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AN EXECUTIVE SUMMARY OF INDUSTRY NEWS U P DA I E

B CSA is off and running. CSA (Comprehen-
sive Safety Analysis) 2010, a procedure that
dictates how the federal government rates
trucking companies and drivers, is now live and
will be something carriers and shippers need
to keep a close eye on. CSA stands to be the
toughest safety crackdown on the estimated
3 million long-haul truck drivers and 800,000
carriers in the history of the trucking industry.
It's also expected to eliminate as much as b
percent of trucking capacity as the “worst-of-
the-worst” drivers are banned from interstate
trucking. CSA uses seven basic standards, as
well as on-the-road safety-based inspections
resulting in moving violations that factor into
its evaluation of unsafe drivers.

B YRCW gets favorable court ruling. A federal
judge in the U.S. District Court ruled against
ABF Freight Systems in its case against the
International Brotherhood of Teamsters, vari-
ous subsidiaries of YRC Worldwide, and other
entities following a ratified labor agreement by
YRCW Teamsters members. When it first sig-
naled its intent to take legal action, ABF said
that it was on the grounds that these organiza-
tions were in violation of the National Master
Freight Agreement (NMFA), which serves as
the collective bargaining agreement for the
majority of U.S.-based trucking employees.
“We are disappointed in this outcome and con-
tinue to believe that our November 1 lawsuit is
strong,” said an ABF spokesperson. “We are
reviewing the Court’s ruling and considering
next steps including possibly an appeal of the
decision to the United States Court of Appeals
for the Eighth Circuit.”

B POLA/POLB see solid volume growth. Volumes
at the Port of Los Angeles (POLA) and Port of
Long Beach (POLB) were solid year-over-year
in November and mixed on a sequential basis.
POLB imports, which are primarily comprised
of consumer goods, came in at 274,480 twenty-
foot equivalent units (TEU) in November for a
26.8 percent year-over-year increase, but were
down compared to the 303,168 that arrived in
October. And exports, which are primarily com-
prised of raw materials, were up 25.6 percent to
142,628 TEU, down from October's 150,581 TEU.
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Total POLB shipments—at 558,307 TEU—were
up 30.1 percent compared to a year ago. POLA
imports—at 330,710—were up 11.69 percent
from last year and down from October's 349,545,
while exports—at 170,319—were up 14.19 per-
centand up from October's 151,048. Total POLA
shipments for November—at 666,970—were up
14.95 percent annually but down compared to
October's 682,384 TEU.

B FedEx reports 18 percent decline in net income.
A combination of factors led to net income

for the fiscal second quarter at FedEx to drop
18 percent to $283 million. FedEx said that net
income was down, due to costs pertaining

to the company’'s September announcement
regarding the meshing of its FedEx Freight and
FedEx National LTL operations, a reserve asso-
ciated with a legal matter at FedEx Express, the
reinstatement of certain employee compensa-
tion programs, and higher pension and higher
aircraft maintenance expenses. But quarterly
revenue was up 12 percent to $9.63 billion.
FedEx CEO Fred Smith said that the company
is relentlessly focused on improving yields as
part of a company-wide strategy that resulted in
annual gains in yields and volumes across all its
transportation segments in the quarter.

B NITL not happy. To no one's surprise, The
National Industrial Transportation League
(NITL) announced its profound disappointment
late last month in the Federal Maritime Com-
mission’s (FMC) conclusions that were reached
in the agency’s “Fact Finding Investigation

No. 26." The investigation was ordered by the
Commission's Chairman, Richard Lidinsky,

Jr., in response to a flood of complaints from
U.S. importers and exporters who experienced
service disruptions, rolled cargoes, abrogated
service contracts, and virtually uniform rate
and surcharge increases from carriers in the
transpacific trades. The turmoil in the two-

way Pacific trades occurred over an extended
period beginning in late 2009 and well into 2010.
Shippers’ deep concerns over perceived mal-
practices by ocean carriers led to widespread
calls for this investigation. Two Congressional

continued, page £ >>
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hearings before the Coast Guard and Maritime
Transportation Subcommittee of the House
Transportation and Infrastructure Committee
were also held as a result of their complaints.

B Report says 2010 retail container volumes
expected to be up nearly 15 percent. Import
cargo volumes at U.S.-based retail container
ports are expected to see gains on an annual
basis in December and for all of 2010, accord-
ing to the most recent Port Tracker report by
the National Retail Federation (NRF) and Hack-
ett Associates. The report said that the first
half of 2010 came in at 6.9 million TEU fora 17
percent year-over-year gain, with the full year
expected to hit 14.6 million TEU for a 15 percent
improvement from 2009's 12.7 million TEU—the
slowest year since 2003's 12.5 million TEU. Back
in 2008, volumes hit 15.2 million TEU, while the
peak in 2007 was 16.5 million TEU.

M House votes to extend SAFETEA-LU funding
for nine months. United States House of Rep-
resentatives voted to extend federal highway
and transit funding in the form of a continuing
resolution for another nine months, running from
January 1, 2011, through September 30, 2011,
This measure was part of a $1.2 trillion federal
spending bill, which will now head to the Senate
for approval. This continuing resolution is the
latest in a series that have been enacted to keep
transportation spending afloat since SAFETEA-
LU expired on September 30, 2009. This funding,
that goes toward surface transportation mainte-
nance, development, and construction, has been
kept afloat by multiple continuing resolutions
typically ranging from four to seven weeks to
keep funding at current levels.

B Pacific Rim in focus. The International Air
Transport Association (IATA) announced that its
board of governors has selected Tony Tyler, CEO
of Hong Kong-based Cathay Pacific Airways, in a
unanimous decision to fill the post of IATA direc-
tor general and CEO following the retirement of
the current Director General and CEQ, Giovanni
Bisignani, next year. For many industry watchers,
it represented a long overdue move reflecting the
dominance of the Asia Pacific air cargo market.
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By IATA’s own reckoning, Asia-Pacific airlines
reported a 14.9 percent year-on-year increase in
international freight demand, translating to an
impressive 22 percent annualized growth rate for
the region’s carriers, reflecting the strong eco-
nomic recovery particularly in China and India.
With a 44 percent share of total freight traffic,
the growth experienced by Asia-Pacific airlines
played a large role in the uptick seen in overall
industry freight volumes.

B U.S./Korea make progress on trade pact.
United States and Korea have reached a resolu-
tion regarding issues relating to the U.S.-Korea
trade agreement. White House officials said that
the agreement is an integral part of President
Obama'’s efforts to increase opportunities for
U.S. businesses, farmers, and workers through
improved access for their products and services
in foreign markets and also supports the Admin-
istration's goal of doubling U.S. exports by 2015.
The White House added that the U.S. Interna-
tional Trade Commission has estimated that the
tariff cuts alone in the U.S.-Korea trade agree-
ment would increase U.S. exports by $10 billion
to $11 billion and would eliminate tariffs on more
than 95 percent of industrial and consumer goods
within & years. This agreement, if approved by
Congress, would improve U.S.-Korea relations on
many fronts, including automobiles, manufactur-
ing, services, agricultural products, investment,
labor rights, and environmental commitments.

B Sino-US trade meeting endorsed. The U.S.
Chamber of Commerce has praised the Obama
administration’s efforts to deliver meaning-

ful outcomes for American business at the
bilateral dialogue to promote U.S.-China com-
mercial relations. The governments announced
commitments by China to crack down on
intellectual property rights violators, legalize
software, and reduce market access barri-
ers. This year's U.S.-China Joint Commission
on Commerce and Trade (JCCT) was held as
Chinese President Hu Jintao prepares to visit
Washington this month. “China’s commitment
to eliminate measures requiring local IP con-
tent and technology transfer as conditions to

continued, page 4 >>
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compete in its marketplace is a step forward,”
said Myron Brilliant, senior vice president for
International Affairs at the U.S. Chamber, fol-
lowing the 21st meeting of the JCCT. But Bril-
liant maintained that “confidence-building”
measures in the commercial sphere—long the
bedrock of U.S.-China relations—are the best
antidote to rising concerns about the direction
of the U.S.-China commercial relationship.

B Swift returns to “The Street.” Following its

tenure as a publicly traded company from 1990-

2007, freight transportation services provider
Swift Transportation is now back on the New
York Stock Exchange following its initial public
offering last month. Media reports indicated
that Swift will use proceeds from its IPO,
which raised $806 million, to pay down debt
and interest rate swaps. Swift's ticker symbol
on the NYSE is SWFT.

B Better connection. INTTRA, an e-commerce
platform for the ocean freight industry, began
extending its network to enable all forwarders
and shippers to gain the benefits of an elec-
tronic standardized business process through
the INTTRA network, for both less-than-con-
tainer load and full-container load shipments.
With the introduction of INTTRA's NVOCC
e-commerce platform, ECU LINE is now con-

nected to the INTTRA network to receive ship-

ping instructions from their shippers. Accord-
ing to the company, this follows a successful
pilot program earlier this year with ECU LINE,
the Antwerp- based global NVOCC, to receive
shipping instructions electronically from its
customers on the INTTRA network.

B Savannabh spurs job growth. Georgia Ports
Authority’s (GPA) Executive Director Curtis J.
Foltz announced that GPA experienced growth
in November 2010, which is consistent with
the double-digit growth rates that have been
experienced since December 2009. The Port

of Savannah’s Garden City Terminal handled

124,348 containers or 222,281 twenty-foot equiv-

alent units (TEUs), representing increases
of 12.6 percent and 11.5 percent respectively.
Fiscal year 2011 overall container volume to
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date (July-October 2010) reflects a 19.1-per-
cent increase compared with the same time
period in 2010. But perhaps the biggest story
of all is that Savannah will see 100 new jobs by
2011, due to the sale of a 689,400 square-foot
distribution center in DP Partner’s LogistiPort
Industrial Park to JLA Home, a global company
specializing in home furnishing products.

B New Transpacific service. In a development
that represents a contrary trend in ocean cargo
shipping, the Horizon Hawk departed Shanghai
for Los Angeles last month on the inaugural
voyage of the company’s new Transpacific Five
Star Express (FSX) service. The Hawk was
deployed from Ningbo to Shanghai and arrived
in Los Angeles before sailing on to Oakland
and returning to Guam and China as part of

its regular port rotation. According to Horizon
officials, this return to international ocean ser-
vice is the culmination of more than 12 months
of strategic planning and timely project execu-
tion. Horizon is one of only a handful of remain-
ing U.S. domestic ocean shipping and inte-
grated logistics companies. Up until recently,
the Transpacific has been almost the exclusive
domain of mega-carriers organized in “talking
agreements” on pricing and capacity control.

B More MOUs. In the continuing story surround-
ing the Panama Canal expansion, the North
Carolina State Ports Authority (NCSPA) appears
to be writing the latest chapter. Joining scores of
other U.S. East Coast cargo gateways in antici-
pation of the Canal’s historic $5.25 billion expan-
sion, NCSPA CEQO Thomas Eagar signed a Memo-
randum of Understanding (MOU) with Panama
Canal Authority (ACP) CEO Alberto Aleman
Zubieta. The ACP and NCSPA will work together
to generate new business through the promotion
of the “all-water-route,” the route between Asia
and the U.S. East Coast via the Panama Canal.
Currently, 65 percent of the container volume

at the Port of Wilmington and 60 percent of the
breakbulk volume at the Port of Morehead City
arrives via the Canal. According to Aaron Ellis, a
spokesman for the American Association of Port
Authorities, (AAPA), the trend toward signing
more MOUs is not likely to end soon.
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Advances in Supply Chain
Software and Technology

Thursday, February 24
11:00 a.m. - 4:00 p.m. ET

www.logisticsmgmt.com/technology1 1

Logistics Management and Supply Chain
Management Review are joining forces to present
an information-packed virtual conference
tracking Advances in Supply Chain Software
and Technology.We've put together panels of
experts to discuss the exciting new technology
available in these critical areas of logistics

and SCM—transportation, warehousing,
global trade, and third-party logistics services.
Attendees will learn what tools and technology
are now available and how they can put them to
maximum use in their organization.

Advances in Supply Chain Software and
Technology will also features a keynote session
on advanced supply chain analytics—the new
frontier of supply chain technology.

Conference sessions:

* The Changing Face of Transportation
Management Systems (TMS)

* 5Trends Driving Warehouse
Management Systems (WMS)

* How Global Trade Management (GTM)
Is Meeting the Compliance Challenge

* The Growing Role of 3PLs in the
Technology Equation

Get your daily news fix at

logisticsmgmt.com

<« SPECIAL REPORT
LIFT TRUCKS:
A closer look at fleet

management practices
New lift truck fleet
management offerings aim
to improve flexibility and
efficiency in a dynamic
business climate, creating
efficiencies in the most
unlikely places. 60S

8 LOGISTICS MANAGEMENT

WEBCAST

2011 RATE OUTLOOK

Thursday, January 27 @ 2:00 p.m. ET
REGISTE.R:.

Join Group Editorial Director Michael Levans,
Executive Editor Patrick Burnson, and a panel

of leading energy and transportation analysts

as they give shippers an updated look at the key
drivers behind the increasing transportation rates
U.S. logistics professionals will face over the
course of 2011.

This panel of top oil and transportation analysts
will update shippers on:

* The current state of the U.S. economy

» Where oil and diesel prices are headed and why
* Capacity and rate forecasts for trucking, air

cargo, ocean cargo, rail/intermodal, and parcel
express

Economic Update: Patrick Burnson, Executive
Editor, LM & SCMR

Oil & Fuel: Derik Andreoli, doctoral candidate at
the University of Washington & Harvard Business
School Faculty Affiliate

Trucking: John Larkin, managing director,
Stifel Nicolaus

Air Cargo: Charles Clowdis, managing director
for transportation & supply chain advisory
services, IHS Global Insight

Rail/Intermodal: Brooks Bentz, partner, supply
chain transportation, Accenture

Ocean Cargo: David Jacoby, president of Boston
Strategies International

Parcel Express: Jerry Hempstead, president of
Hempstead Consulting
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2011 Rate Outlook:
Going up!

I'M CERTAIN THAT THE current economic
environment has found many logistics pro-
fessionals somewhat conflicted.

Dribs and drabs of positive news con-
tinue to surface on _logisticsmgmt.com,
showing a slow, but steady improvement
in consumer confidence along with indica-
tions that manufacturing is finally gaining
some momentum. And while sawy ship-
pers may be breathing a sigh of relief based
on this data, many are quietly fretting over
what an improving economy could mean to
their logistics operations.

As we expose in our 2011 Rate Out-
look (page 28), the concerns that had been
mounting—volatile fuel costs, constraining
capacity, higher rates—are certainly justified.
This month, Executive Editor Patrick Burn-
son has done an exceptional job of report-
ing on how the current economy will affect
transportation prices across the modes over
the coming 12 months.

Well, the consensus across
our panel of analysts has never
been more clear: Continued
volatility in oil and diesel, evapo-
rating capacity, along with near-
debilitating regulatory uncer-
tainties facing the nation’s motor
carriers, will almost certainly
force rates up in every transpor-
tation sector.

First issue, January 1962

In my estimation, it's that
regulatory limbo that should be sending
the coldest shivers through the shipping
community. As we've been reporting, the
specter of a “natural capacity crunch”
driven by a simple economic uptick could
be greatly intensified depending on the
outcome of unresolved hours-of-service
(HOS) and Comprehensive Safety Analy-
sis (CSA 2010) regulations.

The numbers could be staggering. As
John Schulz recently reported, during the
last great peak in trucking (2004), the
industry found itself about 150,000 drivers
short. According to analysts interviewed for
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the 2011 Rate Outlook, the current uptick
in volume could find us 100,000 drivers
short this year.

However, depending on any changes
to HOS or CSA 2010, that number could
reach 300,000 or more out of the driver
pool by 2012. “The hardest hit in 2011 will
be the truckload sector which has more
severe capacity restraints on drivers and
equipment than the LTL side,” trucking
analyst John Larkin tells Burnson.

Concerned? Larkin and a host of
transportation analysts will join Burnson
in our annual live Rate Outlook webcast

on Thursday, January 27 (logisticsmgmt.
com/2011outlook). The panel will walk

through rate predictions in each mode
and will be available for a live Q&A peri-
od designed to help shippers get a better
handle on what to expect in terms of rate
fluctuations over the coming year.

Editors Note: Readers will
notice a colorful image on our
cover and throughout the pages
of Logistics Management (LM)
over the course of 2011. This
issue marks the beginning of
our 50th year of publishing
LM. And while the founding
editors—who got things roll-
ing under the title Traffic Man-
agement—might be pretty
impressed with how the Internet has revo-
lutionized content delivery, I think they'd be
comforted to know that many of the same
challenges still face shippers today.

