LOGISTICS.COM CASE STUDY:
Please answer the questions at the end of the case (Part B). There is some background information that follows thereafter. It is for your review. Any external information/research you provide regarding the target market and/or distribution channel impacts/conflicts that may exist would prove useful.
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Part B

{51 Current Situation

In September 2001, Logistics.com was sold to Internet Capital Group and Sheffi
retired from his position as chairman.

The 300 percent growth projection that the company had forecasted never material-
ized. The company grew S0 percent from 2000 to 2001 and hired aggressively in anticipa-
tion of higher growth. When the economic downturn came, Logistics.com was forced to
trim the workforce by one-third, down to 120 people. Logistics.com’s current goal is to be
cash positive by early 2003, and company management feels that the company has a good
chance of achieving this goal.

Logistics Software Market

The logistics software market is part of the larger supply chain management market
(SCM). The SCM solutions market is predicted to increase 41 percent annually from
$6.9 billion in 2000 to $39 billion in 2005, according to IDC. Of this market, the logistics
software market was $1.1 billion in 2000, and research firm AMR predicts that the mar-
ket will grow slightly slower than the overall SCM market at 36 percent per annum,
reaching $5.1 billion in 2005.

Merrill Lynch divides the logistics market into six main segments: transportation
management systems, warehouse management systems, logistics optimization software,
visibility software, connectivity and messaging services, and international trade logis-
tics software. The market for these segments is described in table 14.1.

Compound

Annual

Growth
Segment 2000 2001 2002 2003 2004 2005 Rate
Transportation management systems 150 203 273 383 536 750 38%
Warehouse management systems 339 424 594 831 1164 1629 37%
Logistics optimization software 52 70 98 138 143 270 39%
Visibility software 200 310 450 600 740 850 34%
Connectivity and messaging services 215 280 363 491 662 8%4 33%
International trade logistics software 140 203 294 412 556 723 39%

Total 1096 1489 2073 2854 3851 5116 36%

Note: Figures include license and maintenance revenues anly.
Source: AMR Research (2000}, ARC Advisory Group (2000, Forrester Research (November 2000), and Merrill
Lynch & Co.
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Successes and Failures
of Logistics.com

Despite the 300 percent expected growth, Logistics.com faced a much slower adoption
of the ASP software delivery model in the market. While the ASP model has worked
well for analysis and planning software applications, when it comes to software that
helps companies run their everyday business, two main barriers seem to slow down
adoption. First, big corporations are not prepared to have mission-critical information
leave their firewalls and in some way be out of their control. Second, and more
recently, there is pressure created by the possibility that some software providers might
not be able to survive the current crisis.

However, Logistics.com has meanwhile established its position in the physical
transportation management area and has established working relationships with sev-
eral Fortune 500 companies.

! Changing Competitive Environment

Now that many corporations have successfully implemented ERP and SCM soft-
ware systems, they are looking for new areas to optimize. E-logistics provides the
new opportunity. Merrill Lynch believes that the first companies to use e-logistics
will be companies from the high-tech, telecommunications equipment, consumer
electronics, and retail industries. As demand grows, competition in the e-logistics
space will increase. The growing market size will attract larger software providers
that previously saw the SCM market as too small to enter. These larger competitors
include SCM players such as Manugistics and i2 as well as logistics pure-play firms
such as Descartes. Furthermore, the large ERP powerhouses like SAP and
PeopleSoft are unlikely to stay on the sidelines and can easily integrate SCM func-
tionality into their product offerings. Finally, 3PLs like UPS and FedEx are already
offering outsourced logistics solutions. They can provide their own software as part
of their outsourced service offering, thereby cutting into the software market.
Prudential Financial forecasts that “as larger companies continue to broaden their
product depth and deepen their module functionality, niche providers may have dif-
ficulty remaining viable.” Smaller niche players may be overwhelmed or acquired by
larger competitors.

Besides the threat from larger competitors, logistics pure-play competitor
Descartes is offering a new business model in the market. Rather than the traditional
license revenue model or the newer ASP model (which Logistics.com offers),
Descartes has created the Global Logistics Network to facilitate collaborative,
Internet-based commerce between the providers (carriers) and users (shippers) of
logistics services. By using an Internet-based architecture, participants can join the net-
work at a low cost. Because the cost of participation is negligible, Descartes has been
able to get carrier participation. Network services revenue consists of transaction and
subscription revenue generated when customers utilize applications and services over
the Global Logistics Network. Salomon Smith Barney believes that the Global
Logistics Network is currently the largest logistics network with over $20 million in
pure network revenue and significantly improved gross margins over the license-
revenue model.
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A Trend Toward Consolidation

The market for SCM solutions is still very fragmented. For some companies, supply
chain decisions are made everyday based on more or less sophisticated manual calcula-
tions or spreadsheet models. Some prefer to use solutions provided by large software
providers such as i2 or Manugistics while others opt by smaller local software houses.
More recently, SAP and other ERP software providers started to offer SCM solutions,
which might not be as sophisticated as the products developed by other specialist com-
panies, but offer the advantage of integrating easily with other parts of the company.

