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AN EXECUTIVE SUMMARY OF INDUSTRY NEWS U P DA I E

B Diesel prices: Seems like old times.
Don't look now, but the price per gallon for
diesel fuel is approaching prices that haven't
been seen in nearly four years, according to
data from the Department of Energy’s Energy
Information Administration (EIA). Diesel prices
topped $4 per gallon in late February and
have been there since. The week of March
26—at $4.147 per gallon—marked the highest
price since the week of August 25, 2008, when
it hit $4.145 per gallon. While this remains
below the all-time record of $4.764 per gallon
from the week of July 14, 2008, prices appear
to be trending in that direction, based in part
on an improving U.S. economy.

B Are these the droids you're looking for?
Amazon.com Inc. announced that is has
reached an agreement to acquire Kiva Sys-
tems, a developer of mobile-robotic solutions
that automate e-commerce order fulfillment and
warehouse operations, for $775 million. “For the
past 10 years, the Kiva team has been focused
on creating innovative material handling tech-
nologies,” said Mick Mountz, CEO and founder
of Kiva Systems in a statement. “I'm delighted
that Amazon is supporting our growth so that
we can provide even more valuable solutions in
the coming years.” Kiva Systems’ headquarters
will remain in North Reading, Mass.

B Risky business. Supply chain manag-
ers should have learned some valuable les-
sons from last year’'s Fukushima earthquake
and tsunami in Japan, said industry analysts.
Kelly Marchese, a principal with Deloitte’s
manufacturing operations practice, said that
unfortunately, the threshold for risk has not
moved much since that tragic event. “We
have not seen as much use of analytics as we
expected,” she said. “This might be a con-
sequence of denial, or a belief that another
‘black swan’ event is unlikely.” But Marchese
maintained that the cost of being unprepared
for potential supply chain disruptions can be
paralyzing. “Not all supply chain disruptions
are publicized, in fact, most manufacturers
would prefer to keep most of them hushed
up; but they happen to most companies on a
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regular basis,” she said. According to Deloitte,
there are more than 200 current and emergent
risks that may have an impact supply chains.

B Air transport needs a break. International
Air Transport Association (IATA) is urging U.S.
policy makers to improve aviation competitive-
ness by easing the tax and regulatory burdens
on the airline industry. Aviation generates up
to $1.3 trillion in annual U.S. economic activ-
ity and 10.5 million jobs and accounts for up
to 5.2 percent of GDP, according to a Federal
Aviation Administration (FAA) study. “The U.S.
has one of the most mobile populations on the
planet thanks to commercial aviation,” said
IATA’s Director General and CEO Tony Tyler

in his remarks to the recently concluded 37th
FAA Aviation Forecast Conference. “Policy
makers at the state and local level recognize
these facts and they work hard to ensure con-
nectivity by attracting air services. But while
aviation gets a lot of attention in Washington,

it is not always focused on the priority of using
aviation as a catalyst for economic activity.”

B San Fran’s nice niche. The U.S. Depart-
ment of Commerce recently approved the
Port of San Francisco’s request for reorganiz-
ing its Foreign Trade Zone (FTZ) #3 under
the new Alternative Site Framework (ASF)
program. According to port spokesmen, the
ASF program is a more efficient process that
requires less paperwork and streamlines the
process for businesses to apply for a zone.
The program allows existing companies and
new companies in San Francisco and San
Mateo counties to secure FTZ status within
approximately 30 days from when an appli-
cation is accepted. Without the program the
process can take 8 months to 12 months.
While San Francisco’s waterfront cargo oper-
ations are dwarfed by neighboring Oakland,
it remains a viable “niche” gateway. Late last
year, Secretary of Transportation Ray LaHood
announced that the port would be awarded
$2.97 million for rail improvements aimed at
improving segments of its freight rail track in
order to enhance safety, livability, and eco-
nomic development. []
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Freight Market Intelligence:

A Better Way to Control Transportation Costs

In this webcast, discover how global food and beverage leader
PepsiCo leveraged freight market intelligence in their $500+ million
U.S. transportation network to mitigate volatile freight rates and
remove risk in their annual freight spend.

By utilizing freight rate benchmarks and predictive analytics in
their global transportation procurement model, PepsiCo was able
to:

o effectively leverage market knowledge for proactive responses to
risk factors;

e improve measurement of lane by lane performance against industry
benchmarks;

e develop strategic carrier relationships to improve service levels;

e and maintain and monitor carrier performance via regional KPIs and
scorecards.

Speakers include:
Gary Girotti, Vice President, Transportation Practice, Chainalytics
Fabrizio Brasca, Vice President, Global Logistics, JDA Software

Rob Hair, Sr. Director of Global Transportation Processes & Systems,
Pepsi Logistics Company Inc.

Rodney Noble, Sr. Director, Carrier Operations & Procurement,
Pepsi Logistics Company Inc.
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According to our 28th Annual Salary Survey, salary growth
has leveled off a bit from last year’s survey. However,

we also found that an aging workforce is giving way

to younger, more highly trained professionals who also
happen to be savvy technologists—signaling good news
for the overall growth of the logistics profession.

By attending this session, logistics professionals will learn:
e Average salaries broken down by U.S. regions

e \What titles are bringing in the biggest bucks

e The role technology is playing in career growth

e Best practices for taking the next step in your career
Speakers Include:

Theodore P. Stank, Ph.D., Professor of Logistics,
University of Tennessee

Bruce Arntzen, Ph.D., Director of MIT’s Supply Chain
Managment Master’s Program

Lynn Failing, Vice President, Kimmel & Associates, Inc., a
national executive search firm specializing in logistics and
supply chain professionals

Register at: Logisticsmgmt.com/salary2012
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Caution Ahead:

Fledgling CSA program
suffers growing pains

The most ambitious truck safety program in a generation is leaving the industry
bewildered over the exact nature of the initiative—which, according
to analysts, seems to he changing continuously.

By John D. Schulz, Contributing Editor

SA, which stands for “Compliance, Safety, Accountability,” was rolled out in phases starting in

2011. The program is designed to weed out as many as 5 percent, or 150,000 of the nation’s more

than 3 million long-haul truck drivers—those “bad apples” that the government is convinced are
disproportionately responsible for too many truck-related accidents and deaths.

It uses a complex system to rate the nation’s nearly 525,000 DOT-registered interstate trucking entities
on seven Behavior Analysis and Safety Improvement Categories, now known as BASICs. The seven BASICs
are: unsafe driving; fatigued driving; driver fitness; alcohol and drugs; vehicle maintenance; cargo security;
and crash history.

Carriers are given “scores” in each category; the higher the score, the worse the performance. Carriers
are then issued warning letters if their scores range above 65, meaning that only 35 percent of the carriers
in their class have worse scores. For hazmat carriers the cutoff score is 60.

However, Federal Motor Carrier Safety Administration (FMCSA) Administrator Anne Ferro is
already talking about eliminating the cargo security BASICs altogether and replacing it with a hazardous
materials score. There are also changes coming in the way driver-only inspections are performed.

Currently, a carrier can be cited for more than 640 infractions under CSA, which replaced SafeStat,
the federal government’s previous truck safety measurement system. CSA, which is administered by the



CSA UPDATE

FMCSA, claims that the new enforce-

ment program is partly responsible for

a9 percent reduction in roadside safety
violations and a 12 percent drop in driver violation rates
in the 18 months since CSA started.

A work in progress
To its credit, the trucking industry has largely accepted
that CSA is a “work in progress.” Most industry officials
have accepted it for what it is—a large government pro-
gram ripe with errors, overreaches, and changes—and have
credited FMCSA for being able to listen to industry gripes.
Bob Petrancosta, vice president of safety for Con-way
Freight, says that he feels CSA is a worthwhile endeavor
and worth the growing pains to get it right. “To FMCSA’s
credit, they're listening to the industry, enforcement com-
munity, and stakeholders,” he says.

The threat of eliminating as many as 150,000
drivers at a time of growing freight demand
and a tight qualified driver pool is already
having an impact on rates.

Longtime trucking analyst John Larkin, managing
director for research at Stifel Nicolaus, says flatly that
CSA is “not ready for prime time,” adding: “FMCSA
hasnt done a stellar job of implementing CSA, but that
is par for the course for federal programs.”

FMCSA officials admit that there’s work to do.
“FMCSA is in the early stages of efforts to better educate
shippers, insurers, and other stakeholders about FMCSA's
publicly available motor carrier performance and regula-
tory compliance data sources,” says an FMCSA spokes-
woman who spoke on background. She added that the
administration is “committed to continually improving
and refining” the relevant truck safety statistics “as better
technology, new data, and continuing analysis provide
the means and opportunity for refinement.”

No one is questioning the need for greater truck
safety. In fact, truck-related fatalities per 100 million
miles traveled are at their second-lowest point since the
government began compiling that data in 1975. But
in what the industry says is a statistical quirk largely at-
tributable to more trucks on the highways, truck-related
fatalities actually rose slightly last year in the first months
CSA was implemented.

Truck-related crashes spiked in 2011 by 9.4 percent
over 2010’s figures according to preliminary DOT fig-
ures. The number of truck-related fatalities rose 8.7 per-
cent to 3,675, compared with a record-low of 3,380 in
2010, according to numbers compiled by the National
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Highway Traffic Safety Administration.

Jury awards in truck fatality cases have exceeded
$20 million in some recent cases, so trucking industry
officials say it’s in their own best interest to run as safely
as possible. Here’s an update on how the CSA roll out is
going so far.

Implementation uneven

FMCSA officials say CSA is improving safety perfor-
mance and that will be shown in future truck fatality
statistics. Roadside inspection violations have declined
by 9 percent in the 12 months after the launch of the
new safety rating system.

Still, and not surprisingly given Washington’s record of
large federal government rollouts, the first of CSA’s volu-
minous regulations have been implemented more slowly
than first anticipated with much ambiguity and confu-
sion. For one thing, only five of the seven BASIC scores
are available on the CSA website (csa.fmesa.dot.gov.) The
cargo security and crash history BASICs, arguably the two
most important factors in determining a carrier’s safety
fitness, are not available to shippers on the website at this
time, and there is no definite word on when they will be.

But the biggest issue cited by carriers according to
the American Trucking Associations (ATA) relates to the
basic scores being made public in the first place. This
suggests that the public should use the scores to deter-
mine a carrier’s fitness and to select carriers even though
the FMCSA suggests otherwise.

“Why were the scores revealed if they were not to be
used by shippers and brokers?” Larkin asks. Its a legitimate
question to which there doesnt seem to be a logical answer.
However, there is as a “disclaimer” on the FMCSA website
that states that scores should not be used to “draw conclu-
sions about a carrier’s overall safety condition.”

Effects so far

The threat of eliminating as many as 150,000 drivers at
a time of growing freight demand and a tight quali-
fied driver pool is already having an impact on rates,
analysts and carriers report.

“The CSA seems to be one of the factors contribut-
ing to rate increases that carriers are still receiving even
though the economy’s growth rate has been disappoint-
ing,” Larkin says. He adds that “nearly every carrier”
talks of difficulty in securing an adequate number of
drivers. The exceptions would be those carriers with
well-developed driver training schools or relationships
with a network of driver training schools, he says.

“It is, of course, always difficult to isolate the impact
of one factor in a multi-factor world, but CSA seems to
be making the driver shortage more acute by essentially
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blackballing those drivers with chronic safety problems,”
says Larkin, who estimates that is perhaps 2 percent to
3 percent of the driver workforce, or as many as 75,000
drivers.

Combined with possible hours-of-service revi-
sions and the upcoming electronic on-board recorders
mandate, CSA is adding to reduced productivity and a
smaller driver pool, thereby exacerbating the shortage of
capacity issue within trucking, Larkin adds.

The road ahead

Trucking industry officials are continuing to press

the FMCSA to fine-tune some of its methodologies,
especially how non-preventable accidents and hazmat
violations are counted in the scores. However, they
were disappointed when FMCSA Administrator Ferro
recently delayed plans to implement changes that
would have allowed truckers to seek an accountability
review of crashes against their safety record.

“If were going to be held accountable for crash scores,
we want to make sure it’s a fair representation,” says Con-
way’s Petrancosta. “They made a promise on accountabil-
ity, but now they seem to be delaying the process.”

CSA UPDATE

data in its own rating system called SMS,
or Statistical Measurement System. The
agency says it has enough data to assess
about 200,000 of the 525,000 active interstate motor
carriers in at least one BASIC category. Those 200,000
carriers are involved in over 90 percent of all interstate
commercial motor vehicle crashes, the FMCSA says.

In late March the FMCSA was scheduled to release
a preview of SMS that includes enhancements that the
agency is proposing to fully implement this summer. This
preview will enable motor carriers to review their data
and understand the impacts these changes may have on
their BASIC percentiles. A new version of SMS will be
released to the public this July, the spokeswoman adds.

Additionally, FMCSA is developing a Notice of
Proposed Rulemaking (NPRM) for a new process to rate
motor carriers called the Safety Fitness Determination.
'The proposed future process would incorporate roadside
performance (via SMS) along with serious violations
discovered during investigations to determine carriers
that are unfit to operate. The agency plans to have the
NPRM published late this year. []

—John D. Schulz is a Contributing Editor to

Going forward, CSA wants to expand its actionable

Logistics Management

Managing the labor impacts of CSA

The driver shortage has flared anew in
the trucking industry, as if it were part
of a just-in-time delivery along with the
economic recovery.

There are estimates that CSA
could eventually eliminate as many as
150,000 drivers as they are identified
as undue risks to their companies. De-
mographics, tougher drug and alcohol
screening, and other factors are also
working against the industry as it at-
tempts to put drivers in all its trucks.

With jury awards in wrongful death
accidents skyrocketing, nobody in
the industry “wants to hire somebody
else’s problem,” as the saying goes. So
carriers are increasingly relying on so-
phisticated labor management systems
to manage driver compliance, costs,
and maximize their capacity.

“The effects of CSA are still reveal-
ing themselves, so it's hard to point to
immediate impacts beyond the costs
and investments that carriers have
undertaken to ensure compliance,

update equipment, and train drivers,”
says Malysa O’Connor, director of the
logistics practice group at Kronos, a
software company with more than 30
years’ experience in labor management
systems.

The driver shortage will only worsen
over time, which will make CSA's im-
pacts felt even more. O’'Connor says an
industry already strapped for qualified
drivers will face even a more difficult
time because of demographics (one in
six truck drivers are 55 or older), pos-
sible restrictions on hours of service,
and tougher background checks of all
truck drivers.

“More and more carriers and private
fleet operators are looking for ways
to attract and retain quality drivers,”
O’Connor says. “Each day that you
don'’t have a driver in the cab costs you
money in lost capacity, potentially lost
business, or an inability to secure new
business. Most carriers | speak to are
looking to speed the time to hire and

decrease the cost to hire.”

Some trucking companies, such
as Con-way, have even started their
own driving schools “to build bench
strength, and many more are looking
to automated hiring solutions to help
them identify, assess, prescreen and
onboard drivers faster,” O’Connor adds.

A recent Logistics Management
survey conducted by Peerless Media
Research Group (PRG) found that it
takes 40 days on average to hire a
replacement driver—which trucking
executives say is more than twice the
length of time that they desire. In fact,
a new driver can cost as much as
$10,000 to recruit and train.

“With margins already thin, faster
delivery expectations, and shorter lead
times, it's increasingly important that
carriers can speed that time to hire,
and with automated hiring solutions it
can typically be cut in half or more,”
O’Connor says.

—by John D. Schulz

Logistics Management « April 2012 11A




You could see profitability heading up.

Too bad you couldn’t see where
excess overtime would take things.

VISIT KRONOS.COM/EXCESS60 FOR THE FREE WHITE PAPER: “THE PERFECT LABOR MANAGEMENT STORM.”

In Logistics, as in all businesses, you can’t control what you can'’t see. But with real-time visibility of your labor management data, you can get out in
front of issues before they become serious business problems. That's the kind of visibility Kronos delivers with a fully integrated suite that helps you get
more out of one of your largest operating costs — your people. The technology and tools you need to proactively manage operational costs, minimize
safety and compliance risks, and deliver quality service. All from the company that's proving workforce management doesn’t have to be so hard.

2/ °
TIME & ATTENDANCE SCHEDULING ABSENCE MANAGEMENT HR & PAYROLL HIRING LABOR ANALYTICS a\‘ KRONOS
A \\

© 2012 Kronos Incorporated. Kronos and the Kronos logo are registered trademarks of Kronos Incorporated or a related company. All rights reserved


http://KRONOS.COM/EXCESS60

Logistics

MANAGEMENT.

EDITORIAL STAFF
Michael A. Levans

Group Editorial Director
Francis J. Quinn
Editorial Advisor

Patrick Burnson
Executive Editor

Sarah E. Petrie

Managing Editor

Jeff Berman

Group News Editor

John Kerr

Contributing Editor, Global Logistics
Bridget McCrea

Contributing Editor, Technology

Maida Napolitano

Contributing Editor, Warehousing & DC

John D. Schulz
Contributing Editor, Transportation

Mike Roach
Creative Director

Wendy DelCampo
Art Director

COLUMNISTS

Derik Andreoli
QOil + Fuel

Elizabeth Baatz
Price Trends

Mark Pearson
Excellence

Peter Moore
Pricing

John A. Gentle
Sage Advice

PEERLESS MEDIA, LLC
A Division of EH Publishing, Inc.

Kenneth Moyes
President and CEO
EH Publishing, Inc.

Brian Ceraolo
Publisher and Executive
Vice President

EDITORIAL OFFICE

111 Speen Street, Suite 200
Framingham, MA 01701-2000
Phone: 1-800-375-8015

MAGAZINE SUBSCRIPTIONS

Start, renew or update your magazine
subscription at www.logisticsmgmt.com/
subscribe.

