ABC imple-
mentation. The reported costs for ABC may support this position, as 42%
indicated costs of less than $100,000 with 34% reporting implementation
costs between $100,000 and $500,000; 14% said they could not justify the
cost.
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Figure I-4.2 Motivation Behind ABC Implementation
Source: 1998 Survey of Activity-Based Costing Applications within Business Logistics.

ABC Makes Improved Logistics Decisions

Despite the potential start-up costs, ABC continues to gain acceptance.
Most respondents identified customer profitability as the primary motiva-
tion for implementing ABC. Improved cost information ranked second.
Once implemented, ABC initiatives will benefit logistics, says Pohlen.
“Cost reductions will result, helping to eliminate non-value-added activi-
ties, begin reengineering projects, and outsource those functions not perti-
nent to the organization.

“Logistics can particularly benefit from ABC due to a wide diversity in
the performance of activities and the major differences in how individual
customers or products consume activity outputs,” continues Pohlen. “Cus-
tomers frequently require tailored services to reduce cycle time and costs
or to improve support. The tailoring of logistics services adds additional ac-
tivities and costs to the supply chain. Logistics managers should have the
knowledge to accurately assign these costs to understand how these addi-
tional service requirements impact profitability.”
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Figure I-4.3 ABC Helps Make These Decisions
Source: 1998 Survey of Activity-Based Costing Applications within Business Logistics.

Obstacles to Implementation

Problems can occur during most ABC implementations. Inadequate ac-
counting systems are most frequently cited as the cause. Technical expertise
and cost driver information appear to be the next most frequently cited
problems. Employees and middle management also represent potential ob-
stacles to ABC implementation.

ASSESSING THE BENEFITS AND DANGERS OF
Logistics DEcCiSION SUPPORT SYSTEMS

A decision support system (DSS) is an analysis tool designed to help cut
costs in logistics and distribution operations. By analyzing elements such as
time and costs, this tool allows you to weigh various delivery, inventory,
and warehousing options. Although many logistics managers and software
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vendors are singing the praises of DSS, it does not come risk-free. Industry
expert Henrik Danford-Klein, director of network design strategy at Sears
Logistics Services Inc. (847-286-1094), ofters advice on avoiding the pitfalls
of DSS.

A Supportive Process

Danford-Klein uses a DSS for supply chain optimization and routing to
Sears stores. At a recent CLM annual meeting, he pinpointed several com-
mon mistakes associated with DSS. The first is that logistics managers often
attempt to attack too large of an issue when implementing a DSS.

To remedy this, he recommends breaking DSS goals down into smaller,
more definable, and more achievable challenges. For example, “Don’t say
‘we want to optimize the whole supply chain,”” he explains. Rather, take the
process piece by piece—by analyzing inventory, for example, and then
transportation and vendor costs.

A critical function of the DSS at Sears Logistics Services is facility uti-
lization. The company uses its DSS, the Supply Chain Designer from Caps
Logistics, to determine which stores to service from which distribution cen-
ters (DCs), where to cross-dock, and which modes of transportation to use.
The software also determines the optimal capacity of each DC as well as their
optimal inventory levels.

According to Caps Logistics, the Supply Chain Designer can also ana-
lyze production allocation, transportation and inventory tradeoffs, and re-
source utilization. Logistics managers can use the DSS to “red flag” costly
procedures. The Supply Chain Designer, for example, is intended to pin-
point costly customers and shipments and underutilized resources.

Behind the Scenes

Because the capabilities and potential benefits of a DSS are so appealing,
many logistics managers dive into DSS implementation headfirst. Too of-
ten, they are enticed by the software and do not realize the work that is in-
volved. “Unfortunately, software vendors are forced to present DSS as ‘easy
to use,”” says Danford-Klein. In a technological world that is largely Micro-
soft Windows—based, logistics managers want to point and click their way
through every software program—and every logistics equation.

By its very nature, a DSS is not that simple (see sidebar). “The reality is,
it takes a lot of work,” says Danford-Klein. It also takes a lot of money. Some
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Common Mistakes to Avoid When Using a DSS

Not understanding how the model is built
Accepting recommendations without question
Ignoring soft data, such as customer service
Making change where change is not good
Not establishing senior-level buy-in

Failing to clearly define your goals

N e

Failing to rely on experience

of these systems cost up to a million dollars, and consulting is usually a ne-
cessity. Danford-Klein suggests using a consultant to help build models and
interpret DSS recommendations.

Experience is also a key to success. Not clearly understanding how the
DSS works often causes logistics managers to accept the first recommenda-
tion that the DSS makes, with no questions asked. Danford-Klein warns lo-
gistics managers not to rely on the first result but rather to analyze the results
by asking questions and posing new scenarios.

When a DSS makes a recommendation, it has optimized a model, not
reality. Although its suggestion may actually be the best route, facility loca-
tion, or customer assignment, you should still determine that for yourself.
“It’s up to you to figure out what’s real and what’s not,” Danford-Klein
notes. For example, a DSS may suggest making a change that promises to
save your company $10 million dollars. On the surface it would seem silly
not to embrace that change. However, if you dig a little deeper, you would
see that the recommendation might actually cost $5 million to complete.

“Change is often very expensive,” Danford-Klein says. “It’s the 80/20
rule—it costs a lot to make a little change.” Therefore, making a move to
save the company only $5 million may actually cost less and have a higher
payoff in the end.

Seek and Find

What steps should you take when searching for a DSS? First, you should
establish buy-in from executive-level management, Danford-Klein says.
Without it, you won't be able to accomplish anything. By implementing a
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DSS, “you’ll be able to suggest things that affect the whole company.” In ad-
dition, there are organizational and people-related issues associated with that
change. The support of senior-level management will ensure that change is
possible.

Next, you should determine exactly what you want to solve with a DSS,
Danford-Klein says. Knowing what you want to accomplish is half the
battle. Keep in mind that a DSS can cost nearly one million dollars—you
don’t want to buy what you don’t need. In addition, flexibility is crucial to
any DSS. You should be able to alter scenarios and make suggestions to
achieve the best possible recommendation.

The most important factor, however, is knowledge. You need to be able
to evaluate the experience of the people you’ll be working with to build the
DSS model, Danford-Klein stresses. “All tools have their limitations.”
Therefore, you should turn to a consultant or hire an in-house expert to
build the models and interpret your DSS results.

Outsourcing the whole DSS analysis is an option, and many third-party
providers offer DSS consultants. However, some organizations opt to hire a
full-time person to support the DSS. Danford-Klein recommends hiring
professionals with backgrounds in operations research or industrial engi-
neering. Sears has done exactly that. In fact, it is such a large organization,
and it places such an emphasis on DSS analysis, that it has four full-time em-
ployees dedicated to DSS.

Keep in mind that using DSS is a learning, reiteration process, says
Danford-Klein. With DSS, you are constantly asking how different scenar-
ios affect logistics costs and customer service.

Logistics PrRo OuTLINES TEN WAYS TO REDUCE
Your SurpLy CHAIN MANAGEMENT COSTS

Supply chain management costs are still on the rise, despite staunch efforts
by logistics professionals to drive them down. The annual Davis Database,
published by Herbert W. Davis and Company (201-944-5580), shows an in-
crease in total logistics costs—up 2.21% as a percent of sales costs and 3.6%
in cost per hundredweight (see Table I-4.1). The costs of value-added ser-
vices, higher inventory levels, and gaps in logistics support caused by enter-
prise resource planning (ERP) solutions largely account for the increase.
Only 30% of the companies participating in the study claim they were
able to reduce costs this past year, according to the Davis Database. These
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Table I-4.1 Logistics Cost Change (1999 vs. 1998)

Percentage of Sales $/hundredweight
Transportation -0.71 +8.47
Warehousing 7.43 -3.57
Order entry/customer service -8.57 +.39
Administrative —2.49 +7.51
Inventory -1.35 —-1.46
Total 2.21 3.6

Source: Davis Database.

Table I-4.2 Average Company Logistics Costs

Percentage of Sales $/hundredweight
Transportation 3.24 22.38
‘Warehousing 1.84 18.39
Order entry/customer service 0.48 6.54
Administrative 0.38 4.06
Inventory carrying 1.52 25.58
Total 7.34 74.29

Source: Davis Database.

were firms that had significant sales increases, excellent inventory perfor-
mance, and control over warehousing and transportation costs, says Bill
Drumm, president of Herbert W. Davis.

In addition, the average company’s total logistics costs average 7.35% of
sales and $74.29/CWT (see Table [-4.2), with transportation and ware-
housing being the greatest budget eaters.

Figures I-4.4 and 1-4.5 provide cost breakouts as a percentage of sales
and percentage of dollars per hundredweight, respectively.

10 Ways to Reduce Supply Chain Management Costs

In an effort to educate the logistics community about cost drivers and how
to keep them down, Drumm outlines 10 ways to reduce overall supply chain
management costs in a typical logistics operation.

1. Develop or enhance existing vendor managed inventory (VMI) and
just-in-time (JIT) programs to increase inventory velocity and smooth or-
dering patterns. By developing supply chain partnerships and sharing de-
mand and supply data with vendors and customers, you can smooth the flow
of inventory. You will receive material as you need it instead of buying
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Figure I-4.4 Cost Breakdown as a Percentage of Sales

Source: Davis Database.

periodically in large, fixed lots. This reduces inventory carrying costs, space
requirements, obsolescence, damage, spoilage, and shrinkage. When prop-
erly managed, these programs result in inventory reduction benefits for cus-
tomers and suppliers.

2. Use electronic commerce to reduce transaction processing costs
and cycle times. Transferring data between companies electronically, in-
stead of in hard copy, decreases labor, time, and the potential for error and

Customer service/
Order entry

Inventory carrying
costs
Warehousing

Administrative

Transportation

Figure I-4.5 Cost Breakdown by $/CTW
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speeds up the processing cycle. This results in reduced costs and improved
service.

3. Centralize forecasting and inventory planning functions using fore-
casting and planning experts. In a multiplant/DC environment, demand
forecasting, inventory planning, and production planning should be done
centrally. The people doing the work should have a corporate perspective in
balancing supply and demand across the supply chain and across the company.

4. Use optimizer software to create a production schedule that consid-
ers the optimal balance of profitability, customer service, total asset manage-
ment, and capacity utilization. The model may propose alternatives for best
service, lowest overall cost, lowest inventory, and best use of materials.

5. Continually review the cost of adding manufacturing capacity or
outsourcing against the cost of building and holding inventory. Companies
should continually review their success in meeting seasonal requirements
with reasonable inventory levels. Techniques such as flexible manufacturing,
core teams supplemented with temporary help, contract manufacturing, and
outsourcing to meet peak period demand should be considered.

6. Condense your supply chain by carefully locating your manufactur-
ing and distribution points to serve the market as efficiently as possible. Per-
form a formal network study based on historical shipping patterns to deter-
mine objectively the optimum number and placement of facilities.

7. Integrate production planning, inventory planning, customer ser-
vice, and distribution and transportation functions to improve information
availability, reduce inventory, and improve service. For these functions to
work well together to service customers, they should be located together in
a central logistics organization.

8. Identify and target nonprofitable customers and product lines to in-
crease margins or eliminate that business. Customer and product profitabil-
ity analysis should be performed regularly, and action should be taken to
prune the line and possibly drop low-end customers. Total profit contri-
bution over time should be examined. Unprofitable customers should be
built up, charged sufficiently, or dropped. Unprofitable products should
be dropped unless necessary to satisfy key customers who are profitable
overall or to offer a full product line.

9. Evaluate the feasibility of outsourcing all or part of your supply chain
operation and use functional experts from the outside when they can save
you money.
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10. Centralize supporting supply chain functions to gain economies of
scale, downsize, and reduce transaction costs.

THIRTEEN ONLINE SERVICES MAKE LOGISTICS
OPERATIONS FASTER, EASIER, AND CHEAPER

Access to shipment status, price quotations, and modal reservations is get-
ting easier, cheaper, and faster for logistics and transportation managers
thanks to new and improved Web sites from carriers. To help you navigate
this rapidly expanding e-terrain, here are some of the top sites.

Carriers Make Web Improvements

Yellow Freight System has responded to customer demand for a more use-
ful Web site, giving customers access to information that will help them to
manage shipping activity better. Key changes include improved information
groups for tracking, shipping, accessing bills of lading, or receiving proofs of
delivery, as well as the ability to see zip-to-zip standards. Yellow will soon be
introducing online rate quotes that include personal pricing based on a cus-
tomer’s individual shipping needs and specifications.

Emery Worldwide has also added new technology to its Web site (www.
emerywold.com) to simplify site navigation. The system, called eService
Portals with SuperFAQs, gives customers access to general questions that re-
quire some consultation before a specific answer is given. Customers click
on the FAQ button and are engaged in a short interactive session. The ex-
pert search engine gathers information from the Web visitor in order to de-
liver a tailored answer.

In addition, the portal will enable Emery customers to download and
save documents, route e-mail inquiries to assigned specialists, and return to
the portal to check on inquiries or review previous inquiries. Emery has also
made its ImPower program available at its Web site. The program monitors
shipments cleared by Emery’s U.S.-based customs brokerage offices, pro-
viding detailed cargo reports and entry and billing information.

American Freightways Corp. (www.af.com) has also made significant
additions to its interactive Web site. The new features are color-coded ser-
vice maps and through rates between U.S. and Canadian points. The tools
provide customers information about how long it will take for freight to ar-
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rive at its destination, allowing more control over inventory management,
procurement, and distribution.

Carrier and Shippers Benefit with E-System

The Hub Group, Inc., has launched an e-business system called the Vendor
Interface (www.hubgroup.com) for managing the drayage portion of inter-
modal freight shipments. The Interface is designed to eliminate redundancy,
improve operational efficiency, and enable order processing around the
clock.

Shippers benefit by having access to increased information throughout
the supply chain and can take advantage of the satellite-like communications
and tracking. The carrier benefits because the new system enables it to pro-
cess completed orders faster, resulting in more timely payments. The system
enables Hub to identify appropriate carriers for each shipment based on cost,
dates, location, and cargo. Shipments are offered to carriers, terms are set,
and deliveries are authorized—all online.

Site Searches Rail Line

Emons Transportation Group, Inc., a rail freight transportation and dis-
tribution services company, has launched its new Web site, www.
emonstransportation.com. The site allows customers to evaluate the advan-
tages of locating manufacturing or distribution facilities on one of Emons’
railroads. Customers can also use Emons’ transload or intermodal services
for companies not located on the rail line. In addition, the site includes links
to industrial development agencies, distribution and warehouse facilities,
and vendors.

Maritime Shipping Made Easier

GoCargo.com is a new Web site that aims to improve the efficiency of in-
ternational marine shipping. The site can be described as an international ex-
change that allows importers and exporters to avoid shopping around by
phone and fax for the best deal to move their goods. The shippers simply en-
ter the parameters of their payload, the destination, any time constraints, and
then allow the carriers to compete for their business.

“Say a shipping company proposes $1,200 per container and it will take



124 LOGISTICS MANAGEMENT

15 days, and they say they will use rail service for part of the shipping pro-
cess,” explains Eyal Goldwerger, chief executive of GoCargo Inc. (New
York) explains. “Another provider might say that his price is $900 per con-
tainer, but it will take 18 days. The customer may decide that he or she wants
the cheaper price even though it will take three more days. We allow the
customer to put their own weight on the different parameters. Thanks to the
Internet, customers can find out at the last minute if there is room for their
goods on a ship,” says Goldwerger.

Another maritime site is ShipAhead.com, a joint venture of Cognicase
Inc. and ShipAhead Inc. This e-business-enabled Internet portal brings to-
gether cargo carriers, shippers, seaports, and others in the maritime industry.
Shippers, shipping lines, ports, and cargo transporters can find and post in-
formation about selling and buying cargo as well as about chartering vessels,
ports, businesses, and schedules. The service is also useful for locating sup-
pliers around the world.

Orient Overseas Container Line Ltd. (OOCL) of Pleasanton, Calif., has
launched an online rate inquiry service, which allows customers to obtain
rate quotations by completing an electronic form at www.oocl.com. Ship-
pers are asked to provide cargo description, ports of origin and destination,
shipping requirements, and contact details. In addition, shippers can retrieve
tarift rates on the OOCL site, which are provided by E-Transport Inc.
(www.e-transport.com) of Pittsburgh.

Making Cargo Reservations

Tafp, Inc., in Queens, N.Y., has introduced a Web-based cargo reservation
system called Cargo4less.com. The service is targeted at exporters looking
for discounted freight rates on airport-to-airport international shipments.

Through a Web-based form, users indicate a specific dollar amount that
they are willing to pay to have their freight transported. Users must give a
description of the cargo, including size and weight (Tafp will accept freight
weighing at least 100 kilos), and must specify when it is ready to ship. No
hazardous, perishable, or restricted cargo is accepted. Users are notified
within 24 hours if their offer is accepted.

Shippers can also make reservations and obtain price quotes from a new
Internet freight shipping service called ShipHere.com. It allows companies
to purchase freight services without the need to set up or have an existing
account with a carrier. ShipHere.com will automatically select from a port-
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folio of national, regional, and local freight and parcel carriers to offer the
best rates and modes of transportation available.

Users simply fill out a brief form that captures information about their
company, products, origin points, and destinations. Once the “submit
quote” button is clicked, a price is typically returned in less than 15 seconds.
For customers who make frequent shipments, ShipHere.com can memorize
shipment information to save time and minimize data entry.

Using United Airlines Cargo’s Web-based service (www.ualcargo.com),
which replaces its dial-up cargo, can also save time. From the site, registered
users can obtain shipment-tracking information, access flight status infor-
mation, and create and modify cargo reservations online.

Customizable Web Pages

Two new customizable Web pages have been released for the transportation
industry: myABF from ABF Freight System, Inc., in Fort Smith, Ark., and
my.roadway.com from Roadway Express in Akron, Ohio. MyABF allows
customers to manage a variety of transportation tools and shipment infor-
mation and create links to other Internet sites. Users can trace shipments via
carrier pro number, bill of lading number, purchase order number, or other
customer reference number. The site can also create detailed reports, obtain
customer-specific pricing quotations, view and retrieve critical documents,
and learn the status of loss and damage claims.

My.roadway.com enables customers to access real-time shipment infor-
mation and customize their data output. The service also provides information
on standards and pricing data as well as the ability to inquire and track re-
sponses relating to freight bill invoicing or rating issues. Users can also obtain
rate quotes, status reports, proof of delivery, and cargo claims status reports.

Up and Coming Web Sites

Cargo data will soon be obtainable through DHL Airways, Inc., which will
offer customers online fulfillment services, thus becoming the first inter-
national carrier with the capability to quote customers the true cost of de-
livery for international shipments, the company claims. Using a landed
cost engine, DHL (www.dhl.com) will be able to calculate the tariffs, duties,
and other additive charges associated with international shipments over the
Internet.
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Finally, United Shipping & Technology (US&T; www.u-s-t.com) is
rolling out a beta version of its tracking system for same-day shipping cus-
tomers. The system will be tied to a global positioning system to allow ve-
hicle tracking.

EicHT TECHNIQUES TO CuUuT FREIGHT RATES AND
GET CARRIER REFUNDS

Recent price increases from parcel carriers such as Federal Express, RPS,
and Airborne leave logistics managers questioning if there is any way to save
money on freight bills. The good news is that you still can, and if you are
creative, you can save upwards of 20%. Here’s how.

Eight Tips for Saving Money

The following techniques will save you more than 20% on your next trans-
portation bill, according to Mark Taylor, president and CEO of Taylor Sys-
tems Engineering Corp. (Plymouth, Mich.; 734-420-7447). Start now and

1. Hire a professional to negotiate your rates. “These folks have usually
worked for the carriers in a past life, so they are familiar with their pricing
strategies,” says Taylor. Professional negotiators typically charge you based
on what they can save you—usually half of the savings.

2. Claim your guaranteed service failures. Carriers such as UPS, RPS, Fed-
eral Express, and Airborne have a money-back guarantee that their packages
will arrive on time. Most shippers do not track packages to check guarantees
or collect refunds due. By regularly auditing your freight bills, you can rou-
tinely save 5% oft your shipping charges. To do this, log onto the carriers’
Web sites or use an online tracking service such as www.shippingrefunds.
com.

3. Research association discounts. Many times, shippers can get discounts
of 10% to 20% as a benefit of belonging to a trade association. Taylor cau-
tions, however, that the carriers will not volunteer which associations they
offer discounts for, so do your homework—check with the associations of
which you are a member.

4. Do not use the carrier’s insurance. Using an alternative private insurance
company can save you as much as 65% on your premium.
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5. Avoid using only one carrier. The UPS strike two years ago is a good rea-
son why. Don't fall for carriers offering free shipping systems. Shop around.
FedEx and Airborne are aggressively looking to attract small- and medium-
sized customers and are offering significant discounts on overnight and air
services.

6. Renegotiate with the carrier. If you opt to negotiate rates yourself, Tay-
lor recommends that you first consider the volume that you ship on a regu-
lar basis—the larger the volume, the greater the discount you receive.

Also, realize that there is a war out there for market share among the
carriers and that they are looking for ways to be more competitive, he contin-
ues. “Itis possible for you to negotiate anywhere from 10% to 20% discounts,”
says Taylor. He suggests using those savings to help justify investments in tech-
nology that will help your logistics department run more efficiently.

Compare Rates on Your Own

The computerized shipping systems on the market today offer an array of fea-
tures meant to help you save money on your freight bill, such as those in the
following recommended solutions:

Resource, Inc. (800-818-0492) ofters Partner, Partner Express, and Win-
dows Express. These feature track time and day of delivery, shipping confir-
mation receipt, encrypted carrier costs, and rate comparisons. Partner Ex-
press, which is a shipping-only package, includes domestic and international
rates for UPS, USPS, and Federal Express. A 386 CPU or higher, DOS 5.0
or higher, and at least 40MB of available hard drive space are required to op-
erate Partner and Partner Express. Windows Express requires a Pentium 166
or higher, Windows 95 C or Windows 98, 32M RAM, and 400MB of avail-
able hard drive space.

Freight Plus (909-678-4522) offers the Freight Plus Shipping Manifest
System for Windows 95/98 and NT. The package calculates all UPS, RPS,
USPS, and Federal Express shipping services: ground, air, international, hun-
dredweight, ground saver, and insurance from inside your accounting system.
Freight Plus can be customized to your company’s specific needs.

EC. Rock & Associates (www.fcrock.com) ofters the E-2000 shipping sys-
tem for carrier rate shopping and carrier rate changes and updates. The system
runs on the IBM 36X and AS/400 as well as on other mainframe computers.

Kewill E Commerce (877-TRACERX) offers the ClipperShip multicar-
rier shipping system. This system shops for rates, tracks, and generates man-
agement reports for charge-back purposes.
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E-Business Shipping Rate Concerns

Parcel carriers’ price increases are now threatening the Internet logistics com-
munity. E-merchants under pressure for improved business performance need
to cover costs of shipping merchandise.

