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CLOSE ENCOUNTERS OF THE THIRD PARTY KIND

‘It was evident at Multimodal 2011
that the range of services offered by
today’s 3rd Party Logistics Providers
(3PLs) is increasingly extensive as
the highly competitive market drives
development and innovation.’
Comments Logistics outsourcing spe-
cialist Gideon Hillman FCILT
(pictured here in action at
Multimodal).

3PL contracts now regularly expand
beyond the traditional warehouse and
distribution activities, and have evolved
to incorporate customer call centres,
procurement, assembly operations and
even production. However, the overall
benefits of the 3PL service offering have
remained the same; they provide
expertise, specialist resources, and asset
investment that will enable you to focus
efforts, and capital, on the core business.

The increasing number of 3PLs in the
market, the range of services offered,
and the ever-increasing pressure for
businesses to reduce costs, is facilitating
significant growth in the contracting of
3PL services. As this growth continues,
it is ever more important for potential
clients to properly consider how 3PL
services are engaged, and what the 3PL
will deliver. To select the best 3PL for
your business, and maintain a mutually
beneficial relationship, you need to

ensure that the appropriate service is
selected in the first place. There are
many cases where relationships have
broken down between the 3PL and
client, due to expectations of either one
or both parties not being managed from
the outset. The erosion of the relation-
ship can start as early as the initial
meetings, where the service require-
ments are first established.

Mitigate risks, identify benefits

Sometimes, ‘misrepresentation’ from
a service provider can be a reflection of
the client not fully assessing their exact
requirements and therefore the services
they need. To mitigate this risk, you
need to both fully analyse your busi-
nesses requirements, and ascertain how
you will integrate with the service
provider. Both of these things need to
be completed well in advance of initial
discussions with a 3PL.

Where logistics services are being
procured, clients should be prepared
to undertake an internal supply chain
review, developing a full under-
standing of their logistics and service
level requirements, and identify all
potential benefits within a well-struc-
tured bubiness case. This business case
will provide the prospective 3PLs
with an appropriate requirement spec-
ification; in turn, this specification will
assist the 3PLs to design a solution
that meets the client’s actual needs.

Making the right choice

The next step is to choose the right
3PLs, which should always be under-
taken through a managed. and well
structured tender process. Tendering is
not just to establish cost competitive-
ness, but it also helps clients measure
and establish the culture fit, and the
operational capabilities of the 3PLs. It is
also important to establish that the 3PL
not only meets immediate requirements,
but also has the ability to provide for
your business growth expectations, and
the desire for continuous improvement.

The tender process should also not be
restricted to the ‘big five’ 3PLs. Quite
recently Gideon Hillman Consulting
managed the tender process for a major
automotive OEM, who wanted to out-
source their global freight and landside
consolidation logistics operations.
Despite the size and complexity of their
requirements, the consultants still identi-
fied over 30 potential providers in the
pre-tender qualification process. Many
of those providers were small 3PLs that
had formed strategic business partner-
ships to broaden their foot-print. This, in
conjunction with the advanced and cen-
tralised IT systems as well as working to
a standard set of operating procedures,
meant they were able to provide seam-
less international multi-modal networks
— traditionally the preserve of the major
3PLs. In addition, the smaller provider is
often more willing and able to give a
bespoke service tailored to the client’s
specific needs. This is in comparison
with the ‘standard’ service often pro-
vided by larger 3PLs who often have a
tixed and less flexible infrastructure
already in place.

The tender process should also
allow the service provider to be inno-
vative. For example, vou should not
be prescriptive in demanding that the
network has to be 100% dedicated
without assessing the potential for
shared-user operations. Many 3PLs
can now leverage significant
economies of scale through shared
user networks, thus allowing you to
access facilities at lower operational
costs. The key factor within the shared
use facilities is that the costs are trans-
parent for you to ensure you are only
paying for the agreed warehouse
space and services that you use.

Re-tendering

It is also worth considering that
many companies retender their out-
sourced logistics operations at the end
of the contract term. In reality the

market place and service capabilities of
the 3PLs will probably have changed
over the current contract term, and
experience shows that just re-tendering
the same operation can provide cost
savings in the region of 8 to 10% of
annual spend, but that the potential sav-
ings are far greater (sometimes between
20 and 30%). For example, Wales &
West Utilities logistics contract renewal
in 2009/10 provided the opportunity to
completely review the existing logistics
strategy and gain significant advantages
throughout the supply chain, rather
than just reduce the costs of the current
outsourced ‘Hub & Spoke’ operation.
The tender process completely changed
the logistics strategy already in place,
and resulted in significant annual cost
savings far in excess of what would
have been achieved through re-ten-
dering the already established hub and
spoke logistics operation.
Summary

In final summary, any business who
plans to engage a 3PL, needs to firstly
invest the effort to properly define a
business case and service level expecta-
tions, and follow a properly managed
tender process. Not only will this facili-
tate better savings, but it will also
provide a better platform for main-
taining a mutually beneficial
relationship with the chosen 3PL
throughout the contract term. It should
also be noted that the management of
the 3PL/client relationship is a joint
responsibility, and the process for reg-
ular review and service measurement
must be clearly established within the
service level agreements (a key part of
the contract). Tt is misguided to sign a
3PL contract and just let the 3PL get on
with the job without any regular inter-
action from you. If, as is likely the case,
your business is dependent on the cor-
rect functioning of your logistics
operation, then you should always
work closely with your chosen 3PL.

Consult the highly commended
experts

Gideon Hillman Consulting is an ISO
9001:2008 accredited company for the
Supply of Specialist Supply Chain
Consultancy; a corporate member of
UKWA and a member of the Institute of
Consulting from which they received a
certificate of High Commendation for
their work in Logistics Outsourcing
Tenders in 2010.

The Logistics & Supply Chain
Consultants who were on the stand at

Multimodal 2011 all have a background of
working with or for Transport and
Logistics Service Providers, have signifi-
cant experience in developing the scope of
the logistics outsourcing tenders to cover
all operational and service requirements;
managing the tender process form begin-
ning to end, including response evaluation
and final negotiations for Global, European
and UK based Multi-modal Distribution
logistics, warehousing and freight tenders.
Over the last 2 years Gideon Hillman
Consulting Logistics outsourcing tender
projects (with a combined contract value
in excess of £200M) have resulted in
combined potential savings in excess of
£50M to their clients and range from
small single site retail internet retail ful-
filment and warehouse operations to
Global freight and logistics networks



