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The new logistics transforms your supply chain. Say you supply handlebars across your hemisphere. With UPS,
you can have greater visibility not just between you and your retailers, but also within your own company. That
means you can tell what’s coming and going, when to staff up, how to better manage your inventory. It means you
can manage your resources better. It means you take your supply chain and turn it into a competitive advantage.
thenewlogistics.com
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EQUIPMENT AND TECHNOLOGY SURVEY

Cautious
spending reigns

The number of supply chain organizations planning to
spend on materials handling equipment and technology is
increasing; but after being in “survival mode” for so long,
budgets are small and decision makers are still wary.

BY MAIDA NAPOLITANO, CONTRIBUTING EDITOR

ast December, Washington law-

makers wrote a small provision

into the new 2011 tax law allow-

ing businesses to fully write off

productive capital investments
in one year, instead of amortizing them,
giving companies lower taxable incomes
and essentially freeing up more money to
spend on labor or expansion.

Comparing spending on materials handling
solutions for the coming year (2011 versus 2010)

How does your company’s spending
on materials handling solutions in
2010 compare with 2009?

Increasing
16%

Decreasing
17%

Staying the
same as 2009
67%

Source: Peerless Media Research Group

For 2011, 36% say their spending is increasing. Last year, only 16% said their

spending was increasing.
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the same (+/- 5%)

How does your company’s spending
on materials handling solutions in
2011 compare with 2010?

Increasing
36%

Decreasing
17%

Staying about

as 2010
47%

If the government gets its wish, this
year businesses will stop putting off the
purchase of automated sortation systems
and lift trucks and spend, spend, spend.
Well, it seems that this wish could in fact
come true.

According to the 2011 State of Ware-
house/DC  Equipment and Technology
Survey conducted for Logistics Man-
agement and sister publication Modern
Materials Handling in January by Peer-
less Media Research Group, significantly
more respondents—36 percent versus
16 percent last year—are planning to
increase their spending on materials han-
dling solutions in the coming year versus
the previous year.

And while this finding most certainly
sets an optimistic tone for the report,
there is some data that may slightly tem-
per the industry’s enthusiasm. While more
companies may be spending, the median
amount each firm plans to spend over the
next 18 months for both materials han-
dling equipment and information systems
solutions is just $77,000, or 8 percent
lower than our 2010 findings when that
number rang in at $84,000.

“That’s the equivalent of two nice new
lift trucks or one specialized truck like
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2011 state of warehouse/DC equipment and technology survey

While the hard data
builds the foundation of
this annual report, reading
open-ended responses
often helps to fine tune
the overarching tempera-
ture of a market. Here's a
small sampling from the
2011 State of Warehouse/
DC Equipment and Tech-
nology Survey

Open-ended

question:

In what (if any) areas are
you currently investing?
If you are holding off on
investing, what specifically are you holding
off on?

Responses:
“Investing in only what is immediately
needed...”

“We are investing more in machinery to
make our production run more efficiently and
are avoiding unnecessary spending on of-
fice equipments, cellphones, and other non-
urgent supplies...”

“Heavily on manufacturing and holding off
on distribution until our growth subsides...”

“We are holding off on buying new equip-
ment and are upgrading our current equip-
ment...”

“Adding an additional building to our dis-
tribution network, purchasing additional fork
lifts...”

Taking the temperature of the market

-

“We are moving forward with a new ware-
house management system...”

“We're spending as the need arises, with
a more cautious approach regarding actual
ROLI...”

“We invest in anything that saves
money. ROl is immediate with a savings.
Anything that has ROI of more than one
year we have put off unless it's necessary
to do business...”

“We're investing in order picking and stor-
age automation...”

“Not holding off on anything specific,
we're just being judicious...”

“Maximizing the productivity of the re-
maining workforce...capacity expansions
might come later...”

“Investing in efforts to meet homeland
security requirements including some
materials movement equipment, some
containers...”

“We have reduced every form of in-
vestment...Inventory, fleet, materials
handling equipment, associates, payroll,
and benefits...”

“Holding off on high capital expenditures
if ROl is not less than two years..."”

“We are holding off on all investments un-
less absolutely necessary...”

“Investing in racking, holding off on lift
trucks...”

“Just completed installation of mezza-
nines and carousels...”

the tip of the iceberg. Over
the next few pages we'll go
deeper into the data gleaned
from the 2011 survey results
while tracking changes in
the materials handling mar-
ket over the past year. We'll
examine current utilization
rates of manufacturing and
warehousing facilities, zoom
in on specific areas that
warehouse and distribution
managers are planning to
invest, track which best prac-
tices are gaining importance,
identify green initiatives cur-
rently in use, and explore
how they're currently making
materials handling purchase
decisions.

Questionnaires were e-mailed
to readers yielding 463 total
respondents, mostly from
manufacturing companies
with revenues ranging from
large (35 percent have sales of
$100 million or more) to small
(16 percent are under $5 mil-
lion). Only those responses
from management and per-
sonnel directly involved in the
purchase decision process of
material handling solutions
were considered.