Contact customer service at:

Web: _www.logisticsmgmt.com/subscribe

Email: _logisticsmgmtsubs@ehpub.com
Phone: 1-800-598-6067

Mail: Peerless Media
P.O. Box 1496
Framingham, MA 01701

ENEWSLETTER SUBSCRIPTIONS
Sign up or manage your FREE
eNewsletter subscriptions at
www.logisticsmgmt.com/enewsletters.

REPRINTS

For information about reprints, visit us
at www.logisticsmgmt.com/info/reprints.

Peerless
MEDIA, LLC

Be a life-long learner

AS 1S TRADITION, the cover of the April
issue of Logistics Management (LM) is
devoted to the findings of our Annual
Salary Survey, a research project that not
only fuels our best-read editorial feature
of the year, but offers us the foundation
for the most highly-anticipated webcast
that our editorial team produces.

First I would like to thank the 801 LM
readers (up from 669 in 2011) who took
the time to complete the e-mail survey
back in February. Considering just how
precious your time is today, the fact that
our sample actually grew by 132 respon-
dents certainly validates the importance
you place on this project.

I would also like to acknowledge the
work that’s done by Judd Aschenbrand,
research director of Peerless Research
Group (PRG), and his team in admin-
istering the survey and helping us to
put context around the data. The proj-
ect represents a two month effort; and
without PRG’s diligence, the most com-
prehensive survey of current logistics
and supply chain salary levels simply
wouldn't exist.

As for the findings, a few themes
certainly stood out from our 2012 edi-
tion. After all of the data had been rolled
up, our researchers found that salary
increases were mainly flat over the
2011 findings. This year’s overall medi-
an salary (the midpoint of the entire
range of responses) only ticked up by a
mere $1,000, from $90,000 in 2011 to
$91,000 in 2012.

And as we've found over the many
years, it's the median that sets the tone
for our more detailed salary break-
downs. “The median quickly told us
that any significant salary jumps or cor-
rections from the recession have cooled
off,” Executive Editor Patrick Burnson
told me as he wrapped up this year’s
story (page28).

And while there were very few leaps
in earnings across the board this year,
what we did find is that there remain sev-
eral common denominators to continued
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salary growth: technology adoption and
a life-long commitment to learning.

The most significant factor, says
Burnson, is that our research team is
finally beginning to see some younger
respondents reporting in this year—
and they're looking to apply technol-
ogy in any way they can. “When gath-
ering our open-ended responses, we
found that an aging workforce may be
finally giving way to a younger, more
highly-trained professional who also
happens to be a savvy technologist,”
says Burnson. And he reports that
higher salaries continue to correspond
with adoption of today’s technological
tools in moving freight.

For years this survey has found that
those with advanced degrees or manag-
ers who engage in continued education
have pulled in the higher salaries. This
year is certainly no different. The logis-
tics professional with an MBA earns,
on average, $24,000 more a year than a
shipper with a four-year degree.

Dr. Ted Stank, professor of logistics
at University of Tennessee, tells Burn-
son that education can no longer end at
graduation.

“Key areas such as decision analy-
sis, IT tools, cross-functional and
cross-organizational teaming, along
with finance will remain in demand...
and logistics managers should pursue
coursework to prepare for the realities
of the world in 3 to 5 years,” Stank says.

According to Stank, the key to grow-
ing your logistics career can be summed
up in just a few words: “Stay thirsty, my
friends.”

Michael A. Levans, Group Editorial Director

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

VIEWPOINT
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Pricing Across the Transportation Modes
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TRUCKING

Excluding local truckers and office/household movers, the truck-
ing industry continues to register steady price hikes. Long-distance
TL truckers reported the largest price increase in February, up 0.7%
from month-ago and up 6.8% from same-month-year-ago. The
pace of trucking price escalation, however, did slow at the end of
2011. We think the data now are flashing signals that a peak in price
escalation may be near. The 2008-2009 financial crises did yield

the strangest, deepest price plunge ever in transportation services,

General freight - local 04 1.0 09 S0 our business cycle forecast models are in unchartered terri-
Ifuckmad i g; gg gg tory. Though, the current cyclical forecast shows all trucking prices
ess-than-truckloa . 8 A H f 0 i o i
Tanker & other speciaized freight 0.2 05 97 increasing only 0.7% in 2012 and up another meager 0.8% in 2013.
10 AIR
............. 160 Wholesale prices for jet fuel sold by U.S. refineries jumped 18.8%
150 from February 2011 to February 2012. At the same time, naturally,
140 shippers faced an 11.3% price hike when they used scheduled
130 flights of U.S.-owned airliners to move cargo. U.S. airfreight charter
(I hapeast companies, meanwhile, told two distinctly different tales. Charter
2008 2009 2010 201 2012 2013

m % change (left scale)

— Index 2001=100 (right scale)

airlines flying only domestic routes cut prices 14.6% from a year-
ago. Prices reported by charters flying international routes soared

% CHANGE VS. 1monthago 6mos.ago 1yrago | iN the opposite direction, up 16.4%. Apple’s iPad and new products
Scheduled air freight 08 16 1.3 from Samsung appear to be boosting demand (and rates) for trans-
Chartered air freight & passenger 64 32 61 Pacific air cargo services. Our business cycle forecast for airfreight
I“"’"es“.“ ar courier 06 40 85 on scheduled flights calls for a 1.2% price drop in 2012.
nternational air courier -02 32 76
bl 140 WATER
16 N 136 Inflation trends in water transportation have seen a cyclical
8 I I """ 132 downshift. From a high-octane 10% year-ago gain in the first quar-
0 = 128 ter, average transaction prices for all water transportation services
-8 124 slowed to a 1.8% year-ago increase in the final quarter of 2011.
-1 =100 hapeast Variances among the lines that contribute to the total price index,
2008 2009 2010 201 2012 2013

m % change (left scale)

— Index 2001=100 (right scale)

however, continue to be striking. In February, vessels plying the
Great Lakes and St. Lawrence Seaway increased prices a whop-

% CHANGE VS.: 1 month ago6 mos. ago 1yr.ago | PiNg 10.9% from month-ago. At the same time, U.S.-owned ships
Deep-sea freight 17 06 40 in the deep sea category reported prices up only 1.7% and inland
Coastal & intercoastal freight 0.5 05 16 water freight registered a 1.5% price cut. Average industry prices
IG”' Lks-St. Lawrence Seaway 103 142 162 overall are forecast to fall 0.3% in 2012 and increase 2.7% in 2013.
nland water freight -15 10 5.4
15 180 RAIL
LN | | P T T 10 The rail industry may be approaching a cyclical slowdown in its
5 I """""""" 160 price trajectory, but signs are subtle. In the first quarter of 2011,
0 150 rail industry prices grew 3.5% from the prior quarter and increased
- 140 6.3% from same-quarter-year-ago. By the final three months of
-1 NS peest 2011, prices had declined 0.5% from prior quarter, but still stood
2008 2009 2010 201 2012 2013 . ) .
, o 8.9% higher than year-ago levels. The forecast imposes a cyclical
M8 ¥4 change (eft scale) _ — Index 2001100 (ight scale) downturn on rail prices. Our confidence, however, in this forecast
% CHANGE VS.: 1monthago 6mos.ago 1yrago | (or its revision) will increase after we have a couple more months
Rail freight 07 1.2 [A] of data to confirm (or dispute) a cyclical price downswing. For now,
'[':‘a‘ﬁg:gd“' 59 ?g gi the forecast calls for rail industry prices to inch up 0.1% in 2012
' | ' and increase 1.1% in 2013.

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

UPS reaches agreement to
acquire TNT’s Express husiness

Deal expected to be completed
by third quarter; UPS expects
significant synergies in expanding
its European and global reach.

By Jeff Berman, Group News Editor

ATLANTA—In what can poten-
tially be viewed as a significant game
changer for the global logistics and
express delivery sectors, UPS and
Netherlands-based TNT NV, a pro-
vider of mail and courier services
and the fourth largest global parcel
operator, said last month that they
have reached an agreement in which
UPS will acquire TNT Express for
roughly $6.77 billion (€5.16 billion).
The agreement is an all cash offer
of $9.50 per ordinary share for TNT
Express.

UPS and TNT officials said this
agreement was reached on Thurs-
day, March 15, a day before it said
it remained “in constructive dis-
cussions” with TNT regarding a
potential acquisition to acquire the
entire issued share capital of TNT
Express.

Officials added that the Execu-
tive and Supervisory Boards of TNT
Express “unanimously intend to sup-
port and recommend the offer.” The
deal is subject to certain conditions,
regulatory clearances, and approvals
and is expected to be completed by
the third quarter.

In February, UPS made an unso-
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Enhanced global footprint
UPS today'

Rest of

Wi Europe, Middle East,

and Africa

Total revenue:
$53 billion
(€40 billion)

Proforma UPS/TNT'?

us.

Rest of
world

Europe, Middle East,
and Africa

Total revenue:2
>$60 billion
(>€45 billion)

Note: TNT figures converted to USD at exchange rat of 1.3116 (source: ECB spot rate

as of March 16, 2012.
1 UPS 2011A; TNT Express 2011 annual report.

2 Proforma estimates may change as accounting and reporting are made consistent.

Source: UPS

Proposed TNT Express acquisition significantly increases UPS’s non-U.S.
revenues, plus increases exposure to fast-growing emerging markets.

licited bid of $6.43 billion (€4.89 bil-
lion); however, TNT turned down the
offer although the company said they
were in discussions.

In December 2010, TNT an-
nounced its plans to “demerge” opera-
tions by separating its Express and Mail
operations into two independent com-
panies, effective January 2011. Com-
pany officials said that the main rea-
sons for an internal separation were the
increasingly divergent strategic profiles
of the two units and the limited existing

synergies between them.

Soon after this occurred, UPS
said it did not intend to make any
large acquisitions in the future,
instead indicating that it may be
more inclined to focus on small- and
medium-sized acquisitions in Europe
rather than buying TNT's Express
unit.

But that sentiment soon changed.
“We intend to leverage the strengths
of both companies to enhance the
combined growth portfolio and

LOGISTICS MANAGEMENT
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believe all stakeholders will benefit,”
said UPS Chairman and CEO Scott
Davis on a call following the announce-
ment of the agreement to acquire TNT
Express.

“UPS possesses a large U.S. pres-
ence, as well as experience in global
supply chain management,” said Davis.
“ITNT Express provides additional small
package access points in Europe, the
most extensive European express road
network, and an expanding presence in
emerging markets.”

Davis explained that UPS felt it
was the right time to make this move,
with the demerger of TNT Express
from its parent company, Post NL,
allowing for a pure play acquisition.

And with strategic infrastructure
investments in the UPS U.S. network
recently completed, including its

Louisville-based WorldPort = facility,
he believes the company is well posi-
tioned for growth.

UPS CFO Kurt Kuehn said UPS
has been committed to Europe since
1976 and explained that the UPS/TNT
combination is a continuation to its
long-standing commitment to Europe.
UPS currently serves about 60 coun-
tries and territories across Europe.

“We continue to see Europe and the
entire continent as an attractive area
for future growth and therefore seek to
invest to build out our service offerings
there, especially in areas like express
road freight, additional access points,
network density, and expanded supply
chain solutions in sectors like high-tech
and healthcare,” said Kuehn.

TNT has grown into a highly
respected €7.25 billion company with
diverse revenue streams from around
the world with operations in more than
200 countries in Europe, the Middle
East, Asia Pacific, and Latin America,
said Kuehn. He added that TNT has

a substantial group of assets, includ-

ing aircraft, vehicles, hubs, and depots,
which cumulatively account for about 1
million deliveries per day handled by its
77,000 employees.

Jerry Hempstead, principal of
parcel express analyst firm Hemp-
stead Consulting, said that aside
from dropping the number of global
express players down to three—UPS/
TNT, DHL, and FedEx—it also puts
DHL and FedEx at a tremendous
disadvantage in the U.S. and Europe,
respectively.

“The deal makes UPS the largest
carrier by far in Europe and makes
FedEx the weak sister in that turf,”
said Hempstead. “FedEx had less
than 10 percent of the European mar-
ket, while the size and critical mass
of UPS/TNT and DHL will make it
almost impossible for FedEx to gain
the critical mass it needs to gain low
enough operating cost to become a
significant player.” []
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While trucking booms, shippers brace for mid- to single-digit rate hikes

WASHINGTON, D.C.—Trucking is
booming. And in case you haven't noticed,
just check your last freight bill from your
friendly neighborhood freight carrier.

The top 25 truckload (TL) carriers
enjoyed a 13.2 percent year-over-year
increase in revenue in 2011 according to
statistics compiled for Logistics Manage-
ment by S] Consulting (SJC). About half
that increased revenue was due to rising
fuel surcharges, but not all the increase
can be attributed to just that, said Satish
Jindel, principal of S] Consulting.

“The bigger truckload carriers will
be seeking rate increases because there
are fewer bigger carriers and the driver
market is tight,” said Jindel. “That does
speak well to increase margins.”

The increase among the largest TL
carriers showed double-digit gains for
11 of the top 13 members. Swift, which

is the largest TL carrier, jumped 14.8
percent to just over $3 billion in rev-
enue. C.R. England, No. 9 on the TL
list, jumped 21.4 percent to join the
$1 billion carrier club. CRST Interna-
tional, No. 11 on the TL list, enjoyed
a 25 percent surge in revenue, par-
tially due to its purchase of Special-
ized Transportation Inc.
(STT) last July.

And these revenue
jumps aren't just hap-
pening in TL, the $300
billion sector that's by
far the largest compo-
nent of for-hire trucking.
The market share of the
10 biggest less-than-
truckload (LTL) truckers
rose from 68 percent to

73 percent, with 10 LTL

carriers now enjoying revenue in excess
of $1 billion.

The top 25 LTL carriers enjoyed an
11.7 percent year-over-year rise in revenue
in 2011 and now account for the lion’s
share of the $30.6 billion LTL sector.

Old Dominion Freight Line (ODFL),
the most profitable publicly held LTL
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carrier, enjoyed the biggest jump—25.7
percent—to top $1.7 billion in revenue
last year. ODFL has recently said it would
like to double its revenue in three years.

Other big gainers were No. 4 UPS
Freight (14.8 percent), No. 6 ABF
Freight System (14.3 percent), No.
7 Estes Express (15.3 percent), and
No. 9 YRC Regional (including Hol-
land, Reddaway, and New Penn),
which jumped 15.5 percent, according
to SJC figures. Louisiana-based Saia
joined the LTL “billion-dollar club,”
increasing sales 14.1 percent in 2011
to $1.03 billion, and now ranks No. 10
on the LTL list.

According to Jindel, conditions on the
LTL side are slightly different than TL
because a lot of carriers can handle 10
percent to 15 percent extra business in
the next few months. “They built capacity
based on peak season, so in the off peak,
they have extra capacity; but there is still
an opportunity to get rate increases,” he
said. “Some larger carriers should seek

larger increases because they need to
recapitalize their businesses and provide
decent returns to shareholders.”

So what does it mean for shippers?
Short version: higher rates now, for
sure, and perhaps fewer choices among
carriers down the road.

John Larkin, trucking analyst for
Stifel Nicolaus, said that much of the
low double-digit growth carriers enjoyed
were through price increases to erase
the rate decreases taken in 2008 and
2009 during the depth of the Great
Recession. Rising fuel surcharges, now
more than 40 percent in TL and more
than 20 percent LTL, are another factor.

“Still, there’s a small amount of core
growth in Satish’s numbers as carriers
try to respond to the desire of shippers
to consolidate their carrier relationships
to a smaller number of larger, better
capitalized, better systematized, bet-
ter equipped, safer, more time definite
carriers,” Larkin noted.

—John D. Schulz, Contributing Editor
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TSA Chief: “Significant”
economic henefits to
strengthening cargo
security

WASHINGTON, D.C.—The man in
charge of the government’s transporta-
tion security says that there are “signifi-
cant” economic benefits to strengthen-
ing the nation’s transport network to
protect against another terrorist attack.

John Pistole, the fifth head of the
Transportation ~ Security ~ Administra-
tion (TSA), spoke on March 5 at the
National Press Club where he was intro-
duced as “the face of everything we hate
about airport security.”

An easy-going and self-effacing speaker,
Pistole’s calm demeanor belies the fact
that for most of his professional life he
helped track down mobsters for the FBI.
Now his sights are set on the next Osama
bin Laden wanna-be.

Pistole talked of the “continued evo-
lution” of the TSA and downplayed
expectations by saying flatly: “We are
not in the business of eliminating all
risk associated with traveling from
point A to point B. Risk is inherent.”

Rather, he said, TSA’s objective is “to
mitigate risk, to reduce it as much as pos-
sible, and to ensure that the potential for
anyone to commit a deliberate act against
our transportation system is mitigated.”

That might be good news for freight
carriers and shippers who fear the TSA
might someday turn its attention to sur-
face transport. As it is now, surface trans-
portation seems almost an afterthought.

“There are significant economic ben-
efits to strengthening aviation security,
most notably in cargo security and our
ability to facilitate the secure movement
of goods,” said Pistole. “The interconnect-
edness and interdependence of the global
economy requires that each link in the
global supply chain be as strong as possi-
ble whether it's for business or pleasure.”

He added that TSA is implementing
a risk-based model of cargo screening
similar to what it uses to screen 1.8 mil-
lion air passengers every day.

—John D. Schulz, Contributing Editor
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Moore on

New tricks for contract

negotiation

AFTER MORE THAN 35 vyears in the industry, |
thought I had seen it all. However, I spent a few
days last month with some University of Tennes-
see (UT) colleagues as well as industry and gov-
ernment leaders discussing the evolution of strate-
gic sourcing and collaborative contracting.

Fifteen of us then attended the pilot program
on collaborative contracting offered by Jeanette
Nyden J.D. at UT’s Center for Executive Educa-
tion in Knoxville—and it did not disappoint. Dr.
Nyden has practiced contract negotiation and
contract mediation as well as litigation and has
written several books on the subject of improving
negotiations to get to a mutually profitable and
lasting relationship.