Michael A. Levans, Group Editorial Director

Comments? E-mail me at
mlevans@ehpub.com

VIEWPOINT
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PRICE TRENDS

Pricing Across the Transportation Modes

o= 0 135 TRUCKING

8 Pl In November, TL prices increased 1.3% from the prior month

LTI | gL as LTL prices also gained 2.2%.The rollercoaster ride that sent

0 123 trucking prices up an unprecedented 11.1% from the first quarter

-4 Forecast 119 of 2007 to third quarter 2008 only to be followed by a 7.6% price
8 plunge to the second quarter of 2009 appears now as an anomaly
2006 2007 2008 2009 2010 201 .
for the record books. Over the past six quarters, aggregate
% change (et soale)  — Index 2001=100 (ight scale) trucking industry prices again have bounced around on a calm
9% CHANGE VS.: 1 month ago 6 mos. ago 1 yr. ago upward-trending trajectory, mirroring prior 2002-2006 trends. By
General freight - local 0.0 071 13 the time December data rolls in, we expect trucking industry
Truckload 13 19 40 prices will have increased 1.7% in 2010. Our forecast for aggre-
%:ﬁi::‘;":t;]‘gkl‘;ae‘lialized it gg g; gg gate trucking industry prices shows a 2.8% gain in 2011,
T S 1kl AIR
s - M 143 Prices for flying freight in the belly of scheduled flights flown
8 136 by U.S.-owned airlines also rode a rollercoaster ride, up 26.4%
0 I 129 from the first quarter of 2007 to third quarter 2008 and down
8 Forecast 122 13.2% by the third quarter of 2009. By the third quarter of 2010,
16 prices for airfreight on scheduled flights had almost completely
2006 2007 2008 2009 2010 20

m % change (left scale)

— Index 2001=100 (right scale)

regained its losses by flying 11.5% above its 2008 price trough.
With 11 out of 12 months of data reported for 2010, it looks like

o CHANGE VS.: Tmonthage Gmos.ago 1yr.age | the industry will be reporting an 8.7% annual price hike for the
Scheduled air freight 03 03 8.4 entire year followed by a 2.2% price hike in 2011. Prices for fly-
gharte:gd air freight & passenger -1.1 11-53 ;g ing freight on chartered planes (again U.S.-owned planes only)
omestic air courier . -1 . ) H .
nternational air courier 13 31 90 appears headed for an 8.9% annual increase in 2010.
2001 = 100 .15 WATER
UEE B R 168 U.S.-owned vessels hauling freight over water likewise fell
8 161 victim to volatile fuel costs and exceptional price swings. Here
o HNa__al 154 prices soared 19.8% to a peak price set in the third quarter of
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2008 and then fell 15.2% to a low point in the second quarter of
2009. Since then, average prices in the water transportation
service industry have regained 14.5% and seem poised to con-
tinue on a more traditional and predictable inflationary path.

% CHANGE VS.: 1 month ago 6mos.age 1yrage | Inland waterways carriers displayed price volatility in Novem-
Deep-sea freight 28 29 16.4 ber as their prices (excluding towing) fell 10.7%. In the aggre-
Coastal & intercoastal freight 0.0 Al 80 gate, however, water transportation prices will end up with a
IG”' Lks.-St Lawronce Seaway 1.1 15 45 7.8% price hike in 2010 followed by a 4.7% increase in 2011.
nland water freight 91 -11 -46
B o001 = 100y . 160 RAIL
1:_: III “““ :iz Railloperators reported transagtion priges soared 20.1% from
) T 1 9 the first quarter of 2007 to a peak in the third quarter of 2008. Yet the
II | rail industry’s peak-to-trough price decline was a relatively modest
2 I - T 10.5% and by the third quarter of 2010, average rail transportation

0
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prices stood only 3.9% below those peak price levels that made
the record books a mere eight quarters earlier. Our forecast shows
a steady upward trajectory for rail prices ahead, and by the end

% CHANGE VS.: tmonthage 6mos.age  1yrago | Of 2011, rail prices will be setting a new peak. After a 5.1% annual
Rail freight 01 03 44 price increase in 2010, we forecast a 3.5% annual increase in 2011.
Intermodal 06 03 44 Looked at another way, the final quarter of 2011 will register a 4%
Carload 00 04 44 N .
price increase from the final quarter of 2010.

Source: Elizabeth Baatz, Thinking Cap Solutions. E-mail: ebaatz@alertdata.com

OIL AND FUEL

Logistics Management is pleased to launch a new column called “Andreoli on Oil & Fuel.”
This monthly column, written by Derik Andreoli, a doctoral candidate at the University of
Washington, will update shippers on the latest news in the oil and fuel markets and explain the
interactions between oil, fuel, and the future of logistics and transportation costs. Go to www.

logisticsmgmt.com/oilandfuel.
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Moore on

In from the cold, now
let’s change the game

AS WE WITNESS THE POLITICAL WINDS CHANGE yet again
in Washington, [ can’t help but see the analogy to

LTL negotiation meetings taking place across the U.S.
With the easing of the “great recession” we're seeing

a significant shift from shipper domination to carrier
domination in rate negotiations.

Let’s hope that the carriers will at last change the
pricing game because shippers failed to do so during
their ascendancy.

The U.S. freight market has been under a regime
of LTL pricing that was designed to have collective
“classification” of freight into groups roughly similar
in handling characteristics. Items are
rated as dense and/or low value (Class
50) to light and/or valuable (Class 250
or higher).

Hundreds of regulated carriers sub-
scribed to this system through the
National Motor Freight Classification
(NMEC). To make this work, many carriers also adopt-
ed common rules tariffs reflecting similar policies on
insurance, fuel, handling rates, billing, and interlining
(sharing) loads.

The carriers have reached a point with the common
tariff pricing tools and similar rules tariffs that they are
granting 85 percent to 90 percent discounts off “base”
rates. The next downturn in the economy could see 90+
percent discounts. Let's change the game with a goal of
reducing cost of both shipper and carrier operations.

Like our political counterparts, there are voices
for change. Colleagues Hank Mullen of Transolve,
and Alan Van Boven of Supply Chain Visions are sug-
gesting that transportation professionals throw out
the old NMFC system and implement new dynamic
pricing models based on dimension, value, variable
insurance, fuel, and other factors that make up the
real cost of transportation and handling of freight

Peter Moore is a program faculty member at the University of

Tennessee Center for Executive Education, adjunct professor at
The University of South Carolina-Beaufort and vice president of
Celerant Consulting, a supply chain advisory firm. Peter can be

reached at peter.moore@celerantconsulting.com.
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(see vestedoutsourcing.com/resources/whitepapers ).

These models are closer to the air- and ocean-freight
models, with cube-based prices, but they also allow for
variation for back-haul, pallets, insurance, and other
options. Further, there’s talk of cooperation in financial
settlement so that shippers and carriers share the same
web-based rate table in real time—accessible by the
carrier’s pricing engine and the shipper’s transportation
management system (TMS). This would reduce rate
subscription, audit, and invoice processing costs.

The new game involves new individual carrier tar-
iffs (joint rate making was made illegal in 2008) and

Let’s hope that the carriers will at last change the
pricing game hecause shippers failed to do so during
their ascendancy.

contract rates that reflect the customized needs of
both the carrier and shipper for that business. A carrier
should be able to dynamically fill trucks as an air carrier
fills planes or an ocean carrier fills ships, and have the
shipper’s TMS tap into their mutually accessible con-
fidential rate table with shipper-specific rules to take
advantage of pricing and accessorials as needed on any
given day of the week.

There has been a buzz about this, and we're aware of
new “density” tariffs and “shipper contracts” being cre-
ated. Web-based TMS products that give direct access
to carrier pricing tables already exist. Shippers, carriers,
and the supporting companies, including software and
financial service providers need to step up now.

When shippers were dominating the pricing discus-
sions over the past two years the carriers [ spoke with
said they would have to wait for a major shipper to
change the game. Now the carriers are in from the cold
and able to offer new deals. As with the politicians, 1
ask, are there any leaders in the house?

Next month we'll look at the impact that the parcel
carriers have had on the LTL market and how shippers
can leverage this change to maximize service and cost.
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Pearson on

PLM: The “new”’
strategic corporate asset

FOR MANY SUPPLY CHAIN EXECUTIVES, the mention
of product lifecycle management (PLM) may con-
jure up the thought of an esoteric specialty prac-
ticed deep inside the engineering department.

But today’s forward thinking supply chain deci-
sion makers see PLM as an essential cross-func-
tional discipline for driving innovation, powering
growth, managing costs, and improving pricing. The
primary reason is focus: PLM’s very essence—con-
necting the threads of a product’s life, from devel-
opment to disposal—parallels that of supply chain
management (SCM), whose mission is integrating a
product’s flow from creation to conclusion.

Like SCM, PLM is not a new concept. How-
ever there are a host of new factors that conspire
to make it considerably tougher than it once was
to identify, design, and update new products and
services that can be brought to market quickly,
cost-effectively, and with high quality.

A primary factor is globalization. Take into con-
sideration that the rudder of Boeing’s new Dream-
liner 787 is made by Chinese aircraft systems mak-
ers; or that more than half of all product innovations
emerging from Procter & Gamble include at least
one major component from an external partner.

A related challenge is the increasing collabo-
ration with third parties. Nearly 40 percent of
respondents to a recent Accenture survey report
that they have outsourced more product develop-
ment in the previous three years. Working with,
and aligning, external product and service pro-
viders is clearly a pan-enterprise, supply-chain-
relevant activity—not one that is limited to an
organization’s design or engineering functions.

SCM is further complicated by the growing
use of embedded software and systems in prod-
ucts (like the OnStar system in GM vehicles
or the wash-cycle programs in Miele washing
machines). Mechanical and electrical systems
and embedded software must come together,
which strongly implies supply chain involvement
in areas such as sourcing & procurement, logis-
tics, and service management.

Mark Pearson is the managing director of Accenture’s Supply
Chain Management practice. He has worked in supply chain for
more than 20 years and has extensive international experience,

particularly in Europe, Asia, and Russia. Based in Munich, Mark
can be reached at mark.h.pearson@accenture.com
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REPAINTING THE BIG PICTURE

For all the reasons listed above, it's tougher
for supply chain executives to plan for growth
through innovation. It's harder to hit ever-nar-
rower market windows, and it’s harder to launch
products with the balance of cost and quality that
generates success in new markets. Moreover, no
single action—PLM focused or otherwise—will
alleviate the problem.

However, an end-to-end strategy that spans
multiple solutions and accommodates business
processes and data from many functions is cer-
tainly essential. In effect, advances in PLM align
increasingly with the skill sets resident in supply
chain management. Following are five related
moves that illustrate this connection:

1) Create an enterprise-wide framework:
A good starting point for optimizing PLM may
be breaking down and reevaluating current PLM
capabilities: reviewing all processes, applications,
metrics, data, and organization issues that under-
pin product-development process flows. When
an objective view of each parts’ performance and
maturity is completed, a new process may be con-
structed that positions PLM as a cross-functional
discipline that connects all corners of the PLM
landscape—not unlike supply chain management.

2) Link the new PLM framework’s capabil-
ities to primary priorities: This linkage should
emphasize five to 10 metrics that track the effec-
tiveness and efficiency of the company’s innovation
and product-development outputs. These metrics
should transcend any one department or function.
They might relate to pipeline throughput, cost of
engineering, reuse of platforms or components, or
resource utilization. For instance, if plans call for
more new products to be developed in lower-cost
countries, the PLM framework would link that
objective to the corresponding capabilities and
metrics in global collaboration.

3) Position PLM as an investment: By
deconstructing their PLM capabilities and con-
firming priorities, companies may be better able to
look at PLM as an investment—analyzing trade-
offs, projecting paybacks and measuring the impact
of projects over time. Following such an exercise,
one high-technology company shifted its PLM
emphasis to software-based product development
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rather than mechanical design.

4) Build a single enterprise PLM roadmap: The
objectives of a PLM roadmap include improving the capa-
bilities that underpin the product-development process;
identifying and eliminating redundant or conflicting proj-
ects; and increasing PLM adoption rates. At one company,
this exercise exposed six disconnected investments in just
one of the 30 discrete PLM capabilities it identified.

Critical PLM questions span the supply chain

5) Own, review, and update the framework
and roadmap: Similar to customer relationship man-
agement, supply chain management, and enterprise
resource planning, most companies are best off with a
single, formal organization to advance and support the
PLM journey. The idea is to ensure that PLM becomes
part of the company’s innovation fabric rather than a
one-time project or program.

*How do we *What will we *Which features + How do we * As production * How do we * How much of the
determine and design ourselves?  will we design ensure that volumes grow, ensure that our product has been
document the with mechanical, the design how do we track, PLM, ERP, and designed for
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NEWS

Rate hikes are sticking amid
sector capacity concerns

With an unprecedented two general rate increases taking effect in the past 12 months, leading
LTL carrier executives are reporting that the sector’s outlook is beginning to brighten.

By John D. Schulz, Contributing Editor

WASHINGTON, D.C.—It's been
quite a while since less-than-truck-
load (LTL) carrier executives were
able to see the word “profit” at the
bottom of their financial reports.
Some are half-jokingly reporting that
they need to go to the dictionary to
check the meaning of the word. But
sure enough, they've found it, right
there between “persistence” and
“quarterly net gains.”

The beleaguered LTL sector
underwent a massive downsizing in
2009. According to figures com-
piled by trucking market analysts
SJ Consulting, the sector shrank
some 25 percent from $33.8
billion in 2008 to $25.2 billion
last year. Some of that business
returned in 2010, as preliminary
estimates show the sector rising
to $27.5 billion.

When you dig into the num-
bers you'll find that a significant
portion of that lost business in
2009 was driven by the finan-
cially-ailing LTL giant YRC
Worldwide. Because of closed
or sold units, and a reduction
in its national footprint, YRC
shrank from about a $10 billion
company two years ago to about
$5 billion today.

It wasnt just YRC’s down-
sizing that affected the sector.
Parcel giants UPS and FedEx
continued to “cherry pick” the

Revenue per Cwt.

best LTL business, offering deep
discounts to its existing parcel ship-
pers. Also, truckload carriers and
3PLs such as C.H. Robinson were
offering services that consolidated
former LTL shipments into more
efficient, cheaper truckload moves.

Yet leading LTL carrier executives
are reporting that the sector’s out-
look is finally brightening. Already,
an unprecedented two general rate
increases have taken effect in the past
12 months, with a majority of those 5

Rate hikes are sticking
(LTL yield trend: 1Q 2009-3Q 2010)

percent to 6 percent rate hikes stick-
ing with most customers. And with a
future likely to include a reduction in
drivers’ hours of service and greater
scrutiny of unsafe drivers, those fac-
tors are likely to further squeeze over-
all truck capacity, analysts say, further
aiding the LTL sector.

“I'm somewhat optimistic for
2011,” said Chuck Hammel, presi-
dent of Pittsburgh-based Pitt Ohio
Express, a leading regional LTL
carrier. ‘I think the worst is behind
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*Weighted average of public LTL carriers
Source: Company reports, SJ Consulting Group, Inc. estimates
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us and we should see slow but steady
growth.”

Hammel said the major factors influ-
encing LTL carriers right now are an
uncertain overall economic future, car-
riers that are adding capacity, and the
pending CSA 2010 regulations, which
some carrier executives say has the
potential to remove as much as 10 per-
cent of overall truck capacity off the
nation’s highways.

Hammel added that Pitt Ohio has
been able to increase overall rates in
2010 between 2 percent and 5 percent,
depending on customer, traffic lane,
and other freight characteristics. Other
LTL carrier executives are reporting
similar success, mostly on a customer-
by-customer basis.

“I'm not sure what to think regarding
capacity moving forward because there
seems to be quite a few carriers adding
equipment and drivers,” Hammel said.
“As long as that continues to happen
rates will lag behind demand.”

David Ross, trucking analyst for Stifel
Nicolaus, recently noted that third-
quarter tonnage for the publicly held
LTL carriers—which represents about
two-thirds of all LTL tonnage—rose 11
percent year-over-year. Most LTL carri-
ers are reporting what Ross called “solid
volume growth” and market share gains
over the much-depressed levels from
third quarter of 20009.

The biggest market share gainers
were FedEx Freight, Old Dominion
Freight Line (ODFL), Saia, and Road-
runner, Ross said. The latter two were
the only two LTL carriers reporting
both above average growth in tonnage
and yields, Ross said, noting both car-
riers have spare capacity in their net-
works and already are profitable at cur-
rent rate levels. In fact, ODFL was the
only publicly held carrier to report a
sub-90 operating ratio (89.9) during the
third quarter of 2010.

Despite some overcapacity plaguing
the LTL sector, analysts are heartened
by the fact that several leading LTL car-
riers have carried out what Ross calls
“an unprecedented second round” of
general rate increases that occurred
during the peak season between August
and October. These increases, which
Ross estimated have applied to between
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LTL market share: YTD 3Q 2010

(Market size: $20.8 billion)

Roadrunner
1.5%

Vitan

2.1%

All others
35.5%

ABF
4.9%

ODFL
4.8%

UPS Freight
71%

Con-way
11.1%

YRC Regional
4.5%

Source: Company reports, SJ Consulting Group, Inc. estimates

20 percent and 40 percent of the carri-
ers’ overall business, “have been stick-
ing better than normal,” he said.

All this translates into pricing power
shifting back to the LTL carriers after
several years of “advantage-shipper”
rate negotiations. And with the general
U.S. economy on the rebound, Ross is
predicting price increases of between
4 percent and 5 percent for 2011 and
2012 in the LTL sector.

“This could be better than 2004 pric-
ing because it's a supply-driven tight-
ness,” Ross told LM. “We anticipate
very tight capacity in trucking.”

Analysts noted that there are two
types of trucking capacity—infrastruc-
ture capacity (terminal doors, etc.) and
active capacity (trucks, drivers, dock-
workers). While there is an oversupply
of the first, there is not an oversupply of
the latter, Ross said.

