Maritime Procurement piece

H:\Users\Compuship\[magazine articles and magazine plan]\August\Maritime Procurement begin 2.doc
LENGTH 4 pages 

2 pages intro

MAIN HEAD: Procurement gets perplexing

Photograph

Makingsense.jpg

Caption: "Making sense of maritime e-commerce"

PHOTOGRAPH

MaritimeDirectSS.gif

Caption: "Information about ports from MaritimeDirect

SUBHEAD 

Maritime procurement has gone dot.com crazy, with new startups every week. How do we pick the winners from the losers? 

If keeping a handle on the developments in online procurement is proving a challenge to ITALICS Compuship ITALICS magazine, it must be virtually impossible for busy shipping executives.

Everybody agrees that the action must calm down. The consolidation has already begun, with Quotegate being merged into Equilinx and MarineProvider and Eqsys entering a close partnership. But the action continues; TransportEdge recently started up yet another maritime procurement portal with a very impressive management team. But really, should they have bothered?

Another relatively late entrant to the battlefield is Inmarsat, which started speaking about its plans for Setfair in June this year. Having the backing of such a well-respected maritime technology company as Inmarsat will certainly be helpful in getting Setfair off its feet. But being such a late entrant to the scene will be a big disadvantage. 

It is ITALICS Compuship's ITALICS humble opinion that the five companies which show the greatest potential at this point are (not particularly in this order and not including bunker fuel procurement) Arena, e4marine, Setfair, ShipServ and OneSea. 
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Caption: Buying rescue boats online from Unitor

SUBHEAD

Getting to the market first

Getting first to the market, whilst not everything, is certainly something, and the companies which got into this business first certainly have an advantage over the later entrants. 

By this criteria, Arena certainly wins, with business being transacted on the site since April 1999 when shipmanagement company Wallem decided to use the system for all its purchasing. 

However e4marine, whilst not a new service in itself, is effectively a bundling together of two extremely established and world-leading companies, SpecTec and Unitor. SpecTec produces the world's leading software for managing maritime purchasing onboard vessels; Unitor is probably the world's largest ship supplier. Putting the two companies together creates a formidable maritime purchasing system. 

OneSea has been in business since the beginning of this year and transacting business since the second quarter. It is very well financed and counts shipping giant Maersk among its equity participants. ShipServ and Setfair first began talking publicly about their business in June this year. 

SUBHEAD

The procurement mechanism

The most difficult issue these companies face is working out how to build the purchasing mechanism. This is crucial, because it can determine how the balance of power swings between buyer and seller and hence who the portal's best friends are.

The first systems, such as the first version of Arena, were geared around obtaining requests for quotes. The system delivers a list of items the shipping company wants to buy to various suppliers. They then send back their prices. The shipping company chooses which supplier he wants and the business is transacted.

The transaction mechanisms being talked about now are far more complex. People are talking about marketplaces, where a great deal of talking, buying and selling can take place. 

If they choose, suppliers can host their catalogues and availability information on the portal, so buyers can see exactly what is available without any manual response to requests for quotes. There can be bid tools, trading in future prices and content services.

The point is that maritime procurement is extremely complex and will stay that way. People who thought it could be solved with a few simple computer tools now seem a little naïve. In the words of one portal representative, "just because business goes onto the internet doesn't make it clean." 

SUBHEAD

Deciding who to back 

The functionality of these purchasing portals is changing so quickly that it is virtually impossible to compare them based on their functionality. It makes more sense at this stage to look at who is associated with who and how much business is on the site. 
"It is still probably early for the industry to figure out how each player is truly different and why," comments Hitesh Hajarnavis, CEO of procurement portal TransportEdge. "Over the next 6 months or so, as platforms get released and alliances get formed, the differences in business models of the sites with sustainable competitive advantages will come out."

The success of a maritime portal, at this stage, really depends on how well they do in the field. How much are people talking about them? How many major players are interested in what they are doing? How much business have they already conducted? 