Dr. Nyden provided us with the latest practi-
cal techniques in what she refers to as “getting
to we.” For many shippers and carriers, this
would indeed be a major redirection in thinking.
It involves five interaction characteristics along
with some new language in that old transporta-
tion services contract.

The first challenge, according to Dr. Nyden's
techniques, is creating “transparency.” Both parties
need to come to the negotiation prepared with real
data, business information, and a vision of how this
relationship fits the strategy of their business. The
intent is to be open about the goals of the deal and
honest about its importance to each party.

Dr. Nyden refers to this as “skinny dipping,”
with the shipper (buyer) shucking their clothes
first. This transparency will enable both sides to
see how the proposed deal fits with their vision of
the business, what investments and commitments
will be needed, and where any gaps in service
could occur.

The second challenge is “authenticity.” One can
disclose their business, but still hide their future

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 Partner in Supply
Chain Visions, a consultancy. Peter can be reached at pete@

scvisions.com.
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intent. In all negotiations, each side has to hope
that the other party will not surprise them during
the term of the contract. Being honest about cur-
rent and future plans while offering transparency
is a great way to build a partnership of mutual
interest that tends to extend the length of the
ongoing relationship.

Establishing “common knowledge,” another of
Dr. Nyden’s recommendations, remains a chal-
lenge for shippers and carriers as most still main-
tain their own systems to share rates and produce
metrics. Technology today will support a single
system of record for both parties, and T suggest it
be the carrier’s system. At a minimum, the ability
to access and mine history and operational per-
formance from each other as well as the estab-
lishment of a single set of metrics for joint review
is critical.

The fourth challenge is the “active discovery
of cultural style” of the potential partner and the
shipper’s organization. Again, there are power-
ful capability and trust tests that companies can
take together or on their own to get a measure of
your team and your partner’s team. These tools are
reliable predictors of the behavior of the company
under stress as well as in operational roles with
critical service outcomes.

Last—and unfortunately where many ship-
per and carriers start—is to “align both parties”
through a contract. Doing the pre-contract/RFP
work, understanding your market and the poten-
tial partners in it, reinforces the short-term arms
length behavior that is reflected in the annual bid
contracts we see in the market.

The new contract language reflecting the col-
laboration is unique, and examples can be found
in both government and industries across a num-
ber of services. If your transportation services
contract does not start with a shared vision includ-
ing what performance outcomes are expected
and what investments each side will make in the
relationship, then [ suggest it’s time to go back to
school and learn some new tricks. []
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Legal Notice

If you directly purchased Air Cargo Shipping Services to,
from, or within the United States from January 1, 2000
to September 11, 2006, your rights could be
affected by Proposed Settlements

What are the Settlements about?

Plaintiffs claim that numerous air cargo carriers
and certain of their employees conspired to fix the
prices of air cargo shipping services in violation of
U.S. antitrust laws. The settling defendants deny
liability but have settled to avoid the cost and risk of
further litigation and/or a trial. British Airways, Lan
and Aerolinhas Brasileiras (Lan/ABSA), Malaysia
Airlines, South African Airways, Saudia, Emirates,
El Al, and Air Canada have settled these claims
and have agreed to pay over $207 million to direct
purchasers to, from, or within the United States. The
British Airways settlement provides $89.512 million,
the Lan/ABSA settlement provides $66 million, the
Malaysia Airlines settlement provides $3.2 million,
the South African Airways settlement provides
$3.29 million, the Saudia settlement provides
$14 million, the Emirates settlement provides
$7.833 million, the EI Al settlement provides
$15.8 million, and the Air Canada settlement
provides $7.5 million. These are in addition to prior
settlements with other air cargo carriers in the case
of approximately $278.5 million. In addition, all
of these settling defendants, plus settling defendant
Salvatore Sanfilippo, have agreed to cooperate
with the plaintiffs. The case is continuing against
non-settling defendants.

Who is a Class Member?

You are a class member if you purchased
air cargo shipping services, directly from one
or more defendants, for shipments to, from, or
within the United States during the period from
January 1, 2000 to September 11, 2006. All you need
to know is in the full Notice, including information
on who is or is not a class member.

Will | get a payment?

If you are a class member and do not opt out of
these settlements, you are eligible to submit a claim
and receive a payment. The amount of your payment
will be determined by the Plan of Allocation, which is
described in the full Notice. You may request a claim
form online at www.AirCargoSettlement3.com, or

by calling toll-free at 1-888-291-9655. Outside the

1-888-291-9655 www.AirCargoSettlement3.com

U.S. and Canada, call 1-614-553-1296 (toll charges
apply). You may also request a claim form by
writing to Air Cargo Settlement 3, c/o The Garden
City Group, Inc., P.O. Box 9380, Dublin, OH
43017-4280, USA.

Completed claim forms must be postmarked no
later than July 27, 2012.

What are my rights?

If you do not want to take part in the settlements,
you have the right to opt out. To opt out of one
or more of the settlements, you must do so by
June 1, 2012. Class members have the right to
object to the settlements, the Plan of Allocation, and
the request for up to 25 percent of the settlement
funds in attorneys’ fees, up to $2.5 million in
reimbursed expenses, and $1 million in future
litigation expenses. If you object, you must do so by
July 6, 2012. If you do not opt out of a particular
settlement, you will be bound by the terms of that
settlement and give up your rights to sue regarding the
settled claims. You may speak to your own attorney
at your own expense for help. For more information,
visit www.AirCargoSettlement3.com or call toll-free
1-888-291-9655. Outside the U.S. and Canada, call
1-614-553-1296 (toll charges apply).

A Final Approval Hearing to consider approval
of the settlements and the Plan of Allocation will
be held at the United States District Court for the
Eastern District of New York on July 27, 2012.
You may ask to appear at the hearing, but you
don’t have to attend. For more information, visit
www.AirCargoSettlement3.com or call toll-free
1-888-291-9655. Outside the U.S. and Canada, call
1-614-553-1296 (toll charges apply).

This is a Summary, where can | get
more information?

You can get complete Settlement information,
including a copy of the full Notice, by registering
at  www.AirCargoSettlement3.com, calling the
number below, or writing to Air Cargo Settlement 3,
c/o The Garden City Group, Inc., P.O. Box 9380,
Dublin, OH 43017-4280, USA.
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Part I:

Insights on supply chain risk

In this first installment of a two-part series, [ will look at a variety of risk-focused
research efforts. In May, T will offer suggestions for managing supply chain risk—
not just responding more effectively but preparing more completely.

risk—particularly as it applies

to supply chain management—
certainly seems to be increasing.
Consider the inordinate number
of recent political upheavals and
their potential to disrupt sup-

ply chains; or maybe the effects
of the recent year’s economic
turmoil, the increase in cyber
intrusions, and widely fluctuating
commodity prices. At Accenture,
we refer to this confluence of risk
factors as “permanent volatility”—
multiple events hitting simultane-
ously, with increasing frequency,
intensity, pace, and duration.

The capstone of this risk-
research review is a project
Accenture conducted with the
World Economic Forum (WEF)
to work with supply chain lead-
ers from business, government,
and academia to understand the
nature and implications of risk
in the 21st Century. Initiatives
undertaken included surveys
and executive interviews across
myriad industries and regions. We
also cite risk-related investigations
performed by other groups.

OBSERVATIONS

Ninety three percent of execu-
tives surveyed by the WEF agree
that supply chain risk manage-
ment is a growing priority. Accord-
ingly, most major organizations
have put in place some form of
enterprise risk management pro-
gram. In a 2011 survey of almost
400 executives in 10 industries,

Supply chain vulnerabilities and the success
with which they are being managed

"7 Not effectively managed

Il Effectively managed

Il Very effectively managed

Reliance on oil

Availability of shared
data/information

Fragmentation along
the value chain

Extensive sub-contracting
Supplier visibility
Monopolies/oligopolies

Single-source suppliers

Mergers of
transport providers

Customer demand profile

Customs and border
control sophistication

Management of
multiple suppliers

Gilobalization of networks

Reliance of
specific raw materials

Low-cost country sourcing

Geographical network
concentration

Quality control

Inventory levels

Increased vessel/
vehicle size

64%

63%

59%

57%

53%

Source: World Economic Forum Supply Chain and Transport Risk Survey 2011

30% 6%

29%

8%

34% 7%

37% 7%

37% 10%

D ek 0%
39% 52% 9%

38% 48% 15%

37% 51% 12%

29% 55% 16%

29% 56% 15%

25% 65% 10%

Accenture found that 80+ percent of respondents
have an enterprise risk management program in

Mark Pearson is the managing director of the Accenture’s Sup-
ply 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

LOGISTICS MANAGEMENT

place or plan to implement one within two years.
Detailed analyses appear to confirm the wis-
dom of these moves: About one third of WEF
interviewees estimated post-disruption losses
equal to 5 percent or more of their companies’
annual revenues. A longer-term study tracked the
impact of 885 supply chain disruptions suffered
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by publicly traded companies from 1992 to 1999: Oper-
ating income dropped by 107 percent, return on sales
fell by 115 percent, and return on assets decreased by
92 percent.

PRINCIPAL RISK CATEGORIES
WEF researchers identified four primary types of exter-
nal disruptions.

® Environmental. The survey found that 60 percent of
WEF participants cited natural disasters as most likely
to cause widespread supply chain disruptions. According
to a Swiss Reinsurance Company study, worldwide eco-
nomic losses from natural disasters in 2010 totaled $194
billion. A WEF analysis of 15 multinational companies
also found that operating profits caused by supply chain
disruptions fell by a third in the quarter following 2011’s
earthquake and tsunami in Japan.

e Geopolitical. A good example of geopolitical risk is
terrorism. Since 9/11, the U.S. has spent $1 trillion tax
dollars on homeland security. Maritime piracy is another
growing concern—estimated to cost the international
economy up to $12 billion per year. The International
Maritime Bureau reported a 36 percent increase in the
number of attacks in the first half of 2011.

e Fconomic. Disruptions of this type cover a huge
range of issues, from currency fluctuations and demand
shocks to export/import restrictions and supplier failings.

Following the 2008 financial crisis, supplier bankruptcy
filings in the automotive sector roughly doubled. On
the positive side, a study by the World Bank concluded
that enhanced capacity in global trade facilitation (from
streamlined customs programs, fewer tariff and non-tariff
barriers, and more-rational quota systems) would increase
world trade of manufacturing goods by almost 10 percent.
e lechnology and infrastructure. Forty one percent
of respondents to the WEF survey stated that their
companies have experienced disruptions as a result of
unplanned outages of IT or telecommunication systems.
And a report by CIBC World Markets estimates that, to
avoid future supply chain disruptions, total infrastructure
spending may need to reach $30 trillion by 2030.

CRITICAL VULNERABILITIES

The WEF study group also sought to identify those
vulnerabilities with the greatest impact on global supply
chains, and the extent to which their companies suc-
cessfully deal with those weaknesses.

Interestingly, four of the group’s top five concerns
relate to visibility and control, and three of the five
deal with managing multiple players and measuring
their performance. Visibility and metrics clearly are a
problem: More than one quarter of respondents to the
WEF survey could not estimate the financial impact of
disruptions to their business. []
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“The Business of America is Business”

Calvin Coolidge

The Business of Alliance Shippers Inc.is...

“To Manage Our Customers’ Business.”

ALLIANCE shippers inc.

The Perfect Shipment®
Our Commitment To You.

For more information about all of our services, visit us at: www.alliance.com

Perfect Shipment® Performance’

On-Time Pick-Up = 98.3%
Damage-Free Performance?
Refrigerated Services = 99.98%

1Data as of 2/29/12 2 Fiscal Year 2010201

On-Time Delivery = 98.2% YTD On-Time Delivery = 98.0%

WSmartWay-

Transport Partner
Getting There With Cleaner Air

Dry Van Intermodal and Highway Services = 99.79%

® denotes a registered trademark of Alliance Shippers Inc.


http://www.alliance.com
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Beware the °

‘scorpion’s tail”

Are oil prices about to send the U.S. back into recession?

FOR LOGISTICS MANAGERS, it's important to understand
what surplus oil production capacity means to oil and
fuel prices—and, therefore, your bottom line.

Surplus oil production capacity refers to the amount
of oil that can be brought online to meet a surge in
demand or to make up for a sudden decline in pro-
duction. Prices rise sharply when surplus capacity
dips below 1.5 percent of total consumption, or when
surplus production capacity is declining rapidly toward
that level.

In the January Logistics Management Annual Rate
Outlook webcast, I warned that surplus oil production
capacity is likely to fall into the danger zone before
the end of the year. The International Energy Agency’s
(IEA) most recent Oil Market Report (March) supports
this conclusion, warning that surplus production capac-
ity has been eroded since the beginning of the year, and
that “the market’s relatively
slim ‘buffer’ suggests a bumpy
ride in the months ahead.”

In April 2010, surplus
capacity exceeded 4 million
barrels per day (mbd), or 4.7
percent of global consump-
tion, and U.S. refineries
were paying roughly $75 per
barrel. By December 2011,
surplus capacity had fallen
to 2.24 mbd, consumption
increased, and surplus capacity fell to just 2.5 percent.
Refiners found themselves paying $106 for that same
barrel of oil.

The TEA now estimates that surplus production
capacity has fallen to 2 mbd. In Euro terms, the price
for a barrel of Brent crude is higher than it has ever
been, and West Texas Intermediate (WTTI), the bench-
mark crude quoted by U.S. media outlets, is higher
today than it was in March 2008—the year oil prices
hit $147 per barrel and the national price for diesel rose
to $4.72 per gallon.

A plot of oil prices over time resembles the curve
of a scorpion’s tail. Are oil prices now approaching the
stinger? Are oil prices about to send the U.S. back into
recession?

Such a prediction is difficult because rising oil prices

Derik Andreoli, Ph.D.c. is the Senior Analyst at Mercator
International, LLC. He welcomes any comments or questions,
and can be contacted at dandreoli@mercatorintl.com.
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threaten the economy in different ways at different
times. It’s hard to foresee precisely how rising oil prices
will impact the global economy this time around.

In the run-up to the 2008 oil price spike, rising
energy prices drove up inflation, causing the Federal
Reserve to increase the lending rate from 1 percent in
2003 to 5.25 percent by 2006. The jump in interest
rates proved to be the stinger at the end of the scor-
pion’s tail.

Rising interest rates caused adjustable rate subprime
mortgages to surge, and many borrowers who were
already punch-drunk from rising energy costs found
themselves on the ropes paying for their mortgages.
Defaults began to mount.

Looking back, we now know that the risk of
mortgage default is correlated—that having a neighbor
default greatly increases the probability that another

In Euro terms, the price for a barrel of Brent crude is
higher than it has ever been, and West Texas Intermediate
(WTI), the benchmark crude quoted by U.S. media outlets,
is higher today than it was in March 2008—the year oil
prices hit $147 per barrel.

neighbor will follow suit. Yet, the statistical models
employed by investment banks that were packaging
mortgages together into collateralized debt obligations
were blind to this fact. Consequently, when foreclo-
sures began to rise, banks suddenly found themselves
undercapitalized.

In September 2008 Lehman Brothers collapsed, and
investment banks essentially stopped lending to one
another. The chill that blew through the banking system
caused credit to freeze.

As rising energy expenditures continued to eat into
disposable income, the foreclosure crisis mounted,
and consumer confidence plummeted. Americans
tightened their belts. But as spending declined, the
economy threatened to enter a deflationary death spi-
ral where declining demand for goods leads to declin-
ing output and employment, which causes confidence
to further erode and belts to tighten further.

While the Fed’s easy money policy has its down-
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side, the alternative was deflation and
depression.

What'’s different this time around?

For the time being, the rising cost of oil
has not had the same impact on energy
inflation as it did during the last oil price
run. This is in large part attributable to the
shale gas boom that has driven natural gas
prices down to $3 per thousand cubic feet
(Mcf). By contrast, in 2008 prices were
nearly $12 per Mcf.

The rising cost of oil has also had a
muted impact on the general rate of infla-
tion. To a large degree this is due to the
lingering high unemployment rate, which
today sits at 8.3 percent. By contrast,
the unemployment rate steadily declined
between 2003 and late 2007. If the rate
of unemployment was 4.5 percent, as it
was in 2006, inflation would be high and
the Fed would feel significant pressure
to raise rates.

The elevated unemployment rate con-
tinues to suppress inflationary pressures
thus allowing the Federal Reserve to stay
true to their January statement that inter-
est rates will not be lifted until 2014.
Some believe that the Fed’s easy money
policy is why oil prices are so high. But
last I checked, easy money doesn't search
out a single commodity, and oil inflation
has far outpaced other commodities like
precious metals and agriculture.

Though unemployment is high, the
employment situation continues to
improve and elevate consumer confi-
dence. Thus, aggregate demand is being
maintained despite the increasing por-
tion of disposable income being spent
on gasoline.

Aggregate demand is also being buoyed
by new vehicle sales, which have risen
sharply on both pent up demand and the
fact that today’s vehicles are far more fuel
efficient than those being replaced. By

contrast, rising fuel prices contributed to
declining sales of inefficient SUVs and
other trucks as early as 2006.

There is no hard-and-fast rule govern-
ing oil and fuel prices as they pertain to
consumer confidence. Regressions run on
historical data fail to take into account the
myriad and important distinctions between
today’s economy and the economy that
existed during the previous oil price run.

If consumer confidence continues to
be firm and interest rates remain low,
there is reason to be cautiously optimistic
that the U.S. can avoid falling into another
oil price induced recession, which is good
news. The bad news is that as prices con-
tinue to rise, we inch ever closer to the
venomous stinger.