Considering the youthful history of e-business, there is no industry-
standard formula for calculating shipping costs. Merchants wind up absorbing
the shipping charges as part of the retail price, charging a flat fee for shipping
to all destinations, adding a handling charge to cover shipping costs, e-mailing
the shipping charges to the consumer who is then likely to cancel the order,
or linking to the carrier’s Web site for downloading one rate at a time, based
on the consumer’s choice of shipping method.

Why is it so hard to provide comparative rates online at the time of pur-
chase? The answer lies in the complexity of rate charts of each carrier, which
may contain hundreds of entries, and they are changed on a regular basis. In
addition, software vendors have been challenged by delivering a solution that
would integrate with any merchant’s order form and shopping cart program;
calculate shipping costs from various distribution points; compare pricing dis-
plays to consumers, including carriers, service levels, delivery times, and ship-
ping costs; and display point to point charges.

There are now partial solutions that automate rate tables for a single car-
rier or allow limited comparison shopping. There are also enterprise solutions
that bundle rate comparisons with complete warehouse and shipping systems.

One thing is certain: Competitive forces are coming to bear on shipping
costs, and solutions are essential to winning customers and earning their loy-
alty, says Neal Anstadt, president and CEO of GoShip (Laguna Niguel, Calif;
949-360-5858), a software designer and marketer of shipping systems.

Anstadt further believes that shipping costs will be a major factor in com-
petition for online customers once merchants gain control of information and
truly understand their costs. He says that they will be able to make intelligent
decisions about when to mark down charges on commodity items and deter-
mine where competition is most intense, and about when to mark up charges
on big-ticket items where handling costs are higher and shipping is a small
percentage of the total.

7. Use computerized shipping systems (CSSs). CSSs, for example, let you
compare carrier rates. These are a much better option than the free systems
that carriers offer, which do not allow you to make rate comparisons, says
Taylor. There are several CSSs on the market today (see sidebars).

8. Know the resources available to you. According to Taylor, shipping man-
agers are hit hard by rate increases because they do not know what resources
are available to ensure they do not fall victim to carriers. “They have no way
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of benchmarking the rates they should be getting,” he says. “Most think they
are getting a good deal, but unfortunately many are not.”

Catching the Carrier in the Act

Even if you adhere to these guidelines, you may not see any rate decrease or
refunds. For instance, if you use a carrier’s guaranteed delivery service and
deserve a refund because of untimely delivery, you may be in for a fight. Tay-
lor says that you still have to pay for the service upfront and then wait for the
rebate, which can take a long time. “Carriers make these promises for re-
funds, but don’t want you to hold them to a clock,” says Taylor. “The only
way you will get your money back is if you catch them.”

LoGgisTtics MANAGERS TURN TO E-MARKETPLACES
TO CuTt SHIPPING COSTS

Tired of the time-consuming and painstaking practice of negotiating rates
with your carriers? Well, good news is here. The process is getting easier and
faster for logistics managers who turn to online transportation exchanges and
e-marketplaces (see sidebar). Shippers gain access to a variety of service pro-
viders and can literally arrange delivery contracts within 24 hours. “E-
marketplaces will bring shippers and carriers together in an otherwise frag-
mented industry and enable them to collaborate on transportation planning
and logistics execution,” says Kr. Jun-Sheng Li, chairman, president, and CEO
of Transplace.com.

The closing gap is evidenced by the fact that shippers like to access in-
formation from multiple carriers at one location. Fifty-eight percent of re-
spondents to a recent industry study said that a marketplace is the most valu-
able online resource, compared to 14% for a carrier’s proprietary site. Eight
percent prefer no site at all; 6% were unsure; and 4% prefer other types of
sites. “Shippers are not different from customers in any segment of the econ-
omy: They value choice,” says John Urban, president and CEO of Tradiant,
an e-commerce solution provider. “An online marketplace is the most desir-
able option because it enables customers to make more informed decisions.”

Fast Turnaround Time

In addition to making more informed decisions about whom they want to
handle their freight, shippers are using online marketplaces to speed up the
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Exchanges to Check Out

Tradiant.com represents over 25 carriers. Shippers communicate their shipping
requirements through an online request for proposal (RFP). The carriers re-
spond with pricing information and the features and services important to the
shippers.

Transplace.com is a one-stop supermarket for transportation solutions, in-
cluding truckload, intermodal, package/parcel, LTL, refrigerated, air, cartage,
and home delivery. The exchange supports seasonal/peak requirements as
well as spot capacity.

The National Transportation Exchange (NTE; www.nte.net) e-commerce
marketplaces bring shippers and their trading partners together for trans-
portation optimization and greater supply chain visibility of products.

Transportation.com, set to launch in the second quarter of 2000, will fea-
ture transportation management, asset management, and consultancy services
for shippers, carriers, and private fleet operators.

QuoteShip.com (212-931-6138) connects shippers and transportation
providers. It enables shippers to manage spot quotes on 10 or more shipments
from various carriers. At the close of the bid deadline, the shipper views a
private bid screen showing the results. After the shipper books the shipment,
QuoteShip notifies the consignee about the provider selected, the airbill
numbers, and expected flights. The shipper prints and keeps a record of the
spot price. The whole process takes about two minutes.

CargoFinder.com is a central information marketplace where both ofters
and inquiries of freight capacity are being exchanged. Commission-free trans-
actions and cost-saving opportunities are potential benefits to shippers.

Eurotrans.com is a working tool meant to help professional European
freight haulers find freight to haul, find someone to haul it, or even find the
adequate vehicle for hauling it. Eurotrans also offers to its members the pos-
sibility to create their own private exchange, working only with a selected list
of partners.

Bid Freight.com is a centralized, real-time information service that com-
municates shipment information among shippers, carriers, and consignees. It
provides automated methods for shipment tendering, bidding, negotiating,
scheduling, delivery notifying, and settling.

Cargo4less.com is a service in which users offer specific dollar amounts for
cargo reservations. Users fill out a form submitting the cargo description,
weight, size, and date as well as when it will be ready to ship. Then they fill
in the price that they are willing to pay for the shipment. Shippers will be no-
tified within 24 hours if the offer has been accepted. Initially, this service is
limited to airport-to-airport service; however, the company anticipates that
door-to-door service will be offered very shortly. There is a minimum of 220
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pounds on all shipments, and no hazardous, perishable, or restricted cargo will
be accepted.

Celarix.com provides shippers with a comprehensive, integrated e-
business solution for domestic and international logistics. With Web-hosted
applications for logistics process management, intelligence, and transportation
e-procurement through the Celarix Marketplace, shippers can communicate
and collaborate with key partners.

Eraterequest.com enables shippers to place their desired bids on the site for
the carriers to quote on, or request the carriers’ best shipment rates. The ser-
vice is free.

Freightgate.com connects shippers, third-party logistics providers, and car-
riers in one environment. Shippers submit conditional buying offers, from
which carriers view an aggregated list of offers by trade lane and have the op-
tion for acceptance or denial.

Freight-on-line.com is supported by minimal membership dues from ship-
pers. This independent on-line freight quotation system provides the best
shipping prices for ocean shipping.

GoCargo.com is a real-time solution for the container shipping industry to
auction off shipping requests and for service providers to access those requests
and place their bids. Membership is free.

OpenShip.com is a domestic shipping exchange. By facilitating competi-
tive bidding and open information flow, OpenShip provides shippers with
significant savings and access to scarce carrier resources during peak shipping
periods. Shipments are awarded to the most competitive, qualified carriers.

contract process. Rather than making several telephone calls to do bid com-
parisons and set up a delivery contract, shippers merely compare rates online
and can decide in seconds with whom they want to do business. The survey
points out that shippers want quicker carrier responses for quotes and con-
tracts. They seek an average of only three to four quotes per spot transaction
and two to five carriers for service contracts. Slow response time is the most
frequently cited reason why shippers do not get more quotes or contract of-
fers via fax and phone.

A Struggle to Differentiate

Deregulation in the transportation community gave carriers the opportunity
to differentiate themselves from competitors through value-added services.
This has been heightened with electronic commerce, but only a handful of
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carriers are improving sales force productivity by using e-commerce to re-
spond to new business opportunities and to reach a larger market more effi-
ciently.

Carrier efforts to communicate unique service features and brand have
had limited success with shippers, despite the competitive environment cre-
ated by deregulation. Sixty-four percent say that a carrier’s brand is either not
important or only somewhat important, compared to 36% who say that it is
a very important part of their selection criteria.

“The survey found there are significant opportunities for shippers, for-
warders, and carriers to increase profitability, streamline business processes,
and enhance their competitive positioning by taking full advantage of the ar-
rival of e-commerce,” says Urban. “However, the findings suggest the trans-
portation industry is operating the same way it has traditionally, with pro-
tracted contract negotiations and a reliance on low-tech solutions.”

Steering Clear of Technology

The survey detected the shipping community’s slow adoption of Internet
marketplaces. Nearly 60% of the shippers and forwarders surveyed still
arrange freight transportation services with carriers during a single, hectic
contracting season that typically lasts four to six weeks. Almost half said that
the process is less than satisfactory because it is time-consuming. Urban says,
“Competition and technology are creating a golden age for opportunity for
the global transportation industry, but many are adapting slowly. Only a frac-
tion of shippers use technology to spread out service contracting across the
year to rationalize the transportation procurement process.” This, however,
is expected to change as industry consultants predict that by 2002, supply
chain services are expected to be 50% of'a $300 billion e-commerce market.

OUuTsoURCING Logistics Is OFTEN THE BEsST
OPTION FOR SPIN-OFFS

Outsourcing, usually anathema to logistics managers, is often the lowest-cost
route to go, especially in a newly spun-off company. One company that has
recently undergone such as change is BCcomponents, a spin-oft of Philips
Electronics. The passive manufacturer did this successfully by making the
decision to outsource its logistics functions.

When BCcomponents spun off from Philips Electronics 18 months ago,
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the manufacturer had to figure out how to deliver products efficiently to
customers without getting weighted down with a costly bricks-and-mortar
logistics and warehousing operation. After months of research, the Nether-
lands-based company decided to farm out U.S. logistics to UPS Logistics
Group (UPS LG; Atlanta, Ga.; 770-206-4100).

“Our core competency is manufacturing parts, not moving inventory,”’
says Bob Gourdeau, BCcomponents’ vice president of sales for the Amer-
icas. “We knew outsourcing was going to be a challenge, but we think in the
long term, this is the way to go.”

Laying the Groundwork

Before UPS LG could take over the logistics functions, BCcomponents had
to streamline some internal processes. For example, plans were being made
to change where parts from global factories entered the United States and
cleared customs. Also, the frequency with which parts could be shipped to
customers had to be increased.

In addition, the company products had been routed through Miami,
then put on a truck and driven to an El Paso, Texas—based warehouse owned
by Philips. That practice had two serious flaws, Gourdeau says. First, the
drive between south Florida and west Texas took several days and con-
tributed to a two-week delivery cycle. The company’s delivery times con-
flicted with the just-in-time delivery model for which customers were clam-
oring, Gourdeau says. And because the products were in transit for a certain
length of time, BCcomponents had to maintain higher levels of inventory in
order to meet demand pulls from vendor managed inventory programs. The
second flaw in the company’s practices was that because BCcomponents was
no longer in the Philips fold, the company had to find a way to stand on its
own warehousing feet.

The New Arrangement

Under the UPS LG arrangement, logistics provider Bax Global Inc. delivers
products from the company’s non-U.S. factories directly to Dallas. Customs
are cleared in the air, and UPS LG receives the goods and stores and distrib-
utes them from its Dallas warehouse. From there, the goods are forwarded
to BCcomponents’s customers in the Americas via a customer-selected car-
rier. Products from the company’s U.S. plant in Columbia, S.C., are still
shipped directly to customers.
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Foreseeing the Benefits

UPS LG estimates that it will manage the warehousing, packing, labeling, and
delivery of more than 100,000 orders from BCcomponents per year. “The
operation will go from a manual inventory system to our warehouse man-
agement system, which uses radio frequency scanner technology to monitor
the location and movement of goods at any point in the delivery process,” says
John Sutthoff, UPS LG’s chief operating officer. Some benefits that BCcom-
ponents foresees are reducing lead times, improving customer service levels,
cross-docking delivery, enhanced warehousing techniques, and lowering on-
the-shelf inventory levels through increased visibility.

Gourdeau believes that the new setup will cut delivery cycle time from
about two weeks to 72 hours, track exact location of devices in a shipping
pattern, and use bar coding to get an accurate picture of inventory levels at
the UPS warehouse.

Well Worth the Effort

Going through this extensive overhaul did not come without headaches,
Gourdeau acknowledges. Although the company did notify customers of
the changeover and prepackaged product as much as was possible before the
transition, the manufacturer did miss some of its customers’ shipping dates.
There were also some hurdles associated with integrating BCcomponents’s
back-end systems with UPS LG’s warehouse management platform. “Is
there ever a good time to make a switch like this?” asks Gourdeau. “Prob-
ably not. But we are willing to bite the bullet on these short-term issues to
put in a better solution for the future.”

EXCLUSIVE SURVEY: INVENTORY CoNTROL Is KEY
TOo CuTtTING Logistics CoOSTsS

Logistics managers report in an exclusive Managing Logistics survey that bet-
ter inventory control is one of the best ways they found in the past year to
reduce costs. The survey highlights a variety of methods that managers use
and the outstanding savings that they have incurred.

Review Inventory Data

It may sound obvious, but managers reveal that regularly benchmarking and
analyzing inventory data helps to identify where cuts can be made and pro-
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ductivity improved. “Our biggest gain in reducing inventory costs was by
taking an aggressive approach through quarterly reviews,” says the director
of logistics/distribution for a toy manufacturer. “We forecasted a strong
schedule with our factories to increase inventory turns.”

“We rely on a cross-functional team of purchasing, production plan-
ning, logistics, and sales to periodically review obsolete inventories,” says a
logistics manager for an automotive lighting company in Ohio. “This was a
$300,000 reduction from $6.5 million worth of material inventory.”

Some logistics pros find that inventory analysis helps them place more
informed orders with suppliers and keep the supply chain clutter free. “We
aggressively pursued a program to reduce printed material inventory,” says a
director of logistics for a compact disc manufacturer in North Carolina. “We
analyzed reorder points and historical data on sales trends and reset safety
stock levels, and we encouraged better on-time delivery performance from
key suppliers to create a more dependable supply stream. Overall, we took
over $1 million out of inventory without compromising the customer ser-
vice performance level, and closer monitoring will ensure future smaller
buys of printed materials.”

Vendor-Managed Programs

Forging closer relationships with suppliers to control inventory costs also
came up as a clear winner with managers. They maintain that improved
communication between the logistics department and suppliers is essential
in keeping customers happy. “We developed vendor relationships to store
and ship products for our company from their facility, reducing inventory
and associated costs while maintaining equal levels of customer service,” says
a manager.

Supplier-managed inventory programs are also keeping managers on
track with their just-in-time production strategies. “We implemented
supplier-managed inventory, whereby suppliers deliver materials based on a
fixed schedule no more than 24 hours in advance of a production schedule,”
explains a supply chain manager in Minnesota. “Materials are to the exact
quantities, which eliminates storage and rehandling. Materials move directly
to production areas when they arrive. This has eliminated $25 million of in-
ventory, increased turns from 10.9 to 33.2 in 18 months, and reduced ware-
house space by 50%, resulting in the closing of an 110,000-square-foot
warehouse.”

“We reduced inventory carrying costs by implementing an inbound raw
material hub, using a third party to manage it,” says a supply chain manager
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for a large photographic products manufacturer. “Material is now managed
by suppliers and consigned until we use it, resulting in multimillion dollar
annual savings.”

Plan and Forecast

Warehouse management systems, MRP, DRP, and inventory management
programs continue to be the mainstay of technology on which managers rely
to control inventory costs. The results have been significant for some managers.

“We have tremendously improved our supply chain management by re-
ducing inventory,” explains a plant manager for a small company in Ohio.
“We now use forecasting analysis to identify bottlenecks and constraints and
rely on cross docking at our outside warehouse locations to reduce storage
costs. We have reduced our inventory by over $500,000, thus increasing
working capital.”

“We better understand how to use our distribution replenishment sys-
tem to plan product orders,” says the senior vice president of corporate lo-
gistics for a retail home furnisher in New York. “We are now able to reach
97% customer service level with the same or less inventory. And, we reduced
on-hand inventory by 16% without any determination of fill rates.”

In the realm of the cyberworld, logistics managers are finding success
with Internet-based software to reduce the amount of inventory in their sys-
tems. “We implemented a new Internet-based order system that reduces
cycle time and improved overall ordering efficiencies, which has lowered the
amount of inventory in our system,” says the director of supply chain plan-
ning for a beer manufacturer.

Revamp Transportation Schedule

Although not many managers reported that a shift in delivery schedules had
an impact on their inventory levels or costs, the logistics manager for a small
supplier of automotive replacement glass obtained savings. “We have re-
duced inventory costs by increasing the frequency of deliveries. This was a
$500,000 savings in one quarter with less than $100,000 increase in freight
costs, and inventory was scaled down to allow quicker turns.”

Reviewing the Numbers

Each of the methods just mentioned for slashing inventory costs was identi-
fied by managers in all types of industries and in all sizes of companies. It is



Controlling Logistics Costs 137

Table I-4.3 Percentage of Logistics Managers Identifying Inventory Strategies
Crucial to Controlling Logistics Costs by Company Size

Total Up to 500 Over 500

Employees Employees Employees
Worked with suppliers on holding inventory 41.4 41.0 38.9
Reduced inventory costs 27.8 29.5 27.8
Reduced inventory carrying costs 26.2 22.9 30.6

Source: Managing Logistics survey.

interesting to note, however, that companies with over 500 employees have
focused more on reducing inventory carrying costs over the past year than
have their smaller counterparts, whereas companies with fewer than 500
employees look more at working with suppliers to hold inventory and in re-
ducing inventory costs overall (see Table 1-4.3).

When one compares inventory cost reduction practices among indus-
tries, the industrial manufacturing sector has made the most strides in the last
12 months in working with suppliers to facilitate vendor-managed inventory
programs and in reducing overall inventory costs (see Table I-4.4). The con-
sumer manufacturing market pulls ahead in reducing inventory-carrying
costs, whereas the logistics/transportation sector does not take the lead in
any one area.

We deduce from the data that the industrial manufacturing market has
done a better job of handling inventory. This category comprises the auto-
motive and high-tech markets, which historically have led the way in
streamlining their supply chains and eliminating excess inventory and its as-
sociated costs from the network.

As one respondent so clearly states: “For the high-tech and automotive
industries, the focus is always on inventory carrying costs. Service providers
in these areas must continually analyze the inventory process to achieve the
necessary reductions.”

Table I-4.4 Percentage of Logistics Managers Identifying Inventory Strategies
Crucial to Controlling Logistics Costs by Industry

Consumer Industrial Logistics/
Manufacturing  Manufacturing — Transportation

Worked with suppliers on holding inventory 40.6 43.0 42.3
Reduced inventory costs 23.4 36.6 23.1
Reduced inventory carrying costs 26.6 23.7 23.1

Source: Managing Logistics survey.
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How 3M CENTRALIZED CUSTOMER SERVICE TO
REDUCE Logistics CoOsTs

Improving customer satisfaction is a critical process in realizing logistics and
corporate objectives. To do this, people from logistics, sales and marketing,
and finance must work together to fulfill customer expectations. 3M under-
took such an endeavor by reengineering its Customer Satisfaction Improve-
ment Process (CSIP); as a result, the company has cut costs significantly and
has improved customer satisfaction.

Such paybacks result from changes such as the following: (a) reengi-
neered front-end order entry/demand generation in striving to be “one
voice” to the customer, cutting across all business units; (b) increased re-
sponsibilities of customer service personnel who have more respected jobs
as team leaders in managing customer relationships; (c) information tech-
nology—based processes to enable improved trading partner communica-
tions; and (d) improved methods to capture customer satisfaction feedback
to recognize rapid changes in customer and competitive activities, even on
a multinational basis.

CSIP at 3M

3M develops customer relationships as part of its long-term business strategy,
explained Dennis S. Fabozzi, director of Logistics Customer Service and
Customer Order Fulfillment Process Leader at 3M (St. Paul, Minn.; 651-
736-4094), at a CLM meeting. The company realized that if it could earn or
maintain a customer relationship for seven years, the customers would not
leave. Conversely, when a customer does leave 3M, the firm observes a di-
rect decrease in contribution to profits of 18%. Knowing this, the company
has made customer service a top priority.

“3M’s customer service mission is to manage each customer contact
such that either a legitimate sales opportunity is realized or customer loyalty
is improved,” said Fabozzi. 3M uses key result areas (KR As) to monitor the
results of customer interchange. KR As include customer satisfaction, sales
growth, productivity improvement, transaction speed, and customer reten-
tion and loyalty.

The customer service strategy for 3M revolves around two key areas:
first, supply chain management processes and customer service manage-
ment; second, customer segmentation and procurement practices. The cus-
tomer should not suffer because 3M is a multinational, multidivisional,
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multiproduct firm. Therefore, 3M uses many business groups to tailor ser-
vice for distinct market segments with the goal that 3M will be one voice to
the customer who buys from these multiple 3M business units.

The Customer Service Representative Role

Customer relationship management processes were instituted at 3M so that
customer service representatives (CSRs) are market-focused instead of
product-focused. 3M recognized that customer relationship management
processes must be developed to fit customers’ needs and goals and not be fo-
cused only on 3M processes.

Performance expectations and compensation tiers for 3M CSRs and
managers include responsibilities for growing account business. CSRs en-
able order/replenishment satisfaction but also become accountable to cus-
tomers as the one voice. Policies and ground rules are in place so that sales
personnel do not overrule the authority of CSRs. Much of CSR perfor-
mance is measured on how well CSRs meet customer expectations.

Managing Specific Accounts

The key difference in the role of the CSR has been the transition from sat-
istying transactions from any number of customers to managing specific cus-
tomer accounts. CSRs must be fully knowledgeable of specific customer
needs, of the range of 3M’s products and service offerings, and of the tools
required to match the needs and products. Also, CSRs go on-site at key cus-
tomers to address needs to make improvements. CSRs must have excellent
communication skills and problem-solving agility.

Adapting the Model

To be effective in your organization, the CSIP process must be adapted to
the business culture of how your firm interacts with customers in determin-
ing orders and replenishments. Following are some key questions in assess-
ing the culture:

* Isthe firm a cost-driven firm or a firm that values logistics and supply
chain relationships as a means to competitive advantage?

e Is the firm customer-driven or customer-focused?
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* Is the firm committed to listening to the customer?

¢ Is the firm programmed to speak to customers in one voice?

* How is the firm structured in relation to logistics and supply chain
initiatives?

* How are logistics and customer service functions organized across
product lines and business units?

* How committed is the firm to its employees and customer service re-
lationships?

* Are the firm’s logistics and customer service operations aligned with
the firm’s mission, vision, and targeted key result areas?

Analyzing the Customer Service Function

After you have determined the culture of your firm, the next step is to con-
duct a detailed analysis of your company’s customer service function and the
customer service orientation of the firm’s other functional activities. Here
are some typical questions asked during this phase of CSIP:

* Are cross-functional teams used to service customers and trading
partners?

