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What do e-procurement companies do? 

DECK HEAD Managed software which uses the internet, e-commerce companies, or just plain software companies? Which model works best to help shipping companies purchase their supplies?

By Donald Staffin, executive vice president of e-procurement company iShipExchange
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As the e-commerce marketplace begins to mature, there has been much discussion on the actual value proposition of automating the maritime supply chain, the role of e-procurement companies and software companies, and payment models covering the various aspects of the marketplace.

The value proposition for maritime procurement software and e-commerce boils down to several distinct areas:

Shipboard Operations (simple requisitions for stores and spares, and full Preventive Maintenance/Inventory Control);

Ship to Shore Connection (transmission of requirements to office, establishing data consistency and accuracy);

Ship manager's office operations (purchasing "nuts and bolts", workflow (Approvals), Invoice Reconciliation, Accounting and Budgeting)

Communication between Supply Chain Participants (sourcing and requests for quotes, purchase Order and acknowledgement, delivery Cycle, settlement)

Supplier operations (catalogues and information, sales “nuts and bolts”, workflow, billing, sourcing/buying from next stage suppliers).

Nothing of value is free, and to claim otherwise is fantasy.  Each of the stages along the value proposition cost money, and the value is derived from the savings realized exceeding the costs incurred.  

When this discussion turns to payment models, we will see how the various stages may require different types of payments.
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Memory lane

It is a useful exercise to look at how several of the early participants in this marketplace have tried, with varying degrees of success, to address various portions of the value chain.

The first players were the companies who developed offline systems for use in shipping.  These systems, such as AMOS (SpecTec), ShipNet, NTC (later ABS), and CL-Sea, were focused from the ship manager’s office back to the ship in various capacities.  

Automation focused on reducing the time and cost of processing the mountains of requisitions, gaining control of the in-house purchasing process, and linking with accounting.

With the proliferation of spreadsheet programs such as Lotus 123 and Excel, ship managers began to use spreadsheets as a way of communicating large requests to the suppliers.  

These spreadsheets could be generated from and imported back into in-house systems, reducing the need for retyping and thereby shortening both the response cycle and labor costs.  Because not everyone yet had e-mail, in some cases these spreadsheets were placed on floppy disk and send via courier.

In the mid 1990’s, Norway’s Telenor, in co-operation with Stolt Nielsen, tried to establish a global network for communication between buyer and supplier, called Marlink.

Heavily fax-based and so far ahead of marketplace acceptance of such technology, the concept did not catch on and Telenor moved on to other projects.

The first real attempt to utilize the internet for shipping was the SeaPages initiative made by ISSA in 1997.  SeaPages was to be a site where marketplace participants could use the ISSA catalogue as a common point to perform spot purchases of catalogue items.  

In addition, various information and postings (i.e. content) were to be available on the site, which was a precursor to the exchange concept that soon swept the technology community.  

ISSA had the correct vision, but was a little too early to market, and was not able to sustain the effort long enough for the rest of the industry to catch up and prove them right.

In 1999, Arena in Hong Kong, The Quoting Dock in the USA, and later Stolt Nielsen, also in the USA, launched real operating e-commerce sites.

Basically started as private exchanges (Arena for Wallem, The Quoting Dock for Universe Tankships, and Stolt Nielsen for itself), these sites were designed to replace the Excel request for quote system with internet automation and build out a marketplace among many other companies.  

Stolt Nielsen’s efforts became PrimeSupplier (later SeaSupplier), The Quoting Dock was acquired by iShipExchange, and Arena was acquired by Hutchison and is no longer an active participant.  A few others experimented with e-commerce capability, but the efforts either quietly fizzled or did not emerge until 2000.

This article does not focus on the actual telecommunications aspects of the marketplace, which is highly developed business in its own right.  Both SetFair (Inmarsat) and Marlink (Telenor) were attempts to join the two technologies, but neither was successful.
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Managed marketplaces or software? 

During late 1999 and throughout 2000, as the various maritime e-procurement marketplaces began to form there seemed to be a new announcement every week, eventually numbering in the dozens in e-procurement alone - iShipExchange, ShipServ, MarineProvider, and SeaSupplier represent the surviving entities out of that crowded field.  