There are at least six maritime procurement portals which tell us that they have international offices, multimillion dollar budgets, alliances with successful technology companies, independence from any particular shipping company or supplier, and systems which replicate how business is actually conducted before e-commerce was invented, whether or not this is a good thing. So, you cannot use any of these factors when selecting between the leading portals. 

Some of the sites have allegiances to various companies. Setfair, for example, is a subsidiary of Inmarsat; this is an allegiance that should certainly work in Setfair's advantage, since Inmarsat is widely known and trusted as a maritime technology company. 

E4marine is backed jointly by maritime software company SpecTec and international ship supplier Unitor. The Unitor link could discourage other ship suppliers from using the site, although Unitor does sell products from many different manufacturers, so even if this did happen it might not matter. 

OneSea recently announced that shipping line Maersk had taken an undisclosed equity stake. It has a "preferred partner agreement" with the International Ship Supplier's Association. It also has support from shipping companies Acomarit, Teekay, Worldwide, V.Ships, Bergesen, IM Skaugen and RS Platou.

ShipServ has an alliance with the International Maritime Purchasing Association (IMPA). It was closely involved in the development of the IMPA XML data communication standard for maritime purchasing. Arena has worked very closely with Wallem Shipmanagement in developing its system.

SUBHEAD

Upsetting the market

A very sensitive issue for the procurement portals is the effect they have on the market. They create opportunities for both sellers and buyers to gang up together and beat better deals out of each other. 

Understandably, the portals are very keen that they are not seen to be affecting the power balance of the market towards either buyers or sellers. But they are walking a fine tightrope if buyers choose to use the system as a tool to club together. 

As everybody knows, large companies get better deals than smaller companies; that is often a big reason why they become large. But if smaller companies club together so they can get the same deals as big companies, then is this fair?

The answer probably is that it is completely fair, but the portals really do not want to be the facilitator of it, for fear of upsetting their big companies. And so it goes on. 

OneSea was reportedly uncomfortable about an article in the Financial Times, which described the company as a "buyers’ club" set up by "eight of the world's biggest shipowners," with the main intention of consolidating purchasing power.  The company has pushed very hard to ingratiate itself with suppliers, even obtaining the endorsement of the International Ship Suppliers Association (ISSA). This endorsement proves that the site works in the interests of suppliers as well as purchasers, it says.  

SUBHEAD

When the action settles down

There is no point in denying that the e-procurement revolution will completely shake up the maritime industry, even if nobody knows how it will work. The cost savings of electronic purchasing over all of the paperwork and administration of traditional purchasing are obvious and can be achieved right now. 

An easy target for disintermediation (i.e. taking people's jobs away) is the ship agent, the person who lives in the port where the shipping line calls, a local contact for both shipping line clients and the purchase of supplies. If shipping lines can manage their purchases electronically across the world, and collect business electronically, what will be the use of this person? 

Looking at the business in a less glib manner, a different picture emerges. Surely shipping lines will find it in their interests to have somebody in the ports they call at representing them, no matter which way events turn. They can take potential customers out to dinner and charm angry bureaucrats. They can accrue a local knowledge that not even the fastest information database can compete with. 

A more interesting issue is to consider how the purchasing portals might evolve. Will we ever need complex multilayered electronic market places, with a myriad of conversations and content services for buying rope and engine parts that people need onboard vessels? Perhaps not.

Shipping companies themselves are using increasingly sophisticated software systems, with SpecTec probably leading the field. Ship suppliers have been slow to adopt IT until now, but things are changing, with ship supplier Unitor making enormous technology investments. So, when these systems talk to each other, will we really need an electronic company in between?

SUBHEAD

SpecTec's position

Maritime software company SpecTec is likely to have a very crucial role as the portal battlefield evolves. Whilst it has made very clear its intention not to align itself with any particular portal over another, many transactions will be initiated on SpecTec software.

SpecTec produces software tools that manage supplies, spares and purchasing on board vessels, and has more installations than any other software company. In June this year, it announced that it was building a standard interface between its software products and the purchasing portals. 

