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SOURCING LOGISTICS

Aftermarket logistics
requires specialized services

Best practice leverages niche providers

any procurement organizations
Mtoday tout the benefits of con-
solidating suppliers and service
providers for improved leverage and cost
savings. Spend-analysis projects lead to
competitive bidding events and supplier
rationalization. But there are some areas
of business that require a specialized
supplier or service provider to meet the
unique needs of that business unit—one
of those areas is aftermarket logistics.
The value of a strong aftermarket/
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service business is becoming a higher
priority to manufacturers in a variety of
industries. According to a report from
AMR Research in early 2005, “The cost of
not improving the aftermarket compo-
nent of the business is lost sales and
weakened customer relations. Instead of
a customer for life, companies will find
that third-party providers have stronger,
longer-term ties to customers.” And not
surprisingly, the key to that service busi-
ness is the logistics network in place.

DANIEL GUIDERA

Diesel slide levels off in late May
Weekly on-highway diesel fuel prices (weekly avg, $/gal)
$2.28
$2.18
$2.13
May 2 May 9 May 16  May 23  May 30
SOURCE: U.S. DEPARTMENT OF ENERGY

The shipping of aftermarket parts
has unique requirements that may or
may not be met by the logistics provider
or organization that handles the major-
ity of a company’s logistics needs,
inbound or outbound. Aftermarket
parts are almost always expedited (a
curse word to many logistics managers)
and they are often required on-site at
remote plants or job sites while a piece
of equipment sits idle. With that in
mind, logistics buyers and managers are
required to do their homework when
selecting a provider for its aftermarket
parts network.

ACT up

American Crane and Tractor Parts
(ACT) of Kansas City began as an equip-
ment maker, but has increasingly
focused its business on providing after-
market parts to the construction indus-
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try. The company’s business—like so
many—is expanding globally at break-
neck rates (ACT is now shipping to 70
countries worldwide), while its domes-
tic business demands shorter and
shorter shipment times. Today, about
70% of its shipments go direct to con-
struction job sites across the U.S.

“In the construction industry, every-
thing is very time sensitive so if you
have a machine that’s broken on-site
and you're waiting for a part, we have
to get it there quickly,” says Dennis
Gurnsey, domestic and international
sales manager for ACT. Gurnsey is
responsible for managing the relation-
ship with ACT’s logistics partner, DHL,
which has its DHL Solutions division
targeted at service parts logistics.

In the U.S. about 70% of ACT’s ship-

Metrics hefore and after

When evaluating a 3PL for service parts or
aftermarket logistics services, use the fol-

lowing metrics, says Sam Mikles of Hitachi
Data Systems:

® On-time performance

® Systems integrity

@ |nventory control

e Communications path

® Order processing procedures

e Escalation paths

® Reverse logistics processes

o Cost

And once you're working with a 3PL in

your service parts network, continue to

track these metrics:

® On-time performance, both raw and net

o Fill rate out of the 3PL's system to make
sure the part was pulled from the right
place at the right time

e |nventory accuracy

® Accuracy of our reverse logistics—how
often does a part come back into the
reverse logistics center?

o Cost

SOURCE: SAM MIKLES, HITACHI DATA SYSTEMS
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ments go direct to a construction site,
most often by expedited air freight.
Internationally, most of its shipments
are more regular to stocking points.
ACT has worked to develop a close part-
nership with DHL instead of trying to
develop its own logistics network and
organization. Gurnsey says ACT has
been working with DHL on expanding
the volumes it sends to meet the
increased demand for overseas buyers
in areas like Africa, Oceania and
Europe.

“Our main priority in a logistics
provider is reliability,” says Gurnsey.
“We want to be able to give our ship-
ments to a logistics partner and know
that no matter where they are going,
the parts will get there fast and safely.”

He emphasizes that in the service
business if a shipment does not get to
its destination fast enough, he hears
about it very quickly from a customer.
But at the same time, price is always a
factor and Gurnsey understands the
reality is that selecting a 3PL for after-
market logistics is a delicate balance of
price and service level.

With price in mind, DHL has
worked with ACT to help automate its
tariffs so when an ACT customer selects
a product to be shipped, the tariffs are
automatically calculated.

Hitachi’s Choice

Hitachi Data Systems (HDS) of Santa
Clara, Calif. has a lot riding on its serv-
ice parts logistics network and was very
selective in contracting with a logistics
provider.

HDS makes and markets data stor-
age and enterprise networking equip-
ment and when one of its products goes
down for repair, it could have a dramat-
ic impact on the customer’s business.