A belief began to form among a significant part of the industry that the e-commerce companies would eventually supplant the software companies as the total procurement solution.  

CommerceOne, Ariba, Oracle, Intellisys, and IBM were the names that many believed would come to dominate as e-commerce companies, and even those who had developed their own platforms were assumed to be in the market for one of the larger solutions as soon as they could afford it.

To paraphrase Mark Twain, reports of the death of software companies were greatly exaggerated.  This was due to several factors:

None of the "canned" marketplaces (i.e. CommerceOne, Oracle, etc) meet the specialised needs of the shipping industry.  This means that either significant customizations would be required to make one of these solutions usable, or the custom-built platforms would have to be grown and extended.  

Either way, it is an expensive undertaking, and none of the surviving e-procurement companies has sufficient funding to supply a complete end-to-end solution.

The software companies have not been standing still.  Their capabilities continue to improve, and it is much less expensive to build upon existing functionality than to create it from scratch.

The communications and logistical difficulties inherent in shipping, more than any other marketplace, will generate the savings to support the global infrastructure currently being constructed.  

However, these same challenges make it impossible, at least in the short and medium term, to create a single end to end solution utilizing the internet.

There are certain functions that, either for security reasons, or simple efficiency, may never make sense to perform through the internet other than, perhaps, with a remote connection such as Citrix.  Within the ship manager's office, LAN communications will always be faster, more reliable, and more secure than internet.

Equally premature has been the claim of some of the software companies that the e-procurement companies have been rendered unnecessary by the introduction of MTML (which was spearheaded, ironically, by the e-procurement companies).  
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The portal concept

While the majority of the e-procurement companies that announced over the past three years have disappeared or consolidated for a variety of reasons, including lack of funding, poor choices, bad market timing, or external factors, no one ever believed that the marketplace would support more than a handful of players.  

However, the portal concept as implemented by the e-procurement companies brings unique capabilities to the marketplace that offline software cannot duplicate.

The portal brings together disparate parties on a common platform.  Whether the participant on either side wishes to become e-commerce enabled through e-mail, FTP, or full integration, their choice should not affect any other marketplace participant.  

The heavy investment that these companies have made has been concentrated in the areas of platform and integration.

E-procurement companies can aggregate content that supports the purchasing process in a way that offline software can only barely address.  Catalogues, one-off transactions, postings, and other related activities are best served by internet-based solutions.

MTML is a useful communication standard, but it does not represent as much of an advance as some would like to think.  At any time since the advent of the internet, much of the same capability could have been achieved, although with less elegance, through the use of formatted ASCII text files.
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Connections to suppliers

E-procurement companies reduce the number of integrations to one per participant.  For example, ten ship managers independently connected to ten suppliers, even using like software, represents 100 connections.  Through an e-procurement company, there are only 20 connections.

Extend this logic to 7000 ship managers and just the top 10,000 marine suppliers (there are actually 40,000-60,000 suppliers depending on the estimate), and the number of independent connections jumps to 70,000,000 vs. 17,000 through e-procurement companies.  

Even allowing for the fact that there are four leading e-procurement companies, the number of connections will not jump fourfold because the e-procurement companies will eventually establish back-end “X2X” communications.  

Now imagine what happens when a change is made and the links need to be updated and re-tested.  As an IT professional for a ship manager or supplier, would you rather be dealing one link to an e-procurement company or anywhere from hundreds to thousands of links to your trading partners?

The e-procurement companies have developed "light" tools to provide a measure of automation for those companies who have none.  ShipEx™-L (ship and office-based software) by iShipExchange, and ShipLink™ (ship-based software) by ShipServ are two examples of such tools.  They allow companies who are not yet ready to make the jump to full automation with a way to at least get their transactions onto the common platform.  

However - and this is a critical point - these tools are the first step on a path that must lead to a more sophisticated solution if the full benefits of automation are to be realized.
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Service and support

The e-procurement companies have service and support organizations that are specifically designed to address the needs of on-line activities 24 hours a day. 