Its customers will use the SpecTec software to gather together their purchasing requirements; through the standard interface, this software will be able to talk directly to whichever purchasing portal the shipping company chooses, or even talk to many of them at the same time. 

The purchasing portal, whether Setfair, OneSea or even e4marine in which SpecTec has a share, will then convey the purchase requirements to the relevant suppliers and transact the business. It is hard to see what value the purchasing portal provides in this scenario beyond e-mailing electronic documents from one company to another. And if the company adds no value then it cannot expect any revenue. 

SUBHEAD

Extranets and dot coms

The classic venture capital dot com business model is geared around enormous returns on investment. A venture capitalist invests in a range of dot coms, knowing that only one out of ten of them will succeed, but expecting the one that succeeds will generate massive returns if it ever reaches IPO.

This has not passed notice of the maritime industry, where plenty of people are used to seeing returns on investment of just a few percent a year. Already several shipping people are talking about not getting involved in any venture-capital funded purchasing portal on principle of not wanting to help them make the enormous returns they need. 

It is interesting to consider that the classic dot com business model may not be the most appropriate for the maritime industry. There are plenty of traditional "bricks and mortar" companies that could run a portal far better than any internet company.

Consider the case of Unitor, which sells maritime supplies all over the world, from a range of different manufacturers. Unitor, then, has no restrictions over the products it sells. So, is there any intrinsic difference between Unitor conducting business electronically and a purchasing network such as OneSea? The answer is no, except that Unitor already has an established business. 

SUBHEAD

The IMPA conference

The International Maritime Purchasing Association (IMPA) will be exploring e-procurement in depth, at its annual exhibition and conference to be held in London, September 13-14, 2000. 

The theme of the conference is "Transactional through strategic," exploring the supplier/purchaser relationship in electronic trade, with the potential competitive advantages and possible pitfalls. It will include a number of reviews of electronic purchasing and tips about how to use it to gain control of a supply base. 

Conference papers include "Purchasing pitfalls in the e-age" (Thorvald Brun, Norteam); "Internet messaging to Inmarsat terminals" (Carol Hanwell, Comsat); and "Transactional purchasing" (John Matthews, management consultancy ADR). Captain Steven Bligh, fleet manager with P&O Nedlloyd, is also slated to speak.

SUBHEAD

Marine Trading Markup Language

The shipping industry has a new electronic language! Its called Marine Trading Markup Language (MTML). It builds on the International Marine Purchasing Association (IMPA)'s Electronic Trading Standard Format (ETSF) Electronic Data Interchange for Administration, Commerce and Transport (EDIFACT) standard and is written in Extensible Markup Language (XML).

Before you turn the page to the next article, it is probably more interesting to talk about what this actually means. It makes it much easier for buyers to talk to sellers electronically. It means that the computer systems of shipping companies will be able to talk directly to the computer systems of suppliers, without paying a fortune to IT companies to spend several months working on the problem.

The organisation has its own website at www.mtml.org; it describes itself as a neutral standards body, and anybody can use what the team creates. The International Marine Purchasing Association (IMPA), purchasing portal Shipserv.com, Danish software company Logimatic, shipping company J Lauritzen and ship supplier Fyns Kran are listed as founders. 

Other members of the group include Seven Seas Shipchandlers,  Castrol Marine, Barber Ship Management, BP Marine, Denholm Ship Management, Kopcke International, Eletson Corporation and Alminhali Trd Est. 

SUBHEAD

Why XML?

The advantages of XML over EDI are commonly debated; the differences are commonly misunderstood. In a nutshell, the term EDI is commonly used to mean sending raw data over telephone lines, whilst XML is designed for sending data over the internet. 

Obviously, the internet also goes along telephone lines. But the point is that XML builds on the data protocols already involved in internet communication (including TCP/IP and HTML) and hence is a much simpler language itself. Defining, programming and using XML standards is much simpler (and hence cheaper and more powerful).