The question is, will your supply chain
gain or lose competitive advantage as
prices inch up? And will you be nimble
enough to dodge the scorpion’s tail when

she strikes? []

Logistics Management Exclusive Webcast

Results of the 28" Annual Salary Survey:

Pulling away from

According to our 28th Annual Salary Survey, salary growth has leveled off a bit from last
year’s survey. However, we also found that an aging workforce is giving way to younger,
more highly trained professionals who also happen to be savvy technologists—signaling
good news for the overall growth of the logistics profession.

the pack

By attending this session, logistics professionals will learn:

e Average salaries broken down by U.S. regions

e What titles are bringing in the biggest bucks

e The role technology is playing in career growth

e Best practices for taking the next step in your career

Speakers Include:

Theodore P. Stank, Ph.D., Professor of Logistics, University of Tennessee

Bruce Arntzen, Ph.D., Director of MIT’s Supply Chain Managment Master’s Program

Lynn Failing, Vice President, Kimmel & Associates, Inc., a national executive search firm
specializing in logistics and supply chain professionals

Survey conducted by PRI — o

PEERLESS RESEARCH GROUP

Register at: Logisticsmgmt.com/salary2012
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LMEXCLUSIVE: 28™ ANNUAL SALARY SURVEY

Pulling away from

BY PATRICK BURNSON, EXECUTIVE EDITOR

ccording to the findings of Logistics Management's (LM )
28th Annual Salary Survey conducted by Peerless Media
Research Group (PRG), average earnings and compen-
sation have actually leveled off over the past year.

However, our research team also found that an aging
. . workforce is giving way to younger, more highly trained professionals
The hlghes_t |OgIStI_CS and ] who also happen to be savvy technologists. For the logistics profes-
supply chain salaries continue sionals who have adopted today’s technological tools, higher salaries

to be earned by those who areBclearly Corresionding- _ e skl dhat el
: ut our research team warns that the cutting edge skills that newly-
concentrate on adapting hired workers might have coming out of college are going to be obsolete in

new tecihno_logigal advances three years to five years, so they have to determine how to keep improving
and maintain a life-long in key areas such as decision analysis, IT tools, cross-functional and cross-
commitment to learning. organizational teaming, as well as finance.

Also worth noting, say our researchers, is that now, more than
ever, experience pays. Young people joining the workforce should aim
to grow within their current organization, rather than chasing after
that better offer. In fact, our survey indicates that the long-term pay-
off could be substantial.

This year’s results, based on 801 qualified LM reader respondents, indi-
cate that 64 percent did see a modest salary increase in 2011. Of that
number, the average bump was 6 percent.

Those respondents with the title of “logistic manager” earned an aver-
age salary of $95,479 in 2010 and brought in a slightly higher $96,120 in
2011. For supply chain managers, the average increase was more impres-
sive: up from $100,159 in 2010 to $128,335 in 2011. Corporate or divi-
sion managers made significant salary gains as well. They earned an aver-
age of $157,320 in 2011 versus $138,630 in 2010. The overall median
this year bumped up a meager $1,000 to $91,000.

While these raises kept managers ahead of inflation and escalating
standard-of-living costs, 6 percent of our respondents reported a salary
decrease and 30 percent reported that they received no raise at all.

E-commerce challenges

While younger, more technology-enabled logistics professionals are
making their way up the ladder, older logistics managers simply can’t
afford to be complacent or get “comfortable,” our survey indicates.
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Pay hikes stall Job titles matter Salary by job function
Median salaries inch up Executive roles win better compensation Big raises cool off
Vice president/General manager .
2011 $91,000KL20 $161,995 Supply chain managemet S—
| $127,900]
2010 $90;000] 2.2% $167,650 $129,396
Corporate/Division manager
2009 $88,000° 3.5% $157,320 Distribution/Logistics
2008 $85,000 5.9% SEEET $112,900
? $115,777
2007 $80,0001 0% Supply chain manager . ’
2006 $80,000| 0% $128,335 Fleet operations
2005 $80,000 -4.5% $100,159 $ 67
il
2004 7 6.6% Logistics manager
5300 ° o ° Traffic/Transportation
2003 $78,600° 1.0% 96,120 $90,545
95,479
2002 $77,700 2.2% ’ $90,228
Operations manager .
2001 $76,000 7.0% $88.155 Planning
)
2000 $71,0000 3.3% $39,180
1999 $68,700 3.1% Traffic manager . ’
1998 $66)6007 10.1% $75,780 Import/Export °as
, $76,546 :
% Percentage change from previous year $74,879
Warehouse manager/Supervisor
Warehousing
Source: Peerless Research Group (PRG) $76;195 87,050
$68,534
g $94,587
Educators and executive recruiters ASS'Sta"tanagemenvsupemsor/AnaIVSt Purchasing
echoed this sentiment during inter- _$66 $89,380
views in the weeks immediately fol- $89,540
lowing the release of this year’s salary B Average salary 2011 [ Average salary 2010 Inventory control
survey ddtd Source: Peerless Research Group (PRG) 850
“Talent ~ management—recruitment, 84,756
development, and retention—is an He says that the move toward e-com- Materials handling
increasing challenge across many fronts  merce is just one way that “old dogs™ have $8 -
y

in supply chain management as the dis-
cipline and business becomes more com-
plex,” says Dr. Theodore Stank, professor
of logistics at the University of Tennessee.

to learn new tricks, while companies are
also struggling to find people with good
decision analysis skills in order to use all
of the new data available to them.

B Average salary 2011 Average salary 2010

Source: Peerless Research Group (PRG)

New research forecasts offshoring of 750,000 more jobs

orporations in the U.S. and Europe will move an additional

750,000 jobs in IT, finance, and other business services to
India and other low-cost geographies by 2016, according to new
research from The Hackett Group, Inc.

As noted in Supply Chain Management Review late last year,
researchers were trying to determine if levels of additional off-
shoring in these areas would begin to decline by 2014.

This is indeed their conclusion. Furthermore, in the next 8 to
10 years the flow of jobs offshore is likely to cease, as companies
simply run out of business services jobs suitable for moving to low-
cost countries.

The Hackett Group’s offshoring research, which examined
available data on 4,700 companies with annual revenue over $1
billion headquartered in the U.S. and Europe, found that by 2016,
a total of 2.3 million jobs in finance, IT, procurement, and HR will
have moved offshore. This represents about one third of all jobs
in these areas. India is by far the most popular destination, with
nearly 40 percent of the jobs being offshored headed there.

But The Hackett Group’s research sees additional offshoring
levels in business services, which are currently at around 150,000
new jobs each year, leveling off or declining after 2014. The Hackett

Group’s research also found that of the 5.1 million business services
jobs remaining onshore at U.S. and European companies in 2012,
only about 1.8 million have the potential to be moved offshore, with
750,000 of those moving by 2016. So by the end of the next 8 to 10
years, the traditional model of lifting and shifting work out of Western
economies into low cost geographies will cease to be a major fac-
tor driving business services job losses in the U.S. and European.

Hackett’s research also found that automation and other
productivity improvements are another major factor driving job
losses in business services at U.S. and European companies.
Automation and other productivity improvements will have
caused the elimination of 2.2 million business services jobs at
these companies between 2006 and 2016, and these factors are
currently driving the elimination of around 200,000 jobs annually.

“In the U.S. and Europe, offshoring of business services and
the transformation of shared services into Global Business Ser-
vices, have had a significant negative impact on the jobs outlook
for nearly a decade,” said The Hackett Group Chief Research
Officer Michel Janssen. “That trend will continue to hit us hard
in the short-term.”

—~Patrick Burnson, Executive Editor
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Average workforce age

<35 10%
35-44 23%
45-54 41%
55-64 24%

65+ 3%

Source: Peerless Media Research (PRG)

“Most organizations do not have a
well-articulated  talent management
strategy,” says Stank. “Business execu-
tives need to ask a number of key
questions: What kinds of new people
do they need to buy from the market?
What can they develop in the people
they already have? How do they keep
people progressing in their careers to

It pays to stay in school

Time spent on education continues to pay off

High school
$81,200
$64,835
Some college
$81,540
$87,022

4-year college degree

[ $111,515]
$109,634

MBA
$134,575
$133,501

Other graduate degree

$122,020
$131,453
B Average salary 2011 Average salary 2010

Source: Peerless Research Group (PRG)

Gender gap remains substantial
Men earned considerably more again this year

$110,300 Average salary $87,540

Source: Peerless Research Group (PRG)

gers should pursue online coursework,
executive education, professional cer-
tification—all geared toward shoring
up gaps in current skill sets and adding
new skill sets that are required for their
next promotion or for the realities of
the world in 3 to 5 years.”

Dr. Bruce Arntzen, executive direc-
tor of the supply chain management
program at MIT, says that students who
have already worked in supply chain for
a few years will benefit much more from

deal with tomorrow’s new
challenges? The compa-

nies that are figuring this | $120,000
out first are winning the $110,000
war for talent.

The Logistics Manage- | $100.000
ment and PRG rescarch $90,000
teams also fqund that .logis— $80,000
tics professionals with a

. . S $70,000
skill set including informa-
tion technology are among $60,000
the highest paid. This did $50,000
not surprise Stank. His
advice for young and old

<35

Salary by age

—

= Average
Median

35-44 45-54 55-64

Source: Peerless Research Group (PRG)

the supply chain management
program than a student com-
ing right out of undergraduate
programs—and they will be
rewarded much better finan-
cially as well.

“Yesterday, if you had a col-
lege degree you had a leg up
on the competition,” says Arnt-
zen. “Today you need to have a
master’s degree. Interestingly,
about a third of the students
who are getting their master’s
degree in supply chain at MIT

65+

alike is to “stay thirsty, my
friends.” He believes that everyone at a
management level must be committed to
a lifetime of learning.

“Key areas such as decision analysis,

IT tools, cross-functional and cross-
organizational teaming and interac-
tion, along with finance will remain in
demand,” says Stank. “Logistics man-

ogistics managers had better get a

handle on multi-faceted metrics if they
expect to bring value to the enterprises
they now belong to or hope to join. That’s
the conclusion of Performance Excel-
lence: Business Success through Effec-
tive Plant Operations Metrics, a report
released by the Manufacturing Enterprise
Solutions Association (MESA).

The report says that companies that
are piloting or planning to buy manufac-
turing execution systems or manufactur-
ing operations management systems are
looking for highly qualified leadership.

Measuring managers of logistics

However, finding managers capable of
taking advantage of multi-faceted met-
rics such as overall equipment effective-
ness are becoming hard to find.

“It requires a very intense concentration
on all of the current technologies available
to logistics management,” says Julie Fraser,
principal industry analyst and president
of Cambashi, Inc., a UK-based thinktank.
“There’s an element of demand forecasting
that they must explore here, too. But in the
end, it's the ‘make area’ of the supply chain
that still deserves the attention.”

—Patrick Burnson, Executive Editor

32 LOGISTICS MANAGEMENT

already have an MBA or a mas-
ter's degree in some other field already,
so these students will have two.”

Meanwhile, adds Arntzen, veter-
ans must resist the idea of becoming
“comfortable” in their current posi-
tions. “More than anyone else, these
people must be the agents of change,”
he says. “They must embrace new
technology and champion its imple-
mentation. Otherwise, co-workers and
management may suspect that they
may be part of the problem rather than
the solution.”

Experience still matters
That fact that logistics managers in the
65-year-old bracket are still pulling down
six-figure  salaries  demonstrates  that
experience still matters. As our research
indicates, the 55-year-old to 64-year-old
group represents today’s top earners.
Lynn Failing, vice president of Kimmel
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How are we doing? See for yourself.

OPERATIONS

Vessel On-Time Performance 100%  Asia-U.S. West Coast 84%
100% Asia-U.S. East Coast 90%
100% Transatlantic 88%
100% Asia-Europe 90%

SAFETY

Long-Time Operational Stoppage

ENVIRONMENTAL

Nitrogen Oxide (NOx) Emissions per TEU-Mile ¥1% Annually to 312 grams ¥3% to 3.02 grams
Sulfur Oxide (SOx) Emissions per TEU-Mile ¥1% Annually to 199 grams 4 1% to 2.03 grams
Carbon Dioxide (C02) Emissions per TEU-Mile ¥1% Annually to 137.34 grams ¥3% to 134.31 grams

OPERATIONS

In-Terminal Truck Turn Time <30 min. Jacksonville / Los Angeles / Oakland 15.0/22.2/ 22.0 min.

CUSTOMER SERVICE

Lost Calls Less Than 2% 1.60%
Phone Wait Time Less Than 20 seconds 16 seconds
Export B/L Documentation Completion Rate 98% Complete 24-hrs After Vessel ETD 9891%

EDI
I YT N T

Message Processing Without Failure 90% 99%
EDI Uptime 99% 99%
Customer Setup Time Within 72-hrs 48-hrs
Customer Scorecard Compliance 95% 99%

What can you expect from MOL? For starters, high we will publish updated numbers. If we need
performance standards and great results. In the spirit improvement, we'll outline how we will do it.
of total transparency, we offer the first results of our If we meet our goals, we'll strive to get even better.
Key Performance Indicators*. In the coming months, For reliable, dependable service - Count On MOL.

To hear the whole story and learn what MOL can do for you, visit CountOnMOL.com.

*Global KPIs are international; regional KPls are North American.
**MOL has also established a target to reduce NOx, SOx and CO2 emissions by 10% by FY2015 vs. FY2009.

Count On MOL.
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& Associates Inc., a national
executive search firm spe-
cializing in the logistics and
supply chain, says that the
best supply chain profession-
als are those who understand
the “links” in the supply
chain.

“This age group demon-
strates the value of remain-
ing passionate about their
work,” says Failing. “The
lesson here is that if you're
starting out in planning,
try a stint in operations. If
youre in procurement, try
your hand in IT. If you're
in  materials  manage-
ment, move over to logis-
tics. Remember that being
smart is only half the story.
Take the time to learn to

Mountain
$88,750

Average salary by region

Midwest
$106,835

Southeast
$117,100

$97,050

Source: Peerless Research Group (PRG)

Mid Atlantic
$103,315

years, we have a good grasp
on where things are headed

. NTW 4 and should be at a good spot
$1"3935"75 in our careers compensation
£

wise.”

Larson also maintains
that colleges and universi-
ties will be “challenged” in
preparing fresh graduates
to bring value to the com-
panies they join. “Having
graduates ready to contrib-
ute right away is vital,” he
says. “But it will be recog-
nized and rewarded.”

“Today’s young people
have to be prepared to
climb the corporate ladder,”
says Art Meyer, warehouse,
equipment and purchasing
manager for NPL Construc-
tion Company in Dallas.

be wise...and never stand
still.”

The same can't be said for moving
from one geographic area to another;
however, as our survey shows, work-
ing in the nation’s heartland has some
clear economic advantages. Not only is
the cost of living lower there, the con-
centration of manufacturing and heavy
industry remains rooted in this region.

While not leading the pack in base
salary levels, 36 percent of this year’s
respondents came from the Midwest,
earning an average of $106,835. The
Southeast earned the highest average sal-
ary at $117,100, New England respon-
dents earned an average $109,575, and
the West earned an average $102,465.

And while our research did not mea-
sure the impact of outsourcing the logis-
tics function, many managers told us that
nearshoring is a trend that can only drive
the demand for domestic expertise.

“Increased awareness of supply
chain risks—especially incumbent in
long-distant supply chains—will moti-
vate companies to seek to locate pro-
duction near their customer base. This
favors on-shoring,” adds Arntzen.

Building a career foundation

Anecdotal evidence gathered by LM

after the survey was completed con-

firmed that veterans want to share their

experience with younger co-workers.
Barry Smith, supply chain director for
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Investing in the future pays off
Companies spending more than $100 million
on transportation last year sent their
employees a powerful message

Less than $500,000

FEYATLN Average salary

$500,000 to $999,000
$94,350

$1 to $4.9 million

$5 to $19.9 million

$103,900
$20 to $99.9 million
$126,250
$100 to $499.9 million

$500 million to $999.9 million

$142,740

Company’s annual transportation sales

Source: Peerless Research Group (PRG)

Lincoln Electric in Cleveland observes
that recent graduates may have unre-
alistic expectations. “There has been a
significant inflation on starting salaries
in some areas,” he says. “But employers
are not going to reward new hires unless
they have proven technical expertise.”
The “entitlement” generation may be
in for a rude awakening, says Brad Larsen,
transportation and logistics manager for
Winegard Company in Burlington, Ind.
“Most of my age group had to start out
in the trenches and learn on the fly to get
where we are today,” he says. “After 25

“Education is a big advan-
tage, but they really must have a work
ethic to succeed and earn the salary they
desire.”

Allen Masters, head of central stores
resource management for the Univer-
sity of Florida in Gainesville, agrees,
but says “climbing that ladder” is easier
in the private sector, rather than within
“a state agency.”

Bob Stone, regional sales manager
for Right Freight Solutions in Town-
ville, S.C., says that the private sec-
tor is providing more incentives for
college graduates to pursue a career
in logistics. “We never have trouble
attracting young people to this busi-
ness,” he says. “But keeping them in
one position is difficult. Many of them
go through three to four jobs before
they settle down.”

Getting them to “settle down” might be
made easier by providing bonuses based
on performance, says Brenda Gautier,
director of carrier engagement for MW
Logistics, LLC in Dallas. “Given the
added responsibilities logistics managers
are taking on these days, we expect them
to work smarter and be more efficient,”
she says. “And if they can contribute to
the company’s bottom line, they should
get something beyond their salary at the

end of the year.” []

—Patrick Burnson is Executive
Editor of Logistics Management
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Dedicated Update:

Sleep tight

With capacity already tightening and increasing federal regulations
threatening to exacerbate the driver shortage, dedicated trucking is going
to continue to grow at double-digit percentage rates—and help shippers

get a good night’s sleep in the process.

BY JOHN D. SCHULZ, CONTRIBUTING EDITOR

edicated trucking operations are booming. As

the overall economy improves, shippers are

increasingly choosing dedicated as a sure-fire

way to guarantee capacity while simultaneously

assuring themselves of top-notch service with
one additional perk—the ability to sleep at night.

“As free-running truckload capacity becomes scarcer and
more expensive, dedicated fleets are coming back into vogue,”
says John Larkin, a leading trucking analyst for Stifel Nicolaus.
“A shipper can sleep soundly knowing that his base load vol-
umes are being handled at a high level of service and at a pre-
negotiated cost, with perhaps some embedded cost escalators.”