Software sotutions like warehouse management and transportation management
are fairly developed at this point, but software that is able to handle international
transportation as an end-to-end tool is still far from being a reality. This leaves open big
opportunities for market development.

The economic downturn, together with a slower-than-expected adoption of tech-
nologies such as those developed by Logistics.com and its competitors, has left several
companies struggling in this space. On the other hand, a few bigger players see these
companies as an opportunity to naturally expand their businesses. Established SCM
software companies such as Manhattan Associates could expand from the warehouse
management to transportation or logistics optimization, while ERP software providers
could add functionality to their enterprise software offer. In the build-versus-buy trade-
off, companies such as PeopleSoft and J.D. Edwards are traditionally seen in the market
more as possible buyers, while SAP is seen more as a builder of its own solution.

This consolidation trend would also open the opportunity for a smaller company
to roll up some of its competitors or for a group of small companies to merge.
However, not many investors seem to be willing to start such a risky endeavor against
more established competitors,

The biggest issue facing Logistics.com today is survival. Given the increased com-
petitive environment and the worsening economy, Logistics.com needs to find a way to
become cash positive by mid-2002.

QUESTIONS

1. Given the particular expertise of Logistics.com, the competition, the opportunities
for the logistics field, and any specitic knowledge you may have, provide a recom-
mendation for a strategy for Logistics.com in this difficult market.

2. How (if at all) should Logistics.com react to the new “network” business model
being offered successfully by competitor Descartes?

3. In your opinion, can Logistics.com survive in the logistics software space given the
increased interest in this segment by larger software systems companies and 3PLs?
What alternatives do you see for Logistics.com?
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role of logistics in success. According to a BB&T analyst report, the worldwide 3PL
space grew about 19 percent annually since 1996, reaching today’s $175 billion. The
United States accounts for about 22 percent of this market, or $38.5 billion.
Expectations are for 15 to 20 percent annual growth over the next five years. As expla-
nations for this growth, the report cites outsourcing trends, the development of total
solution-oriented 3PLs, and growth in the overall transportation and logistics space.3

[E# Company Overview

Logistics.com provides both services and software products designed to improve effi-
ciency and reduce costs in a variety of shipping-related and logistics activities. As its
‘Web site suggests, Logistics.com empowers “shippers and transport providers with the
technology to buy, sell, manage, and optimize transportation services.” Specifically, the
products and services optimize freight in a variety of transportation modes (air, land,
rail, and trucking for shippers), automate work flow, and provide decision support. On
the shipper side, the company’s clients include Procter & Gamble, Kraft, Colgate-
Palmolive, Ford, and Wal-Mart. Seven of the top 10 trucking firms in the United States
use Logistics.com’s carrier solutions.

History
Logistics.com began as Princeton Transportation Consulting Group (PTCG) in 1987
when Professor Sheffi and three former graduate students founded the company. The
business grew slowly and was purchased outright by Sheffi in 1991, Under Sheffi’s own-
ership, PTCG grew to 60 employees, established itself as a leader in the trucking (car-
rier) market, and began to leverage its accumulated knowledge for developing new
logistics solutions for shippers. In 1996, PTCG’s solid reputation led the Sabre Group
(a subsidiary of AMR Corp., the parent company of American Airlines) to purchase
the company from Sheffi. Despite what appeared to be strong synergies between
PTCG and Sabre, Sheffi believed that the company that he had begun nearly 10 years
earlier was not prospering under Sabre’s ownership. In 2000, with the help of Internet
Capital Group, Sheffi bought back his former company and renamed it Logistics.com.
Then, in June 2000, Logistics.com acquired Quoteship.com. This acquisition provided
Logistics.com with technological expertise as well as logistics experience in air- and
water-based freight—modes of transport traditionally outside Logistics.com’s realm of
expertise. Under Sheffi, the company grew again, reaching 180 employees.
Logistics.com has four lines of business within the transportation procurement
space: (1) carrier solutions, (2) shipper solutions, (3) multiattribute transportation auc-
tions, and (4) digital transportation marketplace.

Products: Software Solutions for Carriers and Shippers

Logistics.com offers software products for both shippers and carriers, and each product
suite has multiple modules. The following sections discuss Logistics.com’s three prod-
uct suites.

