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After more than 20 years of declining transportation costs, recent spikes in fuel
prices and tightening carrier capacity are combining to drive shipping costs up
again. Companies have benefited greatly from this historical decline, but it is no
longer a buyer’s market.

Capacity constraints across most modes of transportation (ocean container
shipping being the notable exception) have shifted to favor the carriers, and
many shippers are struggling to find any available transportation, regardless of
price. For example, railroad customers, especially boxcar users, often find that
only half of their daily or weekly car requirements are met. Motor carriers struggle
to find enough drivers due to issues with long hours, low pay, and an aging

work force.

Government regulations are also impacting transportation costs adversely. New
limits on drivers’ hours of service are impacting dwell time, facility service hours
and utilization of labor and space. EPA diesel fuel and engine standards are
driving up operating costs. Additionally, infrastructure projects, such as increasing
highway capacity or improving rail lines, remain on planning boards because of
local opposition and lack of funding.

Transport Costs are Headed Up, After Years of Decline
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Outsourcing for transportation services has produced mixed results. In fact, many
shippers are reviewing their existing 3PL contracts and wondering why they have
not experienced sustainable improvements in service and cost control. The fact is
outsourcing can bring additional risks and costs. For example, shippers are
legally responsible for freight charges if their outsourced freight bill payer fails to
pay and claims for freight loss and damage can be complicated. Unfortunately,
these problems can trigger Sarbanes-Oxley issues for publicly traded companies.

As a result of these challenges, companies seek ways to manage their rising
transportation costs more diligently, without sacrificing the high levels of service
that the marketplace increasingly requires. Hitachi Consulting recommends a
three-step approach.
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Since there isn't much that can be done to lower fuel costs or limit regulations,
the trick to managing rising transportation costs is to take a higher level view of
the entire business function.

For example, while most companies do a good job of minimizing costs for
individual locations, they often miss opportunities to optimize service and costs
across the entire supply chain network. Today this perspective is not sufficient; it
laggardly misses a major opportunity to achieve scale economies and purchasing
power with carriers.

Transportation is one of the top ten costs of running the business at many
companies. The time has come to give it strategic consideration as a function
that can bolster customer satisfaction and create competitive advantage. Leading
companies ask questions, such as:

* How can we use our transportation and logistics processes to gain a
competitive edge?

« How can we improve our transportation processes to increase
customer satisfaction?

+ Can we use enabling technology to streamline logistics in order to reduce
transportation costs?

* How can we create sustainable barriers to prohibit our competitors from
doing the same?

With this more strategic approach, transportation can be transformed from a
“sunk cost” to a key differentiator in terms of customer service and in terms of
managing relations with suppliers. A well-developed transportation strategy helps
to determine the role transportation should play within your company. Just as
importantly, it helps support an overall financial strategy to improve

shareholder value, because, as we show below, transportation impacts a
company’s income statement and balance sheet.



Leaders in Transportation Management
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In other words, leaders act as internal “XPL’s” or
even as profit centers...and every transport move has
a “buy-side” and a “sell-side.”

Developing a coherent transportation strategy is not the job of shipping clerks or
local transportation managers and supervisors. It is a job for senior management,
and it needs to be integrated with the overall plan for managing supply and
demand.

A roadmap for improvement includes the following tasks:

* Assess the transportation and logistics management processes

» Document systems and processes and compare them to industry
best practices

* Develop a roadmap from your current state to your desired state

+ Conduct a robust economic analysis to measure the impact of the
opportunities that lie ahead

* Develop a business case around transportation management projects

Typically, improvements are a company-specific combination of process
improvement, investment in enabling technology, organizational change and the
use of Key Performance Indicators (KPIs) to measure progress towards desired
improvements. With these in place, companies can expect substantial change in
transportation performance, better cost control and higher profits.

Hitachi Consulting uses a proprietary diagnostic tool to measure the current state of
a company’s transportation management performance. The tool rapidly analyzes
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specific functional areas of performance and the types of improvement needed in
terms of organization, people, processes and technology. Following the assessment,
Hitachi Consulting develops a plan for improvement that includes a roadmap and
specific recommendations for improvement in business processes, enabling
technology and the use of Key Performance Indicators (KPIs).

Hitachi Consulting’s Transportation Management Diagnostic Tool

Hitachi Consulting’s Distribution Diagnostic Tool evaluates clients’ processes in Logistics,
(as well as Warehousing, Global Trade and Event Management) against industry best
practices, and identifies the inhibitors to achieving full best practice adoption.
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During the assessment, address the following questions:

 How can we develop an enterprise-wide transportation solution that results in
better service to customers and lower supply chain costs?

+ How can we take maximum advantage of scale economies across the
entire company?

+ How can we select and contract with carriers to get the best balance of service
reliability and low cost for each traffic lane?

+ Are we tracking shipment volumes and seasonality swings to use in rate
negotiations and carrier management across the year?

+ How can we control inbound shipments and reduce costs, even when the
vendor has historically controlled the freight?

+ How can the transportation management function consistently choose the best
mode and carrier in terms of cost and service reliability, so as to minimize
capacity constraints?

+ How can we use Internet-based technology to get early notice of events and
unexpected costs in the supply chain so we can manage exceptional
activity pro-actively?

+ How do we handle unplanned shipments or last minute capacity issues?
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With a complete transportation management solution that covers inbound and
outbound shipment planning and optimization, quoting, tendering and booking, carrier
management, cost allocation and freight payment, companies can:

* Reduce transportation costs by 15 percent

* Achieve more efficient truck loads

* Gain better equipment utilization through continuous moves and
backhaul opportunities

* Improve carrier and rate management

* Improve warehouse labor productivity

* Increase overall visibility into inventory across the extended supply chain

Companies that achieve these gains also find that they measurably improve their
“Perfect Order Rate” (defined as on-time per customer requirement, correct quality
and quantity and shipped and invoiced to meet each customer’s needs). Research
shows (see previous AMR 2006 graphic) that a three percent improvement in the
“Perfect Order Rate” results in a one percent gain in gross profit margins. Such
improvements in profits deliver a better bottom line and an increase in shareholder
value.

Companies with large and increasing investments in transportation must assess their
Transportation Performance at strategic, tactical and transactional levels, identifying
and validating improvement opportunities that best fit their company’s needs for both
short term capabilities and long term expectations. In addition, they should define the
gap between current state and future state, and develop the business case to close
the gap.



About Hitachi Consulting
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