As a result, dedicated is growing at near double-digit per-
centage rates. The logistics and transportation research firm
Armstrong & Associates is estimating that dedicated contract
carriage will hit $11.5 billion in revenue over the course of
2012, up 9 percent from last year when it grew 10.6 percent.

As the name implies, dedicated trucking involves fleets “ded-
icating” a certain percentage of its fleets to customers who can
lock in capacity through long-term contracts. This guarantees
capacity for shippers, gives fleets a consistent base of custom-
ers that don't “churn” as much as normal dry van truckload cus-
tomers, and guarantees drivers a predictable number of miles
along very familiar routes that they may drive every day. “It's a
win-win-win for shippers, trucking companies, and receivers,”
says Hank Schmidt, president of Con-way Truckload.

Big boys in the game

The biggest names in dedicated are also among the biggest
names in trucking. The dedicated part of ].B. Hunt's busi-
ness was $907 billion in 2010, according to trucking industry
analyst firm S] Consulting. That was nearly a 20 percent jump
over the previous years. Werner Enterprises’ dedicated business
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was $744 billion that year, a 14.5 percent jump. In total, the top
10 dedicated carriers did $5.7 billion in business in 2010, a 12.3
percent jump from the previous year, according to S] Consulting.

This push for dedicated trucking actually began in 2008
and 2009 when the economy took a nosedive and a lot of
one-way truckload companies were forced out of business,
industry insiders say. The industry had a lot of idle capacity
in the form of trucks parked along the fence.

Most for-hire carriers charge accessorial fees for “high
touch” freight—those moves that require multiple stops,
nighttime deliveries, lift gates, or highly complicated deliver-
ies. Previously, much of that freight was moved by leasing
companies or the logistics arms of other trucking companies.

Then, about three years ago, asset-based companies with
trucks just sitting around began to move into dedicated one-
and two-stop deliveries to grow accounts with healthy profit
margins—as much as 6 percent to 12 percent margin—
through long-term contracts that ran as long as three years.

“You get out of the one-way long haul and you keep your
drivers happy because theyre not on the road for weeks
on end,” says UPS Freight spokesman Ira Rosenfeld. “As a
result, your asset-based carriers are now in the business of
providing dedicated truckload business.”

With capacity tightening and increasing federal regula-
tions threatening to exacerbate the driver shortage, dedicated
trucking is a growing option for many shippers.

“It’'s growing because shippers are worried about capacity,”
says Dan England, chairman of C.R. England, a carrier that
will soon have about 1,600 trucks out of its total of 4,600 power
units in its dedicated unit. “It’s also better for our business.”

Dedicated operations allow carriers to “take advantage of
the benefits of a carrier and shipper working together,” says
England. “There are so many positives to it.”
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Other industry executives agree. “It allows carriers to max-
imize their drivers” hours of service if you can work with mul-
tiple customers to create a continuous loop of freight, says
Con-way's Schmidt. “Everybody’s costs go down.”

Let’s take a look at three key market issues—drivers, regu-
lations, and service levels—and see how they're re-invigorat-
ing the growth of dedicated trucking.

Issue #1: Drivers

The driver shortage in truckload is bad and just getting
worse. A combination of demographics, increased scrutiny
(including mandatory drug and alcohol testing), and the
industry’s inability to market itself to minorities and women
has meant that jobs that can pay as much as $60,000 are
going unfilled—even in a time of 8.5 percent unemployment.

But let’s not forget that driving a truck, especially on the
long hauls, is a tough job. A normal truckload (TL) driver
with a 1,200-mile length of haul can be away from home as
much as three weeks at a time. That means a lot of missed
birthdays and little league games.

Dedicated truck driving, on the other hand, is totally dif-
ferent. Because the average length of haul is much shorter,
drivers can be home nearly every night or every other night.
The “loops” tend to be predictable, breeding familiarity with
dock personnel and customers. Truck drivers can be the reg-
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ular, familiar “face of the company” instead of some intruder
arriving at a strange dock at 2:00 a.m.

Plus, because drivers are paid by the mile, dedicated offers
a guaranteed base of pay that is often higher than that of
their long-haul brethren. “It’s also a little safer because they
know the roads,” Schmidt adds. “They know where the good
truckstops are, and it all rolls up into a better situation for
everybody—{rom the driver to the shipper to the receiver.”

UPS Freight Truckload Director Melissa Somsen says driver
retention is certainly easier when it comes to dedicated. Less
driver turnover means more profit for trucking companies, con-
sidering that it costs an average of $4,500 to find, train, and
recruit a driver these days. Truckers are doing everything they
can to retain drivers, and dedicated operations certainly help.

“From a carrier perspective it’s easier to hire drivers when
you don’t have to keep them on the road for lengthy periods,”
says Somsen. “For the shipper, they don't have to worry about
managing his own fleet and they can spend more time making
the best product they can. In fact, a dedicated fleet allows the
benefits of a private fleet with none of the headaches.”

Issue #2: Regulation

Trucking is clearly in Washington's regulatory sights. The new
Compliance, Safety, Accountability (CSA) standards threaten
to sideline as many as 150,000 of trucking’s 3-million long-haul
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operators when fully implemented.

On top of CSA, HOS regulations are
being tweaked so that drivers may be
forced into more mandatory rest peri-
ods. Then there are tighter background
checks, mandatory drug and alcohol
screening, and other increased scrutiny
of drivers in the wake of the Patriot Act
and other responses to 9/11.

One of the biggest cost pressures is
the new government-mandated, fuel-
efficient truck engines along with the
high cost of replacing a private fleet,
common carrier executives say. “It's nice
to have that billboard on the side of
the truck, but you dont want to spend
capital expenditures and manage HOS,
insurance, and CSA. Customers tell us
that they don't want to worry about their
own fleet,” says Somsen. “When that
happens, asset-based companies are put-
ting them into dedicated operations.”

Somsen adds that proposed HOS
changes are going to have a “drastic
effect” on shippers—unless, of course,
capacity is locked in through long-term
dedicated contracts. And that’s only going
to get worse as the dry van truckload mar-
ket continues to tighten, she says.

Dan Van Alstine, senior vice presi-
dent and general manager of Schnei-
der National's dedicated unit, which
did nearly $700 million in business last
year, says his company was focusing on
providing value-added services such as
reefer, store-to-store direct deliveries,
and high-value goods. But Van Alstine
says that there are some “interesting
dynamics” that are creating growth
opportunities for Schneider’s dedicated
fleet of 4,000 trucks (out of Schneider’s
overall fleet of 13,500 units). He adds
that niche services, such as hauling
aggregate and gravel for highway con-
struction, are proving profitable.

Issue #3: Service, service, service
Dedicated carriage can take nearly
every imaginable form. There can be
team operations that emphasize transit
time speed. Cartage can provide ultra-
high levels of service with ancillary ser-
vices such as store set-up and takeaway
of old merchandise.

There can also be regional “loops” that
carry the freight of two or more shippers
who may have operations in the same
area that can be linked in pickups and
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deliveries. That provides both shippers
with very high levels of service, while
reducing carriers’ empty miles.

“Remember, you can't charge a
fuel surcharge on empty miles,” says
Schmidt. “There’s the safety factor,
improved fuel mileage, and the service
the customer gets. If they don't have
product for shelf or capacity, that's a lot
of additional expense. You can virtually
eliminate those costs with dedicated.”

Certain industries—automotive and
retail are two—lend themselves more to
dedicated business. Con-way's Schmidt
says the “biggest opportunity” is blending
routes of two or more customers to create
a continuous “triangulation” of business.

“The biggest opportunity is to bring
dedicated solutions to multiple custom-
ers,” Schmidt says. “Sometimes if a ship-
per can change a pick-up time by two
hours, that means I can synch up this lane
and return the same driver tomorrow. You
work with them on dedicated solutions
that drive cost down for everybody.”

And if potential savings aren’t enough
to swing a customer over to dedicated,
sometimes the service can be. “It’s not
just savings, but consistency of service.
Capacity is a growing issue, especially
in the last six-to-nine months,” says
Schmidt. “A lot of [defunct carriers]
have fallen off the tree over that time
and capacity is a growing issue.”

Shippers are increasingly locating
their distribution centers to take advan-
tage of “continuous loops” that dedi-
cated regional service provides. “That
way you can serve three or four stores
in a big loop, or you can feed the DCs
by rail and distribute product as needed
by truck. There are all kinds of different
ways to skin this cat,” Schmidt adds.

Ryder's Dedicated Contract Car-
riage, which did about $600 million
in business last year, has 154 different
customers with “sophisticated service
requirements,” according to Cindy Haas,
a Ryder spokeswoman. Ryder markets
the services as a “turn-key” operation that

allows shippers to control their product
and service deliveries without the cost of
investing in a private fleet.

“Dedicated is ideal for any business
with specialized equipment require-
ments and multiple or complex trans-
portation and distribution challenges,”
says Haas. “Whether shippers need to
deliver perishable products or high-
value freight that requires high security,
dedicated helps lower transportation
costs and increase efficiency.”

Future is bright
By all accounts, top trucking officials
agree that dedicated trucking will con-
tinue to outpace overall growth in the
industry, at least in the near term.
Chuck Hammel, president of Pitt
Ohio, a major Northeastern regional LTL
carrier, says that what's driving dedicated
trucking is the fear of not having capac-
ity coupled with uncertainty of rates.
“It's more of a proactive move to avoid
being subjected to market conditions,”
says Hammel. “We've all read the same
headlines regarding the driver shortage
and capacity limits, and this is one way of
insulating yourself from the inevitable.”
Hammel says shippers will certainly
benefit from capacity guarantees and
rate stability, but adds there is a down-
side. If the economy tanks, shippers will
be stuck with a contract they need to
honor, and they will not be able to take
advantage of lower spot market pricing.
“The benefits and downside to the
carriers are much the same,” Hammel
says. “We also get capacity certainty
by knowing that a particular group of
trucks with be getting steady work 12
months a year; and for that we give up
the opportunity to take advantage of
market conditions during periods of ris-
ing rates. There are trade offs on both
sides of the dedicated trucking model.”
Van Alstine of Schneider says that
his company regularly evaluates its
dedicated business to make sure it’s
contributing to the bottom line. “We're
inspecting those operations that aren't
meeting financial needs and have tough
conversations with those customers,”
he says. “Most often we've been able to
retain a win-win relationship.” []

John D. Schulz is Contributing Editor of
Logistics Management
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State of Labor Management Systems (LMS)

Multi-faceted
benefits await

Implementation complexities have stood in the way of LMS adoption
rates; however, our analysts say that more logistics operations will focus
attention on workforce management to balance efficiencies now that the

business climate is on the upswing.

BY BRIDGET McCREA, CONTRIBUTING EDITOR

ogistics professionals have learned a thing or two

during the most recent recession. As a whole, most

learned how to work smarter, better, and faster

with fewer resources. Technology played a key role

in attaining some of the efficiencies, as did sharp
eyes on bottom lines, expenditures, and waste.

However, with payroll costs eating up a large portion of
any firm’s annual budget, labor management systems (LMS)
will be one of several supply chain software sectors that
logistics managers may look at more closely in 2012. In many
cases, these systems are integrated into enterprise-wide solu-
tions, but sometimes they're purchased separately and imple-
mented across one or more key departments.

Over the next few pages we'll look at the state of LMS
systems, reveal the key market drivers for this supply chain
software segment, and then look closely at how one shipper
is using a multi-faceted LMS to do more with less.

Managing labor

LMS manages and tracks the labor activities for distribution-
based operations and typically incorporates real-time interac-
tion with warehouse systems. Primarily deployed within the
warehouse’s four walls, an LMS reports on labor activity and
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compares that activity against established labor standards
and the company’s internal, historical data.

Due to the multi-faceted applications, Clint Reiser, a
research analyst at ARC Advisory Group, expects the LMS
market segment to experience a higher growth rate than the
warehouse management systems (WMS) market as a whole
this year. “Many suppliers informed us that they view LMS
as a product/market segment that presents good growth
opportunities,” Reiser adds. “Multiple suppliers also men-
tioned LMS as an area in which they plan to invest product
development resources to expand functionality.”

A mature market by supply chain software standards,
the LMS sector’s market penetration currently stands at 45
percent (compared to 80 percent for WMS), according to
Dwight Klappich, research vice president for Gartner. He
says that 23 percent of logistics professionals surveyed cur-
rently have a “fully deployed” LMS and 22 percent have “par-
tially deployed” systems. Another 10 percent of shippers say
they are currently exploring their LMS options.

“The numbers aren't too bad, but I wouldn't tell anyone to
go out and start up an LMS business right now,” says Klap-
pich. A key factor that's holding back adoption rates is the
fact that LMS has traditionally been best suited for very large
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warehouse and DC operations with hundreds of employees
and multiple shifts working seven days a week.

“That company gets the biggest bang for its LMS buck,”
Klappich explains. “A logistics operation with fewer than 100
employees didn't typically invest the time, effort, and money
in an LMS.” But that’s changing as technology is becoming
more affordable and as more lower-cost solutions are being
introduced to the marketplace.

Barriers to adoption
Installation and implementation complexities have stood in
the way of LMS adoption rates. And while the systems them-
selves aren’t complex, says Klappich, capturing the necessary
labor standards and accurate data at the outset is laborious.
Maintaining those standards over time—adding new
employees, removing retired workers, and adapting to process
changes within the company itself—requires a long-term
commitment. “Unlike WMS, LMS isn’t a one-time invest-
ment and setup,” says Klappich. “If the system isn't kept up
to snuff, the data won't be very good, the employee tracking
will be inaccurate, and the whole system will deteriorate.”
Steve Banker, ARC’s service director for supply chain
management, says LMS has remained “relatively stable” but
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hasn't been a fast-growing market over the last few years. He
says shippers” apparent lack of interest in LMS is puzzling,
based on the return on investment (ROI) that such systems
typically produce.

“If you combine LMS with engineered labor standards, or
getting the right people into the right jobs, and working at a
consistent pace throughout the day, the ROI can be terrific,”
Banker explains.

Another barrier to adoption can be the fact that compa-
nies assume that they need to have huge DCs in place before
an LMS makes sense. Banker says vendors have picked up
on this perception and are taking steps to garner a wider
audience for their systems.

“Vendors have been introducing lower-cost solutions that
integrate directly with WMS,” says Banker. “I've seen ware-
houses with as few as 25 employees get a good ROI from
their LMS.”

Banker says helping shippers more effectively manage
labor scheduling on a short-term (helping warehouse man-
agement schedule the right number of workers to handle the
day’s workload) and long-term (for year-end budgeting exer-
cises) basis will be the next logical step for LMS vendors.

“Warehouse managers that have historical labor costs
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LMS spend in 2012

<$100,000 | $100K-$500k

$ 500K-$1M

$1M+ | Average $ | None

2012 10% 5%

2% 1% | $241,350 | 82%

State of buying process for respondents planning to buy:

80%

60%

40%

20%

Evaluating solutions/
vendors
*First asked in 2012

Selecting vendors

Source: Peerless Research Group (PRG)/Logistics Management 2012 Software Survey

Procurement stage

and demand forecast data at their fin-
gertips will be able to do much more
accurate budgeting for the coming
year,” says Banker.

The third-party logistics (3PL) indus-
try is a likely “growth spot” for LMS in
2012, according to Banker, who sees
the software as an efficient tracking
and reporting mechanism for 3PLs.

“All 3PLs should be using LMS in
combination with good engineering
standards,” says Banker. “That allows
shippers to track continuous improve-
ments and operational efficiencies and
ensures that the 3PL isn't just passing
on costs without worrying about how
much labor was involved.”

LMS gains ahead

According to Klappich, WMS vendors
missed the boat early on when it came
to offering solid LMS to their users. As
a result, he says that most LMS pur-
chases were made “completely inde-
pendently of WMS.”

That landscape has changed in
recent years, as WMS vendors like
Manhattan Associates and Red Prai-
rie have stepped up to the plate and
bundled LMS into their supply chain
packages. Concurrently, best-of-breed
vendors like Kronos continued to hone
their independent LMS offerings, giv-
ing shippers additional automation
choices for their labor management
operations.

On average, Klappich says shippers
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using LMS can expect 5 percent to 10
percent labor productivity gains. He
cautions, however, that the gains come
not from the automation itself (such as
a TMS immediately reducing mileage
by 10 percent due to route optimiza-
tion), but as a result of the associated
process changes.

“Approach LMS with a big stick and
you won't get the benefits you would by
identifying your firm’s problem areas

by the mile to warchouse selectors paid
by the number of cases picked.

The human resources (HR) depart-
ment and warehouse managers spent
an inordinate amount of time every
week manually gathering, review-
ing, and calculating the incentive pay
records. Tired of poring over spread-
sheets, Brian Zilo, director of HR, and
his team set out to find an automated
solution. “We needed a system that
could handle the calculations auto-
matically, and on a weekly basis, with-
out all of that human intervention,”
says Zilo.

Lipari Foods'labor management woes
didn't end there. Founded from the
back of its founder’s Ford station wagon
in the 1950s, the food distribution
company had expanded significantly
over the years. The company currently
operates from a 270,000-square-foot
DC and distributes seafood, deli and
bakery items, packaging, confections,
and snacks to grocery stores in Michi-
gan, Ohio, Indiana, llinois, and parts
of surrounding states.

As it grew, Lipari Foods acquired a
collection of manual and automated
solutions to track time and atten-
dance, process payroll, and administer
employee benefits. At the heart of those

“The 5 percent to 10 percent gains are reaped by the shipper that
knows it has to change worker and management behaviors in order
to squeeze the best possible ROl from an LMS.”

and then investing in change manage-
ment, training, warchouse re-slotting,
and other continuous improvement
programs,” Klappich explains. “The 5
percent to 10 percent gains are reaped
by the shipper that knows it has to
change worker and management behav-
iors in order to squeeze the best pos-

sible ROI from an LMS.”