If the business systems use standard relational databases, then it only takes a few days for a programmer to build an interface for the system to exchange data in XML. This compares to many weeks or months to build an interface to exchange data in EDI. 

The XML files can either be exchanged automatically between the purchasers and supplier's systems, or they can be exchanged manually as attachments to emails. 

SUBHEAD

Constructing the standard

Efforts have been made to keep MTML as close to the original IMPA electronic trading standard format (ETSF) as possible, to minimise the amount of effort which companies using ETSF have to make to convert to it. The structure, sequence and content of MTML messages are very close to ETSF. 

The group claim that existing software to generate ETSF files can easily be modified to generate MTML files; existing software to receive ETSF files can easily be modified to receive MTML. 

Further information about programming, including codes and specifications, is available from the MTML site www.mtml.org. 
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Inmarsat's Setfair
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DECK

Inmarsat is dipping its toe into the rough e-procurement waters. It has committed up to $70m to Setfair.com, a maritime procurement system that will operate as a standalone business entity under Inmarsat Holdings.

BODY

Several leading Inmarsat staff have left the mother company to join Setfair. Jonathan Elder, previously manager of data services with Inmarsat and a well respected figure in the industry, is working full time for the venture as business strategy director. Andrew Ivey and Gill Patrick, both ex-Inmarsat, are appointed sales and marketing director and chairman respectively. Michael Storey, president of parent company Inmarsat Holdings, will watch over the business as non-executive director. 

There is a great deal of scepticism about the project. Some pundits claim that Inmarsat only launched the venture to try to get a better share price in its IPO next year, and others say that Inmarsat is far too self absorbed to be aware of how good the competition is, and will surely fail. But so far, Setfair does actually look very good. It has a very businesslike attitude and financing which should carry it through the tough times ahead as the purchasing portals battle it out. 

The most important aspect of Setfair is undoubtedly the Inmarsat link. It is a name everybody knows and has had little alternative but to trust. The indication is that Setfair aims to play down the Inmarsat connection; it is only indicated in very small print on the Setfair website. But without Inmarsat, Setfair is thrown into a very unpleasant battle on an equal footing with some very smart companies. It may well choose to play up the Inmarsat connection for everything that it is worth.

SUBHEAD

The business strategy

The business strategy of Setfair does pull off the almost impossible task of differentiating the company from its competitors. For example, Setfair plans to build up users through a series of meetings. When a buyer or seller shows interest in using the service, Setfair sits down with them, to try to work out how they can use the service and indeed, whether it will actually be of any use. 

This meeting is followed by an analysis, where the company assesses the likelihood of e-procurement to represent a successful model. Setfair is fully prepared to pull away, if the analysis indicates that the company has little to benefit. "The will be places where e-procurement will not add value," comments Andrew Ivey. "We will clarify where gains are likely to be achieved. We do not want people to have totally contrary expectations."

Setfair is keen to distance itself from the auction concept, which has already proved extremely unpopular in the maritime industry. Rather than bid on price, suppliers will be given ample opportunity to explain how their services are different to their competitors. There will be ratings systems for suppliers.

The focus of Setfair is to connect the systems of ship operators with the systems of suppliers, with the least possible interruption to the normal business relationship. Ship operators will be able to access as much information as possible about what the suppliers have available, how much it costs and what it does. For this service, Setfair will charge a whacking 4 per cent transaction fee.

Mr Ivey sees the function Setfair will provide as an 'electronic agent,' obtaining goods on behalf of buyers. "I take levels of intent to purchase products and services, and divert those to the sellers," he says. 

One area Setfair does not plan to address at this stage is bunker procurement; it believes that OceanConnect will be hard to displace from its market position. "The oil majors dominate this business," comments Mr Ivey. "We anticipate that OceanConnect is more likely to be successful than not successful."

However, the plans are ambitious. "$350,000 per vessel per year is a typical spend," comments Mr Ivey. "We aim to get 60 per cent of this through e-procurement. This includes inspections, dry docking, safety checks, purchase of navigation systems, communications systems." 