® Airfreight/Logistics: Shipper Survey Resulis, BB&T Capital Markets Equity Research, April 5, 2001.
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OptiManage

OptiManage is a suite of products that helps shippers manage their day-to-day trans-
portation, essentially transforming their myriad orders into actual loads for specific
consignees. A press release from Logistics.com describes OptiManage as “a compre-
hensive transportation management solution that gives shippers unsurpassed control
over the transportation resources in their supply chain” and creates “efficiencies into a
shipper’s transportation management process in the form of reduced transaction times
and costs through automation, optimization and integration.”*

OptiBid

The OptiBid suite simplifies the Request For Proposal/Request For Quote process
for transportation services, managing the relationship between carriers and shippers.
1t helps shippers execute an overall freight/transportation strategy, and it includes
the ability to manage exceptions (incidents or needs not covered contractually) on a
real-time basis. Transportation procurement is fundamentally different from other
types of buying. Economies of scope, or contracting for a variety of routes (rather
than scale, or sending several trucks along the same route), are critical to achieving
efficiencies for carriers. When negotiating contracts with shippers, carriers strive to
create these efficiencies or else to make shippers pay for routes that prevent efficient
use of the transportation assets. The optimal bid for any given route or shipment is a
function of the carrier’s other routes and shipments. As an example, imagine a highly
efficient trucking route with three legs that returns to its origin on the last leg. When
bidding for a shipping contract, a carrier may need to bid for each leg separately but
would prefer to bid on the total combination of legs (cach leg is expensive in isola-
tion but inexpensive in combination). Adding more trucks and more routes com-
pounds the interdependencies between routes. Often, carriers submit artificially high
bids on particular routes in order to ensure a reasonable overall deal. OptiBid cre-
ates transparency in this process by allowing shippers to see the impact various
routes have on the total contract value and by encouraging carriers to bid their true
price. The result is lower total contract prices for shippers and more efficient use of
resources by carriers.

OpfiYield
OptiYield is a carrier-oriented suite of products with the overall goal of providing
decision support. Logistics.com describes it as a “management and analysis solution
for transport providers that helps them maximize profits while solving their most
challenging business problems.”® OptiYield is designed for truckload, less-than-
truckload, rail, air, parcel, and ocean transport providers. An example of an applica-
tion of OptiYield is fuel minimization. For a truck moving across the country,
OptiYield draws on a database of real-time fuel prices, including contract fuel prices
for the particular carrier. The result is instructions given to the truck driver that may
advise refueling in states with more favorable fuel taxes, changing routes on the

* Logistics.com press release, www logistics com/news/pressreleases/pressrelease29.asp, February 1,2001.
5 Logistics.com press release, www.logistics.com/news/pressreleases/pressrelease29.asp, February 1,2001.
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basis of proximity to cheaper fuel, or partially filling the tank in anticipation of
cheaper fuel availability. Such decision support can save trucking firms 6 to 7 percent
on fuel costs, which is significant given the fact that fuel costs make up about 25 per-
cent of total costs. In such a low-margin business, the impact on the bottom line is
substantial.

For example, under carrier solutions, Logistics.com offers the MicroMap tool.
MicroMap assigns drivers to routes, taking into consideration many factors simultane-
ously, such as minimizing deadhead miles, bringing drivers home when they request,
and so on. This optimization runs in real time to support the day-to-day operations of
carriers. Similarly, software tools like OptiYield minimize the cost of fuel by telling dri-
vers where to fill up on the basis of their location (tracked via satellite in the truck
cab). This real-time optimization and multiattribute decision support system is being
used by over 120 carriers, with 50,000 trucks optimized daily for customers such as
Yellow Transportation, J.B. Hunt, RPS, and Daiichi.

Competition for Logistics.com's Software Solutions

Logistics.com’s competition varies from product to product. OptiYield is
Logistics.com’s strongest product suite, derived from the deep domain expertise in
both the trucking industry and the optimization field. Logistics.com’s software domi-
nates in the transportation services (carrier) segment, serving 7 of the 10 largest truck-
ing firms. This product historically accounted for a large portion of the firm’s revenues.
In this segment, Logistics.com considers itself the clear market leader.

The company encountered competition as it leveraged its transportation services
(carrier) expertise and migrated into the logistics (shipper) segment. For the shipper-
oriented packages (OptiManage and OptiBid), competition comes from other supply
chain management software and more general purpose optimization packages, such as
i2 and Manugistics. Despite this competition, Sheffi expects OptiBid to account for a
large portion of the firm’s revenue by the end of 2001 and for OptiManage to be the
firm's biggest revenue generator by 2003,

A recent Morgan Stanley report analyzing carrier-bidding processes describes
the competition to the OptiBid suite. Among the competition are other software
providers, industry/bidding experts, outsourced solutions from 3PLs, and the ship-
per’s own internal logistics-related departments. Each of the software providers (i2
and FreeMarkets) has moved into the carrier-bidding segment from different van-
tage points. FreeMarkets began in the business-to-business reverse-auction space
and extended its depth to other markets, such as carrier procurement. In contrast, i2
offers general supply chain management and optimization software, and it created a
product specifically for the carrier-bidding process. In the Morgan Stanley report,
OptiBid was rated more highly on seven of eight criteria than the other software
providers, and it was rated more highly than all competition (excluding internal
processes) on six of eight criteria.® Thus far, deep domain knowledge appears to be
more advantageous than breadth.

© Week 14: Trucking Snapshot, Morgan Stanley Dean Witter, April 4, 2001,