* What roles are CSRs performing in relation to changing customer
mixes and requirements?

* How prevalent is the use of outsourcing in the firm, and what are the
degrees of communications and control in relation to the firm’s cus-
tomers?

*  What key metrics are used to measure customer satisfaction, and how
do these metrics relate to CSR performance?

¢ Are CSRs insulated from customer feedback?

* Is the firm striving to implement CSIP methods at the attainment of
“perfect orders” and “perfect shipments”?

¢ What methods are used to communicate with customers?
¢ How does the firm value CSRs?

* What are CSRs responsibilities, and how is performance evaluated
and rewarded, and at what levels of compensation relative to job re-
sponsibilities?

* Who champions the process as CSIP is implemented?
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How CATERPILLAR REVAMPED LogisTics To CuUT
CosTts AND IMPROVE CUSTOMER SERVICE

If you’re looking for a grand strategy on how to rebuild a supply chain plan
from ground zero, Caterpillar’s North American track operation is a great
place to start. With company facilities that are widely dispersed and lacking
close coordination and cohesion, Caterpillar’s logistics manager faced

* Component inventory levels that were much higher than acceptable

* Material flow from Caterpillar plants and suppliers that were not well
managed

* Manufacturing lot sizes and buffers that were not tied to assembly
levels

* Lead times for component parts that were not coordinated with as-
sembly schedules

“The multiple assembly locations plus the high inventories resulted in
excessive logistics costs without a smooth, sequenced flow,” according to
Andrew D. Nicoll, CFPIM, CIRM, C.P.M., and procurement manager for
Caterpillar, Inc. (Peoria, IIL.). To solve these problems, an early decision was
made to consolidate the total assembly process at one facility in Peoria for all
North American customers of tractors, excavators, replacement parts, and
OEM products. While the consolidation was taking place, a detailed review

of the logistics and inventory management practices was also underway.

A Sound Logistics Blueprint

“One of the previous shortcomings was forecasting,” says Nicoll. “Without
a long-term forecast of demand, it was difficult to plan resources for as-
sembly, develop scheduling plans, or establish inventory levels and manufac-
turing orders for components,” he explained at an American Production and
Inventory Control Society (APICS) Annual International Conference.

A group was assigned to do demand planning for truck groups by re-
viewing past history, using data from machine users and dealers to determine
replacement parts and evaluate needs for “customized” truck groups for
OEM customers. These forecasting techniques used fixed-lot size work or-
ders for manufactured components based on forecasted use for the next
six months. This technique allows component-manufacturing processes
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to anticipate needed resources and minimize large fluctuations in process
quantities.

Inventory Bank for Parts

A “sequencer” or inventory bank was established for parts that had ongoing
usage. Inventory levels for each part are based on past observations of peaks
in use over lead time required to replace them. If use varies significantly from
one monthly period to the next, the inventory level in the sequencer is al-
lowed to fluctuate with the short-term changes in demand. Then, fixed—lot
size orders replenish materials at a constant rate.

“This technique is also beneficial in minimizing the inventory levels
stored at the supplier’s group assembly lines,” Nicoll maintained. The stor-
age of most components for assembly is consolidated at the supplier location
to “save space and extra material handling”” An addition to the supplier’s
main building was constructed specifically for component material receiv-
ing and storage. The inventory transactions are recorded at the supplier and
at Caterpillar to reflect available parts and satisty group demand.

Developing a Flow for JIT

“With a consolidated assembly operation, good requirements forecasts, and
weekly schedules for group build, the logistics flow was established to de-
liver components just in time,” Nicoll noted. The finished group volume
averages 150 pieces per day, which requires about 15 truckloads of the trac-
tor plants’ needs and replacement parts. Supplying that volume of finished
groups likewise requires over 10 truckloads each day of the major compo-
nents, plus several truckloads per week for smaller parts such as nuts and
bolts. Links and shoes are now delivered several times each day based on the
build schedule sequence. Pins and bushings are delivered weekly.

Resolving Consolidation Problems

“As with any new process, there were many problems with the movement
of the assembly functions, the startup at the new supplier facility, and difter-
ent people involved in the operations at Caterpillar,” said Nicoll. Among
them were the following:

* The storage location at new assembly supplier was sized on previous assump-
tions. “It was size based on assumptions for component delivery and storage
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similar to those for previous operations.” In the past, much of the overflow
material was stored in various Caterpillar locations, but this was not consid-
ered at the new facility. Likewise, the major component delivery schedules
were based on past experiences.

At start-up, the new supplier had too many loads of links and track shoes
from Caterpillar. “Gradually, the logistics team established a JIT delivery pro-
cess based on assembly schedules and sequences that did limit the bulky and
large usage component parts to less than one day.” Then the flow of material
from the receiving dock through storage and to assembly lines was rearranged
to avoid building congestion in aisles and to reduce total material handling time.

*  There was too much backup inventory at old group suppliers. When the new
supplier operation opened, the old suppliers began shipping material to the
new location. However, the shipment of surplus material quickly filled the
available space and had to be slowed until a plan could be established that
would send the parts into the new facility based on demand.

“The previous suppliers wanted to vacate their storage space as soon as
possible,” Nicoll acknowledged, but “this delay caused some concern about
the supplier’s ability to manage the assembly process.” Eventually all excess
inventory was absorbed. Inventory levels at the new supplier are now main-
tained at 30% of the volume held at the previous suppliers.

o Scheduling began with the techniques used at the previous suppliers. “This
caused difficulties in combining schedules from three previous operations
into one facility and subsequent shipment to five major customer facilities
in the United States, and to a consolidation point for shipment overseas.”
Nicoll says that “gradually working with the customer locations and the link,
track shoe, and pin and bushing components suppliers developed into a new
scheduling routine that overcame capacity and time constraints.”

The demand-forecasting routines were also changed to add OEM cus-
tomer forecasts. “Their volume is a relatively small percent of the total, but
they impact assembly schedules because many short-dated orders are re-
ceived, especially for ‘customized’ groups with very low and sporadic usage.
By combining all requirements for similar groups, the new assembly facility
reduces the number of setups for these small volume orders.”

Significant Inventory Reductions Achieved

The inventory of steel to manufacture track shoes was reduced $6 million
due to consistent ordering and assembly processes. Further, the component
inventory at the assembly supplier was slashed by more than 30%.
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As a result of consistent on-time delivery and quick response to short-
dated orders, the inventory levels in the replacement parts operations have
been reduced by more than $22 million. Meanwhile, service to dealers and
customers has been maintained worldwide above 95%, even for old, non-
current models. In addition, deliveries to the tractor and excavator plans
have been 100% on time since early on in the start-up.

SPrRINT PCS IDENTIFIES THREE WAYS TO REDUCE
REVERSE Logistics CosTs

As more logistics managers realize that supply chain management extends
beyond order fulfillment to handling product returns, the need for reverse
logistics grows. Sprint PCS realized this soon after start-up in 1996. One of
the largest start-up companies in U.S. history, it handled $400 million in re-
turns in a 20-month period—~8% of that was due to manufacturing defects.
PCS has grown at 300% annual rates. With such staggering growth come the
increased odds of returns. In one year, 1998, PCS saw 25% of its handsets
returned.

Why so much? According to Eric Salisbury of PCS, some clients find
that they do not get the coverage they need from the handset. In addition,
PCS has a liberal returns policy, which promises a full refund in 30 days if
the customer is not fully satistied. Because customers do not sign a con-
tract, they can return the product, cancel the service, and return the phone
at any time. As a result, “We realized early on that we needed to develop
a world-class and product reconditioning process to handle our high re-
turn rates.”

Six Ways PCS Achieved Reverse Logistics

According to Matthew Kunz at Sprint PCS, the company ultimately iden-
tified six ways to achieve reverse logistics:

1. Understand both your own and your customers’ business requirements. Kunz
says that the company wanted to provide timely financial credit to customers
when they made a return, maintain revenue streams and customer satisfac-
tion levels, and have the reconditioned product look and feel like new to the
next customer. Customers, on the other hand, want a sound return policy
and a quick resolution to their problems.
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2. Establish a reverse logistics supply chain network through existing sales chan-
nels. Whether it is through locally owned and operated retail stores, local
third parties, national third parties, third-party logistics provider (3PL) part-
ners, or telesales, PCS makes sure that each of these sales channels knows
how to process returned handsets quickly.

3. Establish strategic alliances with logistics service providers. UPS Worldwide
Logistics processes returned parts and either gives a financial credit to the
customer, replaces the part, or returns it to PCS’s available stock.

4. Clarify elements leading to reverse logistics success. Two elements are crit-
ical: gatekeeping and compact cycle times. Gatekeepers stem the flow of re-
turns by performing diagnostic testing. The product is resold at full or reduc-
ed price, depending on the damage. This screening process has saved PCS
$3.6 million.

5. Identify and resolve issues between retailers and manufacturers. Kunz says
that PCS wanted to ensure that retailers and manufacturers developed shared
initiatives to meet common goals and objectives. The groups worked to-
gether to understand the high number of returns and what could be done to
resolve it.

6. Establish performance measures and metrics for reverse logistics processes and
monitor them. “With our growth, we have to stay ahead of the curve,” says
Kunz. “By measuring our vendors and 3PLs, we can stay on top of them
everyday.”’

Establish Partnerships

PCS outsources every part of its business that involves logistics, including re-
verse logistics. It partners with handset manufacturers and 3PLs to handle re-
turns processing. In addition, PCS has required its manufacturers to partner
with the 3PLs and required the 3PLs to partner with each other. For in-
stance, one partner tests the returns within a centralized DC in Louisville.
This eliminates the costs of shipping tested products back to the manufac-
turer and then sending them back to PCS to replenish inventory. “Our for-
mer procedures took up to 45 days,” says Salisbury. “Now we can turn thou-
sands of phones back into sellable stock within two days.”

PCS makes weekly calls to each handset vendor to discuss how products
are reconditioned and how to expedite the process, explains Kunz. “There
has to be communication between partners to look out for PCS’s best inter-
est and to make sure our partners focus on the right areas.”
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Mirror Outbound Process

PCS is centralizing all outbound shipments into a DC in Louisville because
its 3PL, UPS Worldwide Logistics, has its air hub there. This allows mid-
night pickups to be delivered the next day. PCS realized that it could mirror
the outbound concept to handle returns processing. Having all inbound
product come into a centralized DC in Louisville reduces the time it takes
to return the product to sellable inventory.

Reduce Inbound Product

Both Salisbury and Kunz admit that returns processing at PCS is constantly
evolving, and although the objective is to perform the task successfully, the
ultimate goal is to reduce inbound returns by 10%. “If we can slash costs by
10%, it will be $500 million a year in savings,” says Salisbury. He continues,
“Keeping sellable product in the field versus bringing it into the reverse lo-
gistics process creates a product our customers can be proud to use and we
can be proud to have our name on.”

How INGERSOLL-RAND QUANTIFIED ITs LoGisTICS
SPENDING AND SAVED MILLIONS

Keeping tabs on your logistics spending patterns can save millions. Just ask
the logistics managers at Ingersoll-Rand. However, with $8.3 billion in sales
across 10 product groups, 40 divisions, 145 plants and distribution centers,
and 47,000 employees, understanding its logistics costs and potential for im-
provement across the company was a significant challenge. Here’s how the
company made a success of a formidable project.

Teaming Up

Ingersoll-Rand decided to supplement internal functional expertise with the
acquisition of quantification methodology, best-practice knowledge, and in-
ternational trade competency, explained JoAnn Johnson, director of logis-
tics for Ingersoll-Rand (Huntersville, N.C.; 704-947-1464) at a recent an-
nual conference of the CLM.

The 10-member project team, half from Ingersoll-Rand, half from
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Vastera International Trade Consulting, was commissioned to identify op-
portunities for process improvements in logistics management. The team
was required to quantify present logistics costs, estimate costs of tomorrow,
and offer a list of recommendations with priority for action.

A Weekly Process

During the first week of the team’s evaluation, members scheduled inter-
views with executives and prepared their questionnaires. Next, they con-
ducted a total of 220 interviews at 41 sites, covering various parts of the value
chain—sales, service, distribution, transportation, manufacturing, procure-
ment, and finance. In addition, requests for quantitative data were sent to 42
consolidation business unit locations.

During weeks six to nine, the project team reassembled for an analysis,
which consisted of understanding the core logistics processes, identifying
customer needs, and quantifying the process costs and cycle times. The in-
terview and quantitative data were distilled to characterize the Ingersoll-
Rand logistics environment, to compare business unit logistics practices
against best practices, and to find gaps.

The final weeks, 10 through 12, were spent resolving each of these gaps
and prioritizing them based on their benefit. The team developed solutions
for those at the top of the list and structured the summary of the findings and
recommendations into a presentation.

The Findings

Johnson says that the findings were significant. Logistics costs were found to
be slightly over $550 million with 45% coming from transportation, 35%
from people, and 20% from inventory finance charges. The costs are esti-
mated to grow to $650 million in 2001.

A total of $170 million of opportunities was identified; $20 million of
that total was tactical, near-term (12 to 18 months) opportunities. These in-
cluded establishing an international trade competency center and improving
international transportation, company fleets, North American transporta-
tion, and supplier transportation. The longer-term opportunities were in the
areas of integrated systems, scanning/bar coding, order entry, limiting model
options, and worldwide inventory/distributor networks.
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A Logistics Group Is Born

According to Johnson, executive response to the project and the findings
was positive, and a small corporate logistics organization was formed. The
group established an open dialogue with the logistics professionals across the
business groups and began coordinating the effort to adopt best practices and
align the network. Initiatives were developed and launched to capitalize on
the tactical opportunities with the goal of $25 million in annualized savings
for 2000 in European and North American transportation and distribution.
These initiatives included

* Alignment of logistic processes with consistency of strategy, mea-
surement, and contracts

* Leverage of company volumes in procuring transportation services

* Process improvements in demand flow methods, transportation ser-
vice mapping, and e-business

* The establishment of an intranet site link to facilitate the spread of
best practices and other logistics information policies

“Ingersoll-Rand has a corporate understanding that the definition of logis-
tics is more than transportation and is key to the entire company value chain
from supplier to customer,” says Johnson. “We understand total logistics
costs and capitalize on process improvement to achieve a competitive ad-
vantage.”

Forp TAKES CONTROL OF INBOUND LoOGISTICS
TO Cut TRANSPORTATION COSTS

Often overlooked by logistics managers or left to suppliers to address, in-
bound logistics planning is a great way to reduce your supply chain costs. By
taking the responsibility out of your suppliers’” hands, you will realize a more
reliable and cost-efficient network.

Consider the case of Ford Global Technologies, Inc. (FGTI; 313-323-
7809), a wholly owned subsidiary of Ford Motor Company. Since concen-
trating efforts on inbound logistics, the company has saved tens of millions
of dollars in transportation and inventory carrying costs.
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Plant-Centric versus Origin-Based Networks

“We had to find a systematic approach to handling our complex inbound
network,” explains Jerry Joyce, director of global logistics for FGTI. “We
have 21 final assembly plants and 5,000 suppliers. Add to that limited dock
space and limited time windows for deliveries. This high-volume, high-
frequency inbound logistics network needed a solution. We wanted to keep
up our pace without increasing freight costs.”

The best solution was moving from a destination- or plant-centric lo-
gistics network to an origin-based network. Joyce explains, “We used to be
oblivious to the supplier’s location in relation to the manufacturing sites.
Now we have optimized the pick-ups and built optimal trailer loads for the
destination site.”

“While before we might have had five different trucks supporting five
plants, we now have one truck that goes to all the plants,” says Mary Jo
Koenigeauer, manager of global logistics technology at FGTI.

Getting Down to the Finest Details

FGTI is using an inbound logistics software solution to help synchronize the
flow of product to the production site. The ultimate goal is to have no more
than two hours of material at the production site, cutting down significantly
on the amount of parts in storage.

The package that FGTT uses is SynQuest, Inc.’s (Duluth, Ga.; 800-844-
3228) Inbound Planning Engine. Joyce says that the system enables FGTT to
generate the lowest total delivered cost plan, based on the view of the com-
plete inbound logistics process. It drills down to the individual material and
determines inbound and reverse transportation routes and schedules, ship-
ment frequency, inventory, manufacturing constraints, and equipment us-
age, allowing Ford to plan for every part.

For example, says Joyce, scheduling a weekly, full truckload delivery to
a manufacturing plant—as opposed to a daily milk run—might make sense
from a transportation-cost perspective, but it may totally ignore speed, qual-
ity, and inventory considerations.

“The goal at Ford is to develop logistics solutions that increase supply
chain velocity and decrease total costs,” says Tim Harvey, president and chief
operating officer at SynQuest.



150 LOGISTICS MANAGEMENT

A Collaborative Solution

Finding such a solution already on the market was not easy, agree Joyce and
Koenigeauer, as no product addressed all of FGTT’s issues. The company
turned to SynQuest to develop a joint solution that FGTI could use and one
that SynQuest could then make commercially available.

“Building the product with Ford allows us to bounce ideas off of'a com-
pany and gives them the opportunity to practically custom-build a solution
to fit their needs,” says Chris Jones, executive vice president of marketing
and corporate development for SynQuest.

In customizing the solution, Ford required that the solution allow for
granularity. Jones explains, “Ford wants to see the product show up at the
manufacturing site, which dock door it is at, what truck it is on, product se-
quence, and what physical constraints the part has.”

“Ultimately, this collaboration benefits Ford in the delivery of automo-
tive products and services to our customers,” says Roger May, president and
CEO of FGTI.

A Data-Driven Process

In order for FGTI to get the most from its inbound solution, the company
had to do upfront work—practices that Jones says any organization should
undertake if it wants to improve on its inbound logistics program.

For instance, Jones says, supply chain data is needed to configure the
planning engine. FGTI had to supply information about its parts, including
size, shapes, and weights. Joyce and Koenigeauer had to determine if there
was an opportunity for supplier consolidation and if cross docking should be
implemented. Finally, they had to evaluate suppliers and purchase prices.

“You have to get together with manufacturing and procurement to
show them the opportunities that exist on the inbound side of logistics—
that is, beyond traditional transportation. It may involve changing contracts
with suppliers and how fulfillment should occur, but the savings are usually
significant when you take a cross-functional approach,” says Jones. Compa-
nies can save anywhere from 10% to 50% in overall logistics and inventory
carrying costs.

He adds that most companies have not capitalized on inbound logis-
tics—“‘but it is a place where companies can squeeze out costs without dis-
rupting business.”
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The Implementation Plan

Since implementing two of the five modules last summer, FGTI has seen im-
provements and savings in logistics configuration management (LCM) and
rotation and routing. Koenigeauer says that the LCM module allows FGTI
to determine which mode it will use to make a delivery and then break down
the requirements at the part level to optimize transportation and inventory
costs. The rotation and routing module tells which days and windows times
are best to ship, and it shows the number of conveyances on the road and the
dock schedules.

FGTI will soon implement the additional three modules: mode selec-
tion, returnable containers assignment (which minimizes the cost of reverse
logistics for returnable containers and pallets), and stowage (which shows
how to fill the conveyance for maximal shipment efficiency).

Future Plans in the Works

Jones adds that FGT1 is using the Inbound Planning Engine to consider how
new carriers, new products, and other modes will impact its inbound logis-
tics process.

“We are analyzing our network like never before,” says Koenigeauer.
“We are able to participate in what-if scenarios to determine current and fu-
ture business principles and build the organization around the changes that
we make.”

“Our business is much more flexible, as we can now impose restrictions
or turn off constraints, depending on what makes more sense for the busi-
ness,” says Joyce.



Chapter 1I-5
Logistics Management and Strategy

How TO CREATE A LOoGIisTICS STRATEGY THAT
GUARANTEES COMPETITIVE ADVANTAGE

There is a new weapon in the fight against the competition—the logistics
manager. Not only has management discovered this, which is good, but your
competition has discovered this as well, which is bad. Both, however, have put
the logistics manager at dead center of the battle. It is now up to the logistics
manager to find innovative ways of gaining and maintaining customers and
keeping them loyal. It means that you must become much more proactive in
your logistics strategy. These steps should help put this strategy into practice.

Putting Together a Winning Strategy

“Logistics managers tend to be placed in reactive modes when it comes to
handling customers, but having a logistics strategy makes them more pro-
active,” says Ron Grossman, solutions director for Unisys Corp. (Windsor,
Conn.; 860-298-1375). A proactive logistics strategy should include the fol-
lowing elements, with the overriding goal of getting product to the cus-
tomer as quickly and accurately as possible:

*  DProcess system reengineering. The objective is to examine all your inter-
nal logistics processes and determine if you could be doing things better.

*  Optimal inventory performance. Determine optimal inventory levels
based on historical data and forecasting. “You don’t want to have safety stock
for just-in-case situations,” says Grossman.

152
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* Optimal storage schemes. Does your warehouse have enough space?
Does it have too much unused space? Is product stored for the most efficient
picking sequences?

*  Cube space. Stack product to the full height of the warehouse. Use
narrower aisles and have equipment that will fit in those aisles. Make sure the
picking sequence makes sense.

o Integration of warehouse management system (WMS). “The WMS can
only tell you where product is stored—not if you should have the product
in the first place,” says Grossman. “That is why it has to be integrated with
other logistics systems, like the financial, shipping, and order fulfillment sys-
tems.”

* Total cost of ownership. This includes the cost of the product while it
sits in inventory as well as the shipping costs. “I bet 90% of the businesses
out there don’t know what their total net landed costs are,” says Grossman.
“You must get a handle on these costs.”

* Responsiveness to change. Whether its labeling or shipping require-
ments, “if the customer wants something, you better figure out a way to do
it, or the competition will,” Grossman says.

* Supply chain optimization. Can you avoid having product come into
the warehouse altogether? Should you ship directly to the consumer? The
goal here, says Grossman, is to save time and money.

Logistics Technology

The key to logistics strategy is technology. Electronic commerce has become
one of the leading solutions, but Grossman warns that few companies are ac-
tually using it correctly. ““You want to have more than just an Internet pres-
ence. Your site should do more than provide information; it should be in-
teractive.”

Interactivity might come in the form of tracking and tracing capabili-
ties, which Grossman says are of top importance to customers today. Also
important is the ability to share information with customers—via electronic
data interchange or on company intranets and extranets. According to Gross-
man, “accurate and timely information keeps things running smoothly and
ensures that the customer will come back.”
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THREE RoOUTES TOo ISO 9002 CERTIFICATION OF
Your LogisTics OPERATION

What does ISO 9002 mean to warehousing and logistics? The answer is
simple: plenty. ISO 9002 certification puts your company’s name in lights.
It lets the whole world know that your warehousing and logistics processes
meet quality standards. As a result, customers will likely be drawn to you,
your profits may improve, and you may gain more control over your oper-
ations. Because it has the potential to create such huge rewards for your
company, ISO 9002 certification may seem a bit intimidating. In fact, certi-
fication can be simple—that s, if you follow some clearly defined steps.