“In general, active capacity is fairly
tight in the LTL sector,” Ross said. “There
are no capacity shortages right now, but
supply and demand are pretty close.”

Other incidental indices charting
overall economic demand are backing
the analysts’ predictions of higher rate
expectations in the LTL sector.

Satish Jindel, principal of Pittsburgh-
based S] Consulting, said the overall U.S.
economy is what is driving the economic
conditions in LTL. But he worries that
the economy is growing only because of

YRC National
9.5%

artificial, one-time-only govern-
ment stimuli—not because the
nation is actually creating addi-
tional wealth.

“l don't see our economic
condition in 2011 being any
better than it was in 2010,
Jindel predicted. “I dont see
any noticeable improvement in
shipment volumes or tonnage
in 2011.” Because of that eco-
nomic drag, Jindel is predicting
LTL rate increases of about 3
percent in 2011, excluding any
rise in fuel surcharges (cur-
rently running about 23 per-
cent, based on $3.20 per gallon
diesel).

“The only way the LTL
industry can make perfor-
mance better is by taking
capacity out to get pricing
up, or by expanding into the territory
of other businesses,” Jindel said. “The
LTL guys are going to have to attract
those 200-pound to 400-pound ship-
ments that UPS or FedEx is taking, or
by attracting those 7,000-8,000 pound
shipments that the truckload guys have.
They have to expand their market.”

FedEx
Freight
15.9%

PARCEL EXPRESS

USPS preps for
Priority Mail Regional
Rate Box debut

WASHINGTON, D.C.—In Novem-
ber, the United States Postal Service
(USPS) heralded the release of a new
service geared specifically for shippers
mailing on a regional basis, entitled the
Priority Mail Regional Rate Box.

This box is comprised of USPS-
supplied packaging in two sizes for its
shipper-focused Commercial Base and
Commercial Plus customers. This new
offering, according to the USPS, offers
zone-based pricing with flat rates up to
a maximum of 15 pounds for the cubic-
size box measurement of .21 cubic feet
and a maximum of 20 pounds for the
cubic-size measurement of .41 cubic
feet, along with reductions in volume
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for Commercial Plus customers.

“Cube-based pricing has already
been in place at the USPS, but it was
only available for shippers mailing 400
packages per day. Now the threshold is
much lower,” said Doug Caldwell, prin-
cipal of ParcelResearch.

Lowering these thresholds is part
of the USPS’ strategy to go after larger
mailers, with discounts available at
their fingertips, according to USPS
Vice President of Shipping Services
Gary Reblin.

Among these discounts, which take
affect along with the Priority Mail
Regional Rate Box on January 2, are
a relatively modest 3.2 percent and
2.0 percent across the board increases
for Commercial Base and Commer-
cial Plus pricing, as well as lower vol-
ume thresholds for Commercial Plus
customers to qualify for discounted
pricing, which include minimums of
75,000 pieces per year for Priority Mail
packages and 5,000 pieces per year for
Priority Mail flats, among others.

“We recognize and want to go after
the larger mailer and want to have dis-
counts available without any surcharges
so they can take advantage of this and
be able to plan their yearly spend,” said
Reblin. “We think budgeting is a huge
advantage to what the USPS offers.”

And a significant part of help-
ing shippers manage budgets was to
offer them price points that make
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sense, he explained.

When speaking with shippers,
Reblin said he heard that the biggest
concern with flat rate boxes had to do
more their regional mailing habits. He
explained that 48 percent of all pack-
ages are shipped in Zones 1 through 3,
with flat rate boxes going out to Zone
8. The USPS sells this service at an
average price between Zones 4 and 5.
However, Reblin added that smaller

shippers do not want to pay an average
price for Zones 4 through 5 and want
something that is better designed for
them.

“What we looked to do was take the
same concept of ‘if it fits, it ships” and
put the zone price on it so that those
regional shippers would say that this is
something you can get a good price on
for going local Zones 1-2.”

—Jeff Berman, Group News Editor

WASHINGTON

Few satisfied with federal
government’s latest HOS proposal

WASHINGTON, D.C.—The federal
government, which has been tinker-
ing with truck drivers’ hours of service
(HOS) regulations for at least 11 years,
is assured of going into 2011 with more
unfinished HOS business.

The Federal Motor Carrier Safety
Administration’s (FMCSA) latest pro-
posal, issued on December 23, wasn't
exactly what the trucking industry was
looking for from its regulatory Santa
Claus. Instead of clarity, truckers and
shippers got hit with more uncertainty.
And instead of easy-to-follow instruc-
tions, the industry got a laundry list of
rules with exceptions, loopholes, and
other provisions that would make Rube

Goldberg blush.

The new service
offers zone-based
pricing with flat
ratesuptoa
maximum of 15
pounds for the
cubic-size box
measurement
of .21 cubic feet
and a maximum
of 20 pounds for
the cubic-size
measurement of
.41 cubicfeet.

According to American Trucking
Associations’ (ATA) President and CEO
Bill Graves, the proposal is “overly com-
plex, chock full of unnecessary regula-
tions on professional truck drivers, and,
at its core, would substantially reduce
productivity.”

In its attempt to finally get the hours
of service rules “right” for professional
truck drivers, Graves added that the
Obama administration “missed the
mark in many ways” with its proposal—
which was delivered two days before
Christmas, when most of the country
was looking the other way.

According to Graves, the FMCSA
punted on the most basic portion of the
rule: How long can a truck driver drive
in a day? Instead of issuing a hard-and-
fast rule, FMCSA is seeking further
public comment on whether daily driv-
ing time should be reduced from the
current 11 hours to 10 hours. However,
FMCSA says it now favors a 10-hour
limit, which represents a one-hour
reduction from current rules. Instead,
FMCSA called for a 60-day comment
period before deciding that critical ele-
ment of the regulations. It also held
off on altering the current 60-hour or
70-hour workweek windows.

FMCSA is now leaning toward
reducing the maximum daily work-
ing-time window by an additional
hour and abolishing the 34-hour
restart as it exists today—but even
that's complicated.

The new rules would retain a por-
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tion of the “34-hour
restart” provision by
allowing drivers to
restart their weekly
clock by taking at
least 34 consecutive
hours off-duty. How-
ever, the restart provi-
sion would be revised
by requiring that it
include two consecu-
tive off-duty peri-
ods from midnight
to 6:00 a.m. Drivers
would be allowed to
use this restart only
once during a seven-
day period, essen-
tially creating a mandatory “weekend.”

Other proposed changes include:

-Decreasing daily “on-duty” time
from a maximum 14 hours to 13 hours.
Drivers would continue to be allowed
to drive either 10 hours or 11 hours
within a 14-hour window.

-Requiring a minimum 30-minute
break after a maximum of seven hours
driving or working in order for a driver
to continue driving.

-Permitting the standard 14-hour
window to be extended to 16 hours
twice a week. However, this does not
mean an increase in on-duty or driving
time, only that the driver would have
more time to complete tasks.

Shippers and truckers are hoping
that the FMCSA has a large folder for
its comments. “The changes proposed
will be enormously expensive for truck-
ing and the economy,” said Graves.

When the rule was last changed in
2004, trucking companies spent mil-
lions retooling their networks and com-
puter systems to accommodate the
extra hour of driving time, even though
the overall on-duty time shrunk as the
government began to count waiting and
unloading time as time “on duty.”

Now shippers and the industry face
more delays and cost, as the prospect
of that 11th hour of driving appears to
be on the cusp of being taken away.
Companies that fail to comply could
face fines up to $2,750 per offense,
with drivers subject to $1,000 fines
per offense.
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According to the
ATA, the trucking
industry is prepared
to deluge FMCSA
with statistics, data,
and other examples
of how the 2004
rules are working for
the benefit of ship-
pers, industry, and
the general public.
For example, the
trucking  industry’s
safety performance
while operating
under the current
HOS rules “has been
remarkable,” Graves

said.

In fact, crash-related fatalities are
down 33 percent from the 2003 level.
Fatality and injury crash rates are also at
their lowest level since the DOT began
keeping records. “Trucking’s never been
safer,” said Graves.

Two years ago, FMCSA estimated
that the cost to reduce one hour of driv-
ing time would be more than $2.2 bil-
lion. If that extra hour of driving were

eliminated, it's very likely that ATA
and other trucking interests would
challenge the ruling in court, officials
strongly hinted.

The government's latest proposal
also includes a host of additional
restrictions. It more specifically defines
when drivers must take their rest, and
how they can use their non-driving on-
duty time for tasks such as loading and
unloading.

“Certain aspects of the rule appear
to reduce overall daily work time avail-
able to truck drivers, which concerns
us,” said John Hausladen, president of
the Minnesota Trucking Association.
“Lost hours have a huge ripple effect,
including slower deliveries, reduced
take-home pay for drivers, and lost rev-
enue for trucking companies hoping to
expand or replacing older equipment.”

The key issue, however, appears to
be what the government will eventu-
ally decide on that 11th hour of driv-
ing, and what the ripple effects and
other unintended consequences would
mean for the fragile state of the overall
United States economy.

—John D. Schulz, Contributing Editor

SUPPLY CHAIN

IBM study hones in on supply chain
complexity and future methods to
address related issues

NEW YORK CITY—While operating
a global supply chain network has myr-
iad advantages for shippers, it has its
challenges as well. Some of these chal-
lenges include things like a lack of vis-
ibility into various information sources
as well as other varying complexities
that can influence daily operations and
performance.

This was a major takeaway from a
recent study published by the 1BM
Institute for Business Value, entitled
New rules for a new decade, a vision for
smarter supply chain management. For
this study, IBM surveyed 664 supply
chain management executives in 29
countries.

The study found that “complex-
ity exacerbates the host of challenges
these executives must manage on a
daily basis.” And at the top of the list
for complex items effecting supply
chains are global economic turmoil
and uncertainty.

The main related challenges for
these issues, according to the study’s
findings, are volatility or fluctuation
in customer demand for things like
increased requirements for sustain-
able products and services and height-
ened expectations for responsiveness,
uncompromising quality, and low cost.
Other notable challenges cited in the
study were visibility—or the need for
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Top supply chain challenges
(Survey of 664 supply chain executives in 29 countries)

Demand variability

Cost optimization

Increasing customer
expectations

Inventory optimization

Supply chain visibility
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Source: IBM Institute for Business Value

accurate, time-sensitive information—and value—the pres-
sure for supply chain management and operations to create
value on an enterprise level.

“Demand variability was constantly off the charts when
analyzing this data,” said Karen Butner, the study’s author
and global supply chain management leader for the IBM
Institute for Business Value. “Getting customer order
demand and customer forecasting with all of the volatility in
the marketplace, it was clear that this was the biggest chal-
lenge across the industries we surveyed.”

And due to demand variability, Butner explained that all
global logistics constraints, whether it's at ports, rail yards,
warehouses and distribution centers, or other global multi-
channel environments, all tend to revolve around demand
management, forecasting, sales and operations planning.

While it’s clear that there are various sources of complex-
ity and obstacles for supply chain executives to overcome,
IBM points out that there are three new rules, which will be
required to topple these hurdles throughout the next decade,
including:

e know the customer as well as yourself;

® sce what others do not; and

e exploit global efficiencies.

“Predictive demand and the types of things shippers
are planning to do in the next couple of years...focuses on
advanced analytics and anything that leverages intelligence,”
said Butner. “In the retail industry, there are consumer buy-
ing patterns and market intelligence that can be used, as well
as the automotive sector or anything else that depends on
consumer.”

Butner added that the level of dynamic optimization refer-
enced in the third rule applies to inventory and network opti-
mization, as well as cost structures. “Anything they can do to
find a way in their system to optimize—or in their processes
to yield optimal improvements—is being done way beyond
that,” said Butner.

—Jeff Berman, Group News Editor
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Volatile oil and diesel prices, capacity shortages, another
looming driver crisis, debilitating regulatory uncertainties,
and an improving economy have lead industry analysts
across all modes to one conclusion: Shippers will have to
shoulder some of the burden associated with escalating
transportation costs this year.

BY PATRICK BURNSON, EXECUTIVE EDITOR

he good news is that an economic
recovery is clearly underway, with
demand in goods and services
keeping pace with the modest
predictions Logistics Management
presented six months ago in our
2010 mid-year forecast. But many
analysts say that the overall eco-
nomic picture in 2011 will begin with a whim-
per rather than a roar.

For shippers, this means tighter “spend man-
agement” when it comes to choosing modes and
routing as theyll be called upon to shoulder
some of the burden associated with escalating
transportation costs this year.

In its most recent survey, the National
Association for Business Economics (NABE)
projects a sluggish start. “Projections for real
GDP growth remain sub-par through the
first quarter of 2011, but accelerate gradually
through the forecast period,” says NABE Pres-
ident Richard Wobbekind, who also serves as
associate dean of the Leeds School of Busi-
ness at the University of Colorado. “For next
year as a whole, GDP growth is expected to be
moderate.”

Wobbekind adds that factors restraining
growth include ongoing balance sheet restruc-
turing by consumers and businesses, as well as
a diminished contribution to GDP growth from

LOGISTICS MANAGEMENT

inventory restocking and government stimulus.
“Confidence in the expansion’s durability is
intact, but NABE panelists remain concerned
about high levels of federal debt, a continuing
high level of unemployment, increased busi-
ness regulation, and rising commodity prices,”
he says.

Due to an uptick in consumer confidence at
the end of last year, the NABE panel made mod-
est revisions to its economic growth predictions
for 2010 and 2011. Real GDP is now expected
to advance 2.7 percent (year-over-year) in 2010,
a figure with which economists outside of the
NABE panel seem to be comfortable.

“While spending throughout the retail
industry was varied, it appears that the fourth
quarter of 2010 gave us a solid start,” says
National Retail Federation (NRF) Chief
Economist Jack Kleinhenz. “Consumer
spending continues to show marked improve-
ment, even though we expect them to pro-
ceed with caution.”

This cautionary note was also sounded by
Chris Christopher, Jr., senior principal econo-
mist at [HS Global Insight. “Our worst-case
scenario is a ‘double-dip,” says Christopher.
“And we don't see that happening. But even
our best-case scenario hardly makes consumers
want to break out the champagne. It will be a
very soft recovery.”

ILLUSTRATION BY CHRIS GALL
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FUEL

Analysts also agree that key to any economic
rebound will be the price of fuel. Derik Andreoli, an
energy analyst and doctoral candidate at the Uni-
versity of Washington, says there’s deep uncertainty
in how energy for power, heat, and mobility will be
sourced and paid for. In the meantime, the Obama
Administration recently curtailed domestic off-

shore drilling while global demand for fossil
fuels continues to surge.

“The potential consequences of failing
to plan for the unfolding energy paradigm
could be catastrophic,” he says.

At the same time, says Andreoli, ship-
pers must address energy-related risks
to supply chains and the increas-
ing vulnerability of just-in-
time models. “On my radar,
the hot topic at the cur-
rent moment is China’s diesel
shortage and how an increase
in demand for diesel imports will
affect prices through 2011, he says.

“It is unclear whether the diesel short-
age will reverse in the spring.”

What shippers need to know, says
Andreoli, is that refined oil stocks of Chi-

na's two largest oil companies have fallen for

eight consecutive months and diesel stocks fell

by double digits in December alone. This means
that transportation providers worldwide will be dip-
ping into a common well, while passing on the costs

to shippers.

Analysts also expect that the crude and diesel
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markets will remain volatile due to the
fact that the recession and the tempo-
rary drop in the price of crude caused
some investments in transport assets to
be put on hold. Meanwhile, in its short-
term outlook, the U.S. Energy Informa-
tion Administration (EIA) is calling for
2011 crude oil prices to hit $85.17 per
barrel, thereby setting a new average.

TRUCKING

Stifel Nicolaus analyst John Larkin
agrees that energy markets will be tight,
and trucking fuel prices will continue to
rise. “I believe the EIA's estimation on
the price of oil is accurate, and if the
LTL capacity remains restrained, ship-
pers will have to accept the rate range
given,” says Larkin.

Larkin is among the many industry
insiders who believes that capacity will
come under even more pressure in the
second quarter of 2011, with rates rising
by as much as 4 percent. “With manu-
facturing of durable goods ramping up,
it's only a matter of time before there’s
a surge in consumer demand for things
like household appliances,” he adds.

Larkin isn't only concerned about
fuel and capacity issues impacting rates,
however. He also points to pending
changes in the current hours-of-service
rules as well as the new Comprehensive
Safety Analysis (CSA 2010) that many
trucking analysts and insiders are pre-
dicting could push up to 300,000 drivers
out of the current labor pool by 2012.

“Taking the hardest hit in 2011 will
be the truckload (TL) sector which has
more severe capacity restraints on driv-
ers and equipment than the LTL side,”
adds Larkin.

For Brooks Bentz, a partner in
Accenture’s supply chain management
practice, rumors of capacity issues in
trucking are real, but should not push
shippers to the edge of panic. “The
long-term circumstance is that there’s
latent capacity in the trucking busi-
ness that will appear when rates reach a
point that make it attractive for that to
happen,” says Bentz. “This means that
those carriers with assets idled by the
downturn in volume, or those who have
been reluctant or conservative in re-
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engaging those assets, will begin to do
so as prices make it an attractive busi-
ness proposition.”

