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What Is Outsourcing? {14 &4 ?
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Third Party Services 3

Distribution o fidixE

Installation & Setup o 2245

Reverse Logistics 3 ) R
Global / Import & Export R/ 0 &

Personnel ==X

Transportation
Packaging/Labeling

Sourcing

23 September 2008




Types of Outsourcing 4 2 7H

Third-party
warehousing is
normally divided

Into two categories:

— Public warehousing

— Contract
warehousing
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Value Added
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Warehouse Services Trends
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-\: Trends Influencing Warehousing

= Value Added Services ....

+ Fast growing part of outsourced warehousing.
+ Allows shippers and manufacturers to “postpone” final
format of products and thus reduce total numbers of

-
SKU’s and inventory size.
rel l I I l + Typical services include:
« Brand labeling / Packaging (private label)

= Order entry and customer service
« Kit assembly / Make-to-order m

* Multi-pak creation

+ Shelf / end-of-isle display ready

+ Reverse logistics for store returns g
Product repair

+ Inventory control

Logistics ship since 1804

. h{ Example: Retail Supply Chain
e End-of-Aisle Displays.
Club Packs, Labeling and Packaging.
Multi Vendor Sales Promotion Displays & Master

Value-added Services...

Invoicing Retailer for Wholesaler.,

Vemsbor Pallt (MVT'} Progres
Tpeari sty jaden

Services

"y ‘-;: Trends Influencing Warehousing

= Value Added Services ....

+ Increasingly important for servicing select
industries:
+ Club stores
* Mass merchandisers
« Box retall / Depariment stores
+ Auto lines and repair channels
. Grouenr wholesalers and retail chains

= Postponement Concept...

+ Delaying the final product form in order to
customize for customer delivery spec's.
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Outsourcing #Mg In China

A Changing Market in China




Logistics Is Changing in China
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It used to be all about storage #f#
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orld Class Warehousing in China




Top Thirty 3PL’s In China

Company Name 16 China Railway Sepcial Cargo Service Co., Ltd.
COCSCO Logistics Ltd.
China Postal Logistics Co., Ltd..

17 Shanghai Jiaji Express Co., Ltd.

18 Tsingtao Haier Logistics Co., Ltd.

JC International Logistics Group Co., Ltd. 19 Tsingtao Transportation Group

Heilongjia Provincial Huayu Logistics Group Co., Ltd. 20 ShenzhenTempus Logistics Co., Ltd,

Guangdong Postal Logistics Distribution Service Co., 21
Ltd.

China Shipping Logistics Co., Ltd.

Anji - TNTAuto Logistics Co., Ltd

EAS International Logistics Co., Ltd. 24 PG Logistics Group Co., Ltd.

Tianjin Datian Group Co., Ltd. 25 Shenzhen EH Supply Chain technology Co., Ltd.

China Railway Express Co., Ltd.
22 South Logistics Co., Ltd.
23 China Railway Modern Logistics Technology Co., Ltd.

China Material Warehousing and Transportation Co., 26
Ltd.

JHJ International Transportation Co.

Guangzhou Haiyuan Logistics Ltd.
27 Shanghai Ba-shi Yuexin Logistics
: o Development Co., Ltd.
Sinotrans-Yue Lee Logistics, Ltd.
28 China Container Holding Group Company
29 China Southern Airlines

30 China Merchants Logistics Group Co., Ltd.

China Railway Container Transportation co., Ltd.

CHINA AIR EXPRESS CO., Ltd.

Tianjin Zhehua Logistics Group
Source: China Association of Transportation-and Communications, 2004
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US Outsourcing #M.

Outsourcing Trends in the US Market




Main Challenges for US 3PLs

Maintaining profits under price
pressures from customers

Consistently delivering cutting edge
technology to customers

Customer relationships

Globalisation of 3PL market — delivering
services in new geographic regions

Competing with giant global 3PLs
International security initiatives

Increasing M&A activity

Emergence of 4PLs / LLPs

Source: North American 3PL Market Report, April 2007
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Main challenges for US 3PLs

1% 8% 18%
2% 10% 16%

2% 10%

6% 26% 24%
3% 21% 42%
6% 31% 34%

-2 =3

= 1 (not a challenge)

=4 m5 (considerable challenge)
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Growth Opportunities in US 3PL Industry

Growth opportunities in US 3PL industry

19

Glabal freight management

Providing technology / IT salutions
1

4PL/LLP services

General transportation / d hlribuiin-q _

Reverse Iugls‘lic.? _

Providing an RAD solution

Supply chain consultancy and desigrjll
General warehousing

Packaging / |::|i-n:lucil'|-u;13

Spare parts logistics I

Freight audit payment

Source: North American 3PL Market Report, April 2007
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Geographic Growth Strategies

Strategy for expansion into new geographical regions

13%

-
m‘

= We are entering new geographical markets when our customers do

= We are pro-actively investing in distribution networks and distribution centres in new
geographical markets before custome rs have actually demanded it

= We are acquiring local logistics ! fransport providers in new geographical markets to
expand our network in those areas

mWe are not expanding into new areas

E Other Source: North American 3PL Market Report, April 2007
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4PL / LLP Strategies

Advantages of 4PL /LLP model

Increased contral over complex multi-country,
multicontract logistics requirements

Increased ability to handle large-scale projecls

Increased supply chain visibility

Improved business relationship and alignment with
customer

Expertise and planning capabilities to react to
supply chain volatility

Cosl reduction /improvement opportunities

Ability to respond to customers' need lor supply
chain innovation

Other

Source: North American 3PL Market Report, April 2007
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Acquisition Risks/Challenges