ISO Defined

We’ve all heard of ISO 9000, but what exactly is ISO 9002? According to
Peter Sanderson, president of TQMS International (514-630-0078), ISO
9002 is part of a larger group of standards that make up ISO 9000. ISO
9002, he says, is designed specifically for companies that perform a process.
Warehousing and logistics are based on a number of processes and, there-
fore, are placed into this category. “A lot of warehouses have value-added
processing such as shrink-wrapping and minor assembly operations,” San-
derson says.

ISO 9001, on the other hand, is created for companies that design and
manufacture products. Companies that want to maintain control over what
is coming from and going to their offices should apply for ISO 9003 certifi-
cation. Although ISO 9003 may sound like the best option for warehousing
and logistics operations, it’s not. According to Sanderson, “ISO 9003 isn’t
used often, and it’s typically used by organizations such as law firms.”

When considering ISO certification, it’s important to remember that no
one category is better than the other. Unfortunately, many companies per-
ceive that ISO 9001 is more prestigious than is any other ISO 9000 certifi-
cation. They are mistaken, according to Sanderson: “One isn’t better than
the other. It’s the size of shoe that fits the company.”

Specifically, ISO 9002 is a management system based on a set of man-
agement tools. To receive certification, these tools should be incorporated
into your warehousing and logistics operations. The tools include conduct-
ing incoming and outgoing inspections and defining management authori-
ties, such as who makes the decisions about financing, contracts, warehous-
ing, and logistics processes.
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Contract negotiation is another important tool to consider when apply-
ing for ISO 9002 certification. “Contract negotiation covers the basic crite-
ria that are necessary before signing agreements,” Sanderson says. Contract
negotiation includes issues such as insurance, theft measures, and service ca-
pabilities.

The management tools also address what to do if a process fails. When
preparing for ISO 9002 certification, you should spell out exactly what you
will do if a problem arises. In other words, what corrective action will you
take? You should ask yourself what caused the problem and what you are go-
ing to do to solve it. According to Sanderson, however, you shouldn’t stop
there. You need to determine how you will prevent the problem from re-
occurring and how you will find a solution. Further, the newest step in the
process is evaluating your solution to make sure it is successful.

Basically, ISO 9002 is a management plan that says “what would you do
if . . . ?” For example, if one of your trucks overturned on a snow-covered
highway, you need to know what to do. ISO 9002 certification basically says
that you will have a contingency plan in place to get the shipment where it
needs to be. “This is how ISO aftects the bottom line,” Sanderson explains.
“It ensures continuous improvement and reduces your costs due to non-
conformance.”

What You Need to Do

There are basically three ways to become ISO 9002 certified, and the pro-
cess typically takes five to eight months. Some logistics managers opt to take
on the process themselves. However, when they do, “the process rarely gets
completed on time,” Sanderson says. Their focus often shifts to other proj-
ects, and the ISO 9002 certification requirements fade into the background.

Despite the challenges, you may still decide to take the ISO 9002 certi-
fication process on yourself. If you do, the first thing you need to do is get
educated. ISO certification courses are available. Once you have learned
what you need to know about ISO certification, it is up to you to create a
quality manual and develop and implement quality system procedures. Au-
ditors enter the scene during the final phase and, hopetully, validate the qual-
ity procedures that you set up.

If ISO certification seems a burden, you can seek the help of an ISO
consultant. Consultants supply required documentation and provide on-
the-floor-training and management training. Because they have the neces-
sary resources, consultants can start ISO-quality system procedures almost
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immediately. Once the systems are in place, the consultants call in the audi-
tors to ensure that you meet ISO certification standards.

According to Sanderson, there is yet a third ISO certification option—
video conferencing. A blend of the first two methods, video conferencing
takes advantage of the Internet and provides on-line training to logistics man-
agers. TQMS helped 13 logistics companies gain ISO 9000 certification via
video conferencing last year, and another 45 are working to do the same this
year. Logistics managers can work their way through the procedures and col-
laborate with TQMS on the computer, Sanderson says. “They learn as they
go.” If you think videoconferencing might be the most promising way to be-
come ISO 9002 certified, visit www.tqms.com. There you can download the
ISO certification procedures as well as an example of a quality manual.

The Bottom Line

Regardless of which way you choose to become ISO 9002 certified, you
stand to reap a number of benefits. The biggest attribute of ISO certification
is international recognition. Therefore, when “ISO 9002 certified” appears
above your company’s door or on its letterhead, you have gained substantial
marketing visibility.

Second, ISO 9002 certification enables you to gain more control over
your warehousing and logistics operations. “By going through the process,
you'll see where you’ve been and where you want to be,” Sanderson notes.
With this knowledge in hand, you are better able to streamline your pro-
cesses, reduce the amount of paperwork in your operations, and make your
warehousing and logistics systems more effective.

ISO 9002 certification can improve your company’s profit margin. “If
you know what you want, and you start quality processes and train your em-
ployees, you should have tools for continuous improvement.” Furthermore,
continuous improvement leads to increased profits. Remember that the goal
of ISO 9002 certification is to ensure quality in warehousing and logistics.
You are doing ISO not for an auditor, but for yourself.

EXCLUSIVE SURVEY: FOUR SUCCESSFUL LOGISTICS
STRATEGIES FOR CHANGE

Itlooks as if all the industry seminars, conferences, and trade shows have paid
off for logistics managers. Those responding to a Managing Logistics survey
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show that they have learned about, and implemented, creative and innova-
tive ways to bring about improvements in their logistics departments. The
following sections reveal what they have done.

Implement Teams to Make a Change

Creating project teams was among respondents’ top five most effective
changes to improve logistics department operations (see Table I-5.1). Man-

Table I-5.1 Most Effective Logistics Changes (by number of employees)

Up to Over
All 500 500
Employees  Employees Employees

Implementing/changing logistics strategy 30.5 241 38.9
Use of technology/automating processes 18.7 21.7 18.1
Reducing transportation/freight costs 16.6 14.5 16.7
Personnel 8.6 9.6 5.6
Working with other departments/creating project teams 8.6 9.6 8.3
Warehouse/facility redesign 6.4 7.2 4.2
Working with suppliers 4.8 7.2 4.2
Outsourcing 3.7 3.6 2.8
Other 2.1 2.4 1.4

What Is the Most Effective Change Implemented to Improve Logistics
Department Operations? (by Industry)
Industrial Consumer Logistics/
Manufacturing ~ Manufacturing — Transportation ~ Other

Implementing/changing

logistics strategy 32.3 32.3 10.0 30.0
Use of technology/automating

processes 9.7 23.2 20.0 0.0
Reducing transportation/

freight costs 17.7 14.1 30.0 30.0
Personnel 9.7 6.1 30.0 10.0
Working with other departments/

creating project teams 8.1 9.1 0.0 20.0
Warehouse/facility redesign 6.5 7.1 0.0 0.0
Working with suppliers 6.5 5.1 0.0 0.0
Outsourcing 6.5 1.0 10.0 10.0
Other 3.2 2.0 0.0 0.0

Source: IOMA.
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agers said that teams are particularly beneficial to identify savings opportu-
nities in the distribution center (DC).

One manager relates how his team practices resulted in significant fi-
nancial reductions. “We focused on throughput costs and inbound trans-
portation,” says the distribution director for a retail company in Maryland
that employs 10,000 employees. “We examined every process of receiving,
shipping, and selecting to identify unnecessary processes. Our team mem-
bers led the effort, developed new procedures, and implemented the results.
Because it was their work, the team members embraced the change and
made it successful. We also outsourced freight planning to a broker. In both
areas, we reduced costs more than 20% and on some routes, 50%.”

Respondents also report that teams play an important role in strength-
ening interdepartmental relationships. “We have a new distribution strategy
that segmented distributors and focused on managing the relationship dif-
ferently,” explains the senior project manager for a Georgia-based beverage
company. “We dedicated alliance managers to manage relationships and
work on business process optimization, supply chain integration, and busi-
ness building activities.”

High- and Low-Tech Solutions Pay Off

Almost 19% of the respondents implemented technology and automated
processes, up slightly from 17% a year earlier. Everything from supply chain
software to simpler solutions has shown significant savings for respondents.

Many said that achieving greater control over operations is the impetus
for a new system. “We implemented an ERP [enterprise resource planning]
system 1in January, which gave us more control over our inventories and
opened our eyes to true costs—where they were and how to contain and
improve them,” says the logistics manager consultant for a company in
Maine.

The materials manager for an automotive molding firm in Indiana tells
a similar story: “We implemented a new software system, MFG Pro. Now
we can truly get a handle on controlling inventory, production needs, and
customer requirements. Difterent scenarios can be played out in the system
to keep the inventory at the desired level and still monitor our suppliers’ de-
livery performance.”

However, it’s not just the sophisticated technology that makes a differ-
ence. Something as simple as a barcode label can reduce costs and improve
efficiency. “We implemented a program to print individual box labels and
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carton labels overseas, reducing our label costs by 60%,” says the DC plan-
ning logistics manager for a footwear manufacturer in North Carolina. “Our
consolidator is also responsible for notifying factories that the labels are
ready, giving us advance notice of production delays, and ensuring vendor
compliance on packaging and labeling. This enables merchandise to flow
through the distribution center without delay and gives our buyers advance
notice of production.”

Vendor Managed Inventory and Better Forecasting
Cut Inventory Costs

Logistics professionals told us that by using the technologies just mentioned
they have been better able to control their inventory programs, either by
vendor managed inventory or through improved forecasting methods. “By
pushing more vendors to stock off site, the amount of deliveries received
daily at the DC has been cut about 50%,” says a manager of manufacturing
services for a flexible packaging company in Pennsylvania. “Raw materials
are received in approximately two loads per day. This frees time for other
tasks, and delivery times are scheduled the same time each day, making op-
erations standardized, predictable, and efficient.”

“We separated production planning and production scheduling func-
tions,” says a vice president for logistics at an Ohio-based meat products
company. “We added more responsibility for production planning to work
closer with sales to improve forecast accuracy and frequency. This helps to
reduce overstocks and aged inventory on slow moving/discontinued items
and to improve customer service on faster-moving or new items.”

More Creative Transportation Practices

Another change cited as having the most effect on logistics departments con-
sists of developing and implementing a creative transportation management
program aimed at reducing freight costs. “We have turned our truckload
freights into LTL freight,” explains the manager of transportation for a pub-
lishing company in Pennsylvania. “This eliminated our need to stage prod-
uct in house until we build a solid load to a particular destination. We now
use consolidators to commingle our freight with other companies’. This
process has greatly improved turnaround time to customers and reduced our
annual transportation costs.”

Another manager shares the advantages of leasing over purchasing
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transportation equipment: “We leased an ISO tank to transport liquid caus-
tic soda from our Honolulu facility to our neighbor island facilities,” says the
associate director for a chemical distribution firm. “The lease rate is low, and
it allows us to spend our limited capital on other high-priority items.”

Although the majority of respondents has realized advantages on a do-
mestic front, creative transportation practices have also been internationally
successful for some respondents. “We have centralized our international
shipments to go through one port, giving us the effect and benefits of a ‘hub’
and allowing us better economies of scale and better customer service,” says
the import/export supervisor for a company in Washington.

Whether domestic or international, the goal of any transportation pro-
gram is reduced costs. Changing the process structure is how one trans-
portation supervisor did just that. “Transportation costs were reduced by
three cents per case to customers by starting a one-day-a-week delivery sys-
tem. We’d been on a delivery system rolling through every five days. Savings
contribute to reduced mileage by delivering to each store 52 times a year in-
stead of 73.”

TEN WAYS LogisTics MANAGERS CAN IMPROVE
SuppLry CHAIN PRODUCTIVITY

The “State of Logistics Report” sponsored by Cass Information Systems and
ProLogis is as dramatic as ever, inspiring logistics professionals continually to
improve their operations for the good of the industry as a whole.

The report supports a important lesson: Logistics managers play a key
role in improving business processes and productivity. The following 10
propositions, offered by Bob Delaney, vice president of Cass, suggest how
the logistics profession can be improved.

1. Improve the efficiency of inventory investment. Delaney says that the logis-
tics manager has primary responsibility for the investment, condition, and lo-
cation of inventory. However, data indicate that the efficiency of inventory
investment has declined in some recent years; for example, although the ra-
tio of shipments to unfilled orders in manufacturing businesses that produce
to order improved from 1.61 to 1.58, the ratio of shipments to inventory in
manufacturing businesses that produce to stock increased from 1.35 to 1.38
in 1998. “We have not taken inventory out of the system,” says Delaney. “We
are merely shifting where inventory is held within the supply chain.”
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2. Resolve logistics issues and concerns regarding ERP systems. Although the
ERP industry has made progress in supply chain planning system interfaces,
such systems will not impact business logistics productivity for another two
to four years, says Delaney. In an effort to take full advantage of the tech-
nology, he encourages logistics managers to

* Identify any key processes that need strong I'T support

* Package these concepts in a way that is attractive to senior manage-
ment

* Focus on mainline business operations, not back-oftice functions

3. Continue to exploit the cost and service opportunities provided by third-party
logistics services. Typically, logistics managers are experiencing reductions of
10% in their logistics cost by using third-party providers. This might explain
why the third-party logistics (3PL) industry continues to show signs of sig-
nificant growth: gross revenues up 15% to nearly $40 billion; transportation
management up 21%; dedicated contract carriage up 20%; value-added/
warehouse segments up 10%; and international 3PL services up 11%.

4. Exploit opportunities of integrated package design. Delaney believes that
poor productivity is resulting because protective packaging is no longer con-
sidered a key responsibility for logistics managers. He points to Becton Dick-
inson & Co., however, as an excellent example of how packaging design can
lead to cost reductions. The company’s third-party provider, USF Logistics,
retained the help of Computerized Packaging Consultants, Inc., to analyze
six products and develop practical recommendations to optimize the costs of
packaging, transfer freight, warehousing, handling, pallets, and delivery.

At least two options were presented for each product. Option A in-
volved revisions to the internal arrangement of the products and a redesign
of the packaging. Option B included increases or reductions in the product
count per package. The potential cost reductions for the six items ap-
proached 30%, including reductions in packaging costs of 33%.

5. Support programs that will reduce the driver shortage. The driver shortage
is expected to become even more acute than it is today. As carriers advertise
significant signing bonuses to attract truck drivers, logistics managers can do
their part to make the job more appealing as well, says Delaney. “The dis-
position among shippers is to accept rate increases that are applied to driver
wages,” he says. “The National Industrial Transportation League has even
established a working group to investigate better practices to attract and
maintain drivers.”
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Delaney says that logistics managers can look to their internal operations
for ways to curtail excessive driver waiting times as well as loading and un-
loading times. “We cannot overstate the importance of an efficient trucking
industry to our business logistics system. It is in everyone’s interest to reduce
the driver shortage.”

6. Demand that the focus of your transportation policy be on competition instead
of protection. “We regret to report that we are losing too much productivity
because of political infighting between our rail and trucking industries,” says
Delaney.

7. Obtain the cost reductions that are available by safely operating longer, heav-
ier highway vehicles. The six-axle tractor-trailer combination, known as the
Argosy Safety Concept Vehicle, has a 90,000-pound payload, and distribu-
tion load over the axles results in 13% less damage to pavements and bridges
compared to the five-axle standard. “The Argosy is remarkably safe,” says
Delaney. “It has a lower center of gravity, which provides more stability, and
it is roll-over resistant.” The Argosy’s designers predicted a 15% improve-
ment in safe vehicle performance last year; the actual improvements in safety
are closer to the 30% range.

8. Ensure that maritime reform delivers the economic benefits that are available.
It is widely assumed that shippers will have the advantage in the negotiation
of confidential contracts.

9. Continue to improve the capacity and service levels on the railroad network
through increased capital investment and consolidated operations. Capacity has be-
come a serious issue for the railroad industry. Over the last 10 years, Class I
rail freight density has increased by over 50%—more freight moving over
fewer tracks. One of the actions necessary to reverse the capacity and service
problems is to increase capital spending to upgrade and enhance track, sig-
naling and communications, and freight car and locomotive fleets.

10. Reform the Jones Act in order to support the requirements of our global econ-
omy. According to the Bureau of Labor Statistics, the current penalty costs
of the Jones Act exceed $14 billion. The industries suffering the penalty costs
are agriculture, forest product, petrol chemical, mining, and metals.

Delaney says, “The Jones Act is a costly, inequitable form of protection.
It is no longer achieving its original intention and is harming our nation’s
ability to compete in the global marketplace. We encourage Congress to en-
act a reform of the Jones Act to make the economy more productive and ef-
ficient.”
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For a copy of the report, contact Cass Information Systems, a subsidiary
of Cass Commercial Corp., at www.cassinfo.com.

EXCLUSIVE SURVEY: TWELVE TIPS FOR SOLVING
CoMmMON Logistics PROBLEMS

Good news for logistics managers: You’re not alone. The problems that you
face daily—inventory obsolescence, increasing costs, management of sup-
plier relationships, and lack of communication along the supply chain—are
common among your peers. But thanks to a new Managing Logistics survey,
respondents share their advice for overcoming many of these, and other, ob-
stacles to performing your job well. Here are 12 of the best tips culled from
the hundreds we received.

1. Plan labor better. ““We are planning to better balance the needs of ware-
house operation inbound receipts and filling stockouts,” says the vice presi-
dent of corporate logistics for a large home-furnishings company in New
York. “The number and mix of inbound product is planned at maximum
levels by the day of the week. This allows us to optimize/minimize labor
requirements and plan our shifts accordingly.”

2. Redesign the warehouse. “We redesigned our warehouse with narrower
aisles, a wire guidance system, and bar coding,” acknowledges the shipping
supervisor for a forklift manufacturer in Indiana. “This has almost doubled
our capacity, improved inventory accuracy. We are now able to move more
inventory faster and more efficiently.”

3. Work with other departments. “Cross utilization of material handlers in
different departments enables them to be deployed where the need is great-

i3]

est,” explains the manager of distribution for a small firm in llinois.

“Interdepartmental cooperation in dealing with transportation-related
issues has improved our vendor situation,” explains the transportation man-
ager for a company in Indiana. “Some vendors were shipping multiple ship-
ments per day to our DC locations. We worked to get them to consolidate

into one shipment per day per DC.”

4. Benchmark logistics activities. “The introduction of a continuous pro-
cess improvement model has led to a 184% increase in productivity in the
last 12 months and a 56% reduction in labor-related costs.”
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5. Renegotiate freight rates. ‘““We initiated a program to control more traf-
fic by paying the freight instead of shipping collect to gain leverage with the
carriers when negotiating for lower costs,” says the general manager of trans-
portation for a chemical company in New Jersey.

“We combined our inbound and outbound freight with four trucking
companies,” explains one shipping supervisor. “By combining our freight by
area, weight and delivery time, we are now getting better freight rates,
scheduled pickup and delivery times, and reduced truck traffic at the dock.
This also gives us the security of dependable freight carriers.”

6. Reduce throughput costs. ““We reduced throughput costs in and out of
the DC,” shares the senior logistics manager for a large company in Wash-
ington. “By changing pick/pack operations, we increased our lines per hour
by 30%, and the improved product handling sequence has reduced costs by
$200,000, while increasing productivity.”

7. Reduce order processing and communication costs. ‘““We reduced the total
cost per order by 50% compared to our previous fiscal year,” boasts the cor-
porate manager of logistics for a printing company in Kansas. “The total cost
was for material handling, receiving, inventory control, and shipping” (i.e.,
total labor divided by total orders = cost per order).

8. Reduce inventory obsolescence, damage, and pilferage. “We concentrated
our efforts on reusable plastic packaging material,” says the logistics manager
for a television-glass manufacturer in Pennsylvania. “Customer returns of
the pack were never tracked, so obsolete packs wound up in storage. Con-
sequently, we frequently purchased new packs only to have several truck-
loads returned from the customer or found at the warehouse. By imple-
menting tracking processes and measurements, we reduced annual purchases
by $3 million, overall inventory by $2 million, and warehousing costs by
over $100 million.”

“We now rely on reports that track material not used in more than 12
months,” explains the materials manager for a midsize company in Califor-
nia. “This has helped us identify $500,000 in obsolete inventory.”

“We have reduced our inventory 20% by working more closely with
sales in forecast accuracy, discontinuation of slow/nonmoving items, and re-
duction in aged inventory,” says the vice president of logistics for a meat
product company in Ohio. “We now reforecast and establish inventory-
level targets for each item every 30 days rather than 90 days, helping us to
control production and inventory balances better and to reduce the level of
aged inventory.”
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9. Have suppliers hold inventory. “Through our integrated supplier pro-
grams, our suppliers hold inventory until the actual requirement time,” says
the general manager of logistics for a large company in Georgia. “Now it’s
as if we control the inventory without having to hold onto safety stock in
our own warchouse.”

“Local suppliers hold inventory for us until delivery,” explains a traffic
manager in Maryland. “Freeing up warehouse space and freight savings, as
well as standardizing delivery, has saved us about $300 per delivery.”

10. Establish a foreign trade zone. “By implementing our manufacturing
site as a foreign trade zone, we have reduced costs by utilizing invested tar-
ift and not paying duties on finished product placed into commerce,” says
the director of logistics for a company in Oklahoma. “We have also been
able to reduce inbound cycle time by bringing foreign goods through ports
without delay from Customs processing.”

11. Make use of sophisticated technology. ““We have yet to implement it, but
when we do, our shipping management system will offer significant time
savings,” predicts the transportation manager for an industrial pump manu-
facturer in New York. “We will reduce errors in calculating freight charges
and 1in invoicing, and we will be able to improve customer service by cap-
turing shipping data (tracking numbers, freight rates, carrier, and the like),
which can be passed to the customer service organization to improve cus-
tomer relations.”

12. Improve communication with truck drivers. “We do business with a third-
party partner, who pays the total cost of a new radio/telephone system with
all dispatchers, drivers, and large customers,” says a logistics manager in
Utah. “This saves hundreds of dollars in downtime and duplicated services,
and everyone from drivers to dispatchers to the customers loves it.”

EicHT STEPS TO DETERMINE WHETHER YOU
SHoOULD MAKE OR Buy A WAREHOUSE
MANAGEMENT SYSTEM

Many companies approach an operational problem in the warehouse with a
“build versus buy” mentality. The usual argument is that the operation is
unique and thus that no packaged solution will be able to meet its needs. Too
often, however, internally developed solutions put firms on a path to doing
this wrong, only faster.
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Robert L. Olsen, project manager for Tompkins Associates (Raleigh,
N.C.; 800-789-1257), says that building a system with internal resources is
difficult to justify. His eight-step approach to purchasing, rather than build-
ing, a WMS has proven to mitigate risks and guarantee project justification.

Eight Steps Toward Purchasing a WMS

1. Start with a detailed examination of the operation with an eye toward
true business requirements. The objective is to document what results are
needed and examine every process step to determine the efficiency and in-
tent. Group common processes and determine how they can be addressed
consistently.

2. Evaluate the build versus buy decision. Several factors should be con-
sidered in this process. One is an analysis of available resources. Resource re-
quirements include knowledge of radio frequency (RF) terminals, wedge
scanners, electronic scales, bar codes, and automatic data collection (ADC)
systems. Interfaces to other technologies in the warehouse, such as convey-
ors, carousels, and pick-to-light systems, can also be factors.