Bentz also notes that trucking has the
lowest barriers to entry and the largest num-
ber of service providers. “As one of my for-
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mer colleagues used to say: “There’s always
someone new willing to go bankrupt.”

RAIL

Bentz is equally confident about
rail rates, which he sees rising, but
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not steeply. “The large-scale unfunded
mandate to implement Positive Train

Control (PTC), coupled with the
requirement to upgrade and expand
network capacity, is going to require
significant infusions of capital that are
beyond the present ability of the car-
riers to privately fund entirely on their
own,” he says.

Benefits associated with PTC—such
as increased fuel efficiency or locomo-
tive diagnostics—bring added expense,
Bentz adds, noting that wireless data
systems contribute to operational cost.
The consequence could be somewhere
in the range of a 3-percent to 4-percent
rate hike.

Anthony Hatch, principal of New
York-based ABH Consulting, a trans-
portation and financial advisory, says
that shippers are considering adding
rail service and “wallet share” to ensure
capacity in the next cycle. “It will also
reduce overall logistics expense, guard
against another fuel price spike, and
comply with coming carbon emis-
sions changes,” says Hatch. “Rail is on
a modal share upswing, and shippers
need to be ahead of the coming wave if
at all possible.”

However, Hatch says that domestic
intermodal growth is entirely depen-
dent on a higher level of service than
the rails have ever shown before. “The
railroads have proven that they are up
to it, but not on a consistent basis,” he
adds. “Service levels are also the key to
making investors happy, not just from
above-GDP volume growth, but by cre-
ating operating leverage and making
regulators content.”

AIR CARGO

Air cargo shippers may expect to
begin bearing some of the burden of
higher fuel rates early this year, say
some analysts. “There’s no question
that escalating prices for fuel will be
passed on,” says Charles Clowdis, man-
aging director of transportation for IHS
Global Insight. “And having managed
their capacity well during the down-
turn, carriers can get the money to
cover their costs.”

Still, even when carriers raise rates
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by 2 percent to 3 percent, their margins
will remain thin, he adds.

Unlike the ocean cargo sector, says
Clowdis, capacity can be reintroduced
without much retooling or redeploy-
ment. “Air carriers are using the same
avionics and equipment parts,” he says,
“so getting a plane back in the air is not
as tough as getting a ship out of the
mothball fleet.”

Over the course of 2011, Clowdis
says that large volume air shippers
may mitigate some of this cost by
chartering dedicated freighters when
they can. “Right after last year’s Black
Friday, American Eagle began using
a direct flight from Shanghai to Pitts-
burgh,” he notes. “Not every major
retailer can get away with that kind of
strategy, but if the demand is there, it's
worth looking into.”

And as of right now, demand appears
to be surging. According to The Inter-
national Air Transport Association
(IATA), while the U.S. is spending
more to boost its economy, Asia, outside
of Japan, is barreling forward with high-
speed growth, and Europe is tightening

its belt as its currency crisis continues.

“The picture going forward is any-
thing but clear, but for the time being,
the recovery seems to be strengthen-
ing,” says Giovanni Bisignani, [ATA’s
director general and CEO.

OCEAN

Along with improved collection of
floating bunker and inland fuel charges,
all of the major ocean carriers are poised
to hike rates by a significant margin in
2011.

Indeed, vessel operators comprising
the Transpacific Stabilization Agree-
ment (TSA) have “suggested” rate
increases of $400 per 40-foot container
(FEU) for cargo moving to U.S. West
Coast ports and $600 per FEU for all
other cargo are likely to be imposed by
May 1, 2011.

“It’s unfortunate that this is being done
before there can be any change to the
Shipping Act,” says Michael Berzon, out-
going chairman of the National Industrial
Transportation League’s (NITL) ocean
cargo committee.

The Shipping Act of 2010, introduced
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by Rep. James Oberstar (D-Minn.),
would abolish carrier antitrust immu-
nity and prevent carrier executives
from convening so-called “discussion
groups” used to formalize rate strategy.
Unfortunately, for shippers, Oberstar
failed to win re-election in last Novem-
ber’s election and there’s considerable
doubt that the Act will be resurrected
in 2011.

“Carriers can raise rates in lockstep
now, without any concern that such
behavior represents a violation of anti-
trust laws,” says Berzon.

TSA lines have further recom-
mended full recovery of costs for other
equipment sizes, and as well as Panama
Canal, Alameda Corridor, and other
fixed accessorial charges. This comes
at a time when the cartel admits that
it has had “healthy revenues” over the
past two quarters. Still, they say, an
early end to the transpacific peak sea-
son has left that trade lane lagging rela-
tive to other Asia container markets,
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would be a bad strategic move,” says
Jon Monroe, president of Monroe Con-
sulting in Shanghai. “Shipping through
LA/Long Beach is always going to be
the fastest route to interior markets in
the U.S.”

And with volumes still moving
strongly out of China on head-haul
routes, other analysts maintain that
the rate hike will stick. “This would
indicate that global trade has made a

““Projections for real GDP growth remain
sub-par through the first quarter of
2011, but accelerate gradually through

the forecast period.”

while operating costs continue to rise.

Late last year, carriers called for
adjustments to store-door delivery rates
as warranted to levels that adequately
compensate carriers for rising costs in
providing those services.

Finally, TSA is recommending a peak
season surcharge of $400 per FEU,
effective from June 15, 2011, through
November 30, 2011, with those dates
subject to adjustment based on chang-
ing market conditions.

Can shippers mitigate this cost esca-
lation by relying on “all-water” deploy-
ment to U.S. East Coast ports? Most
analysts don't believe that's a long-term
fix. “It might pay off tactically, but it
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—Richard Wobbekind,
president of the NABE

surprisingly speedy recovery,” says Neil
Dekker, an analyst with London-based
Drewry Shipping Consultants Limited.
“And this has allowed ocean carriers
to re-deploy laid-up tonnage and work
new-builds into their core east-west
services with relatively few problems.”

PARCEL

Arguably, no other supply chain sec-
tor reflects the nation’s economy better
than the small package industry. And
according to Jerry Hempstead, presi-
dent of Hempstead Consulting, there
are only two players in town. “Fedex and
UPS control the domestic market com-
pletely; and as a consequence, expect

0

2010

the rates they demand collectively,” he
said. Indeed, both carriers have already
announced hikes of 4.9 percent for
2011.

Furthermore, ~Hempstead  says,
both carriers closely monitor the pric-
ing practices of the other: “So if UPS
Ground announces a rate increase, it's
closely followed by our friends in Mem-
phis, and vice versa.”

Of greatest consequence to shippers
in this year, says Hempstead, is the way
both carriers are calculating dimen-
sional charges. Beginning this month,
the dimensional weight will ramp up
to 47 pounds and the rate will rise to
$109.91.

While the increase seems reasonable
when factoring in the fuel surcharge,
says Hempstead, it represents a whop-
ping double-digit hike. “The increase
you're paying over your current charge
is actually 18.7 percent,” he says.

Hempstead is also alarmed by
the duopoly’s new position on third
parties, which is quite simply to
ignore them. “Today, if the ship-
per has employed a third party par-
cel negotiating company to work on
their behalf, both FedEx and UPS
will walk away from the deal,” says
Hempstead. “They can afford to do
this now if it makes a statement.”

Which means, he adds, that this in
turn signals at least one positive per-
ception: The nation’s economy may

indeed be on the mend. []

Patrick Burnson is Executive Editor of
Logistics Management
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TRANSPORTATION BEST PRACTICES/TRENDS

Bridging the LTL

Our Sage Advice columnist—a 30-year transportation
management veteran—offers logistics professionals
and carriers time-tested relationship management
advice. Let’s hope it’s not too late.

BY JOHN A. GENTLE, DLP, SAGE ADVICE COLUMNIST

any savvy logistics profes-
sionals think about “rela-
tionships”™ as a state of
mind that exists between
individuals and “relation-
ship management” as a
process that describes how companies
work together on all levels to create value
for each other. Unfortunately, others don't
get it and only pursue relationships when
there’s something in it for them—usually
financial—or they disregard it entirely.

As children, encouraging parents gave
us food and a safe, warm place to live.
As we grew into teenagers, our learning
experiences over time had a lot to do with
sentiment, attractiveness, communication
skills, patience, and trust. Those feelings
in varying degrees are in play today for
each of us personally and professionally.

Over the next few pages we'll aim to pro-
vide logistics professionals with a few ideas
on how relationships can be managed to
bring about value for companies. We'll also
try to help both sides of the transportation
equation come to terms with the fact that
relationship management must occur on
multiple levels—and over time—if it's to be
considered successful.

LET’S BE FRIENDS

Our first relationship experience as
teenagers occurred in the “pre-dating
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phase.” Meeting in public with a group of
friends was a safe environment without
commitments. It's a little like shippers
meeting LTL carriers at a transportation
exposition—some interaction, an oppor-
tunity to be “wowed.” And based on what
was observed, instincts either moti-
vate us forward, away from, or into

a state of ambivalence.

After several “dates” we got
turned on or off by values, person-
alities, or shortcomings. Breaking
up was common, sometimes
sudden and traumatic, and
generally not reasoned or
communicated well. In
fact, it reminds me of
how shippers and car-
riers often deal with
each other: “Can you
start today? Get out!”

It happens quickly
and you only find
out when there’s no

capacity.
I suspect that it's
in this “casual dat-

ing” phase when shippers

and carriers begin to test

and react instinctively to infor-

mation about the other company’s
culture and the actions of their represen-
tatives. One carrier says it takes about 5

WWW.LOGISTICSMGMT.COM | January 2011



http://WWW.LOGISTICSMGMT.COM

relationship gap

months to 6 months until you start to
see relationships form. One of the things
both carriers and shippers quickly test
for is “one-sidedness™—better known
as the relationship killer. While the
strength of the relationship cannot be
simply based on the account representa-
tive, a good program cannot be built on a
marginal account representative.

DANIEL VASCONCELLOS
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When a shipper commits to a semi-
serious, “going steady” phase, the sales
representative and company benefit
from the steady business. Communica-
tions and meetings between both par-
ties are ideally held on a more routine
basis. As I recall, this is an exciting but
challenging phase when we begin to
rely on the “predictive” nature of our

new business friend. Certain ben-

efits now begin to ben-
efit both parties.

Depending on the
seriousness of the
relationship, this
might be called
the “best friends
forever (BFF)
phase.”

In this crucial
phase, the shipper and carrier will test
each other’s will and ability to solve
problems on multiple levels of the
company. Ed Conaway, executive vice
president of sales for Con-way Freight

says that “discussions that are started
based on value and mutual goals are an
example of effective relationship man-
agement.” The future of the relation-
ship, he says, will be determined by
the level of patience demonstrated and
how effectively and quickly challenges
and communications are handled. Con-
away adds: “When both parties have a
stake, both should recognize that goal
achievement is mutual.”

Shippers that invest in this positive
style of relationship management build-
ing may also go on to create an LTL
carrier council for advice on solving
problems, launching new initiatives, or
taking on industry issues. For example,
the LTL council may recommend how
the shipper could reconfigure packaging
to improve density, reduce damage and
claims, and work with them to establish
the ‘load-ready times’ that minimizes
driver waiting and idling times while
improving service and maintaining cost
levels.

This new relationship will also con-
duct more in-depth business reviews
that significantly improve processes,
productivity, service, and communi-
cations for both. Lastly, these ship-
pers will likely publicly recognize the
best-in-class LTL companies and their
account representatives.

TAKE IT UP A NOTCH

However, not every shipper is will-
ing to invest in relationship manage-
ment with LTL carriers to the extent
described above. Many don't under-
stand or they reject the relationship
concept because their LTL program
may be smaller than other modes and
they're unwilling or simply don't have
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the resources to fully invest in it.

Another reason may be that supply
chain managers and their bosses, impa-
tient for results, are frustrated by the
LTL complexities such as contracts,
rates, payables, claims, and a more for-
mal management structure.

Additional and  disproportionate
resources are required to manage LTL
compared to other modes. Without a
firm commitment by a shipper, relation-
ship development, its success, and its
ongoing management at all levels will
default to the carrier’s corporate and
account representative—and in the
end, be unsuccessful.

In direct contrast, large third-party
logistics (3PL) companies have made a
commitment in time, human resources,
and systems to capture a thorough
understanding of the LTL environment
and detail needed by both shippers and
carriers for everyone to be successful.
In fact, more than one LTL carrier has
told me that they would prefer working
with a broker because of its knowledge,
systems, and commitment to relation-
ship management at all levels.

These LTL-savvy 3PLs are translat-
ing the customers’ requirements for the
carrier and bringing the carrier together
with the shipper to resolve
problems—a win-win.

There is, however, a misper-
ception that simply having a
relationship program and a
charismatic account represen-
tative can bridge all the prob-
lems. Gary Palmer, Sr. director
of transportation for hardware
giant True Value Co. agrees.
“The carrier representative,
who has a polished contact
demeanor, will win out over a
comparably talented person,”
says Palmer. “But regardless of
how great their interpersonal
skills are, the business will go
to the best service provider.”

STRUCTURING THE
RELATIONSHIP

Our lifetime experiences
remind us that relationships
and commitments are very
fragile. Four years ago we wit-
nessed many carriers ignor-
ing commitments to harvest

36 LOGISTICS MANAGEMENT

profits; and during the last two years,
we've witnessed many shippers ignor-
ing commitments for profitability and
drilling deep for cost reductions—even
to the extent of putting their carriers at
financial peril. For good reasons, both
shippers and carriers have felt betrayed
by some of their so-called partners.

At the beginning of this article |
stressed that relationships have to be
developed and maintained at all levels.
Having a good relationship with just the
account representative is not sufficient.
Some of the problems that shippers
had four years ago—and will soon have
again—could have been based on the
fact that their program was built on one
dimension, the account representative.

While LTL carriers rely heavily on
their account reps to create, build, and
maintain the relationship, a direct line
of communication with senior manage-
ment is critical to an effective program.
That being said, to understand reason-
able expectations, we must understand
where relationships fit into our human
and business needs.

Based on an adaptation of Maslow’s
Hierarchy of Needs, we have to
remember that whatever the party’s
intent to create a meaningful relation-

Maslow’s Hierarchy of Needs

(original five-stage model)

Self-
Actualization

Esteem

Love, relationships

Physiological

Source: Abraham Masow, 1943, A Theory of Human Motivation

A company that is struggling to survive will be
preoccupied with preservation and not able to
consider relationship development.

ship, the physiological and safety needs
of the other party must first be satisfied.
Conversely, if a company or individual
is struggling to survive, it will be pre-
occupied with preservation and will
not be able to consider the possibility
of relationship development, no less an
enhancement.

Given the financial challenges facing
many companies today, it’s quite under-
standable that those that are fighting
for their very survival will be looking
for an opportunity for profitability and
not a robust relationship initiative. Yet,
without trust, strong communications,
and patience, the longevity of maintain-
ing a business relationship is likely to
be tenuous at best.

WHO TAKES THE INITIATIVE?

In my conversations with LTL carri-
ers, they indicated that not every shipper
actually wants a relationship. One major
regional carrier says only one-third of
the shippers want to work together. The
other two-thirds are indifferent or simply
say: “Just do what [ tell you.”

At the same time, many major ship-
pers feel that carriers and their account
representative just want volume; and,
if there is to be a relationship initiative
to generate improved service and prof-
itability for both companies, then the
shipper is going to have to take the ini-
tiative, not the carrier.

Regardless of who takes the initiative
to build and develop the relationship,
getting face time to conduct a meaning-
ful conversation is a big challenge for
a shipper that often runs from meeting
to meeting. Perhaps the best time to
work on relationships is away from the
office at a conference or at a company-
or carrier-sponsored event. Casual set-
tings can often be more productive and
thought provoking.

“The LTL industry still has a highly
fragmented and largely unsophisticated
shipping community that is unfamiliar
with their LTL shipping options,” says
David Ross, a research analyst with
Stifel Nicholaus. Many LTL companies
offer a range of delivery options, pool
distribution, international services,
and even warehousing. But with logis-
tics departments struggling to meet
and exceed annual productivity goals
in excess of 3 percent, shippers really
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need to take the time to surface and
harvest these types of opportunities and
not just talk about rates.

Remember, relationships are
the third rung on the hierarchy of
human/business needs and cannot be
addressed until all physiological and
safety needs have been satisfied. So, if
the primary purpose of your program is
to avoid rate increases at the financial
expense of your business partner, then
your efforts are misguided and it has

nothing to do with relationships.

In the end, the most successful rela-
tionships are based on the recognition
of common values, trust, a commit-
ment for a long-term relationship, and
communications that include honest
and frequent performance reviews and
mutual goal achievement. They're built
and orchestrated at multiple levels,
including senior management, opera-
tions, and the account representative.

Each business partner must stand

up for the other, do the right thing, and
hold each other accountable. Have you
conducted a self-assessment of your
program and asked your carrier-part-
ners for their assessment of your rela-
tionship efforts? How did you do? Did
you meet the challenge? []

John A. Gentle, DLP, is a Sage Advice
columnist for Logistics Management
magazine. He can be reached at JAG@

RelaTranShips.com.