The $70m which Inmarsat has committed will not be provided in one go. It will all be released in tranches, subject to certain operational targets being achieved, including levels of service and the number of customers. So far, the venture has just $2m, which will be used to build support for the pilot phase, running through August of this year. 

The site will go operational in September this year, offering basic procurement services, interfacing ship operator's procurement systems with supplier systems. 

Setfair's first move was to appoint Aris, a Seattle-based computer company, to provide technical input to the site, in a contract worth an estimated £2m. Aris will develop systems and trading applications, taking responsibility for software, hardware, integration, support and maintenance. 

Part of the initial thrust will be in building an offline browser; enabling shipping companies put together their purchases without having to be connected to the internet the whole time. This software will include catalogues of supplies. The browser will have functionality for reverse auctions, requests for quotes. 

For practical reasons, Setfair will start by signing up suppliers and purchasers in Northern Europe. As the business builds, Setfair plans to expand the service geographically, opening offices around the world. 

SUBHEAD

Purchasing from onboard 

So how much will Inmarsat's ship shore communication business cross over with Setfair? There are many possibilities for crossover. Seafarers are expected to become involved in e-commerce very shortly, both managing purchasing for the vessel themselves (rather than through a land-based office) and also purchasing electronic services, such as electronic charts and weather information, which are delivered through the Inmarsat pipe.

At this stage, Setfair firmly sees itself as providing a service mainly to people on land. Andrew Ivey, marketing director, comments that he believes most maritime procurement will continue to be initiated on land for some time to come. 

Inmarsat says that its interest in Setfair ties in with its interest in changing from being an engineering company that operates satellites into a wide reaching maritime communications company with a range of different services. 

Rydex, the ship-shore data communications company acquired by Inmarsat earlier in the year, will also be involved in Setfair. This will include providing both commercial and technical support.
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ShipServ, TransportEdge and Equilinx 

SUBHEAD ShipServ

The shipping portal market is now reaching the point whereby the newer companies can be defined in terms of the companies that have been around a while longer. ShipServ, which should be up and running by the time this issue hits the street, can be described as a cross between the maritime procurement portal OneSea.com and the e-procurement system provider Arena. 


ShipServ, like OneSea, will provide the software through which people will conduct their procurement activities by hosting applications via its website. Use of the software is subject to a subscription fee, but allowing ShipServ to act as an application service provider (ASP) also means that users of the system do not have to invest in any new systems or software. The core application is called ShipLink, and it allows users on board vessels to create requisitions. Once the requisition has been created it goes to a holding place in the system which the shore-based procurement officer can access. The procurement officer reviews the requisition and then creates a request for quote (RFQ) and decides which suppliers to send it to. 

ShipServ has thus far signed up 5,000 suppliers to its service and claims to have the largest database of maritime suppliers in the world; users of the system therefore have a vast database from which to choose. In addition, if a buyer wants to use a supplier that is not a member of ShipServ, he can still do business with that supplier through the system. 


The supplier has an inbox for RFQs, contract orders and direct orders. Each of these can be pulled up simply by clicking on the appropriate icon. Quotes are then sent back to the procurement officer, and once he nominates a supplier, he can also use the system to inform the vessel of when and where it can expect to pick up the delivery. Information is automatically replicated from document to document which minimises the amount of time spent keying in data, and the system creates a historical record of all the information passed between various parties in the procurement chain. And like Arena, ShipServ is capable of linking up to companies’ legacy systems and interfacing with different types of software. 


In addition to ShipLink, ShipServ intends to offer other services, including an enhanced reporting feature, which will allow users to analyse their procurement data; some means of accessing other links in the logistics chain so that once suppliers have made a sale, they can also book and track their delivery shipments; an online payment option; and a ‘hard-to-find’ spare parts database.