Lipari Foods embraces LMS

Figuring out incentive pay levels for
employees was a real grind for Lipari
Foods' human resources department.
More than half of its 750 workers received
some type of incentives and a full one-
third of them were paid solely based on
performance—f{rom drivers who are paid

—Dwight Klappich, Gartner

operations was a payroll system that the
firm had purchased for $66 in 1995.

“We had an obsolete payroll system,
a time and attendance program that
was sorely outdated, and a labor man-
agement system based on spreadsheets
and a bit of luck,” says Zilo. “It was time
to make a move to something better.”

In 2007 Lipari Foods began look-
ing at its LMS options. The solution
would have to replace the firm’s man-
ual processes, give it more visibility
into labor data (for tax and legislative
changes, in particular), and support
key company objectives. Zilo says pay-
roll, time, and attendance were its top
automation targets.

After looking at several options the
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company decided to install the Kro-
nos Workforce Central suite, which
includes timekeeper, human resources,
payroll, and workforce management
components.

Zilo says the fact that those mod-
ules were available under a single
umbrella—and in a web-based for-
mat—made Kronos Lipari Foods™ top
choice. Timekeeper, for example, auto-
mates the capture and management of
employee time and attendance infor-
mation, while HR handles benefits
administration, compensation and per-
formance management, and training
tracking.

“We needed an integrated system,”

“We had an obsolete payroll
system, a time and attendance
program that was sorely
outdated, and a labor
management system based on
spreadsheets and a bit of luck.
It was time to make a move to
something better.”

——Brian Zilo, Director of HR, Lipari Foods

Zilo explains. “We didn’t want indepen-
dent systems that couldn’t talk to each
other or that required complex links to
communicate with one another. That
was a big factor in our decision.”

Even with those initial “wants”
addressed, Lipari Foods' new LMS
took some time and effort to imple-
ment. Gleaning data and information
from various manual systems, scrub-
bing it, and then feeding it into the
new, automated databases was labor
intensive, says Zilo. Even with those
hurdles standing in the way, the com-
pany’s LMS went live one week early
and at a price below original budget
expectations.

The system now gives Lipari Foods’
HR department and managers com-
plete visibility into the firm’'s labor
data and has eliminated the manual-
intensive processes associated with
its incentive-based pay programs. The
LMS has also helped the distributor
scale up its operations without having
to add HR personnel.
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“We saw a 66 percent increase in
employment over a three-year period
and we didn't have to increase our
department’s three-person staff at all,”
says Zilo. “I was pretty proud of that.”

To other logistics operations that
might be contemplating an LMS or
looking for relief from manual labor
processes, Zilo says that any firm with

250 or more workers should definitely
consider an automated approach.

“You can do it by the seat of your
pants and with a big HR staff,” states
Zilo, “or you can let technology do the
work for you. It's your choice.” []

—Bridget McCrea is a Contributing
Editor to Logistics Management
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Freight Forwarders:

Scores of shippers and their freight intermediaries agree
that basic brokerage and forwarding services are keeping
pace with demands from new and emerging markets.

BY PATRICK BURNSON, EXECUTIVE EDITOR

ith U.S. shippers eager to take advantage of new
trade agreements and export policies, there’s
been a rush to find freight forwarders that are
capable of meeting these new, often specialized
needs.

Analysts note, however, that shippers needn't always buy
into a complex, costly solution. Indeed, the adage “less is
more” might well be applied in most cases when expanding
into emerging markets.

As noted in Logistics Management last fall, (“Top 25
Freight Forwarders: Fast forward toward recovery”), shippers
are becoming increasingly reliant on trade services market
leaders for most of their expanding global distribution needs.
According to the London-based think tank Transport Intel-
ligence (Ti), reliance on proven providers is not likely to end
any time soon.

“The lack of a peak season last year may have exacerbated
that situation,” says Ti CEO John Manners-Bell. “Shippers
tend to stay with the forwarders who can help them through
the bad times, and guide them to into new market opportu-
nities as they become apparent.” Meanwhile, Manners-Bell
advises a “measured” approach to evaluating forwarders, and
urges shippers to collaborate on the metrics contained in the
most basic contracts.

Emerging markets in the spotlight

For many of the more specialized shippers, new trade agree-
ments and export policies mean keeping a focus on opportu-
nities in so-called “developing countries.”
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Global economic uncertainty and Middle East political
turmoil are doing little to dim the attraction of emerging mar-
kets. According to the 2012 Agility Emerging Markets Logis-
tics Index released earlier this year, shippers are reducing
their dependency on mature economies as they compete to
be the trade hubs of the future.

A second-half slowdown in 2011 cooled growth in vir-
tually every region of the world at a time when regimes in
Egypt, Libya, Tunisia, and other Middle East countries were
collapsing in the face of popular unrest.

In spite of the economic slowdown and political
upheaval, output in powerhouse economies such as
Brazil, China, and India remains high, and the so-
called “Arab Spring” countries are now viewed as
more attractive places to do business.

The annual Emerging Markets Logistics Index
is sponsored by global logistics provider Agility
and is compiled by Ti. It spotlights 41 emerging
markets and ranks them by their investment
potential and progress each year. Attractive-
ness is measured by: market size and growth,
market compatibility (foreign direct invest-
ment, security, urbanization and wealth
distribution) and market connectedness
(international and domestic transport
infrastructure).

One of the key takeaways from this
year’s index, says Manners-Bell, is that
shippers may already be paring down



Keeping it simple



Global Logistics: Freight Forwarders

the demands once placed routinely on
“leading logistics providers” to now use
only the bare bones forwarding services
they provide. In other words, “less is
more” when it comes to the initial pen-
etration of a new market.

GM keeps it simple

This certainly proved to be the case
for auto manufacturer General Motors
(GM), which awarded DSV—a global
3PL and freight consolidator—with its
“2011 Supplier of the Year” award for
helping it gain new footholds in over-
seas markets with basic freight forward-
ing services.

DSV Air & Sea transports parts for
General Motors from Europe, Africa,
and the Near East to the production
locations and spare parts centers in
Europe (Germany, Austria, UK, and
Hungary) as well as locations in North
America, Asia, and Australia. The ser-
vices for GM cover the whole chain of
order management, supplier manage-
ment, and of course the physical deliv-
ery process from Europe to overseas. In
order to be able to position all of the
sub-processes as transparently as pos-
sible, DSV had developed a customized
software solution for GM.

The delivery chain is managed from
DSV's GM control tower in Bremen,
Germany. Tobias Schmidt, managing
director of DSV Air & Sea explains that
with the support from its sister division
DSV Road, they were able to deliver
customized services from one source to
GM’s global network.

“With our automated processes and
interfaces across all parties, we have
managed to perform a fully integrated
and sustainable event management
process along the very sensitive GM
supply chain around the globe,” says
Schmidt.

According to Ti analysts, DSV air
freight volumes are currently up by
5 percent, while market growth lags
behind at 1 percent. Its sea freight vol-
umes, meanwhile, are up 3 percent,
near the market average.

Damco, the forwarding and logistics
arm of the A.P. Moller-Maersk Group,
also  reports  “substantial”  volume
growth in both ocean and air freight
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“With our automated processes
and interfaces across all
parties, we have managed to
perform a fully integrated and
sustainable event management
process along the very
sensitive GM supply chain
around the globe.”

—Tobias Schmid,
managing director of DSV Air & Sea

markets this year. This too, was in large
part due to helping shippers in emerg-
ing markets.

Pyers Tucker, Damco’s global head
of strategy, says that 66 percent of its
employees are located in emerging
markets. “We will continue to look for
opportunities to further strengthen
our business there,” he adds. Damco
already has offices in 90 countries and
a presence in another 30.

Also worth noting, says Tucker, is the
fact that the forwarder is looking into
Myanmar and will further expand its
presence in Africa.

Global forwarder Aramex had a rev-
enue jump of 18 percent so far this
year, thanks to surging demand for U.S.
goods in the Middle East. According to
Fadi Ghandour, the company’s founder
and chief executive officer, Aramex is
trying to take advantage of its regional
reach as it embarks on an expansion
program in the Gulf Co-operation
Council states and their neighboring
countries of Lebanon and Jordan.

The Middle East’s global transpor-
tation and logistics services provider
is also looking at developing countries
and emerging economies with high
growth potential. “There is an ongoing
trend from companies in the region
towards outsourcing logistics services
as a way to increase efficiency and
manage costs,” Ghandour says.

Gene Ota, director of product man-
agement for APL Logistics, one of
the world’s leading providers of global
supply chain management services,
says the company’s forwarding arm is
becoming more sensitive to the cus-
tomized needs of shippers.

“Everyone in this business knows
that ‘one size does not fit all,” Ota
jokes. “We can't sell the same forward-
ing solution to a auto parts or garment
manufacturer that will satisfy a shipper
in the pharma or biomed space.”

To that end, APL will even work
with non-vessel operators to expedite
or consolidate shipments to some of
the more remote destinations. “Ship-
pers are asking us to be more flexible
and accommodating these days,” says
Ota. “The negotiating process can be
very complex, but in the end, shippers
should expect a scalable solution that is
just right for them. In other words, it
can't be black and white anymore, and
the bells and whistles that many third
party providers offer can't be force fed
to a shipper requiring just the basic for-
warding needs,” Ota says.

—Patrick Burnson is Executive
Editor of Logistics Management
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WAREHOUSE & DC MANAGEMENT

BY MAIDA NAPOLITANO,
CONTRIBUTING EDITOR

Proponents have changed
the conversation and have
started tagging at the item
level in what the industry is
now calling a “source-to-
store” approach.
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he RFID chatter is getting louder. After
conducting successful pilots of item-level
RFID initiatives, Walmart, then Ameri-
can Apparel, and now Macy’s, Blooming-
dales, Dillards, and JCPenney have all
announced plans to roll out EPC-enabled
RFID technology at the item level in their
stores this year.

For the RFID industry, this turn of
events has been electrifying. Not only
are these premier retailers driving
RFID adoption, but they're also propa-
gating the benefits of RFID throughout
each of their supply chains. This, in
turn, creates opportunities for signifi-
cant process and usage standardization
across the industry with the mass adop-
tion of the technology.

Many have already jumped on the
bandwagon. An October 2011 study
of 58 suppliers and 56 retailers across
North America, conducted by Accenture
on behalf of the Voluntary Interindustry
Commerce Solutions Association (VICS)
and its Item-Level RFID Initiative

(ILRI), reports that the technology is at a
“tipping point” with more than 50 percent
of retailers and suppliers already piloting
or implementing item-level RFID within
their organization.

Joe Andraski, president and CEO of
VICS, has no doubt. “The technology has
been around for a while, but it hasn't been
used extensively because we haven't done
a lot of extensive tagging—until now.
Now we're seeing this game change.”

Michael Liard, RFID director for
VDC Research, has been keeping a
close eye on the technology for 12 years
and sees the technology itself rapidly
evolving and maturing. “We're seeing
significant developments in terms of
innovation, price points coming down,
standards being ratified and passed,
and use cases being solidified.”

Many credit the groundwork laid
by Walmart and the DoD in 2004
where the focus was the EPC tagging
of cases and pallets. True, it might not
have reached the levels of success they

LOGISTICS MANAGEMENT 47


http://WWW.LOGISTICSMGMT.COM

Warehouse & DG Management: RFID

expected, but it became the foundation
that proponents have used to change
the conversation and start tagging at the
item level in what the industry overall is
calling a “source-to-store” approach.

Over the next few pages, well dig
deeper into the ramifications of the
widespread use of item-level RFID.
We'll explore other current drivers of
RFID in warehouses and DCs and look
at why some remain skeptical.

More item-level tagging
Now with multiple pilots completed
and full roll-outs on tap, the expected
benefits of item level tagging have been
well-documented. Inventory accuracy
has improved to rates above 95 percent;
the time required for workers to perform
cycle counts in stores has decreased
by up to 96 percent; and out-of-stock
events have decreased by 50 percent.
According to Andraski, it's the reduc-
tion in out-of-stock events that has been
the biggest differentiator. “When a shop-
per goes to retailer X and the product’s
not there, it’s a lost sale and it’s also a dis-
satisfied consumer.” In an RFID-enabled
supply chain, shoppers would rather go
to Macy's or Bloomingdales where they
know their favorite products are in stock.
This means more sales, which subse-

quently means more revenue to all trad-
ing partners within that chain. Andraski
reports that research has shown increases
in sales for stores with EPC tagging
between 4 percent and 21 percent and
averaging about 6 percent. “That's huge,”
he adds, “especially in this economy.”

What does the adoption of item-level
RFID tagging mean to the many ware-
houses and DCs that support these
retailers and their suppliers? It means
streamlining DC operations to fully lever-
age RFID’s value. It’s leveraging RFID’s
ability to capture information on multiple
items simultaneously and remotely, with-
out line of sight. It's checking an order
without opening a carton. It's automati-
cally identifying and counting groups of
pallets, cases, and items in one read
where barcodes were previously used to
manually scan them one at a time.

There is no bigger driver right now
than the aforementioned item-level
tagging initiated by apparel retailers.
Though most of the tagging is limited
to the supply chains of replenished
apparel such as jeans, underwear,
and socks, plans are underway to add
more product categories. It's especially
straightforward in a closed-loop supply
chain when the apparel manufacturer
owns its supply chain from end-to-end.

“American Apparel is a perfect exam-
ple,” says VDC’s Liard. “They manufac-
ture their clothes; they distribute their
clothes; they sell them in their own
stores. That organization can use RFID
at the point of manufacture, they can
use it in the warehouses and DCs, and
they use it in the retail store.”

Other item-level tagging initiatives have
started as a result of anti-counterfeiting
and brand protection programs for other
types of products. “They're using RFID at
the item level in pharmaceuticals,” notes
Liard. “As it gets manufactured and goes
through the supply chain, there’s a chain
of custody called ‘e-pedigree.”

Much improved readers and tags
While spotty read performance and stray
tags may have previously prevented many
from adopting the technology, significant
hardware and software developments
have changed many minds. Readers have
been able to capture tag information
from longer distances consistently. Mike
Maris, senior director for Motorola, notes
how their more ruggedized FX9500 next
generation RFID readers have handled
increases in volume of items moving
through warchouses and the reading of
tags in densely packed pallets.

“Based on customer feedback, this

Simplified, high-level schematic of how item-level RFID
works from “source to store”

Timely and Accurate Data

Manufacturers/Suppliers
Factory workers attach an RFID tag
to each item's label and verify it
using a handheld reader. That data
is stored on a company’s system
linking the tag ID with that item's
stock-keeping unit (SKU).
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Warehouses & Distribution Centers

Pallets of inbound cartons are read at receiving
docks. Workers place inbound cartons on receiving
conveyor systems with built-in readers and
antennas to read the unique ID number on each
item's tag without opening each box. After
pick-pack operations, the product is inducted and

read in another network of shipping conveyors,
updating the system to indicate that specific
products have been shipped to a particular retailer.
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Customers have visibility of orders and
are confident in the status provided by
the system. Merchandise is automati-
cally received with few disputes and
data is shared with the company’s
enterprise system.
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n an October 2011 survey of 58 sup-

pliers and 56 retailers across North
America conducted by Accenture on be-
half of the Voluntary Interindustry Com-
merce Solutions Association (VICS) and
its ltem-Level RFID Initiative (ILRI), both
retailers and suppliers ranked “improved
inventory visibility” as their top realized
benefit of their implemented item-level
RFID tagging programs.

Here are more expected tried-and-
true benefits for both suppliers and re-
tailers within the four walls of an RFID-
enabled warehouse and DC:

e Internal reduction of inventory levels
as a result of greater inventory accuracy

® |ncreased speed and accuracy in
material handling operations by substan-
tially reducing the number of touches per
carton, resulting in a significant reduction
in DC labor cost

e |Increased speed of cycle counts, de-
creasing the labor required while simultane-
ously increasing the accuracy of the count

e Reduction or elimination of manual
item-level audits of carton contents, thus
minimizing the time and labor associated
with the DC receiving process

¢ Ability to audit each outbound pick-

Benefits of RFID

pack carton quickly to ensure a high
degree of outbound accuracy and be
able detect errors before they are found
by the customer

e Ultimate reduction in the number of
claims or chargebacks by retail customers

e Automatic ability to create an auto-
mated shipping notice (ASN) based on
the products in the container and the time
of departure of that container

e Enable the verification of an entire
container manifest without needing to
unpack the container

¢ With consistent, highly accurate per-
formance, allow a supplier to completely
bypass the retailer’s DC, and instead
ship direct to stores, avoiding any need
to cross-dock that merchandise at the
retailer’s DC

e Reduction in shrinkage due to cus-
tomer and employee theft

® Enable continuous quality improve-
ment and thus result in fewer return-
related costs and markdowns

e By enabling tracking and tracing,
RFID has the potential to reduce the cost
of compliance with free trade agreements,
governmental mandates and regulations
while improving customs processes.

RFID reader offers a greater level of sen-
sitivity—being able to read tags in more
challenging environments and on more
products—and provide more configura-
tion options that can be tuned within
harsh industrial situations,” says Maris.
Intermec’s latest 1F2 network read-
ers, released in early 2011, have longer
read ranges and the ability to read more
tags, faster. According to Kurt Mensch,
Intermec’s principal product manager for
RFID, its Advanced RFID Extensions
(ARX) can determine the motion of tags
to identify tags of interest and discriminate
surrounding tags. “This feature provides
customers and software integrators with a
valuable tool to eliminate stray tags as they
move through a portal,” says Mensch.
Each year it's not uncommon to see
smaller, more powerful tags introduced
into the market for a growing number
of uses. Inlaid in different forms and
paper mediums, they can now be easily
attached to a wider range of assets—
from airplanes to sheets of paper or even
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loads with liquid and metal-—and still be
consistently captured by today’s readers.

Just a few weeks ago, Omni-ID
launched a new tag that combines RFID
with e-paper technology. Ed Nabrotzky,
Omni-ID’s CTO and marketing vice
president, calls it “visual RF tagging.”