3. Consider lost opportunity. The development of a WMS from scratch
requires a deep understanding of the operation’s work flow. Lengthy delays
in implementing the system result in lost opportunities for an improved op-
eration.

4. Consider the risk factors of the project. Historically, a WMS project
taken on solely with internal resources runs a high risk of failure. Using an
existing solution increases the opportunity for success. The use of outside
consulting resources in the planning and implementation phases of the proj-
ect, coupled with a detailed analysis and facility preparation, greatly in-
creases the success factor.

5. Consider the impact that the project will have on the overall facility.
A significant benefit of a WMS is the discipline that it instills within the
warehouse. The process dictates a specific work flow and accountability
through real-time data capture and directed task management. The work di-
rectives pace employee activity. Optimum movement throughout the ware-
house is controlled by issuing one unique task at a time.

6. Identify functionality. Functionality is the bottom-line factor that will
direct the decision for a WMS solution. Once the core functionality has
been identified, the needs of the organization can be compared to the capa-
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bilities either of an existing solution or of the ability to produce a suitable
software solution internally.

7. Consider cost factors. You must consider people who are already in
the payroll, which is offset by the lost opportunity factors in the justification
equation. Risk assessment of the internal group compared to the redun-
dancy of staffing suggests that the package solution significantly mitigates the
project risk.

8. Be aware of the issue of concept to delivery. Be aware of the possibil-
ity for the initial concept to diverge from the final product. Existing software
allows future users to examine the solution thoroughly, to the point of doc-
umenting work flows prior to final commitment. The risk and hidden costs
of internal solutions are difficult to justify by comparison.

Benchmarking Your Warehouse Management System

Olsen says that because management does not often uncover the results it
expected from a WMS, it is important to measure the system by productiv-
ity standards. This is calculated as a ratio of revenue to operating cost. Rev-
enue is the net cash flow—all cash received less returns and write-offs.

The second part of the equation is operational expense. It should in-
clude all daily operating expenses. The most obvious is direct labor (no over-
head). People who work in the warehouse (including supervisory staff)
should be included, as well as insurance and utilities associated with the op-
eration. These are often considered fixed assets, but increases in productiv-
ity can result in the reduction of overtime and a reduction in utilities as well
as insurance. Be sure also to include monthly expenses, such as maintenance,
leased equipment, and transportation costs.

Benchmarking for Justification

Using the productivity ratio will ensure that management sees how the or-
ganization compares to industry leaders. This helps in the initial justification
of a WMS project. As the project is initiated, the benefits can be measured
rather quickly as they will be reflected in the ratio. The most immediate re-
alizations will be lowered costs from a reduction in overtime and the reduc-
tion of reverse logistics transportation. Over time, adjustments in total labor,
utilities, and insurance will contribute to an improved ratio.

Before setting out on the benchmarking project, make sure you
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understand industry association guidelines to allow accurate comparison of
industry numbers. Seek out a benchmark organization for comparison—ei-
ther a sister company or an organization in another industry that shares com-
mon operational issues.

Finally, be aware that comparing last month’s figures to this month’s
numbers may initially be of value, but if you have any significant seasonality
in your business, averaging the numbers and comparisons to previous years
will provide a more accurate measurement.

NINETEEN TRAINING Tips THAT WirLL REDUCE
Logistics STAFF TURNOVER

Logistics managers who invest time and money in training programs find
that their employees opt to stay for at least 10 years. Nonetheless, we de-
tected a catch-22 in many of today’s logistics departments. Often, compa-
nies are reluctant to train operating personnel, thinking that if they do, the
chances that these employees will leave for better jobs increase. Thus, they
do not invest in their employees and then wind up with people who are not
qualified to do their jobs.

To help logistics managers make the best decisions about formalized
training programs, we present the highlights of an extensive study, The
Growth and Development of Logistics Personnel, by researchers at Mississippi
State University. This book describes competencies, job requirements, and
training needs for 22 logistics job families, ranging from the warehouse floor
to the executive suite:

* Logistics managers must create organizations that adapt quickly to
change and can add to the organizational knowledge base.

* Personnel training should develop a common view of the logistics
system and its role in the firm, share or expand job knowledge, and refresh
or enhance job skills.

* Logistics managers should leverage relationships with multiple train-
ing sources to meet the complex and diverse training needs of the logistics
organization.

* Firms offering employability and personal development attract a
larger, better-qualified pool.

* Logistics managers should view training as an investment, not as a cost.
The best organizations invest significant time, effort, and money in training.
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* Logistics managers should assure that they and their operating em-
ployees are prepared for changes that technology and competitive pressures
bring about.

* Top logistics managers must grasp strategic purchasing, inventory
control, and customer service issues as these functions increase in impor-
tance and change in organizational structure.

* Logistics managers must seek to train all employees at all levels, in-
cluding themselves, in communication and self~-management skills.

* Logistics managers should commit to formal training systems and
programs as key elements in creating organizational advantages. Organiza-
tions cannot afford to wait for employees to learn on the job and become
competent.

* Logistics managers will need knowledge-based technical compe-
tence, cross-functional experience, collaborative interpersonal skills, and
self~management skills to manage logistics organizations. Operating em-
ployees will require many skills currently associated with management as
firms eliminate organizational levels and assign more interpersonal tasks to
the warehouse floor, production lines, and the vehicle.

* Logisticians need structured, formal training because of the shortage
of fully prepared workers and the potential failure of unstructured, informal
training. Formal training shortens the time it takes an employee to become
competent in a task.

* Employees should be given a sense of growth and development. “If
employees don’t have a sense of growth and development, from you, they
will seek it elsewhere,” state the authors. “Where we once had a sense of
movement in organizations and the chance to climb the corporate ladder, we
no longer have that, so folks are willing to look for another job that does. If
you want them to stick around, pay them.”

* Employees deserve a little latitude. If you are like most of your logis-
tics peers, you probably have more people working for you than you used
to, and you probably do not have the time to keep looking over their shoul-
ders. Give them the tools to do their jobs.

* The exchange of accurate information should be accelerated. If your
employees do not know what is going on, they will not know whether they
are making good decisions.

 Training professionals or training managers should become certified
as trainers. The authors warn that you should not rely on videos to train per-
sonnel just because they are the easiest training method.
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* Jobs and people should fit each other. Make sure people are trained
for their real jobs.

* On-the-job training (OJT) is more important than on-the-job expe-
rience (OJE). OJT is a structured program and not what occurs in most or-
ganizations, state the authors. They add, “Most often, organizations fire you
into a swimming pool and tell you to figure things out for yourself.”

The authors conclude that OJ T brings people to competence four times
faster than does OJE. Additionally, 33% of those who learned from OJE
could solve problems in the operation, whereas 80% of those receiving OJ T
could solve the same problems.

Six STEPS TO SOLIDIFY SUPPLIER PARTNERSHIPS

The reality is this: Supplier partnerships are, at best, short-lived; most end
within three years. Yet according to Managing Logistics reader surveys, many
(almost half)) respondents continue to seek out and form new logistics part-
nerships. Essentially, they seek from the partnership what they cannot
achieve alone and, as a result, need to place a major emphasis on maintain-
ing partnerships with several key suppliers. The following sections present
ways to solidify these partnerships and in the process increase customer ser-
vice, reduce inventories, and minimize total operating costs.

Mutually Beneficial Relationships

Supplier relationship authority Tim Underhill, president, Underhill & As-
sociates (Tulsa, Okla.; 918-494-8085), says, “If a partnership is not benefi-
cial to your suppliers, and it’s not beneficial to you, it’s going to end.” The
idea is to form a relationship that is mutually beneficial. Underhill says to
“pick the ‘low-hanging fruit’ of a relationship, meaning consignment in-
ventory or reducing the number of transactions. This can typically represent
about 30% of the savings you can get from your suppliers.”

The real decision that logistics professionals must make is whether it is
worth their time and effort to go after the other 70% of the total savings.
“Those who have learned how to bring benefit to the supplier and them-
selves have had tremendous impact on their company’s bottom line,” says
Underhill. “Alliances are based on your ability to be more profitable,” he
continues. “You’'re not going to enter an alliance because you want to have
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this great relationship with a supplier; you want to do it for the bottom-line
impact.”

Removing Causes of Failure

Underhill says that there are four primary places where alliances fail over and
over again:

1. Failure to put together a good commodity /service plan. Do you understand
the risk you are facing? Do you understand the return opportunities you are
looking at? How is the supplier of that good or service going to drive down
your total cost of operation?

2. Failure to perform the proper evaluation. “Know what you want to ac-
complish and then select a methodology to measure it,” says Underhill.
“Evaluate your results and select the one that’s going to give you the best re-
turn on investment and meet your needs better than any other.”

3. Poor change management. Managing change is critical to the process,
yet it is often overlooked. “The problem is the people who have knowledge
and understand what’s to be done haven’t gotten the others to understand it,”
he says.

4. Lack of ongoing evaluation. “If you can’t measure your suppliers on a
total cost basis, it’s going to be tough to justify why you really have an al-
liance,” states Underhill. “If you can’t measure it, you don’t really have the
proof that the supplier is the best for the overall organization.”

Developing Service Alliances

Opportunities for service alliances should not be overlooked in this era of
partnering. Experts claim that much of what is true about alliances for mate-
rials may also be said about service alliances. In addition, selecting potential
service providers may be more of an art than selecting material partners is.

Be aware that service alliances differ in that fewer potential partners may
be available. This means that more relationships may have to be developed.
Pros recommend the following seven steps for developing a service alliance:

1. Identify suppliers that can benefit from the alliance. In many instances, the
greatest benefit to a supplier is that labor may be better used because the
buyer can assist with forecasting demand. Another advantage to service al-
liances is that the supplier may train employees for procedures specific to the
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logistics manager’s needs. However, it is essential to find suppliers who will
benefit from the alliance so that they will be motivated to ensure its success.

2. Develop a total cost model. The purpose of an alliance is to increase over-
all efficiencies, not simply reduce prices. However, service providers are often
small organizations, so it may be necessary to assist the provider in developing
a cost model. You can adapt the cost model used for materials for services.

3. Clearly define the roles of both parties. Both parties must be clear on
which company and precisely who within the company is responsible for the
various alliance activities.

4. Develop evaluation measures. The evaluation of a service alliance is sub-
jective, so it is important that the supplier understand the evaluator’s biases
and how best to work with them. Also, it can be helptul to develop a check-
list to assist the process. Joint collaboration of the development of the mea-
sures will ensure that both parties take advantage of the expertise and con-
sider both perspectives.

5. Establish formal communication systems between both parties. Again, it is
important that the communication procedures be agreed upon early in the
alliance discussions.

6. Continually evaluate service performance. Unlike materials, services can-
not be put on the shelf. Services are generally independent of each other and
may require independent evaluations. Although related to measurements
and formal communications, the recommendation is to communicate the
measurements among the parties. Also, the more frequent the evaluation,
the better. However, it must be balanced on number and complexity. Here
again, a primary difference between services and materials is that the service
provider is often being directly evaluated. Evaluating people is far different
from evaluating a product.

7. Develop problem-solving and dispute procedures. No alliance 1s without
some problems. If both parties know they have a vehicle by which their con-
cerns may be heard, they will probably be more willing to express their
viewpoints and suggestions.

WHERE OUTSOURCING Is CHANGING
PURCHASING’S RESPONSIBILITIES

Outsourcing remains a viable option for many companies today, and pur-
chasing professionals, more frequently, are at the center of these critical
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make-or-buy decisions. In fact, Michael G. Patton, president and CEO of
Corporate Strategic Services, Inc. (Columbus, Ohio; 614-760-9280), sees
this outsourcing phenomenon as transforming traditional buyers and con-
tract administrators into sourcing managers and administrators.

The What and Where of Value-Added

Of even more significance, purchasing professionals are being asked to iden-
tify core competencies within the company and to recommend where spe-
cific processes can be better managed and operated by external suppliers.

“By honing the core competencies of its suppliers, as well as looking
inward at its own core values, purchasing methodologies have adopted
outsourcing as a viable way to add value in the supply chain,” say Robert J.
DeFranco, EMC Corporation (Hopkinton, Mass.; 508-435-1000) and Mi-
chael D. Clark, Purchasing and Materials Consulting, Inc. (Yarmouth,
Maine; 207-846-4026).

“What may have begun as restructuring and cost cutting to simply save
money has become a sophisticated process of value-added operations that
blend more than one methodology,” they told a recent International Pur-
chasing Conference of the National Association of Purchasing Management
(NAPM).

A Caution Is Sounded

“Outsourcing essential services to external providers is all the rage these
days, and can be an appropriate action to take,” agrees Eberhard E. Scheuing,
CPM, APP, of St. John’s University (New York, N.Y.; 718-990-6770).

However, in his book Value-Added Purchasing: Partnering for World-Class
Performance (Crisp Publications), he advises purchasing professionals, “It is
wise to look before you leap.” Specifically, “If a decision is made to out-
source, the fixed cost that supported prior in-house production of the ser-
vice must be removed to reap the full benefits of this move.”

Furthermore, additional cost for service elements not contracted for
with the external provider may enter the picture. “After all, the price of a
product or service is not its total cost,” Scheuing reminds.

Other risks identified by Patton include “outsourcing contracts that are
so complex that companies have to hire consultants to evaluate proposals,
and long-term contracts with outside suppliers that are no longer competi-
tive.” He does offer an 11-point program to plan and launch a successful out-
sourcing initiative (see sidebar).
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11 Steps to a Successful Outsourcing Initiative

Success in outsourcing depends on having a clear vision, a defined corporate

strategy, knowledge of what it currently takes to deliver the outsourced com-

modity, what service levels must be met, and what it costs to meet them. Once

you have identified what is to be outsourced, take the following actions:

. Select your team. If you are outsourcing a complex product or service,

form a cross-functional team. The team leader would come from the
purchasing function. The other members of the team would be in-
dividuals that represent the product/service being outsourced or
those affected by the product/service being outsourced.

Understand your cost structure. Using tools such as expenditure analysis
and process mapping, detail the costs involved in providing this
product/service. Make a complete and detailed inventory of the var-
ious personnel, licenses, equipment, leases, facilities, and any other
resources, assets, and contracts that are currently required to produce
the item or perform the function being outsourced. Use metrics,
benchmarks, and other tools to evaluate existing capabilities and
costs of the function being outsourced. Include all conversion costs
for the function being outsourced.

. Develop service-level agreements (SLAs). Meet with the internal clients

that had provided this function and develop SLAs that define the na-
ture of the services as well as performance measurements, quality
levels, and other relevant metrics or key performance indicators
(KPIs) and any transfer pricing. Include baseline performance mea-
sures and the formula for measurement.

. Determine the length of the outsourcing contract. It is in the interest of the

purchaser to negotiate a shorter-term contract that provides ample
flexibility. Whatever the length of the contract, you should provide
a reasonable exit of convenience in case the relationship becomes
unmanageable.

. Develop a statement of work. This is the most critical portion of any

outsourcing agreement. This document should specify exactly what,
when, where, how, why, and by whom this function will be per-
formed and the manner in which this performance will be measured.

. Identify potential suppliers. Conduct preliminary due diligence on all

prospective suppliers before determining if you are going to out-
source. Determine how many companies can provide the function
you are planning to outsource, where they are located, and the geo-
graphic area that they can support.
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7. Identify internal resources. Identify all critical internal resources that
will stay with your company after the function has been outsourced
and who will help manage and administer the outsourced function.

8. Develop a strategic plan. Identify the long-term needs of your company
for the function being outsourced and incorporate these projected
needs into any outsourcing agreement.

9. Determine which outsourcing strategy fits best. It is important to review
and consider which options will fit best for your current environ-
ment and meet your long-range goals.

10. Develop a prequalification process. Develop a prequalification form and
have all potential suppliers complete it prior to determining your
candidate list. This form should provide relevant information re-
garding the capabilities of any potential company to provide you
with outsourcing services.

11. Have your facility inspected. Inspections of potential outsourcing pro-
viders should occur after your analysis of the prequalification forms
has been completed. On-site inspections of their clients where the
outsourcing company is providing functions should also occur, if al-
lowed.

Source: Michael G. Patton.

New Skills Required

It is obvious when reviewing the details of this plan that purchasing profes-
sionals who are becoming involved with outsourcing will require a new, or
an expanded, skill set.

Patton, also speaking at a NAPM annual meeting, recommends that
purchasing professionals “inventory the skills you need to eftectively de-
velop, manage, implement, and sustain an outsourcing program.” The “typ-
ical” new skills he lists include the following:

»  Contract development. One must have the ability to develop sound,
competent, comprehensive contracts that fully protect the organization
while being fair to the outsource provider.

» Contract administration. This 1s the most commonly overlooked and
underestimated area. In outsourcing, the significance of contract admin-
istration takes on a whole new meaning. It will not be successful if the
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purchaser assumes a passive posture. Therefore, all contracts should be ad-
ministered in a consistent and professional manner.

* Experience in cross-functional teams. It is extremely beneficial for pur-
chasing professionals to possess the ability to form, participate, and lead a
group of diverse individuals who are not as familiar with many of the strate-
gies and processes commonly used in contract development and negotia-
tions.

o Ability to manage relationships. Purchasing leaders must suppress their
egos and give credit to others rather than themselves for providing a service
more effectively or efficiently than they had been able to do in the past.

* Financial analysis. You must perform a financial analysis of all costs as-
sociated with the product being outsourced to then determine the potential
savings or additional or transferred costs.

* Process flow analysis. This will ensure that all processes that are in-
cluded in the acquisition of products and services outsourced are accounted
for and included in the development of the cost structure for outsourcing.

In concluding his remarks, Patton added, “Understanding where,
when, and how to successfully outsource will be one of the most important
business skills purchasing professionals will need for the future as you are
challenged to do more with less.”

E-FULrILLMENT Is KEY To THE LoGIsTICS
STRATEGIES OF ONLINE RETAILERS

What separates the e-retail winners from the losers is how well they fulfill
their orders. One prominent e-retailer, opening two new fulfillment centers
for a total of 1.9 million square feet of distribution and warehouse space, is
dedicated to “owning the customer experience,” says its chief operating of-
ficer. “Our new initiatives will dramatically improve our turnaround and de-
livery time and give us maximum flexibility in meeting our customers’ ship-
ping needs.” The facilities are modular and designed to accommodate future
growth.

Many other retailers, however, are choosing to outsource, drop ship,
and in some cases even purchase a firm with this expertise instead of trying
to build it themselves. Whichever approach you take depends on your spe-
cific needs. The following sections should help reveal which is best for you.
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Three Fulfillment Models

How well you meet customers’ shipping requirements depends on the ful-
fillment model that you choose. For optimum control over online cus-
tomers’ shopping, brand identity, long-term cost, and the fastest Internet
speed, it is best to bring e-fulfillment in-house. But beware of the draw-
backs—a large, upfront capital investment, a steep learning curve, and the
time to build and configure the fulfillment network.

Many Internet retailers who do not consider e-fulfillment to be their
core competency look outside for e-fulfillment expertise. Following are
three common ways in which Internet retailers can quickly begin fulfilling
orders:

1. Outsource to a fulfillment service provider (FSP). This makes a lot of sense
during the early stages of online selling because order volumes are typically
low and unpredictable. For an average of $.30 to $1 per order, an Internet
retailer can begin shipping orders through an FSP.

An increasing number of companies are positioning themselves as FSPs,
having spun off from established distribution companies, or are 3PLs target-
ing business-to-consumer customers. Examples are 3PECOM, Inc. (Port-
land, Oreg.), Connextions.net (Orlando, Fla.), Modus Media International,
Inc. (Westwood, Mass.), PFSweb, Inc. (Plano, Texas), SubmitOrder.com,
Inc. (Dublin, Ohio), GATX Logistics, Inc. (Jacksonville, Fla.), NFI Inter-
active Logistics (Vineland, N.J.), TNT Logistics North America (Missis-
sauga, Ontario), and USF Logistics (Long Grove, I11.).

Other FSPs are evolving from catalog or express delivery organizations
looking to take advantage of their existing fulfillment infrastructure: ASD
Systems, Inc. (Garland, Texas), Fingerhut Business Services, Inc. (Min-
netonka, Minn.), ].C. Penney Company, Inc. (Plano, Texas), Keystone In-
ternet Services, Inc. (Weehawken, N.J.), Federal Express Corp. (Memphis,
Tenn.), and United Parcel Service (UPS; Atlanta, Ga.).

However, if retailers become successful and order volumes increase dra-
matically, economies of scale move toward the owning of their e-fulfillment
infrastructure rather than outsourcing.

2. Drop ship from suppliers. A good way for Internet retailers to ofter
a variety of goods without holding inventory is to source everything
from individual suppliers and have them drop ship orders directly to cus-
tomers. This option offers the least amount of control but is scalable and
quick.
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3. Acquire expertise. If you want to maintain control over e-fulfillment
but lack the logistics experience, try buying it from someone who does. Dis-
tributors and mail-order houses have networks in place and years of fulfill-
ment experience.

Software Dedicated to Order Fulfillment

Another way to facilitate order fulfillment is to purchase dedicated software.
However, finding the right solution is proving difticult for some logisticians.

“Companies today are realizing the importance of fulfillment, but with
[software| vendors creating so much noise about their capabilities, compa-
nies are spending an inordinate amount of time simply trying to understand
what’s real,” says David J. Simbari, president and CEO at Optum, Inc.
(White Plains, N.Y.). In addition, many systems that currently exist do not
have the functionality to meet online requirements. Thus, a new breed of
software is being born.

Stand-alone order management systems (OMS) are attempting to fill the
void left by existing solutions such as ERP systems. The new OMS offers are
highly scalable and feature real-time multichannel order processing, in-
bound call center functionality, line-item independence, order personaliza-
tion, cross-sell and up-sell capability, order status visibility, product sourcing
optimization, and returns processing.

OMS vendors include CommercialWare, Inc. (Natick, Mass.), Galleon
Distributed Technologies, Inc. (Bellevue, Wash.), InterWorld Corp. (New
York, N.Y.), OpenOrders, Inc. (Newton, Mass.), OrderFusion (San Diego,
Calif)), and Yantra Corp. (Acton, Mass.).

Working in conjunction with the OMS is the WMS, which must be
highly scalable, flexible, and configurable, and must have intelligent deci-
sion-support capability. At a minimum, a WMS needs to execute the in-
structions sent to it by an OMS to prepare an order for shipment.

Given the low-order volumes currently moving through many e-
fulfillment operations, most WMS applications will meet the basic ware-
housing requirements of Internet retailers. Make certain that solutions that
offer advanced capability and functionality that extend beyond the ware-
house include cross docking, labor management, value-added services, and
reverse logistics.

A third software solution is the order fulfillment system (OFS) designed
specifically for e-fulfillment. AMR Research, Inc., says that it should in-
clude supply chain executive management, real-time, available-to-promise,
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and supply chain reoptimization functionality. “Only such a tightly inte-
grated suite will provide Internet retailers the real-time inventory visibil-
ity, order control, and customer service levels they need to satisfy their in-
creasingly demanding customers,” says Chris J. Newton, analyst at AMR
(Boston; 617-542-6600).