Real Carriage Door partners with LTL to extend marketing efforts

a-kind homes since 1976, began to notice increasing

demand for swing-out carriage garage doors for his list
of custom contracts during the heart of the building boom. Re-
alizing he could turn this need into an extension of his existing
business, he launched Real Carriage Door Company in 2005.

However, it was still a one-man
business, operating out of his Gig
Harbor, Wash., garage; and with the
domestic housing market booming
at the time, he quickly found himself
overwhelmed with orders. While he
added more workers and expanded his
factory, he was faced with a challenge
that was a bit more daunting: who to
trust with shipping and distribution.

“| started with Con-way Freight
from the very beginning, and was not
sure at that time if they could handle
the larger network of demand coming
in with the new orders,” Rees says.
“After a bit of research, | determined
that they could.”

It's a decision that Rees does not
regret. Indeed, the advantages of using a single LTL provider
proved to be a hedge against the downturn in the housing mar-
ket three years later. “By 2008, we could see that home-building
was coming to a sudden halt, but our custom-built doors were
still needed for remodels and replacements,” says Rees.
“Rather than cut back on production, we decided to ramp it up
and take advantage of the weakening economy to gain share
and expand our footprint.”

And key to that strategy, adds Rees, was reliable, timely
delivery of product to even the most remote regions of North
America. But there were still some headaches encountered
along the way, Rees recalls.

“There was one incident with a driver being turned away from
a distribution center in Maine because the dispatcher was suspi-
cious about the freight,” says Rees. “We had to get involved with
a series of phone calls before he was assured that we were work-
ing with a reputable trucking company that could provide all the

D on Rees, owner of Rees Builders, a builder of one-of-

driver.
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Don Rees, owner of Rees Builders
(Right) with Conway-Freight

paper work associated with financial settlement.”

It was then that Rees determined that he could begin to
use his supply chain as a marketing tool. Rees, in partnership
with Con-way, came up with the idea to manufacture a special
label that identified the LTL as their exclusive carrier. This was
designed to improve visibility of these unique products, thus
decreasing damage and freight claims and improving
overall customer service.

“And it's a brand that is widely recognized,” says
Reese. “Even in cross-border markets.” And this
point becomes increasingly significant when one
considers the growth in businesses like Real Car-
riage Doors in Canada.

Along with heightened demand in the U.S. North-
east, Rees is now moving more products to Canada,
one of our nation’s largest trading partners. “The
currency imbalance due to the declining value of the
U.S. dollar is one factor,” says Rees, “but the quality
of our products and logistics is certainly another fac-
tor that explains it.”

TransBorder Freight Data—a subset of official U.S.
foreign trade statistics released by the U.S. Census
Bureau—indicates that U.S./Canada surface trans-
portation trade totaled $40.2 billion in November of
last year alone, up 15.7 percent compared to November 2009. The
value of imports carried by truck was 10.7 percent higher in No-
vember 2010 compared to November 2009, while the value of ex-
ports carried by truck was 17.4 percent higher during this period.

“There really isn't a region in our hemisphere that we can’t
serve with our current LTL model,” says Rees. “We've consid-
ered other alternatives, but the advantages of working with one
partner outweigh the complications involved with opting for
multiple carriers.”

Today, Real Carriage Door Company operates a 16,000-
square-foot facility employing more than 20 workers. Hinges,
deadbolts, and door handles have also become a staple of its
inventory. What hasn’t changed, however, is Rees’ philosophy
regarding craftsmanship and production. “Remain loyal to your
customers and business associates, and success will follow,”
he says.

—~Patrick Burnson, Executive Editor
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SUPPLY CHAIN & LOGISTICS TECHNOLOGY

The key enabler

Our technology correspondent takes a look at TMS’ evolving role,
explains the drivers that are pushing development in the sector,
and illustrates how new delivery methods could change the face

of transportation management.

BY BRIDGET MCCREA, CONTRIBUTING EDITOR

n survey after survey, year after year, analysts con-
tinue to find the same, somewhat surprising number:
Only about one-third of “eligible” companies—those
that would benefit from using a transportation man-
agement system (TMS)—are currently using a TMS.

This finding certainly proves that there’s plenty of grow-
ing room for TMS under the supply chain execution (SCE)
umbrella for providers of the technology. And considering
that the domestic and global economies are finally entering
a slow-but-sure rebound mode, it would stand to reason
that more companies should be adopting TMS to ferret out
transportation spend reductions, improve route planning
and optimization, and achieve better collaboration across
the supply chain.

Well, according to Dwight Klappich, research vice presi-
dent for Gartner, Inc., 2010 actually did see an expansion
in the size, functional breadth and depth, and geographical
scope of the TMS market, as users sought out technolo-
gies to help reduce costs, improve efficiency, and “generally
run their freight operations more effectively.” Klappich calls
TMS a growing market for shippers of all sizes—from those
that spend as little as $15 million on annual freight, to ship-
pers that spend hundreds of millions of dollars per year on
transportation.

“TMS continues to be seen as the key enabler that will
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help freight organizations reduce total and empty miles,
enable better utilization of freight capacities, minimize
unnecessary moves, combine loads to use more economi-
cal modes of transportation, and ensure that the least-cost
modes and carriers are routinely chosen by users,” says
Klappich.”

Over the next few pages we'll look at TMS'’ evolving role
as that “key enabler,” explain the drivers that are pushing
development in the sector, and give shippers some insight
into the future viability of TMS. We'll also illustrate how far
TMS functionality has come and where it's headed in terms
of delivery methods.

RIDING THE GROWTH CURVE

Klappich and the Gartner supply chain research team
expect the TMS market to maintain growth for several
years, with double-digit growth emerging in 2011 and a
projected five-year compound annual growth rate (CAGR)
of 9.4 percent.

Growth drivers include the basic fact that TMS remains in
high demand along with the emergence of alternative deliv-
ery methods, such as software as a service (SaaS). The latter
gained traction in 2009, mainly due to the weak economic
climate that, according to Klappich, favored the short-term
cost advantage of SaaS.

WWW.LOGISTICSMGMT.COM | January 2011



http://WWW.LOGISTICSMGMT.COM

Even with a brighter economy ahead,
on-demand TMS solutions are pro-
jected to continue to drive this sector
of the SCE market. Credit the fact that
transportation—unlike  warehousing
or supply chain planning—relies on a
multi-enterprise, geographically dis-
persed network that includes a supplier,
shipper, third-party logistics provider
(3PL), carrier, and/or customer. All of
these entities are involved in the pro-
cess, and that setup “really lends itself
to network-based solutions that favor
SaaS,” says Klappich.

Also working in TMS’ favor right
now is the fact that a significant capac-
ity crunch could once again rear its
head in 2011, pushing more shippers
to purchase new or upgrade existing
management systems. While find-
ing a carrier at an affordable—or even
cheap—rate was fairly easy during the
recession, Klappich expects that high
capacity trend to reverse as the sluggish
economy picks up steam. Increasing
fuel costs and upswings in industries
like construction could compound the
situation further, says Klappich.

“By the end of 2010 we were also
seeing some of these issues surface for
shippers, but they really didn't stick,”
he explains. “We're still in the ‘Iull’
stage, but the more challenging envi-
ronment is imminent and has more
shippers thinking about the role that
a good TMS will play in helping them
work through those issues.”
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ROAD TO IMPROVEMENT

One doesn't necessarily relate TMS
to a company’s sustainability efforts, but
that could change in the near future as
more of the software’s vendors integrate
green-centric features into their solu-
tions. Carbon footprints—or the total
set of greenhouse gas emissions caused
by an organization, event, or product—
are of particular interest.

“The whole idea of carbon footprint
reduction is gaining momentum,” says
Erik Van Dort, vice president of Cap-
gemini’s supply chain management
practice. “And TMS has historically
focused on that issue.”

Future iterations of TMS software,
for example, will likely incorporate
tools that address issues like sustain-
ability and carbon footprint reduction,
says Van Dort, with functions like
advanced planning and scheduling that
could play a “key role, but currently
don’t.” He says that shippers, who are
under increased pressure by federal
regulations and standards to reduce
their operations’ negative environmen-
tal impact, are driving that movement.
“They want their providers to give them
the tools and means to get there,” says
Van Dort.

Van Dort sees a growing need for
improved visibility as another important
TMS driver right now, and he expects
that movement to continue in 2011.
“The levels of supply chain visibility
achieved so far by shippers are pretty

disappointing overall,” he explains, not-
ing that the easier connectivity made
possible by shared TMS platforms is
one step in the right direction. “Expect
visibility to improve as vendors hone
their solutions to better address the
challenge.”

ANSWERING THE CALL

TMS vendors have expanded the
breadth and depth of their solutions
to the point where most shippers can
source most, if not all, their needs from
a single vendor, according to Klappich.

At a minimum, most support North
American multimodal planning, execu-
tion, and settlement. Many vendors also
include network design and optimiza-
tion, freight procurement, asset-based/
fleet routing and scheduling (R&S),
appointment scheduling, multi-carrier
parcel management, and performance
management in their solutions.

When  selecting among  those
options, shipper size comes into play.
According to Klappich, Gartner sees
growing demand from what it calls
small to midsize businesses (SMB),
or those with less than $50 million in
annual freight spending. But he notes
that many of the systems on today’s
market are beyond the scope or budgets
of many of those smaller shippers.

To answer the call, Klappich expects
a new TMS market segment to emerge
that is focused on those SMB shippers.
That sector, he says, will emphasize case
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Supply chain IT projects 2010 vs. 2009

48%
Improve supply chain visibility

Transportation Management System
(selection or implementation)

Warehouse Management System
(selection or implementation)

Design and implementation of
logistic software solutions

Technology-based warehouse
innovation (e.g. RFID/voice picking)

Advanced Planning Systems
(APS) implementation

Carrier selection software*

0%

* New choice in 2010 survey
Multiple answers per respondent allowed
Source: Capgemini Consulting

of use, simplicity, time to value, and cost
of ownership, and not just on application
characteristics. “Although no SMB TMS
leader has yet emerged, vendors such as
Infor, MercuryGate, and LeanLogistics
have shown success in this space, and
offer some interesting SMB characteris-

10%

mm 2010
mm 2009

20% 30%
(% of respondents)

40% 50%

tics,” says Klappich. Infor, for example,
offers a “clean and intuitive user interface
that would appeal to users where manag-
ing freight is only one of their daily tasks.”

Klappich points to LeanLogistics’

Vector Planning feature as another
attractive point for smaller shippers

There’s an “app” for that!

ARC'’s Adrian Gonzalez envisions a time when a logistics manager can use a
computer or handheld device to pull up a simple TMS “app,” download an ap-
pointment scheduling program, run through a setup wizard, and start using it
within a few hours. If it sounds far-fetched, consider the fact that companies
like Apple and Google are already offering up apps menu-style across myriad
industries. So, asks Gonzalez, why not the supply chain?

“We're calling this ‘software-as-a-self-service,’ and we see it as the new wave
of TMS software,” says Gonzalez. “It's about taking aTMS and further modular-
izing it in a way that allows companies to use certain aspects of the software
without having to do a complete implementation.”

Gonzalez says vendors like LeanLogistics and OneNetwork are already of-
fering up app-style TMS functions, and he expects more providers to follow suit
in 2011. The notion won't appeal to every shipper, but it may draw in the smaller
firm that's still using spreadsheets and fax machines to manually handle their

transportation component.

“We're not going to see ‘software-as-a-self-service’ being used by large,
global operations,” says Gonzalez, “but it's a great starting point for the small
firm that wants to test out aTMS function in one facility.”
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—By Bridget McCrea

because it enables the simple group-
ing of orders into truckload shipments
based on geographical proximity. “This
is easy for less sophisticated users to
set up and understand,” says Klappich.
“MercuryGate is also in the mix, with
its ability to leverage domain expertise,
functionality, and lower cost of owner-
ship to grow its presence in SMB 3PL
organizations.”

ON THE HORIZON

As one of the more mature sup-
ply chain software sectors, TMS is
expected to continue gaining ground in
2011, with that growth spurred on by
the drivers mentioned above. Concur-
rently, Adrian Gonzalez, director of ARC
Advisory’s Logistics Executive Council,
says vendors will be working to fill in
any “white spaces” left by previous ver-
sions, or those areas that current TMS
offerings simply don’t address—such as
functions that aim to improve contain-
ing and load building, for example.

Demand forecasting, including
the ability to accurately predict how
much of a certain product should be
on a retailer’s shelves for an upcom-
ing promotion, could also become
a mainstay of the future TMS, says
Gonzalez. With a brighter economy
ahead, for example, 2009 and 2010
data may not always be the best indi-
cator of future sales.

“Many shippers are doing demand
forecasts based on the previous year’s
data,” says Gonzalez, “but how can
they convert current sales data into
more accurate transportation forecasts?
That's an area where a TMS can help.”

Van Dort says Capgemini is optimis-
tic on TMS’ future prospects for 2011
and beyond. Longer-term [T invest-
ments are, once again, back on the
agenda of most companies, he says,
with TMS making up the lion’s share of
new supply chain software adoptions.
“All shippers and 3PLs are looking for
improved visibility in the supply chain,”
says Van Dort, “so the solutions that
deliver that benefit, plus IT projects
like TMS and WMS implementations,

are all showing a clear increase.” []

—Bridget McCrea is a Contributing
Editor to Logistics Management
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MANAGED TMS® DOES DRIVE DOWN COSTS. WANT PROOF?

TMS solutions often leave shippers feeling disappointed. They get excited by the possibilities, but end up
frustrated when the results fall short. So why is our Managed TMS® solution changing minds and winning
fans? Because we understand that the key to a successful TMS deployment isn't in the software. It's in
our foolproof formula of success: Process Engineers + TMS Technology + Power Users. You maintain
control over your entire transportation network while we manage the day-to-day operations. Contact us
for examples of how our best practices are driving better-than-expected ROl and sustained cost savings.
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GLOBAL LOGISTICS

2011 CUSTOMS UPDATE

alancing

global priorities

Updated
Incoterms, new
trade agreements, and
increasing demands for improvements
in supply chain security are putting more
pressure on globhal logistics managers. Qur
compliance expert offers an update on the evolving
compliance scene and hest practices for developing a
‘value chain” model for overcoming these challenges.

BY SUZANNE RICHER, CONTRIBUTING EDITOR

lobal supply chain and customs compliance
professionals are now forced to wear many hats;
and it appears that the evolving regulatory envi-
ronment in 2011 will add a few more.

This year will find the introduction of
updated Incoterms along with a new South Korea/U.S. trade
agreement and continued demands for sustained improve-
ments in supply chain security. And there’s little doubt that
these mounting challenges will require a focused approach to
managing current and emerging global compliance programs.

Taking a strategic approach towards managing global com-
pliance trends supports a strong risk assessment model—and
more importantly, adds value to a corporation’s bottom line
through reduced costs. By installing a series of steps focused
on cost savings, regulatory compliance, and an increased
awareness of how a product is brought to market, companies
can transform their regulatory compliance programs into a
“value chain” model that supports a stronger bottom line to
the corporation.

Value chains reflect a series of activities similar to an
assembly line, where one activity builds upon another,
adding value to the product or process. For example, the
activity of cutting a diamond may have a low cost, but the
activity adds great value to the finished product. Similar to
a quality certification, the core of any value chain will be a
well-documented process with assessments and auditing of
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adherence to the process routine.

Now, let’s review some of the evolving compliance chal-
lenges that will be facing corporations in 2011 and offer
some best practices for overcoming them. By fully under-
standing the compliance landscape your logistics team can
not only speed freight through borders, but immediately add
value to the bottom line.

ADVANCE CARGO DATA: U.S. AND EU PROGRAMS

U.S. Customs and Border Protection (CBP) targets high-
risk shipments through the use of electronic data available
through the manifest system prior to the movement of cargo
from the foreign port.

The introduction of the Importer Security Filing (ISF)
data for inbound ocean containers has been fully imple-
mented and is now complemented by CBP’s work with the
Transportation Security Administration (TSA) for targeting
airfreight shipments. While the Certified Cargo Screening
Program (CCSP) has only been in place since August 2010,
the data elements mirror ISF data and allow CBP to funnel
the information through the automated targeting system to
flag high-risk shipments for inspection prior to loading.

The European Union (EU) has piggybacked on CBP’s
work, requiring all shipments entering or exiting the EU to
have an electronic declaration to Customs with security data
verified.
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As of January 1, 2011, the Safety and Security Amend-
ment to the Community Customs Code now requires all
member states to apply a uniform set of EU risk-criteria con-
trols during Customs inspections. While the ISF filing is lim-
ited to ocean shipments, the EU program is in effect for all
modes of transport.

The data elements vary according to the method of trans-
portation and the reliability of the company involved in the
transportation. In the U.S., this same standard is referred to
as the “Known Shipper” program.

In all cases, the universal goal is to target high-risk ship-
ments through a risk assessment model prior to arrival in
the receiving country. Low-risk shipments receive expedited
clearance times.

Companies developing a value chain will analyze the
required data elements of each country their products passes
through, and ensure all data elements are captured and veri-
fied before they are shared with the various Customs agen-
cies. This will lower the risk of penalty action for declaring
products differently in various regions of the world.

HTS CODE, RISK ASSESSMENT,
AND FREE-TRADE AGREEMENTS

One of the key elements in all data risk assessment pro-
grams is the description provided to the Customs agency. In
the majority of global Customs risk models the Harmonized
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Tariff Number (HTS) is preferred to a product description,
as this may vary due to different systems and languages.