“Visual RF tagging allows wireless
tracking of items like other active sys-
tems, but adds the element of dynamic
visual cues for the worker,” says
Nabrotzky. The tag combines RFID with
a display that can show product loca-
tions, pick instructions for an order, or
any other human-readable information,
allowing the system to instantly commu-
nicate to workers new tasks to perform
on the fly, such as quality holds or re-
routing of orders.

Gonvergence of technologies

There has also been considerable innova-
tion in how both RFID software and hard-
ware are being used not only in isolation,
but also as part of other wireless technolo-

gies to minimize inaccuracies while maxi-
mizing efficiencies within the DC.

The Sky-Trax RFID system, offered
by TotalTrax, automatically captures and
tracks the physical movements of a lift
truck fleet by “combining different forms
of data collection devices—optical, RFID,
position based—and load detection sen-
sors, combined with optical positioning
and our software,” according to Sarah
Brisbin, marketing director for TotalTrax.

This  “smart truck” dramatically
enhances WMS capabilities based on
real-time knowledge of the actual loca-
tion of each lift truck, optimizing opera-
tor movements and task interleaving.

For a more affordable RFID deploy-
ment, Intermec offers its P30, which
according to Mensch, is the only long-
range handheld RFID reader on the mar-
ket that combines five wireless technolo-
gies in one device: RFID, wireless WAN,
GPS, Wi-Fi, and Bluetooth. “This flex-
ibility allows a single reader to be used for
any application, from asset management
inside the warehouse to trailer manage-
ment in the DC yard,” he adds.

To help add to this new momentum,
tag costs have been declining and are
expected to be driven down with wide-
spread adoption by retailers at the item-
level. In fact, just a small decrease in cost
can have a substantial impact. A retailer,
for example, who ships 100 million units
per year can save as much as $1 million
with just a penny saved per tag.

According to Liard, ROI times have
shrunk over the last few years. “There
is increasing evidence that it’s been less
than a year.”

RFID’s Catch-22
While there are more drivers than ever
pushing RFID’s adoption, not all are con-
vinced. Andraski believes a lack of edu-
cation is holding back companies from
investing and innovating. One of the big-
gest challenges, he says, is that companies
view RFID initiatives as a source of com-
petitive differentiation; thus, it's been a
challenge to get users to share their expe-
rience and their ROl modeling.

“Others can't learn if they don't share
their success story in a public fashion,”

says Liard. “It's a Catch-22 for RFID.” []

—Maida Napolitano is a Contributing
Editor to Logistics Management
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Strongest get

SMARTER

The nation’s top trucking companies share “high intensity”
management teams, financial stability, and IT systems that afford “two-
way communication” with shippers—and they’re just getting wiser.

By John D. Schulz, Contributing Editor

merging from the three-year freight reces-

sion that slashed freight capacity and rates,

the nation’s top trucking companies view
themselves as innovators, collaborators, technol-
ogy leaders, and operational experts—not just as
survivors of the Great Recession.

They also say that they've had to be part psycholo-
gist to retain drivers, part soothsayer to try and predict
the future cost of fuel, and part accountant to keep a
keen eye on ever-rising costs wherever possible.

Trucking insiders add that although all trucking
companies basically use the same equipment over the
same highways with the same pool of drivers, the Top

50 manage to differentiate themselves on many levels.
According to John Larkin, longtime trucking analyst
for Stifel Nicolaus, it starts at the top.

“When management intensity is high the orga-
nization pays attention to the details,” says Larkin.
“Management at the Top 50 is thinking 3 years to 5
years down the road to make sure that changes in the
market and the industry don’t leave the company up a
creek without a paddle.”

Logistics Management's (LM) annual listing of the
nation’s top trucking companies, compiled by leading
trucking analyst firm SJ Consulting, runs the gamut
of size and scope. There are units the likes of UPS
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TOP 25 LESS-THAN-TRUCKLOAD CARRIERS—2011 REVENUES

(Includes fuel surcharges)

2011
REVENUE
CARRIER NAME (SMILLION)  coMMENTS
1 FedEx Freight $4,710 Combined networks of FedEx Freight and FedEx National LTL
2 Con-way Freight $3,197 Parent company revenues hit record mark of $5.3 billion in 2011
3 YRC Freight $3,183 Formerly YRC National, includes YRC Reimer
4 UPS Freight $2,299 Fastest growing division of UPS in 2011
5 Old Dominion Freight Line $1,732 Most profitable public LTL carrier
6 ABF Freight System $1,681 Profitable in 2011 after losses in 2009 and 2010
7 Estes Express Lines $1,636 Largest private LTL carrier
9 YRC Regional $1,554 Includes Holland, Reddaway, New Penn
8 R+L Carriers* $1,207 Only LTL carrier with title sponsorship of a college bowl game
10 Saia Motor Freight Line $1,030 Launched inside sales division to focus on small shippers
11 Southeastern Freight Lines* $820 Largest private regional LTL carrier
12 Vitran Express $686 Acquired Milan Express in Feb. 2011
13 Averitt Express $557 2012 total company revenue could top $1 billion
14 Roadrunner Transportation $467 Made four acquisitions of non-LTL companies in 2011
15 AAA Cooper Transportation $435 Total company revenues grew 11% to $521 million in 2011
16 Central Transport International $384 Consolidated 30 terminals in network in Nov. 2011
17 New England Motor Freight $336 Division of the Shevell Group of Companies
18 Dayton Freight Lines* $321 Largest year-over-year growth of private LTL carriers
19 Pitt Ohio Express $305 Member of Reliance Network for national coverage
20 A. Duie Pyle* $267 Opened 15th terminal in Sept. 2011
21 Central Freight Lines* $207 Last formerly public LTL carrier to be taken private
22 Daylight Transport $158 Light-asset with concentration on West Coast
23 Oak Harbor Freight Lines $147 Oldest LTL carrier in the Top 25
24 New Century Transportation $145 Light-asset load to ride hybrid LTL operation
25 Wilson Trucking $137 Extended direct coverage to parts of Kentucky in Nov. 2011
Note: Revenue for LTL operations only, unless otherwise indicated
Total Top 25 LTL carrier revenues $27,601 *Revenues primarily LTL and include less than ten percent for truckload
and other services

Source: Company reports and SJ Consulting Group estimates. Prepared by SJ Consulting Group, Inc.

Freight and FedEx Freight that are subsidiaries of
multibillion corporations; and then there are fam-
ily- owned companies such as New England Motor
Freight, a unit of the Shevell Group overseen by
founder, Myron Shevell, a man with six decades of
trucking experience.

But what all of these top operators have in com-
mon is operational excellence. Here’s a look at what’s
making the Top 50 run like clockwork, and what

shippers can expect from the best in class.

Common denominators

All trucking companies basically utilize the same
trucks with the same population of drivers and run
the same routes. Yet, there are key differentiators
that set the best players apart from the rest. The

Logistics Management

nation’s leading trucking executives recently opened
up to LM to explain what they do best.

Hank Schmidt, president of Con-way Truck-
load, says one common denominator among the
Top 50 carriers is certainly their commitment to
safety, among other basics. “It’s the ABCs of doing
things right,” says Schmidt. “That encompasses
compliance, having top-notch equipment, hiring
the best people, all of that.”

Trucking analysts comb all aspects of a carrier’s
operation and they say that they see certain values,
an operational culture of excellence, and other exper-
tise that sets the best apart from the rest. “They all
have great information technology systems because
you can’t manage intensively without the informa-
tion to make high quality decisions,” says Larkin.
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TOP 25 TRUCKLOAD CARRIERS—2011 REVENUES

(Including fuel surcharges)

2011
REVENUE
CARRIER NAME (SMILLION)  SUBSIDIARIES / COMMENTS
1 Swift Transportation $3,021 Revenue growth driven by +20% increase in dedicated
2 Schneider National $2,600 Includes Schneider National, Schneider National Bulk Carriers
3 Werner Enterprises $1,684 Includes One-way Truckload, Dedicated, and Cross-Border
4 Landstar System* $1,660 Business Capacity Owner revenue only
I OP Includes U.S. Xpress, Xpress Global Systems, Total Transportation,
5 U.S. Xpress Enterprises $1,570 Arnold Transportation, Abilene Motor Express, Smith Transport
J.B. Hunt Transport
6 Services $1,536 First carrier to top $1 billion in dedicated trucking revenue
: 7 Prime** $1,206 First carrier to top $1 billion in temperature-controlled TL revenue
TRUCKING 9 C.R. England $1,007 Includes England North America, England Mexico, England Dedicated
8 Crete Carrier Corp. $942 Includes Crete Carrier, Shaffer Trucking, Hunt Transportation
COMPANIES 10 Greatwide Logistics* $907 Acquired Overton Transportation in Jan. 2011
11 CRST International $846 Acquired Specialized Transportation (STI) in July 2011
Includes Knight Transportation, Knight Refrigerated,
12 Knight Transportation $796 Knight Port & Rail Services
Ruan Transportation
13 Management Services “ $672 Includes Ruan Dedicated Contract Carriage, Bulk Transportation
Revenue decline of Covenant Transport division offset by 18%
14 Covenant Transport Group $618 revenue increase for Southern Refrigerated Transport
15 Ryder Systems $601 Dedicated Contract Carriage
Anderson Trucking Includes ATS, ATS Specialized, SunBelt Furniture Xpress,
16 Service $576 Midwest Specialized Transportation, Warren Transportation
17 Stevens Transport $575 Equipped 100% of fleet with auxiliary power units
Acquired assets of FFE’s dry-van division, Martini Transportation,
18 Celadon Group™ $566 and Glen Moore in late 2011
19 Con-way Truckload $532 Truckload division on Con-way, Inc.
20 Heartland Express $529 Most profitable public truckload carrier
21 Mercer Transportation* $468 Asset-light flatbed carrier. Largest year-over-year growth in Top 25
22 Marten Transport $456 Largest public temperature-controlled carrier
23 NFI Industries $452 NFI Dedicated. Total company revenue was $1 billion in 2011
24 Penske Logistics $450 Total logistics revenues estimated at $2.6 billion in 2011
25 Interstate Distributor Co. $444 Acquired by Saltchuk Resources in May 2011
Total Top 25 truckload * Light-Asset Carrier
carrier revenues $24,713 ** Results adjusted to closer resemble calendar quarter

Source: Company Reports and SJ Consulting Group estimates. Prepared by SJ Consulting Group, Inc.

And if you dig a little deeper you also find that all
of the Top 50 have a culture that accepts and posi-
tively reacts to management intensity. To this point,
Larkin adds that the best trucking companies offer
“customer communication that is a two-way street
in the spirit of collaboration, not the old take-or-
leave-it approach under the regulated mindset of the
industry prior to deregulation in 1980.”

Today’s trucking leaders say they have to be part

Logistics Management

crystal ball reader, part operational genius, and part
sales person extraordinaire to survive in an industry
where, even in the best of the times, the industry
operates on razor-thin profit margins.

“We're always thinking ahead, trying to predict
the future,” says Steve O’Kane, president of A.
Duie Pyle, a leading regional LTL company. “We
have been correct often enough to remain not only

viable, but healthy, debt-free, and profitable.”



‘Then, there are the operational nuts and bolts—
the blocking and tackling—that all the top carriers
share. This allows their asset utilization to be high
through elimination of empty miles. They also run
fleets that are relatively new and highly fuel efficient,
allowing their asset life cycle costs to remain relatively
low, according to Larkin. “And to fill the cabs of that
equipment, they all offer top-notch driver recruiting,
training, and retention programs,” he adds.

And to top it off, the Top 50 have been able to
keep their financial houses in order as well. This fact

Biggest CSA problem areas according to carriers

The American Trucking Associations (ATA) says
the issues cited by carriers as CSA problem
areas include:

e Some states issue more tickets of a certain
variety than do others. If a carrier disproportion-
ately operates in such a state, his scores could
be very misleading.

e Many small carriers have so few data points
in the system that their scores are not revealed
at all.

A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

is especially important now, as the industry appears
to be entering a period of tightening capacity and
rising freight demand. At the same time, shippers
with tight just-in-time inventory replenishment
cycles simply can’t afford to be without carriers
with sufficient financial staying power, analysts say.
“Pricing is reflective of the service provided,” adds
Larkin. “Their balance sheets are not overly leveraged.”

Staying alive to thrive
The fourth quarter of 2008 was generally considered
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® One size does not fit all for hazardous mate-
rials. Right now, a carrier that spills a five-gallon
can of paint is lumped together with a hauler of
Class 1 hazmat with no differentiation noted.

e Failure to differentiate between non-avoid-
able accidents (such as being rear-ended) and
those accidents where the truck driver is cited as
being at fault.

—Source: American Trucking Associations (ATA)
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the depth of the freight recession. Even top LTL com-
panies such as Con-way Freight and FedEx Freight
suffered their first quarterly losses in company history.

According to Larkin, most of LM's top 50
companies took four steps to remain in business
and stay viable: they rooted out all excess cost;
avoided “only-price-matters” customers; downsized
the operation to fit the “new normal” demand; and
slowed capital expenditure programs.

Some LTL carriers” profits were hurt during the
downturn as they ratcheted up their discounting in
an attempt to take advantage of YRC Worldwide’s
financial woes. During the depth of the recession,
there was a concerted effort by some LTL carriers
to “go for the kill” regarding YRC Freight. YRC
lost in excess of $2.6 billion in the past five years,
more than any trucking company in history, but it’s
still rolling along,.

Like YRC, A. Duie Pyle was born in the 1930s
but has remained steadily profitable even in tough
times, according to O’Kane, its president. “In Pyle’s
87-year history, the moves taken to remain viable
have been countless,” he says. “Our business and
the environment in which we operate both change
rapidly, so knowing how to navigate through those
changes and making good predictions of what our
company needs to do in the future is more of a
process than a few landmark decisions.”

Others agree that the tortoise wins this race, not the
hare. “While a number of companies played pricing

Helped Wanted: Drivers

games with shippers to gain volume, UPS Freight's
success was based upon building market share each year
for the past six years,” says Paul Hoelting, UPS Freights
senior vice president for sales. “It’s success based on a
consistent approach focused on value.”

Chuck Hammel, president of Pitt Ohio, a top
Northeast regional carrier, says that his company
has made “plenty” of innovations since its inception
in 1979. “Early on we pioneered next-day service
when all of the competition was 2 days to 3 days,”
says Hammel.

“We were an early adopter of using the internet to
conduct business, an early adopter of using on-board
computing, the first LTL company to introduce
mobile apps for smart phones, and the first company
to knit together eight private companies to serve all
of North America seamlessly (through its Reliance
Network),” says Hammel. “In other words, we kept
on the cutting edge of changes in the marketplace.”

The current challenges

Today, according to analyst Larkin and carrier execu-
tives, there are three major issues that affect all the top
trucking companies and their levels of profitability:

1. Fuel: The industry is poised to spend a record
$170 billion this year on diesel fuel, which has
stubbornly remained at the $4-a-gallon level and is
threatening to hit $5.

2. Regulations: The new CSA regulations
(Compliance, Safety, Accountability) as well as

The push to recruit, train, and
retain qualified truck drivers
has never been greater among
Logistics Mangagement’s Top
50 trucking companies.
Demographics, the Obama
administration’s regulatory
crackdown on unsafe drivers,
and tougher standards are all
working against the industry.
Still, Top 50 trucking leaders
say that there are innovative
and successful ways to stay
ahead in the driver game.
“Retaining drivers has not
been an issue as we pay
well and have a very rich
benefit package,” says Pitt
Ohio President Chuck Ham-
mel. “But hiring new drivers
is another story. There simply
aren’t enough quality drivers
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to fill the current needs in the
industry.”

It appears to be a simple
equation. Those companies that
are the most financially stable
are able to pay their drivers the
most, alleviating any shortages.
“Sitting on top of the food chain
we are really not that worried,”
says UPS Freight’s Paul Hoelt-
ing. “As an industry, of course,
there is worry. But as a specific
carrier we are better prepared
than our competitors.”

A. Duie Pyle’s Steve O’Kane
has a simple formula: “Treat
them right, pay them right, give
them good and safe equip-
ment, and continue to grow the
business so they get the hours
they want and need. Simple
formula, but it all starts with
treating them correctly.”

Analyst John Larkin’s
solution to drivers is simi-
larly simple: “Recruit and train
drivers at a school or poach
someone else’s drivers.” He
advises that carriers make the
job attractive with the newest
equipment, best pay, and bo-
nuses—and make sure drivers
get enough miles yet get home
on a regular basis.

—John D. Schulz,
Contributing Editor



tweaks to the hours-of-service regulations threatens
to drive up costs—even on the best-run companies.

3. Drivers: They are already in scant supply due
to demographics (one in six truck drivers are 55 or
older) and tighter scrutiny. Those companies with
sufficient drivers are already being forced to pay
more to retain them.

When it comes to fuel, Larkin advises carriers to
deal with a national vendor, such as Pilot, to buy
fuel at the cheapest possible price. Carriers should
also implement all acrodynamic devices, including
tractor aecrodynamic package, mud flaps, side shirts,
tail-cones. He adds that carriers should optimize
to the most fuel eflicient/low fuel cost route and
implement a dynamic fuel optimization program.

“An efficient network and investing in technol-
ogy improves productivity, which in turn lowers
fuel consumption,” says UPS Freight’s Hoelting.

“We continuously study the fuel price environ-
ment,” says Pyle’s O’Kane. “We hold up to 500,000
gallons in inventory, buying and stockpiling on
price weakness, drawing down inventories when
prices spike. Additionally, we purchase future con-

A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

tracts, trying to predict price highs and lows.”

The industry agrees that drivers ought to be
trained to be fuel efficient. The American Trucking
Associations (ATA) is on record as favoring speed
limiters on new trucks, preventing them from ex-
ceeding 65 mph to 68 mph in order to save fuel.

All carriers utilize a sliding fuel surcharge, but
not all shippers are paying the fuel surcharge, pre-
ferring to cap it at a certain level when diesel spikes.
Increasingly, carriers are requesting those shippers
pay more to compensate. As Pitt Ohio’s Hammel
says: “We're addressing customers that have less
than standard fuel surcharges and are bringing
those customers onto the full scale.”