A Change In Management Style

Satistying online customer demand also requires management skills. AMR of-
fers these suggestions for altering your style and your company’s online image.

o Think of yourself as an online logistics company. Success in Internet re-
tailing is determined more by the ability to deliver on-time, complete orders
than by marketing and merchandising skills. Even if order fulfillment is out-
sourced, you still need an understanding of the logistics of fulfillment.

»  Approach e-fulfillment as a process, not as a series of tactical operations. Ef-
fective order fulfillment requires a comprehensive plan for business processes
and information technology. The traditional business model of functional
handofts between autonomous business units will not work in Internet com-
merce.

* Do not overlook employee training. In the rush to get to market, there’s
a strong temptation to skimp on training. Online customers expect high lev-
els of customer service. Make sure your customer service reps and ware-
house personnel have the proper skills and I'T training to ensure a quality ex-
perience for your customers.

* Remember that Internet retailing is not a vertical industry. When selecting
a WMS application for your fulfillment center, choose from vendors who
specialize, through product functionality and domain knowledge, in your
vertical industry.

»  Avoid making short-term system decisions. Although a WMS application
that meets 60% of your functional requirements will enable you to ship or-
ders, it could cripple long-term success. Make sure that your WMS applica-
tion can grow and adapt to changes in your business.

* Reward suite vendors. Pursuing a best-of-breed strategy runs counter
to speed-to-market requirements. Selecting vendors offering several com-
ponents, even if not a complete system, can reduce integration time and
costs, gain a higher level of system interoperability, and encourage contin-
ued development toward a true OFS suite.
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CEOs Now Look 1o LoGgisTics MANAGERS TO
TurRN CUSTOMER SERVICE AROUND

Where will America’s fastest-growing companies be placing their attention
over the next year? That was the question PricewaterhouseCoopers, Inc.,
asked CEOs in the product and service sectors. The two leading answers
were customer service and cost control (see Table 1-5.2) and that CEOs ex-
pect logistics managers to pull all the pieces together. “The responses indi-
cate that people are getting back to basics with respect to business,” says Lee
Durham, middle market manager for assurance and business advisory ser-
vices at PwC (New York; 212-259-4496). “Customer service is more im-
portant because of competition, which will accelerate as the economy be-
gins to tighten. The same goes for costs,” Durham continues. “Sales growth
may be slowing, so it is now time to get costs under control.”

To perform better, Durham believes that many executives are looking
to logistics managers to turn things around. “Logistics managers should con-

centrate on all the processes that touch the customer, from delivery to
billing.”

Suppliers Are Closely Linked to Customers

This is the path that Computer Centerline (Greensberg, Pa.), a small com-
puter equipment installer for the education sector, is following. Company
CEO Rich Mazza reports that the operations manager is expected to forge
stronger relationships with suppliers to ensure that customers receive their
orders on time.

The problem is that there is not a single strategy in place for all orders.

Table I-5.2 Priorities of Trendsetter Companies over the Next 12 Months (%)

Product Service
Companies Companies Total
Customer service 82 79 81
Cost control 74 70 72
Innovation 49 57 53
Competition 44 42 43
Time to market 37 45 41
Shareholder value 22 30 26
Regulatory compliance 15 19 17
Globalization 10 10 10

Source: PricewaterhouseCoopers.
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Each order is planned differently in how it will be fulfilled. “We might get
one order from a school for five computers and another order of several hun-
dred computers for an entire district,” explains Mazza. “How we fulfill that
order depends on our vendors and their logistics operations. Unfortunately,
we don’t get a lot of cooperation from our suppliers.”

Mazza says that suppliers are also not cooperative when it comes to sat-
istying particular customer requests. For instance, a customer may want cer-
tain software installed on the computer or may request a specific delivery
date. “To ensure that we respond to those requests, we have to dangle that
possible order in front of the vendors like a carrot to get them to comply,”’
says Mazza.

The constant struggle with suppliers is causing Computer Centerline to
revamp its vendor strategy. Mazza explains, “We now work with three in-
dependent manufacturers, and none meet our customers’ needs. These ven-
dors are tying our hands because we are only as good as they will let us be.
So, we are considering having our machines built by just one company. We
hope this will allow us to meet our customers’ standards and work toward
developing partnerships with the schools so that we can figure out how to
serve them better. We want the customers to feel they are a part of our busi-
ness and dictate to us how to proceed.”

Better People Equals Cost Control

Just as people are at the core of Computer Centerline’s customer service strat-
egy, so too are they at the heart of cost control (see sidebar). Mazza strongly
believes that the number one way to control costs is better people. “They
make our business go,” he says. “Hiring cheap help costs money, so we have
made it a practice to pay more through bonuses and our employee-owned
formula. Offering low wages can really hurt you.”

In addition to better wages, James A. Tompkins, president of consulting
firm Tompkins Associates (Raleigh, N.C.; 919-876-3667), recommends of-
fering gimmicks as a way to gain and maintain skilled workers. “Consider
raffling off a car every six months for those who have perfect attendance,” he
says. ““You have to keep coming up with new schemes to make it a positive
experience to come to work.” You might also consider reconfiguring shift
schedules to three 12s or four 10s to better fit with individuals’ preferences.

In addition to the cost of keeping skilled labor around, CEOs are also
concerned about the rising labor costs associated with customer demands
for order consolidation, value-added services, and same-day delivery. “The
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The Cost of Customer Service

Douglas M. Lambert, professor of marketing and logistics at the University of
North Florida, draws a clear parallel between customer service and cost con-
trol in the second edition of The Warehouse Management Handbook, published
by Tompkins Press. Each of the following elements of a customer transaction
should be managed closely to meet demand and control cost.

1. Stockout level. Stockouts should be recorded by product and by cus-
tomer to determine where problems exist. When stockouts do occur, arrang-
ing for suitable product substitution or expediting the shipment when the
product is replenished can maintain customer goodwill.

2. Order information. The ability to provide the customer fast and accu-
rate information about the status of inventory, orders, expected shipping and
delivery dates, and back orders is essential.

3. Elements of the order cycle. It is important to monitor and manage each
component of the order cycle—from order entry to delivery—to determine
the cause of variations.

4. Expedition of shipments. Because expedited shipments are costly, deter-
mine which customers qualify. This should be based on how much individual
customers contribute to the manufacturer’s profitability.

5. System accuracy. Mistakes can be costly. Errors should be recorded as a
percentage of the number of orders handled by the system.

6. Order convenience. This refers to the degree of difficulty a customer ex-
periences when placing an order. An appropriate performance measurement
is the number of errors as a percentage of number of orders.

7. Product substitution. Manufacturers should work closely with cus-
tomers to inform them and gain their consent to make a substitute.

SKU proliferation, increased warehouse space, and amount of labor re-
quired to carry out these tasks add cost to the network,” says Tompkins.
“Some trendsetter firms may wind up installing automation to perform the
activities as it is cheaper in the long run.”

The Role of the Internet

Leading-edge firms also benefit from the Internet and from the role it plays
in cost control and customer service. “In my view, all entrepreneurial busi-
nesses can benefit greatly from focusing on customer service and cost con-
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trol,” says Steve Hamm, managing partner for PwC’s middle market advi-
sory services. “Each factor is of importance on its own, and both combine
synergistically in our Internet economy.”

Hamm believes that the Net offers customers speed, convenience, and
access, and businesses can better adapt to customer needs through analysis of
online ordering patterns. “Likewise, businesses can gain new control over
costs by linking the Net to their back-end operations,” Hamm continues.
“B2B [business-to-business| auctions and purchasing consortia are explod-
ing in number and offer significant savings. In addition, e-networking with
strategic partners and subcontractors can greatly improve operating effi-
ciency.”

Four WAayvys To END A LoGgisTtics OUTSOURCING
RELATIONSHIP ON THE RiIGcHT FooTt

According to the Outsourcing Institute, 55% of all third-party partnerships
fail within five years. Too often, this premise is ignored in the initial out-
sourcing contract, and what should be a business-like agreement between
parties turns into an adversarial struggle and an operational disruption for
those involved.

A recent book from the CLM (Oak Brook, Ill.; 630-574-0985), Logis-
tics Outsourcing: A Management Guide, by Clifford F. Lynch, offers advice on
why contracts need to be terminated and how to bow out of an outsourc-
ing agreement gracefully (see sidebar).

Strategic Terminations

There are several strategic reasons for an outsourcing relationship to end.
Even successful alliances sometimes terminate when the interests and focuses
of the parties change. Here are some examples:

*  Mergers and acquisitions. This can result in a combined firm having
more distribution locations than it needs. One leading U.S. firm operated in
14 DCs for over 20 years and then found itself with over 200 facilities
as a result of three acquisitions. Although most of the operations were out-
sourced, well over 150 contracts had to be terminated as the network size re-
duced. Because of the full disclosure with which the firm conducted its
termination negotiations, there was little difficulty in ending the relationships.
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10 Rules to a Beneficial Outsourcing Relationship

1. Develop a strategy for outsourcing. Outsourcing should always be care-
fully thought out and measured against an in-house solution. This will help
identify relative strengths and weaknesses for each alternative. Include the
provider in the process from the beginning.

2. Establish a rigorous provider selection process. Check industry sources, ex-
isting clients, and financial health. Carefully analyze management depth,
strategic direction, information technology capability, labor relations, and
personal chemistry and compatibility.

3. Clearly define your expectations. A number of outsourcing relationships
have been unsuccessful because of unrealistic expectations. Providers are of-
ten asked to submit bids based on inadequate information about volume, size,
and frequency of shipments. Companies, on the other hand, lack accurate or
detailed knowledge of their own logistics activity. Such inaccuracies result in
providers’ developing costing for, and committing to, arrangements that do
not reflect reality.

4. Develop a good contract. Provide incentives to improve operations and
productivity with both parties sharing the benefits. Clearly spell out obliga-
tions, expectations, and remedies.

5. Establish sound policies and procedures. Give the service provider an op-
erating manual. Ideally, the manual should be developed together and contain
all policies, procedures, and other necessary information for the efficient op-
eration of the outsourcing arrangement.

6. Identify and avoid potential friction points. Both parties are usually aware
of friction points that may arise. Identify them in advance and develop a pro-
cedure for dealing with them.

7. Communicate effectively with your logistics partner. Failing to do this is a
major cause of a failing relationship.

8. Measure performance and communicate results. When setting up a rela-
tionship, clearly identify, agree upon, and communicate standards of perfor-
mance and measure performance regularly.

9. Motivate and reward providers. Compliments, recognition, awards, tro-
phies, and dinners are all proven motivators. Do not take good performance
for granted.

10. Be a good partner. Your provider’s ability to serve you and your cus-
tomers often can hinge on your own performance (or lack thereof).
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Some of the providers even agreed to early terminations without pen-
alties.

Change in corporate or logistics strategy. This can result from realignments
of product offerings, target markets, or ordering and shipping philosophy.

*  New providers. If the operations are continued at all, they will be com-
bined with those of other providers. In such cases, it would be helpful to
have the old and new providers work together during the transition. Reward
the provider for a smooth transition with bonuses.

Performance-Related Terminations

The most difficult relationship terminations are those that result from the ac-
tual or perceived failure of the provider to perform in a satisfactory manner.
There are two basic methods of terminating a relationship for performance
deficiencies: failing to renew an agreement on its expiration date and termi-
nating early under the failure to perform provisions.

»  Contract expiration. If at all practical, it is best to see an arrangement
through to its normal expiration date, making it unnecessary to prove per-
formance deficiencies and eliminate penalties and legal proceedings. How-
ever, the contract should prescribe how to carry out an early termination.

* Early termination. It is important that the relationship manager keep
the provider well informed about problem areas and the consequences of not
getting them resolved so that by the time a probationary period is declared,
it will come as no surprise to the provider.

The contract should clearly state how the notice of dissatisfaction will be
rendered and allow a reasonable time for the correction of deficiencies. If
they are not corrected within the given timeframe, it will be necessary to
give the provider a notice of termination.

There are six basic principles that should be remembered when termi-
nating a relationship early:

1. Do not act impulsively. Before the first notice of unsatistactory perfor-
mance is rendered, a contingency plan should have been developed and
communicated to the managers within the client firm.

2. Include the new provider in the planning process. It the operations being
terminated are transferred to another provider, involve the new provider
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early in the planning process. Include a timeframe for an orderly transition
and determine how much volume could be transferred on shorter notice.

3. Develop alternative distribution points. If a total breakdown occurs be-
fore the new provider is ready to assume operations, optional shipping points
should be available. Other DCs can handle additional volume over the short
term, and contingency plans should be developed for doing so. Be sure that
adequate labor, equipment, and inventories are available.

4. Communicate internally. Keep marketing, sales, and other managers in-
formed of developments. They can help minimize customer issues. As a lo-
gistics manager, acknowledge to others that the outsourcing relationship
went bad and that you are taking appropriate contingent and corrective ac-
tion.

5. Try not to become emotional. The client managers should maintain
equilibrium and handle the myriad of details in a professional manner.

6. Break clean. When it is over, it is over. Learn from the mistakes that
were made and carry on to make the new relationship successtul.

Emotional Terminations

Some logistics outsourcing relationships are terminated when there are no
good business reasons for doing so. This will happen with changes in client lo-
gistics management. New managers may feel more comfortable with providers
that they have dealt with in the past. In other instances, provider managers may
change firms, and clients will want to follow them to their new affiliations.

In situations such as these, expect the worst. In some cases, the new
provider has been sued, and there is a potential to get caught up in disputes
between employees and employers. Lynch warns that the client should be
cautious in entering transactions where personalities are the determining
factor.

Terminations for Cost Reasons

In some instances, a provider who renders very satisfactory service simply
becomes too expensive. When this happens, the client may turn the opera-
tion over to a new provider or bring it back in-house. Since there are no per-
formance issues, these terminations almost always occur at the end of the
contract term and are much less adversarial.

Such terminations should be carefully considered. Make sure that there
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are valid comparisons between the acceptance of the existing provider’s new
increased rate structure and the cost of not accepting it. When the costs of
relocations, training, and executive distractions are considered, the rate in-
crease may be the low-cost alternative.

CounNciIL OF LoGgisTICS MANAGEMENT PLACES
INVENTORY CONTROL AT CENTER OF
LogisTtics PROFESSION

There is no more accurate barometer of the current state of the logistics pro-
fession and the logistics professional than the The Ohio State University Sur-
vey of Career Patterns in Logistics. Bernard (Bud) J. La Londe, professor emer-
itus at OSU (Lalonde.3osu.edu), developed the annual survey almost three
decades ago. Career Patterns polls senior U.S. logistics and supply chain ex-
ecutives who are current members of the CLM, and it is not only a reliable
and credible benchmark but also an accurate prognosticator of events still to
come.

The State of Logistics

In this respect, The Ohio State University Survey of Career Patterns in Logistics,
co-authored by La Londe and Terrance L. Pohlen of the University of North
Florida (Tpohlenunf.edu), does not disappoint. Among the highlights, which
were presented at a recent CLM Annual Conference are the following:

o Inventory management remains a critical area of responsibility for logistics ex-
ecutives. Almost four out of five (77.6%) respondents mention inventory
control as an area of responsibility (see Figure I-5.1). This ranks right behind
the more “traditional” responsibilities of traffic management (94.0%), ware-
housing (91.4%), and plant/warehouse location (87.9%). However, Pohlen
notes the steady increase in international logistics and order processing/en-
try. “International is up significantly over the last five years, reflecting the
globalization movement in the U.S.,)” he observes.

Another interesting development is the increase in order processing,
which has also become a logistics function. “This reflects the continuing
trend of the consolidation of a lot of previously independent functions, such
as production planning, scheduling, and capacity planning, all under logis-
tics,” Pohlen reflects.
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Figure I-5.1 Inventory Control Remains a Significant Responsibility for
Logistics Management
Source: The Ohio State University 2000 Survey of Career Patterns in Logistics.

o The population of women in logistics is growing. Respondents to the sur-
vey were 89% male and 11% female. This closely parallels CLM member-
ship, which is estimated at about 10% female. It also reveals the growing in-
fluence of women in logistics (see sidebar). Three years earlier, for example,
the survey respondents were 95% male and 5% female.

*  Logistics is becoming more centralized. The corporate structure of logis-
tics still reflects a combination of both divisional and centralized activities.
The combined format is used by 46% of the respondents. “Over the last sev-
eral years, the combined organizational form has been the most widely used,
while the centralized approach to logistics organization has grown in im-
portance,” observes La Londe. The survey finds that 23% of the respondents
report that logistics functions are centrally organized. The number of firms
reporting logistics as part of each corporate division or as a separate logistics
division has decreased.

o Welcome to the supply chain management department. When classified ac-
cording to department, fewer respondents worked in logistics than in distri-
bution three years ago. Now, 52.3% of the CLM respondents worked in lo-
gistics, 14.6% in distribution, and 12.1% in supply chain management (up
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How Women in Logistics See Themselves, Their Jobs,
and Their Profession

Representing an estimated 10% of the membership in the CLM and growing
numbers in undergraduate and graduate logistics programs, it is a slam dunk
that women will play an increasingly important role in logistics.

That’s why Martha C. Cooper at OSU (cooper. 7osu.edu) developed the
Career Patterns of Women in Logistics survey four years ago. Despite its short his-
tory, the annual survey presents many insightful and valuable conclusions
about female logistics executives.

Cooper polls women members of the CLM. She cautions her audience
to “avoid generalizing the results of this survey,” as it is a biased sample that
may not represent the general population of women in logistics. In our opin-
ion, Cooper’ findings have great relevance in defining the role, responsibili-
ties, and attitudes of women in logistics. The following come from the find-
ings in the 2000 Career Patterns of Women in Logistics:

About Themselves

* Most respondents are 30 to 50 years old (79.8%); 7.6% are under 30,
and 12.6% over 50. Two-thirds are married, and 23% have never been mar-
ried.

* Half the respondents (51.8%) felt that it was “difticult” or “very difti-
cult” to balance a career and family. Less than one-fifth (18.3%) felt it was “not
difficult at all” or “not very difficult.”

* The highest degree attained was an undergraduate degree, but few are
in logistics. A large proportion of the respondents had graduate degrees, and
the MBA was the most frequent graduate degree.

About the Work Environment

* By job title, the largest category is manager (40%), followed by direc-
tor (23%), vice president (13%), and analyst (9%). Only 2% head their organ-
1zation.

* Almost one in three (32.1%) have direct responsibility for logistics

functions; 23.7% have advisory responsibility, and 44.2% have direct respon-
sibility for some logistics functions and advisory for others.

* Female logistics executives spend an average of 51.2 hours on the job,
three-quarters of which is in the office. Respondents also travel, spending an
average 37 nights away from home and taking 1.5 international trips per year.

(continued)
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* Female executives have a participative (52.1%) rather than a directive
(15.5%) management style, but 32.5% felt it was more of a combination. They
are much more likely (65.9%) to facilitate decision making rather than directly
telling subordinates what to do. One-quarter felt they use a combination of

both.

About the Profession

* Most respondents (75.5%) are satisfied with their current positions
and feel that the opportunities for building a sound professional career in lo-
gistics are better (90.4%) today than every before.

* Respondents indicated that what they like best about logistics are that
it utilizes different areas of expertise, that it is a fast-paced environment, and
that it is challenging. They also felt that they can make a difference and inter-
act with other functions, that there is customer contact, and that there is an
opportunity to train and be taught.

* Respondents least liked the lack of understanding of logistics by top
managers, the stress, the high concentration of males in the field, the need to
keep up with the constant changes, and the long hours.

* Contributing most to respondents’ success was both the analytical
skills that are job-related as well as the “softer” management and personal
skills. Dedication, hard work, and determination ranked first (see Figure
I-5.4). Having a good education in logistics or operations was also a plus.

from just 5% in 1998). Although the current survey finds “stability” in the
logistics department (52%), supply chain management reporting relation-
ships (17.7%) enjoyed another large increase.

International Focus Becomes More Dominant

These emerging trends are also reflected in the “degree of authority” that
the respondents have over each logistics activity (see Figure [-5.2). For ex-
ample, the activity with the highest ranking of direct authority in the latest
survey is international logistics (90%).

Only last year, international logistics (68% direct authority) lagged far
behind general management (82%), traftic management (80%), warehousing
(80%), plant/warehouse location (73%), and packaging (70%). Meanwhile,
in the latest OSU survey inventory control moved to 78% direct authority,
from last year’s 64%, showing a renewed focus on inventory management.

Logistics executives, when asked about the amount of time they spend
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Figure I-5.2 How Logistics Executives View Their Areas of Responsibility
Source: The Ohio State University 2000 Survey of Career Patterns in Logistics.

of specific activities, reported that they devote the most to traffic manage-

ment, general management, and warehousing (see Figure 1-5.3). Interna-

tional logistics and inventory control each account for 7.8% of the logistics

executive’s time.
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Source: 2000 Career Patterns of Women in Logistics.

E-Commerce Is the Future

If the respondents could return to school for a period of 90 days, 21% re-
ported that they would select a curriculum in information systems/technol-
ogy; 16% selected e-commerce; and 15% mentioned global business pro-
cesses. “This shifting response from earlier surveys shows the dominance of
information technology and e-commerce as learning needs for contempo-
rary logistics and supply chain executives,” La Londe concludes.

This emphasis was reinforced by a question on the future of logistics
and factors that will influence its growth and development. E-Commerce/
e-business (34%) outpaced the field, with supply chain management integra-
tion (26%) and international (10%) cited as the most influential factors.

Complete copies of The Ohio State University Survey of Career Patterns in
Logistics can be downloaded from the CLM Web site (www.clm1.org), or
from La Londe’s Web site (fisher.osu.edu/scmrg).
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SEQUENT COMPUTER SYSTEMS REVEALS NINE
SECRETS OF ITs LOGISTICS STRATEGY

The team approach to developing a business strategy is often taught in MBA
programs but rarely used in the real world. One logistics manager, however,
has been uniquely successful in realizing its theoretical potential. Since com-
ing on board with its strategic emphasis, Martha H. McMahon, worldwide
logistics manager at Sequent Computer Systems, Inc. (Beaverton, Ore.;
503-578-7580), declares that the team approach has been responsible for
toppling logistics costs by one third while improving inventory velocity and
reducing inventory overall.

Keys to Sequent’s Success

1. Strong logistics teams. The team has a manager who reports to McMa-
hon. Among the team members are the corporate distribution manager, cus-
tomer service logistics manager, and representatives from the import staff,
export staff, and traffic staff.

McMahon also serves on the team. “We frequently bring in consultant
members from other Sequent organizations, such as accounts payable, com-
puter applications, warehouse staff, packaging commodity manager, and in-
ternational subsidiary logistics staft,” she explains.

2. Keeping few suppliers. Sequent’s shipping is primarily by air, without
ocean or rail transport. There is a little LTL. “We have a narrow supplier base
with our logistics providers,” she noted at a recent Proven Performance Met-
rics in Logistics conference (Institute for International Research, New
York). “We try to increase business with existing providers to keep the num-
ber of providers limited.”