The HTS code is often referred to as the classification or
tariff number and may be described as the Schedule B num-
ber by U.S. exporters. In all cases, it's a universally accepted
coding system that identifies the actual product. Not only is
this code linked to cargo security criteria, but it also drives
the corresponding duty rate and any other government agency
(OGA) requirement such as Food & Drug (FDA), Animal and
Plant Health Inspection Services (APHIS), or EPA/DOT ele-
ments. When a product crosses the border, it must simultane-
ously clear both Customs and OGA requirements.

The HTS code is further scrutinized when used as the
driving force behind free-trade agreements that use “tariff
shift” concepts that offer a company reduced duty benefits
for properly declaring a product “free-trade eligible.”

Despite all of these benefits and risk elements, most com-
panies are reluctant to provide training on the General Rules
of Interpretation (GRI) that drive these risk factors. In many
cases, importers and exporters do not have access to the HTS
books or rely on electronic systems that get the company
close to the correct code.

As Rodney Dangerfield may have said, the HTS code just
doesn’t get any respect. Companies with value chain activi-
ties recognize the HTS code as the key element in sharing
data globally and provide annual training to key employees
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Cargo is removed from an incoming ship newly arrived at the Port of Los Angeles/Long
Beach. This is the largest and busiest port in the U.S., handling about 45 percent of all

containers incoming into Customs and Border Protection.

and new employees entering the com-
pliance or supply chain arena.

CBP suggests that firms without
a strong compliance program are 10
times more likely to incorrectly classify
a product and pay the wrong amount
of duty. This makes it very difficult to
request refunds for the overpayments
of duty to the government, and it’s even
more unlikely that the request will be
granted in a reasonable period of time.

Leading corporations with estab-
lished value chains will recognize the
importance of HTS codes as they affect
customs compliance, cargo security,
and preferential treatment under free-
trade agreements. A single classifica-
tion error can affect any one of these
areas.

Best practices of compliant firms
include developing a value chain
improvement mindset that provides
training of staff and the application of
a single code to their global compliance
programs for the greatest costs savings
and the reduction of Customs exams
worldwide.

INCOTERMS AND GLOBAL
CONTRACTS
International Commercial Terms,

or Incoterms as theyre better known,
have been updated for the first time
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since 2000. January 1, 2011, begins
the use of Incoterms 2010, the terms
of sale used for most global contracts.

Reduced to 11 from 13, the new terms
offer shippers the opportunity to reduce
risk by applying a universally approved
definition to contracts with clearly
defined buyer and seller obligations.

The biggest challenge remains having
a clear understanding of these terms in

all of the departments that are
generally affected by the use of
these terms. This includes the
contracting group, purchasing,
accounting, import/export com-
pliance departments, as well as
those in supply chain manage-
ment, shipping, and legal.

The commonly used Deliv-
ered Duty Unpaid (DDU) has
been eliminated along with
three other less utilized terms
(DES, DEQ, and DAF) by the
Delivered at Place (DAP) and
Delivered at Terminal (DAT).

The EU utilizes Incoterms
for both domestic as well as
international trade while the
U.S. continues to shift between
Incoterms internationally and
domestic terms derived from
the  Uniform  Commercial
Code. This major difference
accounts for U.S. firms’ confu-
sion between an FOB shipment
in the U.S. delivered by truck or air ver-
sus the internationally approved FOB
Incoterm that is mode of transport spe-
cific—a true ocean shipment.

Through a value chain process,
global shippers focus on the proper use
of trade terms in contracts and pur-
chase orders early in the negotiation
process in order to ensure the term and
its implications are acted upon through

A U.S. Custom Border Protection officer watches a monitor as he operates a
mobile truck x-ray over a seaport container.

WWW.LOGISTICSMGMT.COM | January 2011



http://WWW.LOGISTICSMGMT.COM

SUPPLY CHAIN INNOVATION STARTS AT PROMAT® 2011

From March 21-24, 2011 the material handling and logistics industry will showcase the latest manufacturing,
distribution and supply chain solutions at ProMat 2011.

Explore over 700 exhibiting companies featuring cutting-edge equipment and systems solutions. Choose from 80
educational sessions that deliver valuable insights into the latest trends, technologies and innovations.

ProMat 2011 is the one show where you will see in action the latest solutions and innovations the industry has to offer
and meet the leading providers face-to-face to help you:

« Streamline your operations and improve visibility
« Maximize efficiency and flexibility

 Cut costs

» Speed time to market

» Reduce your carbon footprint

Register Today For ProMat 2011! / P R O M AT N
Find free registration, detailed exhibitor information, l / 8
educational session details, show news and your / AN MHIA INTERNATIONAL EXPO | wet
Customlzed My ProMat ShOW Planner at McCORMICK PLACE CHICAGO MARCH 21-24
www.ProMatShow.com or call 800-446-2622 —
or 704-676-1186. SOLUTIONS THAT MAKE THE SUPPLY CHAIN WORK®
www.ProMatShow.com
Find us on: Sponsored by: ’) =

S A\ SAUTOMATE 2011

i _=_% INPH&IBY Collocated with ProMat 2011 Il


http://www.ProMatShow.com
http://www.ProMatShow.com
http://www.ProMatShow.com

2011 Customs/regulations update

Border Patrol Agents routinely
conduct searches of trains entering
the US from Canada.

the entire transaction.

Updating systems to reflect these
new choices will be the first step in
establishing harmony within a company.
Firms with best practices in place sup-
port training on the use of Incoterms
and bring together all departments for
a discussion on how to apply the terms
and in which circumstances.

ANTI-BRIBERY PROGRAMS

While Incoterms and data elements
are the most common causes of bor-
der delays, the little discussed behind-
the-scene interactions of a company’s
agents in facilitating trade may lead to
multi-million dollar penalties.

Working with Customs brokers and
freight forwarders is a normal part of
moving product worldwide. While firms
may vet these groups based on their
experience, service, and delivery time
capabilities, a 2011 contract should
include a key performance indicator
based on “required behavior” of their
agent in preventing and avoiding anti-
bribery activities.

The Foreign Corrupt Practices Act
(FCPA), the U.S. anti-bribery program,
continues to result in penalties for U.S.
corporations as well as individuals.
FCPA requires U.S. companies to vet
their overseas agents and service pro-
viders to ensure bribes are not used as a
method for facilitating trade.

The Organization for Economic
Co-operation and Development has
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applauded the United States for fight-
ing foreign bribery and confirmed that
the U.S. is first in investigating and
prosecuting firms who violate these
standards.

The Department of Justice (DOJ)
leads the way in pursuing prosecutions
with 50 individuals charged in 2009
compared to only two in 2004. Corpo-
rations have been hit with multi-million
dollar penalties in the past five years
and shareholders are concerned about
the aggressive approach towards pros-
ecuting individuals.

This increased focus has resulted
in the U.S. Chamber of Commerce
requesting clearer indications of what a
violation of FCPA actually entails while
pointing out the reality businesses
face when operating in countries with
endemic corruption, such as Russia. In
fact, Russia is consistently ranked by
Transparency International as one of
the most corrupt countries in the world.

The New Year will bring a greater
scrutiny of anti-bribery pursuits when
the U.K. Bribery Act goes into effect in
April 2011. Most European companies
are considering stronger agreements
with their freight forwarders on the por-
tion of the journey for which they are
responsible and outlining when they
are not.

Avoiding the attention of both the
Department of Justice and its U.K.
counterpart will become more criti-
cal this year. Corporations with best

practices initiate and maintain regular
training programs on FCPA require-
ments at all levels of the corporation,
providing explicit examples of how
doing business globally may lead to
unexpected penalties.

DEVELOPING THE VALUE CHAIN

The continued changes within the
international supply chain arena call for
a renewed approach to building global
expertise. Managing local logistics and
Customs compliance programs must
be offset with an eye toward regional
issues and regulations that will have a
global impact.

Using a “value chain analysis”
approach to build a chain of activities
links multiple departments to a focused
goal and objective. The result: Each
group will know and understand how
they build value throughout the supply
chain.

Similar to an Olympic relay race,
each member of the team is depen-
dent upon the other to properly pass
the baton to the next in the hopes of
collectively winning the race. A single
delay or misstep at any transfer point
will alter the timing and outcome of the
race, as we've seen teams win or lose by
a fraction of a second.

Similarly, corporations with value
chain activities ensure the start of
the contract, agreement, or shipment
begins with requirements that, when
carried through, will expedite the
movement of the shipment and lower
the risk of delay or loss of freight.

Working locally and acting globally
is just the beginning. Developing the
leaders and experts within the global
transaction will require an understand-
ing that one’s local actions will affect,
for better or for worse, the company’'s—
or its customer’s—global presence and
bottom line.

A value chain approach will guide
each global partner toward a partner-
ship approach where there is true
understanding of how each step in the
chain builds upon the other. []

—Suzanne Richer is president of
Customs & Trade Solutions Inc. and
a frequent contributor to Logistics
Management. She can be reached at
smricher@ctsiadvisors.com
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ADOPTING VOICE TECHNOLOGY

London Drugs
cures its

picking ilis

This Canadian retailer tossed
its paper-based pick systems
and turned to voice to help
process SKUs of varying
shapes and sizes—the result
is improved productivity and

99.97 percent order accuracy.

BY MAIDA NAPOLITANO,
CONTRIBUTING EDITOR

11334 OIHdVE


http://WWW.LOGISTICSMGMT.COM

or every company adding voice
to its operation for the first time, Bob
Heaney, senior research analyst for
research firm Aberdeen Group, reports
that there are four to five companies
already using voice for picking that are
planning to roll it out to new areas such
as replenishment and putaway.

For voice providers, there’s even bet-
ter news. David Krebs, senior director
specializing in mobile and wireless for
VDC Research, sees the voice market

Define
Week 1-2

Adapt
Week 3-6

Collaborate to
define a solution
that addresses
London Drug's
specific business
needs.

Adapt and
prepare that
environment,
technology
and software.

Source: Vitech Business Group

London Drugs implementation timeline

Refine
Week 10

Perform
Week 7-9

Train, test, Refine

validate and the solution

deploy the maximizing

solution. the technology
investment

performing well as we roll into 2011.
Though he attributes much of this
growth to “pent-up demand among
existing users for upgrades and expan-
sions,” he sees an increasing share of
the market driven by opportunities in
emerging and underpenetrated regional
and country markets, specifically in
Europe and Asia.

This expansion into other workflows
and penetration into global markets is
further testament of voice technology’s
positive impact on warehouse operations
and overall accuracy improvements.
Because of its hands-and-eyes-free oper-
ation, Krebs points out that picking pro-
ductivity with voice typically improves
by 20 percent or more. “Order picking
accuracy of well-designed and deployed
voice solutions typically reaches, if not
exceeds, one error per thousand picks
(99.9 percent accuracy), says Krebs.”
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It's this quest for increased order
picking accuracy that drove Canadian
retailer London Drugs from error-
prone picking with paper to near-per-
fect picking with voice. In the next
few pages, we witness this retailer’s
successful transition into voice not
only to pursue the perfect order, but
also to realize clear savings by elimi-
nating paper labels while improving
picker productivity.

NO ORDINARY PHARMACY

London Drugs started out in 1945 as a
1,000-square foot community drugstore
on Main Street in Vancouver. Today,
this privately-owned Canadian com-
pany operates more than 70 retail stores
across Western Canada. And while the
pharmacy remains at the heart of its
business, its stores offer anything and
everything: from high-end audio/visual

Prior to voice picking, pickers used
to have to wait for the Data Centre to
print and manually split thousands
of labels into the various pick
sections then physically deliver the
labels to pickers. Now, pickers can
immediately start picking.

products, furniture, cosmetics, to com-
puters and pharmaceuticals.

Though having such an extensive
product offering may be a panacea to
marketing, processing 30,000 SKUs of
varying shapes and sizes could quickly
become a logistical nightmare. How-
ever, London Drugs has clearly stood
up to the challenge.

Order fulfillment happens very
quickly. Stores have a cutoff time of
7 p.m. to submit their orders. Eleven
hours later, these orders are ready to
be shipped from the company’s two
distribution facilities: a state-of-the-
art 500,000 square foot Distribution
Service Centre (DSC) located in Rich-
mond, British Columbia, and a satellite
bulk storage facility, just twenty min-
utes away.

Lothar Breuers, the DSC’s man-
ager for systems and training, explains
how they get things done: “Although
the wide range of sizes of products
does create some challenges for us,
we like to use different technologies to
help us overcome these issues.” In the
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Voice Technology

piece-pick area where fifty percent of
the DSC’s orders are picked, pick-to-
light (PTL) technology is used to pick
fast-movers, while horizontal carou-
sel systems equipped with light trees
and lighted “pick-to” tables are used
to pick slower movers. These sophisti-
cated pick-to-light systems allowed the
DSC to pick their fastest and slower-
moving items quickly and accurately.
However, it was the picking of medium
movers and over-sized, non-conveyable,
pick-to-pallet items that was still a very
manual, error-prone, pick-with-paper
operation. Management knew changes
needed to be made.

STILL PICKING WITH PAPER
In 2005, the retailer decided to focus
its efforts on improving the accuracy of
its paper-based order picking operations
for about 5,000 piece-pick locations.
Although picking with paper allowed the
company to achieve impressive produc-
tivity metrics, management recognized
room for improvement on other critical
service levels—specifically accuracy.
Their error rate with paper was about
one in every 300 picks (a 99.6 percent
accuracy rating), but they knew that
they could do better. “Pick errors can
be costly to correct,” explains Breuers,
“but more importantly, they can turn
into real customer service issues at our
retail stores.” In addition, the mate-
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rial costs for peel-and-stick labels had
been steadily increasing—exceeding
$200,000 CAD annually.

Why not use more pick-to-light?
Though accurate, management felt
that pick-to-light systems were fixed
with relatively high start-up costs. Voice
systems, on the other hand, would be
less expensive and completely portable.
Its hands-free, eyes-free nature allows
pickers to handle heavy, oversized car-
tons with both hands; and, in the end,
it was voice that presented London
Drugs with a distinct advantage.

PURSUING VOICE

That same year, Breuers and his team
brought in a demo system from two dif-
ferent vendors to perform a proof of
concept review of the system and to also
compare features between two voice pro-
viders. Each vendor’s system was tested
for three weeks, and the team compiled
productivity and accuracy statistics and
built an ROI case for voice.

From the outset, it was clear that the
characteristics of the facility played a
role in making the decision. “We have
a fairly noisy working environment
because we have a lot of conveyors
running through our facility. We found
Vocollect’s noise-canceling technology
on its headset was better able to handle
our background noise.”

The team concluded that Vocollect’s

VoiceLink also had more functionality
when it came to managing users and
equipment. “In our operation, visibility
is the name of the game,” adds the DSC
manager. “We can't have pick sections
falling behind and holding up a store
deliveries.” With VoiceLink, Breuers
found that supervisors can monitor how
work is progressing, moving pickers
around to areas that are falling behind
to make sure that each section keeps
up with shipment schedules.

GETTING A TEAM TOGETHER

With management’s approval, London
Drugs kicked off its implementation of
voice technology in February 2007. The
core implementation team consisted of
Breuers; Brian Best, London’s direc-
tor of distribution; Dave Clark, a DSC
trainer; Mark Murphy, a technical spe-
cialist; and Les Fraser, the company’s
senior applications engineer. This core
team also invited a group of pickers to
help smooth out the processes.

Vocollect suggested that the team
work with one of its value-added resell-
ers, a Washington-based company called
Vitech Business Group, who had exten-
sive expertise in warehousing operations.
“Vitech really understood our operation
and individual workflows and was able
to configure the software to match our
particular operational needs,” recalls
Breuers. “One thing | never like is an
integrator that wants me to change my
operation to fit the way the software
works.”

One of Vitech’s principals, Richard
Stewart, says that the knowledge trans-
fer was the key to the collaboration.
“You can gauge the success of a project
if, at the end, the customer knows our
technology as well as we do—and we
know their operation as well as they do.”

GEARING UP FOR VOICE

With a team in place, the first step was
to ensure that the proper infrastructure
was in place to fully support voice tech-
nology. RF networks were upgraded and
wireless coverage verified in both facili-
ties. Interfaces were developed to con-
nect voice to the company’s homegrown
AS400-based warchouse management
system (WMS). Check digit labels were
applied to pick locations, while work-
flows were reviewed to ensure that the
software could be configured to match

WWW.LOGISTICSMGMT.COM | January 2011



http://WWW.LOGISTICSMGMT.COM

Logisti

MANAGEMENT.

| | st
Logistics

MANAGEMENT.
27% Anpucl Develop greater

Quest for Quality

Risin brand awareness and
above showcase your featured
the rest editorial from this

industry-respected
publication.

Place your press directly in the
hands of your customers and
prospects with custom reprints from

Logistics Management magazine. Event Collateral

Media Kits
Direct Mail
Online Marketing

i th@YGSgroup@ Recruiting Packages

o Presentations
800.290.5460 x136 | logisticsmanagement@theYGSgroup.com

The YGS Group is the authorized provider of custom
reprint products from Logistics Management magazine.



http://WWW.LOGISTICSMGMT.COM
mailto:logisticsmanagement@theYGSgroup.com

Voice Technology

Paper Read next Travel to
and Labels location location
Voice

Elapsed Time

Extreme Accuracy
Reduce errors by 85% vs. paper and labels

Source: 2010 Vocollect, Inc.