As for the Obama administration’s push for
greater truck safety, Larkin is advising carriers to
wait until rules are published to comply—and be
sure what the rules will be.

“There is no reason to be on the bleeding edge
trying to be a hero anticipating rules coming down
the pipeline, especially if the rules stymie produc-
tivity,” Larkin says, referring to the still-unpub-
lished final rule on hours of service.
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Capacity and rates?

Capacity is slowly declining, carrier executives and
analysts say. Lifecycle equipment ownership costs keep
rising due to material price inflation, environmental
rules, rising health care costs (at both manufacturers
and carriers), safety, and fuel efficiency regulations.
Fuel has steadily been increasing in cost, while driver
pay and benefits will most certainly continue to rise.

Analyst Larkin says shippers could be facing
what he calls “the mother of all capacity shortages.”
As demand continues to recover, Larkin says that
there could be a capacity shortfall that would allow
yields to rebound to rates not seen since the middle
of the last decade.

All this adds up to bad news for shippers. Rates
could rise 3 percent to 4 percent in less-than-truck-
load (LTL), perhaps even higher in truckload (TL),
and perhaps even higher on certain lanes where
capacity is tightest, analysts and shippers say.

Industry leaders say flatly that price increases are
inevitable in 2012, and beyond.

“Undoubtedly, increased regulations in the
industry, including CSA, will drive up costs with
those carriers ill-equipped to find efficiencies,” says
UPS’s Hoelting. “Those increased costs will be
passed on to customers.”

“As the driver shortage becomes more severe,

A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

and it will, driver pay must increase,” predicts A
Duie Pyle’s O’Kane. “As an industry, we're going to
need to increase pay to attract the number of driv-
ers we need for the future.”

Pitc Ohio’s Hammel says that he’s “certain”
that rates will go up in the near term. “However,
rates can only go so high before a shipper starts
to look at adding their own company trucks or
look at dedicated trucking,” he warns. Once some
large shippers switch away from common carrier to
private or dedicated carriage, Hammel says, that will
free up capacity for the rest of the market.

TL shippers could be in for even higher rates due
to their longer lengths of haul and higher percentage
cost of diesel. Cass Logistics, which pays around $17
billion in freight bills annually, says its TL pricing
index rose 8.6 percent last year and could be in for a
similar rise this year. TransCore, another bill payment
services company; says that its TL contract rates rose
6.5 percent last year while spot rates rose 7.4 percent.

All this bodes well for carriers who have sur-
vived the worst economic downturn in 70 years. As
Con-way Truckload’s Schmidt says: “Market forces
have dictated the survival of the fittest. The ship
rises for those who have weathered the storm.”

—John D. Schulz is a Contributing Editor to
Logistics Management

February truck tonnage up 5.5
percent annually, says ATA

easonally-adjusted (SA) truck tonnage in

February was up 0.5 percent after a revised 4.6
percent (from 4 percent) January decline and a
6.4 percent December increase. December repre-
sented the biggest annual monthly gain since July
1998 at 10.5 percent. February’s SA was 119.3

Logistics Management

(2000=100) and was ahead of January’s 118.7 and
5.5 percent better than February 2011.

February’s month-to-month increase was its
sixth in the last seven months, according to ATA
data. And the SA index is up 4.3 percent year-to-
date compared to the first two months of 2011.

The ATA’s not seasonally-adjusted (NSA) index,
which represents the change in tonnage actually
hauled by fleets before any seasonal adjustment, was
up 1.3 percent in February from January at 112.9. It
was below December’s 116.4. Compared to Febru-
ary 2011, the NSA was up 9.7 percent.

Some analysts maintain that the NSA is more
useful because it is comprised of what truckers
haul. As defined by the ATA, the NSA index is as-
sembled by adding up all the monthly tonnage data
reported by the survey respondents (ATA member
carriers) for the latest two months. Then a monthly
percent change is calculated and applied to the
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index number for the first month.

“Fleets told us that February was decent and
that played out in the numbers,” ATA Chief
Economist Bob Costello said in a statement. “I'm
still expecting continued truck tonnage growth
going forward. Rising manufacturing activity and
temperate consumer spending should be helped a
litcle from an improving housing market,” he said.

Carriers continue to tell ZM that demand and
tonnage remain fairly decent, especially when tak-
ing the slowly recovering economy and seasonality
components into account.

Strength in manufacturing, somewhat steady
retail sales, and signs of a slowly improving housing
market are all serving as drivers of truck tonnage
volumes. But unlike the past two years there does
not seem to be a significant inventory rebuild in
place.

But retail inventories have been lean since well
before the holiday shipping season, due to the fact
that retailers don't want to be caught with extra
stock following the holidays (which happened in
early 2009). This, in turn, forces them to sell left-
over stock at a sharp discount in the first quarter.

A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

What's more, carriers have said that although
capacity is tight, they are well-positioned to take on
more capacity during the first half of 2012 as they
rebuild inventories and the economy slowly improves.

“Since bottoming out in the summer of 2009,
tonnage is up a very robust 18.2 percent,” Costello
said in an ATA video. “Manufacturing has really
been driving a lot of this tonnage increase, but
there are also signs of life out of the housing sector
that really helps flatbed carriers.”

Costello said he is concerned over fuel prices,
explaining that as consumers spend more on fuel,
it leaves less to spend elsewhere. But, he said,
that has been balanced out in recent months with
employment gains.

Stifel Nicolaus analyst John Larkin observed in
a recent research note that freight volumes should
grow slightly faster than freight hauling capacity,
as carriers will likely hold capacity in check until
adequate margins are earned to justify reinvestment
in their fleets. He noted this is sorely needed after
the industry extended its average fleet age to near
record highs through the great freight recession.

—By Jeff Berman, Group News Editor

FTR Trucking Conditions Index down in February

Freight transportation consultancy FTR As-
sociates reported that conditions affecting the
trucking market in its Trucking Conditions Index
(TCI) were down slightly in February from January.

The TCI, which reflects tightening conditions
for hauling capacity and is comprised of various
metrics, including capacity, fuel, bankruptcies, cost
of capital, and freight, was 5.9 in February, down
from January’s 6.1 and December’s 7.0.

January marked the end of a three-month
growth streak for the TCL

According to FTR, a TCI reading above zero
represents an adequate trucking environment, with
readings above 10 indicating that volumes, prices,
and margins are in a good range for carriers.

“February is normally the softest month of the
year in terms of trucking demand. Reasonably
favorable conditions for truckers during the winter
slack season bode well for later in the year, as de-
mand increases seasonally to more normal levels,”
said Larry Gross, FTR senior consultant, in a state-
ment. “We expect pricing power to remain squarely
on the side of the carrier in 2012.”

FTR officials said that the coming months are
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expected to show sequential strength through the
remainder of 2012, with trucking freight volumes
expected to grow at rates of 4 percent or better,
which in turn will put pressure on available capac-
ity while maintaining pricing power.

As LM has reported, there are multiple factors at
play which are positive for carriers, including high
fuel prices, fairly tight capacity, a limited driver
pool, and regulations like CSA and HOS (set to
kick in next year) working in tandem to create an
environment in which many shippers are chasing
the same carriers for freight.

In a previous interview, Gross said that even
with mild economic growth, overall conditions are
likely to be tempered for shippers, adding that if
the recent spate of good economic news translates
into more robust economic growth, capacity would
tighten significantly and greater upward pressure
on freight rates will come as a result.

The firm also said that the rebounding U.S.
economy is expected to produce at least a 3.9
percent gain in truck freight that would top overall
GDP performance.

—By Jeff Berman, Group News Editor
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ATA pushes tax swap, asks for
6.3-cent hike in federal diesel tax

In an unusual move that is likely to be dead on
arrival in an election year, the trucking industry
is asking Congress to raise the federal fuel tax

on diesel in exchange for dropping a 12 percent
federal excise tax on large trucks.

The plan could cost shippers higher freight rates
and fuel surcharges, yet the American Trucking
Associations (ATA) is pushing for the unusual swap
in an attempt to provide a more stable source of
revenue for improved infrastructure spending.

The ATA is backing a bipartisan bill in Congress
that would provide what the trucking lobby calls a
“modest” increase in diesel fuel taxes. The bill—H.R.
4321—has been introduced by Reps. Jim Gerlach (R-
Pa.) and Earl Blumenauer (D-Ore.) and endorsed by
the ATA. If adopted, new trucks will be more afford-
able in this country, but diesel fuel taxes would increase.

The federal tax on fuel—23.4 cents for diesel,
18.4 cents for gasoline—has been unchanged since
1993. Because of inflation, the federal fuel tax does
not provide enough funding into the Highway
Trust Fund, which repeatedly has had to have an
injection of funds from the general treasury the

past few years in order to remain solvent.

The bill is considered a long shot to pass in an
election year, meanwhile Congress has been unwill-
ing or unable to find a stable source of funding for
a long-term highway bill. Instead, it recently passed
the ninth short-term extension, continuing funding
at the old level for the next six months.

ATA President and CEO Bill Graves calls the
fuel tax for excise tax swap a good deal and a trad-
eoff the trucking industry seems willing to make.
Graves said that the proposal “would not only re-
inforce the ailing Highway Trust Fund, but would
provide a boost to U.S. manufacturing and speed
adoption of environmentally friendly technologies.”

Defying conventional wisdom which says no
tax increase ever passes in an election year, Graves
said the Gerlach-Blumenauer proposal is exactly
what the country and the trucking industry needs
at this time. “It is exactly the kind of pro-growth,
deficit-trimming legislation that lawmakers should
be looking at as they seck to address our nation’s
economic woes,” Graves said in a statement.

—John D Schulz, Contributing Editor

Teamsters sign off on proposed change
of operations for YRC Freight

C Freight, a subsidiary of less-than-truck-
load transportation services provider YRC
Worldwide, had its proposed change of opera-
tions plan approved by the Teamsters Union, ac-
cording to a trucking industry message board and
Teamsters for a Democratic Union (TDU).

YRC first rolled out its proposed change of op-
erations plan in early February. The proposed
operations changes were initially reported on
a trucking industry message board, which had
YRCW documentation regarding this initiative.

Among the various action items YRC proposed are:

* reducing corridor hubs and freight handling;

¢ climinating and reducing end of line road
domiciles;

* climinating a distribution center;

e reversing specified road primaries;

* closing a sleep road domicile; and

* adding additional sleeper runs to current
sleeper domiciles.

Logistics Management

YRC said in a statement that the design of the
present day freight handling structure within the
YRC network is to handle in excess of 70,000 ship-
ments on a daily basis, with a marketing strategy to
provide same day, next day, two day, three day, and
four day service.

“The reality of the economic climate is that the
company is handling, on average, 48,000 shipments
per day with a linehaul network domiciled at approxi-
mately 150 locations,” said YRC. “The vast number
of these domicile locations and the excessive number
of freight re-handle locations must be restructured to
continue the strengthening of the company’s financial
position to better provide job security to its employ-
ees while at the same time growing the business and
increasing employment opportunities. This change of
operations request is also intended to return YRC to
what it does best—provide world class service to its
customers in the 500 mile to 3,500 mile market.”

TDU reported that the scheduled implementation
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date for the change in operations is April 8.

As per the conditions of the agreement, which
were outlined in Teamsters documentation on a
trucking industry message board, Gordon Sweeton,
Teamsters Vice President, Central Region, stated
various conditions of the approved operating agree-
ment to Teamsters’ members.

Those conditions include: that employees applying
for openings at sister companies will not be turned
down as long as they have the ability to pass the pre-
employment drug screen and satisfactory driving re-
cord and do not have extensive absenteeism; is not in
violation of any of the terms of the National Master
Freight Agreement or any of its respective Regional
Supplemental Agreements; and that YRC will not
divert any freight to sister or subsidiary companies.

YRCW executives were not available for com-
ment, but a company spokesperson told LM that:
“The change was heard and the company is waiting
on the official decision from the Committee.”

In a recent interview with LA, YRC Freight
President Jeff Rogers said that by focusing on what
YRC Freight does really well—long haul in the 500
mile to 3,500 mile market—and focusing on two-
and three-day transit times and taking handles out
and doing more direct loading, it will speed up its
service and thus reduce freight claims and freight
handling.

“It is, in a way, about de-emphasizing or not do-
ing next-day as much, which is not a core focus, and
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we want to focus on what we do better,” said Rogers.

He explained that YRC has short-haul covered
well with its New Penn, Holland, and Reddaway
regional LTL units, which he said are the best next-
day carriers in their footprints and the best use of
company assets.

YRCW CEO James Welch recently told LM
that he was confident that the changes would be
approved.

When Yellow and Roadway were initially integrated
in 2009, Welch said that the network was not designed
as effectively or as efficiently as it needed to be.

“We are reducing our handling and speeding up
transit times and speeding up the two-to-five day
service lane business,” said Welch.

—By Jeff Berman, Group News Editor

Offer to FMCSA: “Come ride in our trucks”

on-way Truckload President Herb Schmidt
has a standing offer for bureaucrats at the
Federal Motor Carrier Safety Administration
(FMCSA) who want to tweak the current truck
driver hours-of-service (HOS) regulations: Come
ride in our trucks.
“My hope is that common sense prevails on
HOS,” says Schmidzt.
“These are well-meaning people writing
these regulations, but they need to get out from
behind their walnut desks and experience life on
the road for one week under current regulations
and under their proposed regulations. It will
become very clear to them that they have made a
significant mistake.”
Washington bureaucrats are threatening to
tweak the so-called “34-hour restart” provision in
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a way that carriers say would increase their costs,
cause them to hire more drivers, and run more
trucks and would not meaningfully increase truck
safety.

“Unless there’s a hidden agenda, the current
HOS rules are working just fine,” says Schmidt,
citing statistics that show that trucking has never
been safer since the current HOS rules were ad-
opted in 2004.

In order to increase the awareness of the in-
dustry, Schmidt has a standing offer for FMCSA
officials to take a ride in any Con-way Truckload
vehicle for a week.

“We can increase safety and productivity if we
work together,” he says. “We have to work at creat-
ing efficiency, not inefficiency.”

—John D. Schulz, Contributing Editor
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SAGE ADVICE

Need a new leader? Think talent,
practice, and balanced harmony

By John A. Gentle, DLP

RECENTLY OUR CHURCH CHOIR DIRECTOR retired and
a search was immediately undertaken for an interim
as well as a full-time replacement. Within a few
days, our outgoing director and pastor selected an
interim director while a group comprised of choir
members and parishioners were sent off to find

the full-time replacement—all was well, or so it
appeared.

After the first couple of rehearsals and services,
the difference between the outgoing director and the
new interim director was apparent. Tempo and feeling
were changed to songs we knew, and the difference
between the new director’'s accompaniment music and
ours were not reconciled. All of this led, of course, to
confusion within our choir and the congregation.

The old director had, over time, reverted to play-
ing the piano, but become very adept at conduct-
ing the choir through a series of unique cues as he
played. The new interim director turned out not to
be a “director,” but a very nice person who could play
the piano and help us learn our parts to the songs
during rehearsals. During the church service, how-
ever, our choir was on its own as the pianist concen-
trated totally on playing the piano accompaniment.

However, how a song was practiced during
rehearsal was not always how it was played during
the service. Four measure introductions surprisingly
became three, songs with four verses suddenly ended
after two, and songs with three verses were repeated
without any advance notice. The critical musical
direction, precision, balance, and feeling had been
lost, and the congregation joined the choir in the
confusion.

In the meantime, the search committee, charged
with finding the permanent replacement director, was
listening to the music at different churches. Undoubt-
edly, and perhaps superficially, they were listening to
the music selection, how the person sang or played,
observing how the choir was conducted, and how it
interacted with the director.

While these observations will be helpful in sorting
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out the candidates, the critical characteristics we're
looking for in a new choir director will ironically be
the same as those needed for your new logistics leader.
These include understanding the critical balance
between technical talent, vision, and foresight; analy-
sis and problem solving; judgment; leadership; and
interpersonal skills.

As with all teams, the director must recognize that
the role is not all about the skill that the leader pos-
sesses to play or sing, rather it's about team perfor-
mance and the need to achieve balance.

Choirs need a good mix of choral basses, tenors,
altos, and sopranos to deliver a balanced sound. A
choir director, like a logistics leader, needs to assess
the artistic talent of the choir and the interests of the
congregation in order to select the appropriate pro-
gram that not only satisfies the vision, but conveys
the appropriate message and feeling—and can be
artistically executed by everyone. Picking music that
no one can sing or understand is alienating and will
be short lived.

Executive selection committees must be cognizant
of the big picture. They must avoid talented, self-
centered individuals and focus on finding a person
who understands that the position is not about them,
but about the program, its mission, the team, and its
ability to consistently deliver superior balanced perfor-
mance with the appropriate feelings.

Recruiting teams in search of people to lead
logistics and supply chain operations must avoid the
temptation to hire a person who does not under-
stand the fundamentals and interdependencies of
its elements or the keys to leading and managing
the internal team.

If the company is committed to promoting from
within, then the best approach is to find a team
player of talent and vision that enjoys the challenges
of logistics. Then the challenge is to methodically
nurture that person through warehousing, materials
management, and transportation with a focus on team,
process fundamentals, and relationship management
before advancing that person to ultimately lead the
supply chain.

No one likes the sound of a group that can't sing
in tune or a director who acts like a one-man band.
Think talent, practice, and balanced harmony. []
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Critical Industry News

at Your Fingertips!

Critical Topic areas help
you develop strategies and

expand your knowledge.
CRITICAL TOPICS Each topic provides you
: with the news, information,
and resources you need —
- cach day

¢ Air Freight

e Motor Freight

¢ Rail Freight

e TMS

e WMS

* Mobile and Wireless

¢ Ocean Freight
¢ Third Party Logistics

e Warehouse &
Distribution

¢ Sustainability
e Global Trade
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