3. Creating commodity teams. The commodity team is responsible for the
logistics supplier and evaluation process. The formal process begins with the
request for quote. “We try to keep this down to less than five potential sup-
pliers quoting,” she explains. Commodity team members conduct the eval-
uation. The process includes supplier presentations and site visits. Where
appropriate, the team is extended to include members from Sequent’s inter-
national subsidiaries.

4. One provider, one service. Sequent prefers this arrangement. This
includes one courier, a single international airfreight forwarder, one
heavyweight air carrier, and an LTL provider. Also, Sequent prefers single
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providers for small-package domestic and international air, 3PL for ware-
housing support service, and van lines.

A small supplier base also improves the quality of supplier manage-
ment, she maintains. “We have the benefit of receiving special considera-
tion from our suppliers, which fall into a variety of categories,” she con-
fides. As an example, she mentioned the UPS strike. “There was no impact
to our pickup and delivery time.” Nor was there inventory buildup on
their shelves.

“One benefit of a limited supplier is that it really minimizes supplier
management cost and enables us to better control inventory,” McMahon in-
sists. “We focus our energy with the supplier who has a major impact, in-
stead of spreading ourselves over a large supplier base.” Further, with some
of the suppliers, Sequent serves as a beta site to prove out a new technology.
For instance, she tells of utilizing a new tracking system that “wasn’t quite
on board yet,” for the supplier’s other customers.

5. Favoring long-term contracts. “Our formal, written, multiyear contracts
are typically for a period of three years,” McMahon notes. This has protected
Sequent from annual price increases. However, she notes, “We also bench-
mark in the second year of the contract, so we know that our rates are still
competitive within the marketplace.” The team’s goal is to be in the first
quartile of the competitive pricing that they benchmark.

6. Meeting with all suppliers. “In our formal logistics supplier manage-
ment process, we have regularly scheduled meetings with our providers,”’
says McMahon. “We produce an annual calendar each year that specifies
when all meetings will be conducted.” This includes all quarterly reviews
and the semiannual executive performance reviews. “Here, our executives
will meet with the appropriate supplier executives to discuss the state of our
mutual business relationship,” she explains. Further, a supplier report card is
prepared for this meeting.

7. Importance of performance metrics. “We have quarterly goals that are es-
tablished for each metric. They are in writing and agreed to by the suppli-
ers and ourselves,” McMahon explains. “The team notes the results of each
performance measure each quarter and rates each as ‘exceeded,” ‘met,” or
‘did not meet expectations.”” Typically, the report will have between 15 and
25 monitored expectations. The logistics commodity team tracks the trends
and documents all aspects of the relationship.

Following are some unique aspects of some of the individual perfor-
mance metrics.
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*  On-time delivery metrics. “We tailor on-time delivery metrics to that
provider since each is different and provides a different type of service,” she
maintains. In addition, the only failures allowed for on-time delivery are air-
port closures related to weather. “We generally don’t allow for weather or
mechanical failures.”

Her biggest problem is achieving 100% on-time delivery across the
board. “Some segments of it, in small-packaging LTL, for instance, achieve
it,” she notes. “However, our major challenge is to bring that level of activ-
ity up to above 99% on a consistent basis so we can focus our time on other
things relating to what happened to that shipment.”

*  Quality metrics. “We use written closed-loop corrective action, and
our report cards monitor the number of corrective action forms that are is-
sued and the response time of the supplier,” McMahon explains. “Our chal-
lenge now is to get the long-term corrective actions into place.”

*  Customer service metrics. “Here we have a much more subjective team
assessment of supplier performance,” she offers. They look at the response
time from the supplier’s staff, such as pickup and delivery timing. There is
also a “very soft” metric, and that is whether the supplier is flexible in meet-
ing Sequent’s needs. “Sometimes we’re a really challenging customer,” she
acknowledges. “But we discuss this with our supplier and work with them
to make sure they are able to meet our demands.”

»  Cost performance metrics. “We spend a great deal of time looking at the
cost drivers,” says McMahon. “We attend seminars with our suppliers and
work with them on a cost driver analysis.” They try to identify the elements
of cost that can be jointly worked on to decrease the total cost to the corpo-
ration. “We even have a specific cost reduction initiative in place where
we’re looking at everything from actual rates to the things we may be doing
that suppliers point out to us that are not cost-effective,” she details.

8. Logistics supplier feedback. How are we doing as a customer? That is an
important question Sequent asks of its suppliers. “We ask our suppliers to as-
sess performance,” McMahon offers. “However, this is a challenge for them.
Typically, they’re conservative and nervous expressing what they really
think.”

McMahon and the logistics team try to be supportive of the feedback
process. “We encourage them, and we frame the approach as, “What are we
doing that makes sense? What drives you crazy? How can we fix it to-
gether?”” After a slow start, she acknowledges that “we’re now starting to get
meaningful feedback from suppliers.”
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9. Logistics team goals. “A quarterly performance metric we do on our
team is to ask ourselves, ‘How are we doing as a team managing the logis-
tics needs of the corporation?” And for our logistics commodity team we
have annual program goals.” For this year the goals are the following:

* On-time delivery: 97%
* Quality: Less than five claims per quarter for the entire supplier base
* Cost: 98% of logistics expenditures with preferred suppliers

* Quarterly performance reviews

How SPRINT CALLED ON LoGgisTiICS MANAGERS TO
SurPoRT NEw PrRoODUCT LAUNCHES

Logistics managers are now playing an increasingly important role in how
new products are launched. Sprint PCS, for example, recently engaged its
logistics experts in several intense product launches over the past five years,
particularly in the area of telephone calling cards.

According to Gary Mendez, manager of prepaid card logistics for Sprint
in Kansas City, this step has helped put the company and the product in a
strong marketing position. For those looking for some tips on how to get in-
volved, Mendez addressed these issues at a recent Logicon Conference.

Understanding the Customers

It is important to recognize who your customer is and how your product is
being sold to the final consumer. At Sprint, for example, the consumer is the
card user, whereas Sprint’s actual customer is the entity who purchases the
card for resale to that consumer. Typically these are drug and grocery stores.
“We can best meet consumer wants by exceeding customer needs,” says
Mendez. “This involves making sure that the product is available for the
consumer at all times.”

He adds that it is also important to recognize customers’ pressures. For
instance, Sprint’s retail customers face large drivers in their business equa-
tion, such as pressures from competitors like Wal-Mart. “Pressure from these
mass merchants forces our customers to go to market with a format that of-
fers lower prices to the consumer. Fortunately, there are tools out there now
that are allowing our customers to compete in new ways, such as efficient
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consumer response [ECR].” Mendez believes that ECR is allowing grocers
access to accurate and timely information that supports their logistics deci-
sions. “ECR reverses the approach to product flow. Conventional methods
push product through the system, but ECR is demand driven. Product flow
is driven by consumer demand, needs, and purchasing patterns. Card sup-

pliers can now know exact consumer demand based on point-of-sale data.”

Bump Up Your Marketing Skills

Mendez says that it is critical for logistics managers to create demand by di-
rectly targeting consumers. “Create brand awareness and educate consumers
and retailers. Encourage product use and have a product that consumers
want to use repeatedly.” Tactics include media support, point of sale mate-
rial, understanding product attributes, and micromarketing. “We used to of-
fer free sample calling cards on cereal boxes to build consumer awareness.”

Mendez says that micromarketing puts you in a position to know exactly
how your product is used right down to retailer and region of use. “It helps
establish corrective actions to be taken. For instance, we may find that low-
end product denominations ($5 and $10 cards) are going out the door faster
in a certain region and that higher-end denominations ($100 cards) are not
selling at all.”

You also want to make certain that the supply chain presents an oppor-
tunity to develop a competitive advantage. Leveraging the principles of
ECR to maximize delivery efficiency, a sound inventory processing system,
and retail sales coverage are proven tactics to gaining competitive advantage.
“An automated inventory management system gives point of sale informa-
tion that allows us to track demand. That helps set up inventory levels with
each retail customer.”

RITE AiD OUTSOURCES REVERSE LOGISTICS TO
Focus oN CORE BUSINESS

Processing returned goods is a time-consuming (and non-value-added) ac-
tivity for logistics managers. That is why many are looking to turn the func-
tion over to a third party. Take the case of Rite Aid Corp., which has been
handling all returned, damaged, and discontinued merchandise for its 3,800
stores nationwide. As the organization grew through a series of acquisitions,
the reverse logistics process became inconsistent and decentralized, explains
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Kevin Sheehan, president and CEO of Processors Unlimited (Dallas; 972-
980-7825), a logistics subsidiary of USFreightways Corp. “As the company
continued to expand, it made sense to look in the market for an outside
company to coordinate returns processing,” says Sheehan.

Rite Aid selected Processors Unlimited for the job, says Amy Johnson,
director of public relations at Rite Aid. “Processors Unlimited services some
of the largest drugstore chains in the industry today; they know our prod-
uct, the vendors, and obviously know reverse logistics.”

Under the agreement, Processors Unlimited will work with Rite Aid
suppliers to dispose of and account for damaged, defective, outdated, dis-
continued, and recalled merchandise, previously shipped to Rite Aid stores.

A Low-Cost Solution for Rite Aid

By centralizing returns processing, a single strategy could be applied to all
Rite Aid locations, explains Sheehan. If an item is recalled, it is pulled from
the store shelves and placed in storage within the store. Items returned or
damaged are also placed in storage until a delivery is made to the store. When
the delivery truck is unloaded, the returned goods are then loaded onto that
same truck and taken back to the Rite Aid DC. The items are cross-docked,
and a truckload shipment is sent to one of three Processors Unlimited facil-
ities for processing.

Each item is scanned for data collection. Based on that information,
items are sorted into disposition categories—they are either disposed of,
given to charity, shipped to the original manufacturer, or held for the man-
ufacturer to review. Some items are returned to stock.

Processors Unlimited also creates and sends a Rite Aid invoice to the
manufacturer, who then pays Rite Aid for the returned product. Processors
Unlimited also creates store credits, indicating the profits and loss for each
Rite Aid store. Rite Aid’s only cost is transporting the items to Processors
Unlimited for handling, but Sheehan says that the manufacturer should re-
imburse the company for that cost.

Creating Better Supplier Relations

One of the main thrusts behind any reverse logistics program is the rela-
tionship it forges with suppliers. “It was important for Rite Aid to create a
fair and equitable relationship with its suppliers,” says Sheehan. “They want
fair and reasonable policies for supplier reimbursement.”
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Johnson explains that Rite Aid suppliers will work directly with Proces-
sors Unlimited to determine how they want their merchandise handled once
it leaves a Rite Aid store. “Fortunately, most our suppliers are already famil-
iar with reverse logistics, so they already know how they want their goods
processed,” Sheehan says. “Managing supplier relationships is the critical fac-
tor in any reverse logistics program.”

How A MANAGER AT CASE CONTROLS
STRATEGIC ALLIANCE WITH THIRD-PARTY
Logistics PROVIDERS

Outsourcing international logistics activities can be a daunting experience
for logisticians. Giving up control of functions previously under your do-
main can be challenging enough on the domestic front, but when it is on a
global basis, the challenge becomes even greater.

However, the cost savings associated with outsourcing will outweigh your
trepidation. As a way to gain a level of comfort, try forging strategic alliances
with the outsource providers. This is the strategy that Case Corp. of Racine,
Wisconsin, chose, and according to Larry Trumbore, director of logistics and
supply chain operations, the company has been able to resolve issues of poor
cycle time, unreliable delivery, and too much finished goods inventory.

Trumbore, who shared his views with attendees at a recent Logicon
Conference, says that outsourcing enabled the construction and agricultural
equipment producer to concentrate on its core competency—manufactur-
ing—rather than on non-value-added services such as transportation.

Tips for Successful Outsourcing

Trumbore says that he learned several lessons about what will and will not
work in executing an international outsourcing project. He offers up this ad-
vice to other logistics managers:

1. Work with consultants. Case worked with consultants who helped put
together a vision of what its supply chain should look like. That ultimately
made it easier to identify the activities to outsource.

2. Determine what to outsource. Trumbore says that the consultant identi-
fied 11 projects that could be outsourced. Integrated logistics was one of
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those. “We wanted to integrate all the functions of logistics throughout the
world and carry them out with only one or two providers,” says Trumbore.

“It’s tough to do your job if you don’t have the tools to do your job,”
says Trumbore. “So, give it to the 3PL.” Case, for instance, used to own its
own fleet of trailers but turned the whole activity over to Schneider Na-
tional, Inc. (Green Bay, Wis.; www.schneider.com), and “never looked
back,” says Trumbore. “As a logistics manager, your job now is to manage
the activity, not to perform it.”

3. Select the carriers. Case selected Fritz Companies, Inc. (San Francisco;
415-904-8360) to act as the lead integrator for the international logistics op-
erations. Schneider National was selected to handle North American and
European ground transportation, and GATX Corp. (Chicago; 312-621-
6200) was chosen to oversee North American warehousing activities and
value-added service offerings.

The selection process took about six months for Case. Not only was the
company looking for pricing structures and services oftered, but it was also
concentrating on letting the logistics providers know what services inter-
ested it. According to Trumbore, “Some fainted when we told them what
we wanted, while others were confident they could do it. This made it very
easy to narrow down our list from 26 providers to the three we chose.”
Trumbore warns, however, that although Case selected Fritz as the lead in-
tegrator, the concept of one global integrator can be a far stretch. He says
that it is important to realize that one logistics provider cannot always do
everything for your company.

4. Form a strategic alliance. Trumbore says that once the providers were
chosen, the key was getting the third parties together to form a logistics al-
liance that would offer Case a competitive marketplace advantage. “The
third parties know what logistics is, but didn’t really know how it could make
money for us or what areas to focus on.”

5. Define objectives and synergies. Case clearly defined its corporate goals
to each of the 3PLs. “You have to be clear on your scope and not change the
direction as you continue through the outsourcing process,” says Trumbore.
“You basically want to say, ‘Here’s the state of the business currently, and
here’s where we want to go in the future.””

Realize that 3PLs have different objectives than you, says Trumbore.
Their interests lie in market share, profit, and how to gain a good reputa-
tion. “Explain to them that you are interested in leveraging their assets be-

cause they are better at certain functions than you are,” says Trumbore.
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6. Remain open-minded about contracts. There are different approaches to
contracting with outsource providers. You may wind up with a different
contract for each of your providers. Trumbore says that you must understand
the baseline of where the logistics costs and services are starting from in or-
der to determine how to compensate the provider. “We didn’'t know how
good we were and did not want to give money away or not pay enough to
the provider.”

7. Know where your business is heading. One goal of the contract is to ad-
dress your future business needs, not just those in the present. Case has re-
cently undergone a series of acquisitions and plant closings, which it did not
know would happen when it put together its provider contracts. “It would
have been nice to see in the future, but we couldn’t,” says Trumbore. “If pos-
sible, try to build your outsourcing program about what your company plans
are for the future.”

8. Trust your providers. “Some trust is necessary, but too much is dan-
gerous,” says Trumbore. “Can the provider really offer up what it says it can
deliver, such as real-time visibility to the part level?” He says that some pro-
viders will provide such details in the contract, while others simply write up
a one-page profile of their services. “Experience says the devil is in the de-
tails, and you’ve got to get down to the nitty-gritty.”

9. Tiansition portions of the business to the 3PL. Case developed a five-year,
three-phase plan, which broke the project into measurable pieces. In the first
year, the providers would just take over the outsourced functions, and Case
would measure how fast they did the job, how well they did it, and if it was
seamless to the customers. In the second phase, the providers began ex-
panding their understanding of what the other was doing and did a better
job of interacting with one another. In the final phase, which will last the
next three years, a true strategic alliance is being formed to meet customer
expectations. Trumbore points out that you cannot outsource everything at
once and that you might have to manage a dual process until you get every-
thing transitioned. Try following a tightly coordinated timeline to facilitate
the transition.

10. Establish a single point of contact. “Anything a 3PL needs has to come
through me,” says Trumbore. “This keeps them focused.”

11. Become a better manager. Outsourcing changes your responsibilities as
a logistics manager. “You are now behind the scenes as a coach, giving your
team the signals and guiding them. You are no longer an active player on the

field.”



Chapter 1-6
Software and Technology

NeEw StUuDpY REVEALS HOW TO SELECT THE BEST
WAREHOUSE MANAGEMENT SYSTEM FOR YOUR NEEDS

There is a warehouse management system (WMS) in your future—espe-
cially if you manage a small to midsize facility that has traditionally shunned
such systems. Currently available and emerging WMS technology supports
better, more accurate inventory data. It also promotes the creation of an
end-to-end transaction process. Nevertheless, the planning and implemen-
tation process of a WMS solution is still complex and must be carried out
with care. Although there are no silver bullets to ease this process, there are
several critical junctures that require special attention.

Cleatly define what you want to accomplish. “Define the needs and establish
the budget,” advises Richard Houyoux, president of Access Data Systems
Inc. (Blue Bell, Penn.; 610- 270-9800). “This is instrumental in getting to a
successful conclusion.” As evidence, he tells of a successful WMS installation
at Wieland Electric’s 41,000 square foot facility. The warehouse area con-
sumes only 14,000 square feet of floor space, with the rest housing office and
manufacturing areas. And the budget for the system was set at $90,000.

“The first thing the team did was to create an initial set of goals and ob-
jectives,” he offers. “A small team began by listing all of the activities they felt
they wanted to get out of the system.” In receiving, for instance, they wanted
the system to create bar code labels and integrate it with the receiving pro-
cess, to assign shelf space, and to update inventory information automatically.
They outlined similar wants for putaway and picking, shipping, and manu-
facturing. To facilitate the process, they used a checklist developed by Houy-
oux, which, in turn, is provided to various system vendors (see sidebar).
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WMS Features Required Checklist

Feature: RF handhelds

Yes

Probably

Possibly | No

Receiving

T =

Anticipated receiving, RF reconciliation
Unanticipated receiving, new SKUSs
License plate creation and tracking
Units of measure conversion

Serial number tracking

Putaway

6.
7.
8.

9.
10.
11.
12.

Quality Control hold status management
Zone preference hierarchy

Match to existing location, otherwise
random

Directed putaway with operator override
Optimum putaway routing

Unlimited putaway stacking

Receive to cart, putaway from cart

Order Processing

13.
14.
15.
16.
17.
18.

19.
20.

21.
22.

23.
24.

25.

26.

27.

28.
29.

Real-time, automatic host interface

Sales orders from host

Work orders from host

Purchase orders from host

Changes to orders at any time before
invoicing or receiving

Ability of supervisor to review all orders
status easily

Ability of supervisor to change order priority
Ability of supervisor to establish picking
waves

Paper-free picking, handheld directed
Ability of more than one handheld to pick
the same order

Ability to easily change optimum pick route
Ability of operator to override pick
sequence

Automatically report missing inventory to
the host

Automatic scheduling of cycle counting for
missing inventory

Ability of operator to complete the pick
stack earlier than directed

Forward pick automatic replenishment
Work order picks, relieving inventory

(continued)



Feature: RF handhelds

Yes

Probably

Possibly

No

Checking/Packing/Shipping

30.
31.
32.

33.
34.

Automatic packing slip creation

RF handheld order checking

Carrier system interface for automatic
shipping

RF shipping entry for nonstandard carriers
Relieve inventory after picking, shipping
or invoicing (site selection)

Physical Inventory

35.
36.

37.

38.
39.

40.

RF handheld physical inventory utilities
Manage cycle counting on both product
and location basis

On-screen and printed report for super-
visory review of physical inventory or

cycle counting results

Cycle count recount notification by location
Supervisor’s selected approval, then inven-
tory adjustment processing with automatic
host notification.

Ability to continue to operate the warehouse
during physical inventory or cycle counting

Administrative

41.

42.

43.
44.

45.

46.
47.

48.
49.

50.

51.

Easy display of warehouse data, with grids
and sorting options

Automated setup of warehouse data (not
location by location)

Security access

Information query, especially for product
number and order number

“Drill down” on product number and
order number

Long SKU number support

Bar code number/SKU number cross
reference

Integrated, user available report writer
Integrated, user available label design and
printing

Archive and audit trail capture, search and
review features

Employee productivity measurement and
reports

Source: Access Data Systems Inc.
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Understand what senior management wants. Meanwhile, Ben B. Gunter Jr.,
vice president of Sedlak Management Consultants, Inc. (Cleveland, Ohio;
bgunter@jasedlak.com), adds another dimension to the “needs and budget”
phase. He advises WMS teams to focus on the needs of management. “Im-
plementing a warehouse management system is still a business decision first,”
he advises.

A recent study titled Warehouse Systems and the Supply Chain (Ware-
housing Education and Research Council, or WER C; Oak Brook, Ill.) also
finds that one of the “threads” of successtul WMS implementation is exec-
utive input and sponsorship. “When a chief executive is the sponsor of the
project, the chances of being successful almost doubled,” the report notes.

“Too often the teams believe they are merely buying a computer, soft-
ware, RF [radio frequency] terminals, or handheld scanner,” he told a Distri-
bution/Computer Seminar East (C. S. Report, Inc.; Uwchland, Pa.). When
the project team starts moving in this direction, “it’s time to remind them
it’s not a technology project, but a business one,” Gunter maintains.

Remember that preimplementation determinations are also a critical juncture
of the WMS project. Well betfore the technology is in place and ready to
be rolled out, the team should face the training issue. The trainees must be
identified (e.g., on-the-floor operations staff, supervisors, managers and
clerical staffs, maintenance staff, and information staff’) . Also, early on the
team must make decisions about whether the training will be conducted by
the in-house training department, software vendors, a project consultant,
or a third party.

Test, test, test. The rush to skip testing and avoid following a methodical
conversion plan is understandable, but this misconception accounts for more
delays and failures than anything else, according to the WERC study. “The
earlier you start testing, the sooner you get a true picture of what’s going on
with your module,” maintains Gunter. He recommends a seven-step testing
process:

At the vendor’s site, perform

1. Perform unit/module testing.

2. Integrated systems testing.
At the warehouse or plant site, perform

3. Connectivity testing
4. Low-volume systems testing
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5. High-volume functional area testing (““You need to know what your
load will be now and in the future, so have the numbers in the spec
and have the vendor use them to conduct the tests”)

6. High-volume integration testing

7. User acceptance testing

Demand on-time delivery of all functionality. “When it’s time to go live,
ifall you’ve requested is not ready, the vendor will start playing the ‘you pick
what is important’ game,” Gunter warns. “Don’t be drawn into the vendor’s
trap of having to choose which functionality will be delivered late. This is
the time to hang tough,” he urges.

APICS SHoOwcCASES NEw LoGgisTiIcS MANAGEMENT
SOFTWARE SOLUTIONS

Logistics planning and management software solutions are gaining star at-
traction. The latest evidence is from a recent American Production and In-
ventory Control Society (APICS) International Conference and Exposition,
where it seemed that almost all suppliers put on display their latest inventory
management and supply chain management technology. We visited and
viewed many of the new and updated versions of the displayed software fo-
cusing on inventory planning, warehouse management, supply chain solu-
tions, and the enterprise. The following are synopses of the features from
those solutions that we found promising and believe have potential for wide-
spread application by industry management practitioners.