Voice Compared to Paper/Labels

Verify location: Remove
* Read label or list label or
* Compare with locate
actual location pencil

» Speak check digits

¢ Hear instructions
* Perform task

Voice Advantage

Productivity
Increased Throughput—15-25% gains

Pick Read next
and stick location
or check

off list

Periodically during a shift:

« Travel to assignment point

* Sort/get labels or find list

« Travel to desk to reconcile discrepancies
« Data entry (if required)

...all are eliminated with voice

Training
50% reduction in end-user training

each specific activity.

The company purchased over 60
Talkman T5 series terminals and
enough SRX wireless headsets for 250
pickers over three shifts. Pickers also
had the option of a wired headset in
case they preferred a lighter weight and
fit. In all, the hard cost of the complete
system including associated servers and
hardware remained in the six-figure
range not including internal software
development and training costs.

“As with any new technology, there
will always be some resistance to
change,” says Stewart. “Anything that
you can do to break down the barriers
to that technology is going to make your
‘go-live’ that much better.”

In May 2007, the voice-picking sys-
tem went live in the DSC’s pick-to-
pallet section. “We always measure the
success of each ‘go-live’ event by how
little help they need from us, their sys-
tems integrator,” says Stewart. “We had
scheduled to be there an entire week,
but after the second day, we didn'’t need
to go back.”

HOW LONDON’S VOICE WORKS

During each shift, the WMS sends pick
data in real time to the voice system.
Prior to voice picking, pickers used
to have to wait for the Data Centre to
print and manually split thousands of
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labels into the various pick sections
then physically deliver the labels to
pickers. Now, pickers can immediately
start picking.

A picker verbally requests a store
order. The system directs the picker to
the first pick location and asks him to
provide a two-digit check digit for that
location. Once confirmed, the system
will then tell the picker the quantity to
pick. After picker confirmation, the sys-
tem directs the picker to the next loca-
tion until the order is complete.

“There is no need to scan, as the
check digit associated with each
pick location ensures that the picker
is at the correct pick location,” says
Breuers.

But even the best-laid plans could
use some tweaking. [deally, heavy items
should be slotted towards the begin-
ning of the pick path to ensure a stable
base for a pallet. Because of the wide
variety of products, this was not always
possible. In turn, the system had to be
configured to allow an operator to skip
ahead to build that perfect pallet. Pick-
ers could print a modified pick list,
showing good base building items as a
visual reference.

REAPING THE BENEFITS

Over the past three years, the team at
London Drugs reports that it has been

reaping the benefits of their voice sys-
tem, paying back the upfront costs
within 12 months. Despite the fact that
it wasn't the most compelling factor
in determining payback, management
observed a 5 percent to 10 percent gain
in productivity.

“Accuracy was the one area where we
have experienced the biggest improve-
ment,” reports Breuers. “With voice,
pick errors are almost non-existent, and
through our auditing programs, we have
seen error rates as low as only 1 error in
3,000 picks, or 99.97 percent accurate.
Other benefits include increased work
flow visibility, reduction of paper mate-
rial costs, and immediate distribution
of work to pickers.”

With this success under its belt, the
company plans to adapt voice to its
full-case conveyable picks as a future
development step. For now, the imme-
diate plan is to incorporate voice in
replenishment picking and their put-
away processes. Further progress won't
stop there. “As a company we are con-
tinuously looking for opportunities to
improve our customer’s experience,”
adds Breuers, “even if these opportu-
nities are far upstream from the actual
retail store.” []

Maida Napolitano is a Contributing
Editor to Logistics Management
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Supply Chain
SECURITY

high—rgﬁ Wor

An Interview with Barry Brandman
of Danbee Investigations

Logistics Management's sister publication, Supply Chain Man-
agement Review (SCMR), interviewed security expert Barry
Brandman in its July/August 2003 issue, not long after the cre-
ation of the Department of Homeland Security. The threats to
the security of supply chains have certainly not abated since
that interview; if anything, they have only intensified.

So now seems to be the perfect time to revisit the subject of
supply chain security. And, once again, Barry Brandman is the
go-to guy. Brandman is president of New Jersey-based Danbee
Investigations, which provides professional investigative, auditing,
and security consulting services to hundreds of major companies.

Brandman has developed a particular expertise in logistics
and supply chain management. He’s a frequent speaker at
industry conferences such as CSCMP and the International
Conference on Cargo Security. He also has authored articles
on supply chain security for a wide range of publications.

The underlying message in this current interview with
Brandman is clear: In a high-risk world, companies must be
proactive when it comes to supply chain security; to be oth-
erwise, invites a host of serious and potentially devastating
consequences. SCMR’s Editorial Director Francis ]J. Quinn
conducted the interview.
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o American companies become more proactive about supply
chain security? Or, are they still largely in a reactive mode?
A ol see companies being more proactive today, especially

o those that have been victimized in the past. When a
company has a major theft, fraud, product tampering inci-
dent, or any other type of security problem, the human and
financial resources needed to deal with it are usually quite
significant. It's not a good experience and most executives
want to do everything possible to avoid having history repeat
itself. Being proactive is the best way to do that.

Q o Since our last interview almost seven years ago, have North

sadded pressure does this put on cargo security integrity?
A o Security today has become a greater challenge because

o there are more opportunities in a complex supply chain
for theft, smuggling, and product tampering. The objective
is to develop, introduce, and then diligently maintain asset
protection continuity within each link of your supply chain.
This isn't easy or simple to do when you're working with a
global logistics network.

One major problem in this regard is that many foreign
entities don’t accurately represent what their supply chain
safeguards really are when questioned by American import-
ers. This is sometimes due to language barriers and other
times the result of not understanding how to properly imple-
ment security safeguards.

One overseas manufacturer, for example, had assured our
importer client that the ocean containers they were shipping
to the United States were being properly sealed in accor-
dance with the security standards we had designed for them.
While conducting a security audit at their site, however, |
witnessed shipments leaving the manufacturing facility with-
out a security seal being affixed to the containers. When |
questioned the shipping manager, he explained that because
Chinese customs officials occasionally detached the security
seals for cargo inspections, the manufacturer simply began
handing seals to the drivers and asked them to attach the
seals after they passed through China Customs.

While the manufacturer believed that they were adher-
ing to our policy, these shipments were vulnerable to theft
and smuggling because drivers had uncontrolled access to
the cargo area of every container. Although China Customs
only inspected approximately 5 percent of their shipments,
this manufacturer completely abandoned the security prac-
tice they had previously agreed to follow—instead of con-
sulting with us for a better solution. Consequently, a huge

Q o As supply chains grow larger and more complex, what
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vulnerability existed.

Our client obviously didn’t know that truckers were affix-
ing the security seals until they received our audit report. It
was no coincidence that shipments from this manufacturer
were regularly arriving to U.S. distribution centers with
shortages. Not surprisingly, when we changed their sealing
practices, the shortages immediately stopped.

o What are the security threats that companies typically
Q eoverlook or pay insufficient attention to these days: physi-
cal theft, cyber theft, product integrity, terrorism?

A o Today, successful companies are genuinely concerned

eabout all aspects of their security. Theft of property or
proprietary information, product tampering, inventory theft,
fraud, sabotage, and terrorism can dramatically affect a com-
pany’s profitability and reputation in the marketplace.

The problem is that executives oftentimes assume that their
company is far better protected than it actually is. Unfortu-
nately, only after they've been victimized do many companies
learn how vulnerable they actually were.

o What are some warning signs suggesting that a manufac-
Q o turer, distributor, supplier, or a logistics provider may be
vulnerable when it comes to their security practices?
A ol find that companies experiencing security prob-

e lems typically have made one or more of these three
mistakes.

Ome: They have security assessments performed by people

who are lacking in any meaningful expertise or experience
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in logistics asset protection. As a
result, they fail to detect areas of
risk and therefore cannot remedy
their vulnerabilities.

‘Two: Their security audits are
conducted using generic check-
lists. Most security programs
look better when viewed from a
distance. Prior to Sept.11, 2001,
security at American airports
appeared adequate. There were
guards, video cameras, metal
detectors, and other components
in place. However, if you had
examined the real effectiveness
of these safeguards, you would
have exposed a number of weak-
nesses. These vulnerabilities
were exploited then and on sev-
eral occasions since 9/11.

This appearance versus reality
problem exists in the private sec-
tor as well. Using checklists to
superficially evaluate the effec-
tiveness of a company’s security
program is not a good practice.
And many companies have paid
the price for failing to recognize
this.

A third major trouble signal is
a failure to make regular improve-
ments—or even conduct basic
reviews—to the company’s secu-
rity program. In such cases, the com-
pany is not utilizing the very best secu-
rity practices, and what safeguards that
may be in place are typically ineffective.

o Can you give an example of how
Q o these missteps play out in the real
world?

A oA good illustration of how they

ecan get a company into trouble
can be seen in the litigation between a
third party logistics warehousing com-
pany and their customer. The customer
in this case was a major manufacturer
that had become aware that its inven-
tory was being sold in large volume on
the black market.

The manufacturer conducted a con-
fidential investigation of the situation,
without the 3PLs knowledge. Tt found
that the 3PLs general manager was
directly involved with the theft of truck-
loads of inventory from the distribution
center he was responsible for. The cus-
tomer was outraged and subsequently
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““No technology acting alone will
adequately protect a supply chain—
regardless of how sophisticated it
may he.”

sued the 3PL for the stolen inventory and
for the investigative and legal expenses
incurred, which totaled seven figures.

The 3PLs legal defense was that
they had exercised a reasonable stan-
dard of care, noting that they had elec-
tronic intrusion detection and video
systems in place, as well as a guard on
premises whenever they were open for
business. Plus, they claimed that every
time their facility had been audited it
had received near-perfect scores for
security. On the surface, it appeared
that the 3PL had implemented sound
protective controls.

The  manufacturer's  attorneys
retained us as their expert witness to
objectively analyze the 3PLs security
program. What we subsequently found
was that their security controls were
purely cosmetic and totally ineffec-
tive. To begin with, the 3PL’s general
manager, who was the ring leader, had
full control of the intrusion detection
and video systems. Because there was

no independent inspection
of the opening and clos-
ing alarm system reports,
or independent viewing
of archived video activity
at this distribution center,
the dishonest GM simply
eliminated the evidence of
all the thefts that these sys-
tems had archived.

The guard service proved
to be no deterrent because
they reported to the general
manager. One of the secu-
rity officers had suspicions
about the GM and reported
them to his office. Yet the
company providing the guard
service did not want to make
unsubstantiated accusations
because it feared that the
GM would terminate the
contract if the allegations
proved untrue.

With respect to the near-
perfect internal audit scores
introduced as proof that
the 3PL’s security controls
in place were sound, we
had no difficulty under-
mining their real value. In
particular, we pointed out
that all of the audits were
conducted by quality control personnel
with no real security experience or spe-
cialized training.

Additionally, their auditors were
using checklists that glossed over
many of the important functions that
should have been examined far more
thoroughly during the onsite assess-
ments. For instance, two of the ques-
tions on their checklist were, “do you
have a working alarm system and “are
the alarm system activity reports regularly
reviewed?”

Instead of the QC auditors actually
knowing how to test the onsite secu-
rity technology or personally examining
the activity reports, which would have
revealed that the intrusion detection
system had been repeatedly compro-
mised, they simply asked these ques-
tions of the GM. Naturally, the GM
answered in a less than candid manner.
The auditors simply accepted his state-
ments as being truthful and checked
off the boxes on their forms.
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In short, the audits were nothing more
than an exercise in pencil-whipping that
gave executives at the 3PLs corporate
offices a false sense of security and left
their inventory vulnerable to theft.

After the 3PL’s attorneys understood
the real value of the protective policies
and practices that were in place, they
decided to make a settlement with the
manufacturer rather than risk a verdict
in court.

o What technology is available today
Q o to accurately track chain of custody
and ensure product integrity? How effec-
tive is it?

A o While progress is certainly being

emade, I've yet to come across
an extremely reliable, cost-effective
solution that can track cargo moving
through an international supply chain.
However, 1 think this technology will
become a reality in the future.

Until such time that electronically
reliable, cost-effective technology is on
the market, companies need to make
certain that they combine the right
equipment with best security practices.
No technology acting alone will ade-
quately protect a supply chain—regard-
less of how sophisticated it may be. |
think that executives sometimes wait
with anticipation for new technology to
surface, hoping that it will be a cure-all
for their security concerns. The real-
ity is that high-tech devices will always
need to be supported by smart practices
and procedures.

Also, you don’t need the latest
technology in every aspect of your
supply chain to keep it secure. As an
example, if a company in Hong Kong
is shipping an intermodal container
via ocean liner, they can still have very
tight chain of custody providing they
utilize a high-security bolt seal, make
certain that there are diligent seal
control procedures in place, and have
inspections conducted at each point
in the transit route. Just because the
seal doesn’t have an embedded smart
chip with RF communication doesn’t
mean that your shipment has to be
vulnerable.

o What's the connection between
esupply chain security and customer
retention and loyalty?
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A oAs a result of several factors,
esuch as compliance with C-TPAT
(Customs-Trade Partnership Against
Terrorism), the popularity of just-in-
time logistics, and the increased risk
of theft and terrorism, there is greater
emphasis than ever before on protect-
ing a company’s supply chain. Today,
global logistics is about speed, reliabil-
ity, product integrity, and cost contain-
ment—all of which directly affect prof-
itability and customer retention. The
industry leaders have found that having
world-class security programs directly
benefit all four of these critical areas.

“The reality is that high-tech devices
will always need to be supported hy
smart practices and procedures.”

Let's examine what could happen to
a company that fails to adequately pro-
tect their supply chain. If their secu-
rity is breached, and law enforcement
discovers a large quantity of smuggled
narcotics in one of their shipments, this
company will likely experience a dra-
matic increase in the number of gov-
ernment inspections of all their imports
for an extended period of time. This
will not only slow down their supply
chain and jeopardize delivery deadlines
to customers, but also increase their
operating costs. Additionally, this com-
pany will incur considerable time and
expense interacting with law enforce-
ment officials in the aftermath of this
incident.

On top of all this, the publicity that
could be generated in the media over
the incident can negatively affect the
company’s reputation in the market-
place as well as their stock price. The
end result is that current or prospec-
tive customers may not be so eager or
comfortable doing business with that
company.

o What are the potential supply
Q o chain impacts of an attempted or
actual terrorist attack on cargo destined
for the United States?
A o Intelligence  sources  have
ercported that the commercial

supply chain remains a prime target

for terrorist organizations because of
the volume of shipments sent to the
United States as well as the fact that an
act of commercial terrorism would have
significant consequences.

The last thing any of us want, of
course, is another 9/11. The loss of
life is obviously everyone’s number one
concern. However, 1 believe that an
act of terrorism also has the potential
to ignite a global financial crisis, espe-
cially in these economic times.

To illustrate, let's say the United
States government closes our ports for
an extended period of time in response
to a terrorist act,
and imports are kept
waiting in limbo on
ships, trucks and
planes at our bor-
ders, as well as at
ports  throughout
the world, because
they cannot offload their cargo in the
States. This would result in a domino
effect that would directly affect foreign
manufacturers, consolidators, and car-
riers as well as U.S. importers, distribu-
tors, and retailers. In essence, the sup-
ply chain would become frozen and the
economic consequences would be felt
immediately.

o Is mandatory screening on all
Q o cargo coming into the United
States inevitable?
A olt’s not easy to find the right bal-

sance between security, cost, and
facilitation. The TSA (Transportation
Security Administration) has been
attempting to find this balance for the
flying public for nearly 10 years and it is
still struggling to come up with the right
equation. Remember, the U.S. imports
over 20 million conveyances each year.
Even if we reach the objective of 100
percent cargo screening, the real
question becomes how thorough and
effective would that screening process
actually be?

o Has C-TPAT succeeded in its goal
Q o 0f keeping harmful shipments out
of the U.S.¢
A.The C-TPAT program has been
s extremely successful in two criti-
cal areas.
First, there has not been a weapon
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of mass destruction smuggled into the
United States as a result of the com-
mercial supply chain being breached,
despite efforts by terrorist organizations
that are determined to do so. I think
C-TPAT justifiably deserves a good deal
of the credit for this accomplishment.
Second, because of C-TPAT, thousands
of companies have been motivated to
re-evaluate their supply chain security
programs and continue to seek ways to
better protect their goods. This not only
safeguards these corporate entities, but
also the American public.

in wage freezes, reduced shift hours,
overtime being eliminated, and layoffs.
Stock options are worth less and retire-
ment accounts have lost value. Faced
with financial pressure, less income,
and the threat of job elimination,
company loyalty has been negatively
affected.

Some of the dishonest workers (both
white collar and blue collar) that Dan-
bee Investigations has apprehended
over the last two years had no misgiv-
ings whatsoever about stealing from
their employers, rationalizing that they

“TIf C-TPAT didn’t provide tangible security,
logistical, and financial benefits, it wouldn’t
be replicated by so many other countries and
embraced by the business community.”