Key acquisition challenges

Smooth integration of IT systems and data
ma nage me nt

Cultural integration of staff / management /
business gtrategy

Minimising disruption to daily activity and
pe rformance

Cultural integration - when taking on
edtablished clients from other 3PL

Other

Source: North American 3PL Market Report, April 2007
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WUsers Concerns

Shippers' key outsourcing concerns

T7%

Loss of control

Perceived service issues 53%

Perceived higher cost 45%

28%

Reduction in fexibility

Logistics is a core compelency lor their own
company

Lack of experlise

24%

23%

Loss of potential to innovale own supply chain

2

Reduction in cargo securily / responsibility

Other

Source: North American 3PL Market Report, April
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Warehouse Contract Length
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U S. 3PL Market 1996 to 2006
($ Billions)

$120.0 e s

$103.7
np— e
| 13.?4 CAGR | _—
$80.0 LAl
$71.1
$65.3
$60.0 $56.6
$45.3
$30.6

40.

i $30.8 $34.2

$20.0

$0.0 . : ' 1 : :

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Year

7 ©Copyright 2007 Armstrong & Associates, Inc,
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Top 25 North American 3PL companies based on Met Revenues
Revenues - Redenides -
Company Gross (S ming | Net (§ min)
1 =S Supply Chain S olulions 1,514 1,514
2 | Byder 1877 1463
3 |Exel 2407 1,285
4 |Schreider 1164 1164
5 |DHL Dargas Air & Ocean 1,358 1,168
6 |Calempilar Logistics Servces 1,750 1,050
¥ | Pereke Logislics 2450 1,048
g | Aerko Vo dvide 1,576 1,000
8 |MYE Logistics (Amerncas) aa7v oy
10 | Tibbett & Snlten Group Amencas o45 g
11 |TNT Legistics Modk SAmenca 7 o5d Tod
12 |Expedibon Inberraliorssl of Washingbon Inc 2624 Ta5
13 | AP Logistice N ()6
14 |J EHur Traresport Services Inc B71 71
15 | LSO b & Plage| 1,680 65
16 |Fedex Supply Chain Servces GBI3 B3
17 | LTI Werkdvdde, Irnc 1,505 286
18 | Fesn 6210 a50
18 | AmeriCold Logistics ko T 875
20 | H Robirson a4 37 45
21 |Mppon Express USA e BS540 =4
22 |rorth American Logislics B4 45
23 |EGL Exagle Global Logislics T 478
24 |EAX Global Supply Chain M ragement BTG 45 4
25 | Gerco 408 e
Eanuics ! sryataiianspan

2008 CHINA
Warehousing Annual e e
Conference and Exposition_ T
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Trends In Outsourcing
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The Direction for Tomorrow
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Global Estimates of 3PL Revenue — 2006
($ Billions)

Gross Net | - Contract
_ Revenue = Revenue ITM | Logistics

Japan 3 17 7 30
China 3 15 10 20
OtherAsiaPacific 18 9 6 12
Other Americas 24 12 8 16

Global 3PL Market penetration is low, but growing.

3PL Penetration is 20% in Europe, 17% in US and lower in Other countries.

6 ©®Copyright 2007 Armstrong & Associates, Inc.
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Consequences of Rising Fuel Costs

Consequences of higher fuel prices

Inventory costs pushed closer to final destination

Increased buffer stocks, larger loads shipped
Development of more flexible manufacturing

strateqy

Near-shoring to reduce inventory

Increased product density
Development of central warehouses

Postponement of product finalisation
In-sourcing drives changes in warghousing and
distribution
Locating production at customer plant sites
Exchange of commodity products with
competitors to reduce the need for transportation
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Regions With Most Growth Potential

Regions with most growth potential within next 3 years

China
Maorth America
India

Easlern Europe

Mexico

Russia

Rest of Asia (excl. China & India)

Middle East

Western Europe
Brazil

Rest of South America (excl. Brazil)

Source: North American 3PL Market Report, Apri
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Industries With Most Growth Potential

Industries with most growth potential within next 3 years

Retail

Food & beverage

Hi-tech ! electronics

Industrial

RACG / CPG

Pharma / medical / healthcare

m 1 (least potential) - =3 — i3 = 5 (most patential)
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Key Reasons for Non-Renewals

Key reasons for non-renewal of 3PL contracts

Poor service

Inefficient management by 3PL

Cost "creeping”

Alternative 3PL ottering cheaper price

Hidden costs 42%%
performa nce
Relationship management issues 34%
Loss of logistics innovation capacity |G 187
Loss of control over 3PL 18%:
Clashing firm cultures | 18%
Alternative 3PL offering better service 18%
Over-dependence on 3PL [ 123
Latent information asymmetry 11%

Other 3%

al
antemhnper 2 ( K xposition
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1‘% Trends Influencing Warehousing

* Industry Landscape Changing....
P Logisucs 8

J3PL Consolidation: Convergence of Schenker (DB) | |
Global Freight Forwarding and U.S. L ,
Warehousing

international
U.S. Logistics Market Map: Top 50 Companies A quirars
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Consolidation - a major market driver

2P L IM&A Ercal Do

1%
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Cfthe 83 et MES Immreascions
arabrzed 2% are services based

33w areregion based 17% are

sechor based arsd 11 % bovesrds
gmawith i fiche s=gment

The langest acguistions are asset
Based folloased by service biased
ard then mgional based. Mon-asset
basrdplayers ars acgurng asset
based pbayers ard vice vemsa, for
=ffeclive risk managemert
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The Future of the 3PL Industry

The mvevwve IFL playing field — Where the future winners can
e fouwurnd

Era i e g s o e e
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Evﬂlving Eupply EhEi“E — increasing complexities

Eauema: arpatanrans pan
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