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A shipowner’s dream
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Digital Ship talked to Louis Cavaliere, head of government contracting (previously head of procurement) with Keystone Shipping, about what his dream shipboard e-procurement and management system would be like
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Keystone Shipping, of Philadelphia, USA, was one of the first shipping companies to experiment with e-procurement of ship supplies back in 1996, using a system developed by Command Line, a partner in iShipExchange. 

Keystone is a US domestic operator, with a US flagged fleet, with all operations under US labour regulations and taxation. It has 12 commercial ships, mainly tankers, operating on US coastal routes, and also 12 government ships. 

Keystone is also an investor in bunker procurement company OceanConnect. When e-procurement began to take off, Keystone looked for a “preferred provider”, and chose New York state-based OceanConnect, subsequently becoming an equity participant. However OceanConnect has not yet broadened its service offering beyond selling bunkers online. “That sort of messed things up and slowed it down,” Mr Cavaliere says.

The original Keystone e-procurement system, developed by Command Line, was based around Excel spreadsheets. Seafarers were given lists of about 10,000 parts, categorised into “deck”, “engine” and steward”. They clicked off what they wanted and a compressed data file was e-mailed to the shore, checked over by Keystone and then e-mailed out to suppliers as an Excel attachment. 

Suppliers receive the e-mail, open the attachment, put in their quotes and press “reply,” sending the data back to Keystone central purchasing department and the purchasing decision is made. Suppliers do not need any software apart from standard e-mail and Microsoft Excel. 

The system was originally developed for communications between the shipping company on land and supplier only, and subsequently extended to bring the ships into the system. Sophisticated compression algorithsm can reduce a 1.2mb Excel file down to as little as 30 K to reduce ship-shore communication costs. 

The ship-shore e-mail system replaced a previous system geared around floppy disks. The seafarers clicked off what they wanted and saved the requisition in a file, which was then physically handed to an agent in port. 

While Keystone still uses a Microsoft Excel based system, it has gradually been extended to include more functionality to spot errors in data typed into the system. If suppliers do not fill in the form correctly, it is automatically rejected by the computer system, rather than waiting for someone at Keystone to spot the mistake and have to work out what the supplier actually meant to say. 

Mr Cavaliere says that none of the suppliers Keystone uses have complained about the system; they have been happy to things this way if it means they get Keystone’s business.

The prices which the suppliers key into the spreadsheets they send back to Keystone’s purchasing department are automatically collected and compiled in Keystone’s system.

Keystone can name the specific suppliers it wants the request for quote to be sent to, limiting the companies it does business with to the ones with which it has already established a relationship.

Obviously it is likely that other shipping companies will have completely different systems for communicating with suppliers electronically, and it can be tiring for suppliers if they communicate differently with all the shipowners they deal with.. However a system like this is much better than a fax. 
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Blame Inmarsat?

One of the biggest limiting factors to the development of maritime e-commerce, Mr Cavaliere believes, is the current limitations in ship-shore communications, which charge by the minute. 

“Ideally, you just want to log on as much as you can for fixed cost,” comments Mr Cavaliere. “When this is available, a lot of shipping companies will take the service on.” 

The ultimate system, Mr Cavaliere believes, would be a browser-interface system onboard the ship, which seafarers could use to manage purchasing, crewing, accounting, maintenance management, form-filling, submitting engine logs and crew lists. Through the single interface they would in fact manage all of their communications with the shore. 

The system could gradually be developed to include expert systems and tracking of stores and deliveries, giving shipping companies the same degree of control over their businesses as many modern manufacturing plants which know exactly where each nut is at any time. 

The primary problem with developing such a system, of course, is the way Inmarsat currently structures its ship-shore data communications. To make this web browser type system work would require an “always on” connection with the shore, and ideally fixed ship-shore communications costs, so shipping companies wouldn’t have to worry about seafarers racking up enormous communications bills by downloading porn. 

“The weak link is the ability of communicate and stay online,” comments Mr Cavaliere. “We use this Inmarsat to blast tidbits of information back and forth, but what you really want to do is stay online all day.”

There are possibilities though. The new Inmarsat Fleet has a mobile packet data service (MPDS), where users pay for the communication in terms of the specific amount of data they send rather than the duration of the connection in seconds, and the connection can be always on, with the shipboard computer continually logged into the shore side network. 

An innovative idea would be a partnership between a software company and telecom company, or an organisation like Xantic which provides software and communications, to offer a fixed cost service, for communications made through the specialist software only. The software would be configured so that it would minimise the data sent from ship-shore absolutely. 

Having the shipowner paying for communications as a fixed cost would lead to the interesting scenario of the software provider having a strong financial incentive to reduce actual data communication as far as possible.

Another interesting issue with Mr Cavaliere’s vision is that currently, all of the different services he wants, e-procurement, maintenance management, accounting and form filling, are currently provided by different service providers. In order to combine all of these tools on a single web interface, the companies involved would have to either agree to complex partnering deals, merge or acquire each other, or one of them grows big enough to force the other out of the market. 

“You want to reach a point where you are doing more than e-procurement,” he says. “That would really help a shipping company. But the problem is that this thing is going too slowly. Give us a full package,” he says. “Develop us something we can use for a full range of services. 

“This full solution is not going to happen until Inmarsat gets broadband,” he says. “I can’t see how a shipping company is going to operate without this concept. 

The software tool could also help the company reduce costs, in the form of reducing duplication of work. “With everything that gets done on the ship, you’ve got people on the shore doing the same thing, and that doesn’t make sense,” he says. 
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Paying for e-procurement

Mr Cavaliere is adamant that the shipping company should not have to pay for an e-commerce system; the cost of it should be paid directly by the suppliers, with e-commerce included in the price of providing the goods. 

Compared to a non-electronic (fax based) ordering system, implementing an electronic ordering system leads to benefits to both suppliers and shipping companies, because managing electronic data is much easier than managing faxes. 

However if the shipping company is responsible for implementing a system, it is likely that the shipping company will benefit much more than the supplier, because the system will be geared directly to the shipowner’s existing purchasing practises. 

The shipowner will be able to e-mail all of its suppliers using the same system, and bring back the responses into the same system. The poor suppliers, however, are stuck with dealing with a different system for each shipowner they communicate with electronically, 

This does not mean that the shipowner will be happy paying for the e-commerce though. “I always feel like we shouldn’t have to pay for an e-commerce system,” comments Mr Cavaliere.

The maritime e-procurement companies have different models for charging for their services. Some charge by fixed percentage fee of around 1 per cent; the disadvantage of this is that it gives the buyer a reason to look to conclude deals without going through the service, if they can, to avoid paying the one percent. 

Another model is payment of a fixed fee per ship by the shipowner, or a mixture of a fixed fee per ship paid by the shipowner and a charge made to the supplier.
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A mixture of partners

iShipExchange, it should be noted, is structured very differently from all of the other e-procurement companies. No venture capital is involved; the company is jointly owned and managed by five companies, drawing staff from the companies as required.

The five companies are Fairmont / Magsaysay Group (a Hong Kong based shipping and real estate company); Pioneer iConcepts (a Hong Kong based IT company);  Command Line Corp, a software company based in New Jersey which has been selling maritime e-procurement systems since 1995; and Marubeni Corporation, a Japanese trading house. 

The advantage of this set up is that the employment structures are much more flexible. iShipExchange can ask that web developers, computer developers, marketing people and technical support staff are seconded from the companies involved as required. 

 There is no venture capital involved, as with MarineProvider and ShipServ; it is not solely controlled by one company either, as SeaSupplier is (shipping company Stolt Nielsen has a controlling stake). 