Any problem that arises can affect thousands of users simultaneously, and require instantaneous response.  This is, of course, due to the fact that there is a single site.  However, it also means that the service can be statistically aggregated into a smaller organization than would be required for independent installations.  There is no patch to distribute to multiple users, and communications with affected participants can be immediate.

This last point cannot be understated.  All users need support, and as the pace of communications increases, the need for rapid response becomes critical.  Only by aggregating the support and response capability can this be provided in a cost-effective manner.
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Software and e-procurement together

Before answering the question of how software and e-procurement companies can cooperate, it might be useful to address the question of whether they need to cooperate at all.  

Very early on, in October of 2000, Thomas Falck, former President of SpecTec (now Xantic), said "We (Spectec) are in the business of putting software on the ships and in the offices.  You (the e-procurement companies) are in the business of connecting everyone up."  

With so many announced e-procurement companies, he went on to point out, it was almost impossible either to predict the eventual winner or to match the investment.

Some software companies have therefore pursued an equity investment strategy to realize some of the upside in the e-procurement companies, while others, such as ShipNet and Logimatic, have pursued an alliance strategy designed to increase their market share in concert with the e-procurement companies.

Linda Ho McAfee, CEO of Hong Kong-based iShipExchange, says, “I think the market now realizes that the solution needs to be supplied by multiple parties working together to apply their technical expertise to the different elements of the maritime supply chain.”

The cooperation can take place on three main levels.  First the software companies continue to develop effective ship and office applications at a level of functionality that for the foreseeable future cannot be matched by anything that can be done on the internet.  

The e-procurement companies continue to build out the communications infrastructure to tie market participants together on a common platform.  

The primary cooperation point is therefore the seamless integration between the software system and the e-procurement company.  Second, the e-procurement companies must work diligently with the supplier community to continually improve the basis and efficiency by which they become e-commerce enabled.  Third, the “light” capabilities that the e-procurement companies develop for market participants that have no automation at all can serve as stepping stones to more sophisticated software solutions as they reap the benefits of e-commerce first.  

Already relationships have formed among participants that will allow this process to take place.

The end game several years out may possibly be a consolidation between software and connectivity once the internet catches up to the need for sophisticated ship manager systems.  

Because of the size of the investments on both sides that will have taken place by that time, as well as the support networks that each will have established along very different service models, consolidation is a much more likely scenario than duplication of development.
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Payment models 

Assuming the value proposition is valid, the payment model must contain two important aspects.  First, since services rendered must be paid for, the charges have to sufficiently cover the costs along the entire chain or parts of the chain will fail.  If this happens, large segments of the market will revert to or stay in pre-internet operating mode awaiting the next major technology investment.  

Second, the costs must be able to be unbundled so that participants who avail themselves of only part of the process are able to pay for that portion which they use, and not more or less.

There are various payment models which can work. 

Ship and Office-based Software: the shipping company pays license Fees per installation, usually one-time.

Communication between Supply Chain Participants – Fees are charged related to usage (see below), plus one-time charges for integration.  This includes both ship manager/supplier and supplier/next stage supplier.

The supplier can pay for subscriptions or take out advertising on catalogue based services

The supplier can pay for office-based software, with License Fees per installation, usually one-time.

One of the most important aspects, not to be overlooked, is the actual mechanics of collecting the fees related to usage for the e-procurement companies.  

While the conventional wisdom originally held that a transaction “toll” per each transaction (like a credit card or a telephone) charged to either buyer or supplier was the best approach, in practice only OceanConnect in bunker auctions has been able to make this strategy work in its purest form.  

There is also a disincentive for use when each transaction carries a quantifiable cost related to the specific value of the transaction.  

The marketplace therefore seems to be settling toward one or both of the following:

Ship Operator pays a periodic (monthly) fee based on the number of ships transacting through the system, regardless of volume.

Supplier pays either a percentage of successful transactions based on sale price or a flat fee per purchase order accepted.

One final point:  It is critical to realize that regardless of who actually pays the check for the usage of the e-procurement platform, the transaction itself must support the cost with the savings.  In an efficient marketplace, the collection will settle to one side or the other according to the model which produces maximum liquidity and lowest barrier to participation.
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