The system is currently under Beta testing with a group of 10 companies which consists of five buyers and five sellers. ShipServ says that the group was specifically chosen to be as diverse as possible so that there would be a combination of buyers and sellers who already do business together as well as some who don’t. ShipServ says that it was interested in assessing its impact on existing business relationships, as well as its possible effectiveness as a catalyst for creating new business for its users. ShipServ claims that the test has gone extremely well and is planning to roll the system out by the end of July at the latest. 


Because ShipServ is one of the newer entrants to the market, it has had some time to learn from others’ mistakes. First movers who thought that being tied to a major player in a certain field would be an advantage soon learned otherwise as members of the shipping industry began to cry foul; ShipServ is making a concerted effort to ensure that people know that it is a completely neutral service. “We don’t take investment from manufacturers of spare parts, suppliers or shipping companies,” says Paul Pessutti, business development manager. “If you are going to create a marketplace, it has to be a neutral space where all customers can come in and do business in a fair way.” 


ShipServ is also focusing itself exclusively on the procurement of spare parts, stores and provisions. “We’re very focused on our market,” says Pessutti, “and we are driving towards one particular segment of it.” This focus may help it to attract users while the other portals attempt to achieve definition in the market. 


It may well be that the OneSea-Arena hybrid that ShipServ has adopted will be a winning model. It is still too early to tell who will come out on top in the world of shipping e-commerce, but it does look as if ShipServ will make a fair go of it. 

SUBHEAD

TransportEdge

Maritime procurement portal TransportEdge, based in New Jersey, first came onto the e-commerce radar in July this year. It claims that it will differentiate its services from its competitors by more closely replicating the way maritime purchasing is traditionally conducted in the field. 

It will provide tools to make better buying and selling decisions, as well as better tools to conduct the transaction. It has focussed not only on the transaction but the steps leading up to the transaction and the analysis following a transaction. The portal promises to connect up with other online exchanges rather than basing its strategy on becoming the most important one. 

The exchange will be launched in Autumn of this year, beginning with bunker supplies. Maritime bunkering company LQM is a strategic partner in the site, which is also assisted by internet incubator Vistaar. It is also building up a community of maritime professionals to assist with the transaction.

The service is aimed at fulfilling the purchasing requirements of "ship owners, charterers, suppliers, brokers, traders, service providers, fuel testing companies, barging companies, equipment manufacturers, port authorities, ship managers, port agents and other service providers." 

The company claims to have already conducted a great deal of research into how the process of buying and selling marine products and services currently takes place, building an understanding of what goes into a decision of whether to buy, sell, hedge, and select one supplier over another. 

"Rather than completely changing the way we in the maritime industry have been doing business for many years TransportEdge is using e-commerce technology and a strong management team to transform the current global maritime supply chains to a web-enabled environment," claims LQM.

Hitesh Hajarnavis, ceo and co-founder, was previously an investment banker at Merrill Lynch and Co, in its technology mergers and acquisitions group. Prior to that he was a management consultant working in transportation. He has an MBA from Columbia Business School; he has completed a foundation diploma in shipping and ship management from the Institute of Chartered Shipbrokers. 

Michael Aiello, vp corporate development, was previously an associate of Dewey Ballantine, working in its mergers and acquisitions group, advising clients in mergers and acquisitions. Frederick Hemphill, vp and chief technology officer, was previously director of corporate systems with Phillips-Van Heusen. 

John Brady, director business process integration, was previously senior associate with consultants Booz, Allen and Hamilton; before that, he was an officer in the US Navy. Mitchell Karp, director business process integration, was previously controller of LQM Petroleum Service.

SUBHEAD 

Equilinx - USA 

www.equilinx.com
Equilinx has an internet online marketplace primarily geared to buying and selling ship repair and replacement parts and equipment. The system includes a great deal of functionality to support the transaction, including contract purchases and request for quote dialogue. Equilinx claims that the system is easy to integrate into shipping company's existing purchase and order processing systems. 

Unique among maritime e-procurement companies, most of the staff at Equilinx are ex-mariners, including chief engineers, port engineers, captains, ship operations specialists and purchasing agents. Equlinx also employs a number of seasoned business managers and experts in e-commerce. 