“When one of our machines has an
error, typically either the engineer will
diagnose what part is required or the
machine will call home itself via its

WHAT’S HOT

new report from consulting firm A.T.

Kearney found that ocean-cargo container
security ranks as the top concern among sup-
ply chain executives at the largest global
import and export companies. Conducted in
collaboration with the International Cargo
Security Council (icsc), the report found that
executives feel new technology such as RFID
could enhance container security as well as
improve visibility throughout the supply
chain, which could also address their other
major concerns about supply chain efficiency.

Container shipments account for 90%
of world trade and are growing at about
5% annually. An average of about 14 con-
tainers come into U.S. ports every minute.
About 95% of these containers are not
inspected for weapons of mass destruction
or other types of security threats, the A.T.
Kearney report said. One chemical execu-
tive interviewed for the report said that for
certain import and export products, his
company is willing to do “whatever it
takes to guarantee container security.”

Other concerns that ranked high in the
report behind security for supply chain
executives included: inventory reduction,
lead-time variances, stock-outs, and pre-
venting the loss of containers.

dhannon@reedbusiness.com
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logistics

internal diagnostics for a part,” explains
Sam Mikles, director of spares operations
at HDS. “The part request information is
put into our CRM tool and it is auto-
matically sent out to a 3PL which dis-
patches and delivers the part, typically to
the customer site. The timing is key so the
part and the engineer meet at the cus-
tomer site so the engineer is not waiting.”

“The specific requirements of
HDS’ network called for a
company focused solely on

this market.”

HDS'’ 3PL of choice for the Americas
region is New York-based Choice Logis-
tics, which works exclusively in service
and aftermarket logistics. Mikles says the
specific requirements of HDS' network
called for a company solely focused on
this market that could not only execute
its requirements, but bring a level of
strategic expertise to the table in improv-
ing the service network. Choice helped
HDS set up an integrated service-parts
logistics network that now consistently
achieves 99% on-time percentage and
maintains a 99.9% inventory accuracy
level. Choice operates a network of
strategic stocking locations for HDS
(and its other customers) and its systems
are smart enough to know automati-
cally which stocking location a part

RFID NEWS

The henefits and ROI on RFiD for inbound logistics are starting to take shape. In
a recent report, Marlo Brooke of Avatar Partners says, “The real value of
g RFID for inbound logistics is that it offers total accuracy and real-time
visibility of inventory. This in turn eliminates costly instances when sys-

tems do not show item visibility and delay the production process.”
Brooke's report points out that high-tech giant Hewlett-Packard has
RFID deployed at 26 sites globally and is reaping internal benefits beyond
the outbound mandates from retailers. “We have sites where the incoming material is already
RFID tagged as part of the output at the outbound site,” says Frank Lanza, global RFID direc-
tor for HP. “We use the tagging to automate the receiving process, which not just a matter

of labor savings, but an advantage of optimizing the timing of inbound shipments.”

In other RFID news, technology firm VeriSign beefed up its services offering with the $15 million
acquisition of R4 Global Solutions, a provider of consulting services for companies evolving their
supply chains with the implementation of RFID, electronic product codes, and other data sources.

And consumer goods giant Procter & Gamble Co. announced it has signed a joint development
deal with RFID analytics and applications developer T3Ci to identify and build RFID applica-
tions that leverage the EPCglobal RFID standards. The two companies aim to jointly develop
a range of strategic RFID applications as learning continues behind RFID programs at multi-

ple retailers.

should be shipped from.

“The best part about working with a
3PL focused on this market is that they
are more in-touch with the business
requirements needed in the service of
data networks. Unless you're spending
$5 million with a larger 3PL, you're not
going to get much attention. With
Choice we can tailor our needs to their
offerings.”

Mikles recommends logistics buyers
make a careful review of a 3PL before
signing one on for its service network.
“You have to review their internal met-
rics,” he says. “We put together a matrix

of different categories and asked if the
3PL could meet those specifications.
But even if they say they can, you have
to investigate. You've got to get in and
dig into their systems and understand
what they are doing to know if they are
the right provider for your individual
network.”

Mikles says areas like electronic
data interchange and the sharing of
information are easy to gloss over on
paper, but require in-depth review
because “the more you can automate
the process and create a low-touch
model, the better off you are.”

PURCHASING MAGAZINE EXCLUSIVE
Freight Rate Outlook

Very few buyers expect
prices to turn down

(Transportation services price trend,
currrent month, % of buyers reporting)

Same 21%

Up 78%

Down
1%

Price increases expected to come
off peak next quarter

(Transportation services price trend, 90-day)
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Buying plans dip
in May
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