E/Step Software’s Finished Goods Series (FGS) release 5.00. The latest in a
suite of forecasting and inventory planning solutions, FGS 5.00 for Windows
is compatible with the DOS product at the database and command file or
macro levels. The software is Web- and Java-enabled, so users do not have
to convert their databases or commands because the software 1s compatible
with previous releases. The software presents the user with a custom wizard
for each phase of inventory management and analysis. Also, the FGS Form
Administration kit allows all of the forms in the program to be customized
by the system administrator.

For information: E/Step Software Inc., PO. Box 409, Tieton, WA
98947; 509-678-5900; fax, 678-5902; www.EstepSoftware.com.

Glovia International’s Glovia 4.0. Unique in this release is its Seiban ca-
pability. Glovia’s Seiban Workbench helps to establish higher levels of cus-
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tomer satisfaction through more accurate tracking of inventory, customer
orders, and the supply chain. The application employs a selective netting ca-
pability allowing manufacturers to have exact control over the allocation of
supply. They can isolate certain inventories from the general population of
parts or open stock and assign them for designated use. The product enables
visibility on the level of the customer order line throughout the entire man-
ufacturing process. Seiban Workbench gives instant access to all customer-
related information and supports impact analysis, what-if simulations, and
maintenance of Seiban assignments and management.

For information: Glovia International LLC, 1940 E. Mariposa Ave-
nue, El Segundo, CA 90245; 310-563-7000; fax, 310-563-7300; www.
glovia.com.

American Software’s Visual Flow Manufacturing. Visual Flow Manufactur-
ing for the Windows NT platform provides an easy-to-use graphical man-
agement view to streamline the design, production planning, and execution
of demand-driven manufacturing operations. A new product feature in-
cludes kanban management. It provides replenishment signals and a graph-
ical layout of material paths designated for each point of raw material or
component replenishment, while keeping the lowest possible inventory
points.

For information: American Software, 470 East Paces Ferry Road, At-
lanta, GA 30305; 404-261-4381; fax, 404-264-5206; www.amsoftware.
com/flow.

Distinction Software’s Constrained Distribution Planning module. The new
software enables manufacturers and distributors to improve inventory and
distribution planning across the supply chain. Constrained Distribution
Planning is the latest module in Distinction’s SCOPE suite of supply chain
planning applications. It is a tactical tool for distribution managers that en-
ables them to plan the replenishment of their distribution centers (DCs) and
vendor managed inventory (VMI) locations and takes into account various
manufacturing and distribution constraints relating to product availability,
shipment calendar, and carrier capacities. Constrained Distribution Planning
produces a time-phased plan of replenishment to fulfill each location’s cus-
tomer demand requirements.

Also on display was the Blend and Pack Scheduling module, which is
designed for batch process manufacturers who need to synchronize the pro-
duction and packaging of multiple finished products to reduce finished
goods inventory and achieve greater plant yields.

For information: Distinction Software Inc., 1117 Perimeter Center
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West, Suite E105, Atlanta, GA 30338; 770-390-9339; fax, 770-390-9757;
www.distinction.com.

Acacia Technologies” Warehouse BOSS 6.0. The complete WMS covers all
aspects of receiving, locating, putaway, order management, picking, pack-
ing, and shipping. The new release includes enhanced RF receiving capa-
bilities, which streamline the receiving process to reduce time and person-
nel requirements. The release also includes resource reporting and activity
tracking, which provide the capability to define tasks, track tasks being per-
formed, track the amount of time spent performing the tasks, and track the
quantity of work that is completed. A third enhancement is the proactive re-
plenishment planning feature, which provides the ability to generate, mod-
ify, and commit replenishment plans outside of pick planning. The product
also supports activity-based locating, bar code and directed RF, automatic
replenishment, lot tracking, wave picking, and cross docking.

For information: Acacia Technologies, a division of Computer Associ-
ates International, Inc., 2400 Cabot Drive, Lisle, IL 60532; 630-505-6000;
fax, 630-505-6410; www.acaciatech.com.

MK Group’s MK Warehouse Optimizer. This software package was created
specifically to automate single- and multisite distribution enterprises. De-
signed to work under any host business computing system, MK Warehouse
Optimizer controls and monitors all aspects of warehousing based on rules
established by system users. The inventory-locating components determine
optimum locations for items in receiving, replenishment, transfer, and pick-
ing situations. Its putaway confirmation feature provides continuous check-
ing of inventory status and location. The order pool management controls
order picking and shipping priorities. The user controls the content and size
of each pick plan and manages shipments to meet schedule and staffing lev-
els. The new software, which is a client/server-based program on Windows
NT, supports electronic data interchange (EDI), directed RF, and bar code
reading.

For information: The MK Group, Computer Associates International,
Inc., One Computer Associates Plaza, Islandia, NY 11788; 800-407-8686;
www.mkgroup.com.

EXE Technologies” Succeed Warehouse Optimizer. The new solution enables
warehouse managers to plan, execute, and assess strategic layouts based on
cost-of-labor, cost-of-space, and usage characteristics. Success Warehouse
Optimizer is designed to maximize throughput and space efficiency while al-
lowing the user to model and compare the cost associated with various ware-
house configurations. It also uses the principles of cost-based analysis to eval-
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uate the impact of changes to product forecasts, new storage solutions, and
associated labor adjustments. The software will generate continual tactical
reslotting strategies. It comes with design wizards allowing managers to con-
figure the system to meet their specific warehouse requirements.

For information: EXE Technologies, Inc., 12740 Hillcrest Road, Dal-
las, TX 75230; 972-233-3761; fax, 972-788-4208; www.exe.com.

SAP’s Advanced Planner and Optimizer (APO). A key component of the
SAP Supply Chain Optimization, Planning, and Execution initiative, SAP
APO enables companies to respond quickly to changing market dynamics
and synchronize planning across the supply chain. It helps to reduce inven-
tory and costs by balancing supply and demand in real time. Among its fea-
tures is the supply chain cockpit, an instrument panel for modeling, navi-
gating, and controlling the supply chain. SAP APO also features supply
network planning and deployment, which model the supply network—
sourcing, purchasing, manufacturing, and distribution—so that users can
synchronize activities and plan material flow throughout the supply chain.

An additional release is the SAP Logistics Execution System, which pro-
vides enhanced warehouse management and transportation management
functionality. Among its new component is the WMS planning, monitor-
ing, and decision support feature. It provides warehouse supervisors an
overview of the expected workload and work capabilities at the earliest point
in time, allowing for staff scheduling and assignment of temporary staff.

For information: SAP America, Inc., 701 Lee Road, Suite 200, Wayne,
PA 19087; 610-725-4500; fax, 610-725-4555.

webPLAN’s onPLAN. The webPLAN configurable suite of collabora-
tive supply chain planning products for midsize manufacturers now includes
onPLAN, a product that instantly filters through manufacturing resource
planning (MRP) and enterprise resource planning (ERP) data to provide
performance analysis information. It delivers a business report card based on
industry standard key performance indicators (KPIs). User-defined events
immediately trigger cautionary alerts so that manufacturers can proactively
deal with critical issues, such as excess inventory. Embedded on-line analyt-
ical processing (OLAP) technology allows managers to view performance
metrics in both numeric and graphical formats and to drill down and “slice
and dice” the underlying data.

The webPLAN suite has been extended to meet the challenges faced by
the aerospace industry. WebPLAN Aerospace represents the first deliverable
in the company’s strategic plan to focus on key vertical markets. Future ver-
tical industry releases will be focused on electronics and industrial sectors.
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For information: webPLAN Corp., 600 Terry Fox Drive, Kanata,
Ontario, Canada K2L 4B6; 613-592-5780; fax, 613-592-0584; www.
webplan.com.

auxilium’s Info*Engine version 2.5. The supplier of enterprise application
integration (EAI) software to optimize interoperability between ERP and
critical supply chain partners unveiled its latest version of Info*Engine. Re-
lease 2.5 provides global user access and seamless integration throughout the
manufacturing supply chain. The newest version of the software offers thin
client management, which allows all users to perform document manage-
ment functions from the desktop using a standard Web browser. Also, a new
logic engine, which is a Java-based module that reduces programming skills
and time required to develop complex enterprise application solutions, en-
ables rapid deployment and adaptation throughout the supply chain. Auxil-
ium also announced its SAP Early Adoption Program for those who want to
utilize Info*Engine’s ease-of-access to link other business processes and
users to their existing SAP environments.

For information: auxilium inc., 2060 Centre Pointe Boulevard, Men-
dota Heights, MN 55120; 612-405-8200; fax, 612-452-0524; www.
InfoEngine.com.

IndX Software’s IndX HQ. The new Internet-based enterprise informa-
tion solution extracts real-time information from any source and presents it
in ways that are meaningful to the users. Complete with animation, reports,
charts, and alerts, the software visually indicates changing status and behav-
ior in all enterprise and supply chain activities. Users can quickly and intu-
itively search, locate, and aggregate enterprise information, monitor KPIs,
and define personal alerts.

For information: IndX Software Corporation, 30011 Ivy Glenn, Suite
200, Laguna Niguel, CA 92677; 949-249-5360; fax, 949-249-5362; www.
indxhq.com.

CONSIDERING NEw SuprPPLY CHAIN SOFTWARE?
A LisT OF THE LEADERS

As logistics managers continually find that ERP solutions are too heavily
centered around manufacturing and thus do not provide them the function-
ality they need to handle warehousing, distribution, and transportation ac-
tivities, they are increasingly turning toward supply chain management and
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planning software that allows them to manage within their facilities and be-

yond. Major players in the software market (in order of revenue, according
to AMR Research, Inc., Boston; 617-542-6600) are

i2 Technologies, 909 E. Las Colinas Blvd., 16th Floor, Irving, TX
75039; 800-800-3288 or 214-860-6000; www.i2.com

Manugistics, Inc., 2115 East Jefferson Street, Rockville, MD 20852-
4999; 301-984-5000; www.manugistics.com

Industri-Matematik  International Corp., Kungsgatan 12-14, Box
7733, SE-103 95 Stockholm, Sweden; +46 8 676 50 00; www.
industrimatematik.com

McHugh Software International, 20700 Swenson Drive, Waukesha, W1
53186; 414-317-2000; www.mchugh.com

EXE Technologies, Inc., 8787 Stemmons Freeway, Dallas, TX 75247;
877-EXE-TECH (toll free); 214-775-6000; www.exe.com
Numetrix Ltd., 655 Bay Street, Suite 1200, Toronto, Ontario M5G
2K4; 416-979-7700; www.numetrix.com

Manhattan Associates, Inc., 2300 Windy Ridge Parkway, 7th Floor,
Atlanta, GA 30339; 770-955-7070; www.manhattanassociates.com
Optum Inc., Westchester Financial Center, 11 Martine Avenue, Suite
1175, White Plains, NY 10606; 914-933-3400; www.optum.com
Baan Corp., Baron van Nagellstraat 89, 3771 LK Barneveld, Nether-
lands; +31 342 42 8888; www.baan.com

Chesapeake Decision Sciences, 200 South Street, New Providence, NJ
07974; 908-464-8300; www.chesapeake.com

SynQuest, 3500 Parkway Lane, Suite 555, Norcross, GA 30092; 800-
844-3228; 770-447-8667; www.synquest.com

SAP AG, Manheim, Germany; www.sap.com

Peoplesoft Inc., 4460 Hacienda Drive, Pleasanton, CA 94588-8618;
800-380-7638 or 925-225-3000; www.peoplesoft.com

Oracle Corp., 500 Oracle Parkway, Redwood Shores, CA 94065;
800-ORACLE1; www.oracle.com

QAD Inc., 6450 Via Real, Carpinteria, CA 93013; 800-218-3434 or
805-684-6614; www.qad.com

American Software, Inc., 470 East Paces Ferry Road, Atlanta, GA
30305; 404-264-5296; www.amsoftware.com
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P-CArRp AND E-CoMM SoOorLuTiIONS DOMINATE
NAPM SHOW

The exhibition hall at a recent National Association of Purchasing Manage-
ment (NAPM) International Purchasing Conference was packed with ideas,
innovations, and imaginative solutions for the purchasing professional.
Again, e-commerce technology and the purchase card (P-card) ruled the
show. In fact, there were some announcements about the integration of the
P-card with a particular electronic procurement system:

* Visa U.S.A. was demonstrating its P-card pairing with software de-
veloped by Ariba Technologies to realize significant time and cost savings
during the procurement process. During its pilot program, Visa explained
that the purchase of computer hardware, which once took three business
days to complete, was decreased to a mere 32 seconds, while administrative
costs were reduced from 50% to 90% of traditional paper-based purchasing
methods. On the payment end, the P-card enabled Visa to eliminate five
steps from the process. Visa is now expanding the program to all its em-
ployees.

* MasterCard International announced its enterprise deployment of
ELEKOM Procurement, from the 250-employee pilot to its 2,300 end
users. Thousands of transactions have been successfully completed between
MasterCard and its suppliers over the past eight months. The employees se-
lected goods and services from a local catalog, electronically placed orders,
and paid for the products using a MasterCard Corporate P-card.

Additionally, MasterCard said that the results of a recent survey found
that 64% of companies “would find value in having one card that combines
the functions of a purchasing, fleet, and T&E card.” First Chicago NBD will
begin issuing a MasterCard one-card solution this month for purchase,
travel, and fleet needs.

* American Express revealed at a press conference that the company
has completed a training initiative involving its middle-market sales force.
The 250-plus dedicated account managers and salespeople will be focus-
ing their efforts on “aggressively expanding sales of the American Express
Corporate Purchasing Card to midsized companies,” according to S. Thayer
Stewart, vice president of marketing. A successful pilot program led to this
action. Meanwhile, without commenting on the MasterCard and Visa ac-
tions relative to their involvement with electronic procurement systems,
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Stewart told us that American Express will be announcing a “much tighter
integration agreement in a couple of months.”

Energy Purchasing Specialists Steal the Show

We think that the National Energy Team, a PECO Energy Company
(Philadelphia), was the hit of the show. We saw no booth or exhibit that had
as much traffic as this modest one. The interest in PECO’s service reflects
the growing concern that purchasing professionals have about the deregula-
tion going on in the utility industry and about their emerging role and re-
sponsibility for negotiating future rates and service.

“We have full-service energy consulting and procurement capabilities,
which we’re offering to purchasing professionals in both regulated and un-
regulated markets,” Sandra J. Barber, energy supply manager, explained dur-
ing an interview.

According to Barber, the National Energy Team provides procurement
services for “nationally recognized clients’ facilities located throughout the
United States.” In addition, it provides a full range of energy consulting and
procurement services specifically targeted to corporations with multiple lo-
cations. “We have been able to reduce energy costs by up to 20% in many
cases,” Barber claims. No wonder so many purchasers were lined up seeking
more information.

For more information about PECO’s National Energy Team, contact
Cheryl Camuso at 215-841-6474 or ccamuso@peco-energy.com.

New Solutions That Purchasing Professionals Are Considering

With the emphasis on e-comm and electronic procurement, we took the
opportunity to explore what the various vendors were promoting and mak-
ing available to the profession. The following is our annual review (in al-
phabetical order) of what we believe to be the newest and best of what we
saw at the NAPM show.

AGENTics introduces Supply Channel. An enterprise-wide solution for
on-line procurement management, this system is installed on the buyer’s
side. Orders for approved goods from approved suppliers are placed via in-
tranet by users from their desktops. SupplyChannel is based on AGENTics’s
Distributed-Catalog technology, which enables users simultaneously to nav-
igate disparate on-line catalogs residing at different supplier sites, as though
they were one, unified catalog. Unique to this technology, suppliers do not
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need to provide any special or dedicated interface. All product information
also resides at supplier sites, where it is kept up to date, correctly reflecting
inventory status, price, and availability.

For information: AGENTics, 83 Cambridge Avenue, Burlington,
MA 01803; 781-221-0101; fax, 781-221-7878; info@agentics.com; www.
agentics.com.

American Tech debuts PurchasingNet-SQL. Designed for mid- to large-
sized purchasing environments, Version 1.5 of the enterprise purchasing and
requisitioning system is deployable with a browser or Windows interface.
The software enables designated people to generate requisitions from a cor-
porate catalog or in free-form mode or to place orders directly with suppliers
via their browsers. Through prebuilt database queries, end users can deter-
mine status of requisitions, approval status, and purchase order (PO) status.
PurchasingNet-SQL also maintains an audit trail for all transactions. License
fees start at $50,000.

For information: American Tech, Inc., Colonial Commons, 670 N.
Beers Street, Holmdel, NJ 07733; 732-946-8844; fax, 732-946-3102; www.
purchasingnet.com.

Ariba Technologies announces Operating Resource Management System (ORMS)
Release 4.0 and 5.0. Building on the previous three releases for the acquisition
and management of operating resources, Ariba ORMS Release 4.0 includes
several industry-first capabilities. The downloadable client application allows
mobile or remote users to use Ariba ORMS over dial-up or ISDN modems.
The high-volume approver interface enables others to view status and approve
high volumes of requests rapidly. Further, Ariba has enhanced the scalability
of Release 4.0 to allow global corporations to support even larger enterprise-
wide deployments. Version 5.0, due in September, will deliver a new T&E
management system. It is intended to streamline the manual, paper-intensive
process of submitting, approving, and paying for expense reports.

For information: Ariba Technologies, Inc., 1314 Chesapeake Terrace,
Sunnyvale, CA 94089; 408-543-3800; fax, 408-543-3900; www.ariba.com.

Bellwether Software releases Purchasing Management Extra (PMX). The au-
tomated procurement and materials management system’s modular design
allows individual tailoring to meet specific needs. Nine fully integrated
modules automate the complete procurement process in a paperless mode.
The Purchasing module, which includes supplier management, PO gener-
ation, history retention, and management reports, can be used as a stand-
alone unit or in combination with the other modules. The new release of
PMX now includes a warehouse management module.
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For information: Bellwether Software Corporation, 9900 Shelbyville
Road, Suite 6B, Louisville, KY 40223; 502-426-5463; fax, 502-423-8963;
www.bellwethercorp.com.

Celerity Solutions unveils Advanced Supply Chain Planner. This advanced
planning product is based on a patented planning algorithm. Supply Chain
Planner is a real-time, event-driven planning tool that instantly responds to
each change in supply, demand, and planning rules. Each change generates
a message to a planning server that reevaluates the supply plan. Planned or-
ders are updated automatically. The software develops a supply plan based on
a model of the supply chain. It is offered as a stand-alone product or as part
of Celerity’s Continuum suite of supply chain management products.

For information: Celerity Solutions, Inc., 200 Baker Avenue, Suite
300, Concord, MA 01742; 978-287-5888; fax, 978-287-4222; www.
celeritysolutions.com.

CONNECT launches MarketStream. The new software is a multiseller/
multibuyer electronic commerce application designed to support the needs
of distributors and purchasing groups in vertical markets whose sales chan-
nel is the Internet. It includes support for integrated cross-supplier catalog
search, product-specific attributes, tiered or customized pricing, buyer pro-
filing and personalization, back-end systems integration, and robust report-
ing capabilities. MarketStream’s comprehensive scope of functionality reduces
the technical effort required to build a customized application to support
a major vertical market.

For information: CONNECT, Inc., 515 Ellis Street, Mountain View,
CA 94043; 650-254-4000; fax, 650-254-4800; www.connectinc.com.

Dun & Bradstreet presents DEB Supplier MarketPlace. The new software
package allows purchasing professionals to locate new suppliers easily, in-
cluding minority-, women-, 8A-, and veteran-owned businesses from
among the company’s database of more than 10 million suppliers. Updated
quarterly, this package lets purchasers customize a sourcing search from their
desktops. Suppliers can be targeted by type and size of business, location,
socioeconomic status, years in business, ownership type, legal status, and
so on. It can also prescreen suppliers, create lists of prospects, and produce
counts. The D&B Supplier MarketPlace starter kit costs $699 and includes
an annual subscription with quarterly updates, software upgrades, and $100
worth of supplier data.

For information: Dun & Bradstreet, Supplier Evaluation and Manage-
ment Services, 3 Sylvan Way, Parsippany, NJ 07054; 973-605-6992; fax,
973-605-6990; www.dnb.com.
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Elcom Systems updates PECOS Procurement Manager. The Intranet-based
automated procurement software (PECOS.pm, version 2.0) empowers
desktop users with the self-service ability to place orders from their PC and
track the status of their orders through receipt and financial settlement with-
out manual intervention. Version 2.0 incorporates several new and en-
hanced features. The navigation features of the browser-based user interface
have been improved. Also, capabilities such as catalog access controls, mul-
tiple line-item account splitting, on-screen savings calculations have been
added.

For information: Elcom Systems, Inc., 400 Blue Hill Drive, Westwood,
MA 02090; 781-407-5000; fax, 781-407-5063; www.elcom.com.

i2 Technologies displays RHYTHM Global Procurement Manager (GPM).
The new software helps to manage effectively the complexity and diversity
of the evolving procurement organization by automating routine work
flows such as generation and management of POs. It also automates system-
wide processes such as bid management and closes integration of procure-
ment information with advanced planning engines at both the buyer and
supplier side. RHYTHM GPM generates allocations for individual suppli-
ers based on flex limits.

For information: i2 Technologies, Inc., 909 E. Las Colinas Boulevard,
16th Floor, Irving, TX 75039; 214-860-6000; fax, 214-860-6060;
info@i2.com; www.i2.com.

Intelisys Electronic Commerce offers IEC-SupplyNet. The new product en-
ables small and midsized suppliers to do business over the Internet. It uses
third-party commerce service providers to develop and maintain electronic
catalogs for smaller suppliers. IEC-SupplyNet, based on the Open Buying
on the Internet (OBI) standard, combines with Transact (Open Market,
Inc., Burlington, Mass.) Internet commerce software to allow suppliers to
do business electronically with any OBI-based procurement system. Also,
the company announced its end-to-end electronic procurement solution for
large buying organizations and all their suppliers. The product family in-
cludes IEC-Enterprise, an intranet-based MR O procurement application;
IEC-Link, a modular toolkit for suppliers to integrate with their buyer’s in-
tranet; and IEC-SupplyNet.

For information: Intelisys Electronic Commerce, LLC, 55 Water Street,
Room 602, New York, NY 10041; 212-638-1173; fax, 212-638-8478;
www.iecsolutions.com.

RightWorks initiates ProcureWorks. This is the first of a suite of operational
activity management solutions. ProcureWorks Version 1.0 is an advanced
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procurement management system that provides the information, process,
and controls required to achieve the principles of RIGHTBuying of a broad
range of corporate supplies, services, and equipment. The software is a solu-
tion for sourcing and consolidating suppliers, improving contract quality,
minimizing maverick buying, improving quality, and reducing inventory
carrying costs. ProcureWorks is a highly scalable product with extendable
architecture.

For information: RightWorks Corporation, 31 North Second Street,
Suite 400, Sa