With such a broad repre-
sentation of respondents, this
is a great opportunity to gauge
how plans for your ware-
house/DC  equipment and
technology investment match
up with those of your peers

a turret truck,” says Don Derewecki,
senior business consultant for TranSys-
tems, a supply chain consulting firm.
“With that level of investment you're
just making marginal improvements.
Only 12 percent of the respondents
are planning to spend a million dollars
or more; so, to me that says that only
12 percent say they're doing something
significant.”

“The costs of the distribution and
warehousing side of many supply chains
have been so depressed over the past
couple of years that there’s really not
a lot of movement you can make,” says
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Scott Pribula, president of TranSystems’

management and supply chain consult-
ing group. “If buying two lift trucks is
your budget, then that's just attrition
to me. You're not really moving into the
next level of efficiencies.”

In fact, a sense of caution remains
with 78 percent of our 2011 respon-
dents saying that theyre proceeding
slowly until the economy becomes more
stable. Most are keeping spending dol-
lars to a minimum and only for those
purchases critical to sustain ongoing
business (see sidebar).

However, these findings are just

across the country. Here'’s
what we found.

LOW CAPACITY = LOW
MOTIVATION TO IMPROVE

There’'s one explanation for the low
amount of spending dollars attributed
for 2011: There’s just too much avail-
able capacity. Even though growth and
spending started turning the corner
last year, there’s still plenty of avail-
able capacity in our respondents’ facili-
ties with utilizations averaging only 64
percent, a continuing decline from last
year’s 65 percent.
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2011 state of warehouse/DC equipment and technology survey

Amount to spend on materials handling
equipment and information systems solution

Less than $25,000 25%

$25,000-$49,999 18%

5 2010 median anticipated spending
$50,000-$99,999 13% $84,000

o 2011 median anticipated spending
$100,000-$249,999 19% $77,000

9% 8% lower than the 2010 median
spending. (Median implies that
50% of the sample are planning on
spending up to the median amount.)

$250,000-$499,999

$500,000-$999,999 L%

$1 million-$2.49 million 5%

$2.5 million or more

Source: Peerless Media Research Group

12% are planning on significant changes

The economy and its impact on spending on

materials handling equipment and technologies

We are taking a "wait and see" approach, and making only those purchases
and investments that are critical to sustaining our ongoing business

We are moving slowly and proceeding cautiously
with our purchase and investment decisions

The economy is having little or no impact
on our materials handling spending

Source: Peerless Media Research Group

78% are taking
a “wait-and-see”
approach and
proceeding cautiously.

Areas of investment in the next 18 months

New equipment/Equipment upgrades

Information technology hardware/software
Staffing/labor
Maintenance services
Enterprise applications (ERP, CRM, WMS, WCM, etc,)
Outsourcing/3PL services
Outside services (3PLs)
Other . 5%

Source: Peerless Media Research Group
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“Corporate management is guar-
anteed to question the need for addi-
tional investments when operating at
such low capacity utilizations,” says
Derewecki. “People really don't even
think of investing until capacity con-
straints start biting them.”

This continued downhill trend in
capacity utilization for manufacturing
is also baffling our experts. “Most man-
ufacturers, in order to stay in business,
had to really consolidate their manu-
facturing effort,” notes Pribula. “With
the optimism in the economy and the
building of inventory, I would think it
would rather be on the uptick, instead
of going down.” He cites a company
with three plants that currently have
very high utilization rates—but two
years ago, it had five plants.

There is also continued low capac-
ity in stand-alone warehouses (60 per-
cent on average) and warehouses sup-
porting manufacturing (56 percent on
average). “This doesn’t surprise me,”
says Pribula. He believes companies,
in general, have gotten much better at
demand planning and controlling their
inventories.

SHOPPING LIST FOR 2011

While the budget for this year’s materi-
als handling spending may not be as big
as many had hoped, let'’s examine the
areas where supply chain organizations
say they're going to spend their money
over the next 18 months.

The top three items remain the same
as the 2010 findings: (1) New equip-
ment/new equipment upgrades (68
percent); (2) Information technology
hardware/software (47 percent); and
(3) Staffing/labor(37 percent).

For specific material handling equip-
ment, results show continued high
interest in RFID solutions/products and
automated storage solutions (includ-
ing carousels and vertical lift modules)
for two years in a row. However, the
percentage of respondents actually
using RFID and automated storage
has remained relatively unchanged
from last year—at about 20 percent.
“It doesn’t surprise me that they are
evaluating it,” notes Pribula. “But when
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2011 state of warehouse/DC equipment and technology survey

Specific equipment in use/will evaluate
in next 18 months

Materials handling equipment
and systems (NET)

Racks and shelving
Printers

Lift trucks and accessories
Totes, bins, and containers
Bar code scanners

Dock equipment

Packaging including palletizers,
pallets, and dunnage

Wireless terminals

Conveyors including
sortation equipment

Controls

Power transmission including
motors and belts

Hoists, cranes, and monorails

98%
95%

82%

12%

82%
13%

85%
10%

68%
13%

65%
21%

68%

®
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63%

62%

2
|$|

Py
3

50%
18%

51%
19%

48%
16%

45%
11%

22%

RFID solutions/products

Automated storage including
carousels and vertical lift modules

11%
AGVs 17%

Source: Peerless Media Research Group

are they going to truly invest? Are they
really going to implement it?”