C-TPAT offers an array of finan-
cial and logistical incentives, which
is why 10,000 companies have joined
the program to date. C-TPAT’s annual
conference is sold out within hours of
registration being opened and mutual
recognition agreements are being
signed with other countries who are
adopting C-TPAT-like programs.

Very few companies have voluntarily
given up their C-TPAT certification and
walked away from the program. In fact,
most of the firms that are no longer in
the program have had their certifica-
tions suspended or revoked.

If C-TPAT didn’t provide tangible
security, logistical, and financial ben-
efits, it wouldn't be replicated by so
many other countries and embraced
by the business community. Remem-
ber, C-TPAT is a voluntary program. So
10,000 members in less than 10 years
is impressive.

o You have said that employee loyalty
Q o has become a greater problem these
days. What's the reason for this and how
is this related to security?

A o Most security experts agree that

eone of the reasons for the spike
in both white and blue collar crime
over the last two years is the recession.
The economic downturn has resulted
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were simply taking what they were
entitled to. In some cases, there was
resentment about the austerity mea-
sures that had been put in place, and
these employees adopted an “us against
them” mentality.

o What's the single most important
Q eaction that companies can take today
to improve their security and minimize the
threat of supply chain disruption?
A ol think there are actually two key
eactions.

The first is to become more proac-
tive, rather than being reactive. Don't
wait to be victimized to learn that your
security safeguards can be circum-
vented. The most successful compa-
nies today are having comprehensive
risk assessments and audits performed
to expose their security vulnerabilities
before others have the opportunity to
exploit them.

Second, I would advise compa-
nies to be more realistic in terms of
assessing the quality of their existing
loss prevention programs. There’s a
difference between not being victim-
ized because your security program is
very good versus not being victimized
simply because you've been fortunate.
Just because you haven't had a prob-
lem doesn’t necessarily mean that you

have an excellent asset protection
program. In today’s high risk world,
relying on luck is not a smart security
strategy.

o What can supply chain managers
Q edo to jump start the conversation—
and action—about better supply chain
security in their organization?
A.I think that reducing overhead

eand increasing company profit-
ability are always compelling points
to raise in advocating better security.
The example | previously gave about
the company having their supply
chain breached and unknowingly hav-
ing their shipments used to transport
narcotics is an actual case we handled
for a large American importer. The
costs associated with all the remedial
actions they ended up taking—the
legal, consulting, and investigation
expenses as well as the interruption
to their supply chain—were all unex-
pected and unbudgeted. Their bottom
line took a hit that fiscal quarter.

Much of the same financial exposure
exists if a company’s product is stolen
or tampered with. Consequently, com-
panies almost always find that being
reactive is much costlier than being
proactive. Proactive security equates to
risk mitigation, the value of which most
executives fully appreciate. No one can-
cels their fire insurance because none
of their facilities have recently burned
down. They accept the fact that pro-
tecting their company from unexpected
risks like fire or flooding is a necessary
cost of doing business. When you ana-
lyze it, that's exactly what an excellent
supply chain security program does
while also allowing a company to oper-
ate more profitably and with greater
efficiency.

In this competitive business envi-
ronment, the chances are that one
or more of your major competitors
already understand this and are taking
the needed steps to make sure their
assets are well protected. If you want
to remain competitive, you'll need to do
the same. []

Barry Brandman can be contacted at
bbrandman@danbeeinvestigations.com
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SPECIAL REPORT

A closer look at
fleet management
practices

New lift truck fleet management offerings aim to improve
flexibility and efficiency in a dynamic business climate,
creating efficiencies in the most unlikely places.

By Josh Bond, Lift Truck Columnist
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New tools allow managers to track lift truck activity
in real time from anywhere in the facility.

hen times were good, lift

trucks and their associated
costs didn’t inspire much scrutiny. These
warehouse workhorses chugged along,
dropped in and out of the maintenance
bay, and were replaced every so often by
newer, shinier models.

Lately, as many savvy warchouse/
DC mangers have keenly noticed,
current business conditions tend to
reward those who apply a magnifying
glass to each and every nook. According
to Scott McLeod, president of Fleet-
man Consulting, Inc., an independent
forklift fleet management company, fleet
management practices are about due for
their moment in the spotlight.

If McLeod is right, and if the as-
sortment of third-party offerings is any
indication, site managers and corporate
number crunchers will find their ware-
house workhorses could stand to slim
down. Old habits die hard, but McLeod
says he’s confident that a thoughtful ex-
amination of fleets of all sizes will yield
dividends for most organizations.

Down to basics

At it’s most basic, lift truck fleet man-
agement is the practice of using data

to modify operational and purchasing
practices to achieve flexibility, efficiency,
and cost savings. By partnering with
the right equipment dealer and/or fleet

management company for partial asset
ownership, companies can achieve the
flexibility to right-size their fleets on an
as-needed basis.

By integrating with warechouse
management systems (WMS) software
and truck-mounted computers, fleet
management offerings can track equip-
ment usage, energy usage, accidental
collisions, maintenance records, and
certifications creating efficiencies in
resource consumption and administra-
tion. Implementation can be rapid and
returns can be immediate, says McLeod,
but buy-in is critical to successful fleet
management.

Just as with any rehabilitation
program, the first step is admitting
there’s a problem. “A lot of companies
I talk to don’t have a handle on where
their lift trucks are located, how many
they have, or what kind they have,”
says McLeod. “Problem number one:
We have to figure out what they have
and what it costs. Lift trucks are assets,
and every business cares about return
on assets.”

Except that, for a long time, most
companies didn’t care. Historically,

a procurement officer at the corpo-
rate level would purchase lift trucks,
arrange for them to be dropped off

at individual sites and then promptly
forget about them. It became the ware-

house manager’s problem to coordinate
usage and maintenance, or to request
replacements in intervals dictated by
an indifferent capital plan.

“A lot of companies didn’t even have
lift trucks on their radar because they
figure they had bigger fish to fry,” says
McLeod. “In those situations, fleet
decisions were largely reactionary. But
they now need to make it a corporate
priority to implement a strategic lift
truck fleet management plan and have
somebody responsible for the success of
that program.”

Although a manager or corporate
leader might identify the need in many
situations, optimal fleet management
calls for nothing less than a company-
wide commitment. By monitoring an
operator’s every pick, by squeezing every
drop from a battery or LP tank, and by
ensuring that only the precise amount of
hardware is available, fleet management
can boost transparency and accountabil-
ity, often leading to drastic changes in
day-to-day operations.

According to McLeod, a good fleet
management program should strive to
make continual improvements every
year in utilization and cost. Every
warehouse and DC is different, he says,
but every site can improve: “It’s a living
thing. You have to stop and say, how can
we do it better?”
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Special Report

Flexible fleet

Doing something better and doing it
cheaper are rarely one and the same.
With fleet management offerings, how-
ever, that is precisely the point. Accord-
ing to Nick Adams, business develop-
ment manager for Mitsubishi Caterpillar
Forklift America, financial turmoil in
the past 18 months to 24 months has
prompted companies to turn over every
last stone in search of efficiencies. Still,
he says, fleet management has a ten-
dency to be overlooked.

“Companies have been forced to get
skinny,” says Adams. “People in charge
of fleet maintenance now have three or
four other responsibilities. Some folks
are saying that there just isn’t the focus
at the plant levels.”

For some, the solution lies in trans-
ferring responsibility to a third party.
One of the best ways to right-size a fleet
while managing costs, Adams suggests,
is to explore partial equipment own-
ership or long-term leasing. “In this
economy, companies are very cognizant
of the risks of asset ownership,” says
Adams. By contracting with a third

A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

party, those risks can be avoided for a
flat monthly rate. “In exchange for that
premium, you've got that flexibility.”

Third-party relationships can include
long-term leases of equipment as well as
long-term agreements for their mainte-
nance, resulting in consistent costs. As a
business expands or contracts, so can its
fleet—without the usual fear of massive
outlays for potentially underused equip-
ment. Even those initial lift truck costs
are only 20 percent of the total lifetime
cost of ownership, says Adams, with
the other 80 percent consisting of fuel,
maintenance, and labor.

Patrick DeSutter, director of the fleet
management program for NACCO
Materials Handling Group, agrees, say-
ing people are tuned in to the total cost
of ownership more than ever before.
The ability to turn unforeseen costs and
long-term commitments into predict-
able and adaptable fees prompts com-
panies to consider what once may have
been out of the question.

Over the last 20 years, DeSutter says
the industry’s perspective on fleet manage-
ment—and outside service contracting in
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general—has evolved. “It’s gone from
people being very hesitant to sign an
agreement or hand over those respon-
sibilities, to people turning over every
stone,” he says.

However, some managers who dabble
in flexible ownership go about it the
wrong way. Joseph LaFergola, marketing
manager of business and information so-
lutions for Raymond Corp., says that he
often hears of customers who have, say,
a 20-truck fleet and add four each year
before Christmas to handle increases in
order volume.

“Do you really need those trucks,
or are you just doing it out of tradi-
tion?” asks LaFergola. “Once you start
thinking outside the box, you could ask:
What if I had only 10 trucks and rented
five more during peak times?”

When asked why a manufacturer of
lift trucks might want to help custom-
ers shed half their fleet, LaFergola
says that it does sound a bit counter-
intuitive. “But we’re not looking to sell
you a bunch of steel, drop it off, and
run,” says LaFergola. “We want to help
you make your warehouse as efficient
as possible.”

In this way, lift truck manufacturers
will build customers for life, LaFergola
adds, and a regular upgrade schedule
will ensure that clients have access to
trucks with the newest technology that
offer the best efficiency.

The technology

As lift truck technology has improved
along with warehouse management
tools and wireless hardware, lift truck
metrics are now far more comprehensive
than simply hours of use. For a fleet
management program to work properly,
an organization must first have a clear
picture of equipment use.

Adams asks: “Are you collecting the
data? And once you have it, are you
using it to make fleet management deci-
sions? Making decisions without data is
not good; but having data and not using
it is also not good.”



Data collection in modern fleet
management offerings ranges from ultra-
detailed telemetry with assorted hardware
retrofits to simple monitoring tools.
Maria Schwieterman, marketing product
manager for Crown Equipment, says that
even the most advanced technology is
designed with ease of use in mind.

“Customers are looking for tools that
will help them improve things and find
cost savings,” says Schwieterman. “And
they’re looking for easy implementa-
tion. They’re not looking for some huge
project to undertake.”

Fleet management hardware can
include on-board units or software
that syncs with existing dash-mounted
devices. Browser-based services can even
enable staff and managers to monitor
data through an iPhone or iPad, further
reinforcing the notion that, indeed,
there is an app for that.

Depending on the equipment
involved, a fleet management program
will enable more efficiencies than simply
right-sizing a fleet. Accompanying
software might keep track of propane use
in LP trucks, maximizing each tank and
monitoring overall use. Fleet management
software can also track compliance items,
enabling a company to provide solid
documentation about operator certifica-
tions and lift truck maintenance records.

The simple process of wirelessly
transmitting a pre-shift inspection
checklist can save the five or 15 minutes
needed to fill out the form by hand and
manually deliver it to the proper office.
“That can translate to several hundred
thousand dollars annually on time; plus
that time can be turned into productiv-
ity,” says LaFergola.

By tracking individual trucks, the
software offers accountability for opera-
tors. Managers might ask why a truck
is idle for much of the day, or why it’s
doing more traveling than lifting. Some
offerings even include truck-mounted
accelerometers that register impacts and
can be calibrated based on the work
environment.

For all the fancy details, Schwieter-
man says the emphasis is on making
the data relevant. Software focuses on
getting information to end-users and
presenting them with key areas as op-
posed to forcing them to root through
data. This allows managers to manage
by exception.

“They know there are opportuni-
ties, but they don’t know where to find
them,” says Schwieterman. “You want a
tool that is going to be able to capture
as much data as possible, from safety
to utilization, to service and personnel.
Then you need to streamline the infor-
mation and adopt processes among the
management and staff.”

Ready to take the plunge?

A fleet management overhaul calls for

a full-company commitment, which
can often be the biggest hurdle of all.
McLeod and OEM representatives agree
that a fleet management program works
best with a corporate champion, not
simply a procurement officer.

“If management is not engaged in
making a change, then you're not go-
ing to find the support to make a fleet
management program successful,” says
Schwieterman.

However, there is no shortage of
benefits that most managers will gladly
welcome, such as the opportunity
to replace antiquated administrative
systems with user-friendly technol-

Truck-mounted hardware tracks
data about whether a truck is idle
or in motion, how much energy it
uses, and can even produce colli-
sion reports including who, when,
and where.

ogy. Each organization is different, but
DeSutter estimated a fleet management
program could be rolled out in 30 days
to 60 days, provided there was good
employee buy-in, and good asset data
at the outset.

DeSutter adds that he recommends
at least a preliminary asset survey
before presenting a fleet management
provider with the equivalent of a shoe-
box full of receipts.

“It took time to monitor these
things,” says Schwieterman. “It was
paper-based and things got lost. This
tool can let them know what the pulse
of their warehouse is.”

LaFergola adds that any opportunity
to reduce the unknowns is key. “With-
out fleet management, I'm really taking
a guess at the amount of equipment I
need,” says LaFergola. “I'm estimating
how many pallets I need to move. I'm
estimating the number of work hours.
I'm doing a lot of estimating. But I need
to know exactly how much equipment
I need.”

“We hear some amazing stories, but
one of the most common reactions is
a manager saying, ‘T had a gut feeling I
had too many trucks,” adds Schwieter-
man. “They’re making decisions based
on gut feelings, and that’s hard to get by
upper management these days.”

Josh Bond is the Lift Truck Columnist
for the Supply Chain Group
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SAGE ADVICE

What Sage Advice do you need?

By Wayne Bourne

FELLOW SAGE ADVICE COLUMNIST John Gentle and I have
been in this game for a long time. How long is uncertain,
as John won't tell me how old he is and I've stopped
counting my age after I retired.

However, 1 figure we have a combined 70 years to 75
years of experience in logistics and transportation. As a
result of living that long while maintaining our sanity,
Logistics Management challenged us to create and main-
tain this advice column for the industry’s newly minted
logistics and supply chain professionals.

The objectives were simple: Share some of the dif-
ficult logistics management experiences we found along
the way and explain how we solved them; offer the
inherent benefits of planning your work based on the
efficiency of others; teach the value of industry network-
ing and studies; and help shippers take advantage of the
heightened recognition and dependence their division has
earned in the board room.

The editors also
wanted us to help define
“true partnerships,” how
to build them, how to
make them endure, and
how to use those part-
nerships to provide your
company with the strategic weapons that they truly are.

You will notice that our objectives listed above are
often called “soft issues,” in that they center on manage-
ment style, not management specifics. Clearly, the period
that we held sway (70s, 80s, and 90s) was inherently
manual: yellow pads and index cards, big maps, and lots
of telephones. Performance information was often old and
inaccurate, and paper PODs were the only way a carrier
could get paid. Contracts and tariffs were filed with Uncle
Sam, and there were too many carriers in the stable.

We had our issues and we got through them, and you
will too. However, yours will be entirely different from
ours. As companies try desperately to shorten the sup-
ply chain and push inventory ownership back as far as
possible, you and your team will face problems we never
considered. Technology today and tomorrow is providing

Wayne Bourne is founder and president of The Bourne Manage-
ment Group, a consulting firm specializing in supply chain, logistics,
and transportation network creation, economics, organizational
development, and process analysis. A recipient of several industry
awards, he has nearly three decades of experience in transporta-
tion and logistics management. Mr. Bourne may be reached at
wlb1144@yahoo.com.
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As companies try desperately to shorten the
supply chain and push inventory ownership
back as far as possible, you and your team
will face problems we never considered.

you with the ability to do some pretty remarkable stuff,
like distribution center by-pass, inventory postponement,
high performance on-time results, TMS-directed visibil-
ity, and paperless freight payments. So, as the hard issues
evolve, so too will the tools that will help you manage and
simplify them.

What hasn’t changed over the years, however, are
those “soft issues,” the ones that John and I have been
writing about for the past few years, including;

e How to be a trusted partner not only to the car-
rier group, but to the disparate management within your
own company—not to mention to your own team.

¢ How to communicate industry issues to upper
management, especially if it is data that will change
your budget forecasts.

e The importance of having a management savvy
mentor who will help you navigate your way through the
political minefield that is
“corporate.”

¢ The absolute
necessity of attend-
ing conferences and
seminars that add to
your knowledgebase.

¢ The sharing of
your operational concerns with your carrier partners
and learning theirs.

e How to stay on top of government regulations.
The earliest heads-up you will ever get on elements
that add expense to your rates will come from new and
enhanced governmental regulation. Because the govern-
ment works so slowly, you'll have plenty of time to study
the potential cost implications.

Those are but a few of the topics that we've covered
and are as alive today as they ever were way back when.

This issue marks the beginning of our 5th year of tell-
ing our stories, and I never would've bet that I could keep
up the challenge for this long. But with that said, I'm
going to ask you to chip in a little here.

Send either John or myself an email (gentlejohn@
bex.net or wlb1144@yahoo.com) with a topic you

would like to learn a little more about. Maybe, just
maybe, we've come across that very issue in our past. Are
you currently struggling with a process that perhaps we
could un-jumble for you?

Thank you for reading Sage Advice over the years and
I look forward to hearing from you. Happy New Year.
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