Over in the information manage-
ment systems aisle, with over 40
percent of respondents already using
ERP and WMS, plans are to evaluate
and invest mostly in warehouse con-
trol systems (WCS), transportation
management systems (TMS), and
voice systems. Derewecki predicts
voice technology will gain even more
traction in the coming years. “It’s a
means for significantly improving the
execution and control of your opera-
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34%

22%
24%

Hl Inuse

Plan to evaluate/invest
in 18 months

tion without a huge hardware invest-
ment,” he says. “While it’s been used
in picking for a long time, it could be
used very flexibly in virtually every
department such as receiving and
replenishment.”

BEST PRACTICES INSIDE THE
FOUR WALLS

For two years in a row, both manufactur-
ing and distribution sectors have con-
sidered (1) continuous improvement,
(2) labor productivity, measurement,
and management, and (3) “lean” opera-

tions as very important best practices
inside their organizations. For manufac-
turing, results show a significant per-
centage increase in the importance of
building to stock. Derewecki points out
that when you build to stock, product
rolls off the assembly line directly into
a trailer for shipping to a customer. “In
this case,” says Derewecki, “you don't
need warehousing.”

For distribution, same-day order
shipping is gaining importance. “It's
consistent with what we're seeing out
there,” reports Derewecki. “We just did
a project for a healthcare company and
their policy is if you order it by 5:00
p.m. it gets shipped that day.”

Value-added services (VAS) are also
gaining prominence. While a few com-
panies may be doing it as a means of
differentiating themselves, it's mostly
because customers are demanding it,
says Derewicki. “They're pushing more
services back up the supply chain so
you have more shelf-ready merchandise
for retailers.”

Pribula expects increasing focus in
trading partner collaboration by 2014.
“More companies are working together
in such areas as distribution and trans-
portation, sharing loads with their trad-
ing partners, or utilizing other people’s
networks to reduce their costs,” he
says. “I've heard other people sharing
logistical costs based on capacity within
certain players—even competitors—
not only in rail but also trucking.”

GREEN INITIATIVES CONTINUE
TO BLOSSOM

Recycling remains the top green ini-
tiative in use at 78 percent, followed
closely by lighting fixtures and/or con-
trols (74 percent), and fans to circulate
cool or warm air (51 percent). Pribula
speculates that the reason these initia-
tives are so widely in use is because
these are fairly inexpensive and quickly
gets “green money back to me.” He
points out that the bottom three:
upgraded insulation, LEED certifica-
tion for new buildings, and solar panels
require higher capital costs in order to
execute them.
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There is also a significant increase
in respondents taking advantage of the
benefits of being green by obtaining
rebates from authorities and applying
for tax incentives—from 50 percent in
2010 to 64 percent in 2011.

“There’s more of a communication
drive and more awareness into these
incentives,” notes Pribula. “With two
of my biggest clients, there are actually
people that have been hired to strictly
have this responsibility. Yes, they have
VPs of sustainability.”

WHO’S DOING THE BUYING?
High capital investment projects—
such as automation and software that
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ent and technology survey

extends beyond the four walls—have
heavy involvement from corporate
management, while the responsibility
for purchasing lower cost solutions—
such as lift trucks, racks, and pack-
aging equipment—Ilies mostly with
materials handling and warehousing/
DC management.

Our experts were not surprised by
the high level of loyalty given to exist-
ing suppliers, particularly with 1T
solutions market. “Many managers of
warehouse/DC operations really do see
themselves as captive to the informa-
tion system supplier that they already
have, just because it would be such a
huge change for them to do something
different,” adds Derewecki.

However, this sense of loyalty
doesn’t seem to apply to third-party
logistics providers (3PL). Over 40 per-

cent are planning a switch to a new
3PL supplier, instead of sticking with
their existing one. “If your existing 3PL
becomes non-competitive, there are
many others,” he adds.

TAKINGIT ALL IN

The economy might be on a road to
recovery, but not necessarily at the
speed we all would like. The num-
ber of companies planning to spend
on materials handling solutions is
increasing, but after being in “survival
mode” for so long, budgets are still
small and companies are moving slowly
and being cautious.

Despite these cautionary tales, how-
ever, the future is certainly looking
brighter than it was just 12 months ago.
“But I wouldn't call it exuberant...not
just yet,” adds Derewecki. []
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