Organizational Structure for Effective Logistics
Performance

Definition:

e The organization structure defines how activities within an
organization are coordinated and managed to achieve logistics goals,
ensuring efficiency, cost control, and high service levels.

e To ensure smooth and seamless coordination of all logistics activities
from procurement to customer delivery.




Centralized Structure:

Definition: In a centralized
structure, decision-making
is concentrated at the
headquarters or a single
location.

Advantages:

Greater control over
logistics functions.

Uniformity in processes
and policies.

Economies of scale in

purchasing and
transportation.

Decentralized Structure:

Definition: In a
decentralized structure,
decision-making authority
is distributed across
multiple locations.

Disadvantages:

Slower decision-making
due to distance between
management and
operations.

Less flexibility to respond
to local market changes.

Advantages:

Greater flexibility to
respond to local customer
needs and market
conditions.

Faster decision-making at
regional or local levels.

Disadvantages:

Lack of coordination
between different regions.

Potentially higher
operational costs due to
lack of standardization.




Stages of Functional

Aggregation in
Logistics Organization

Stage 1: Functional
Silos (Separate
Operations)

Different logistics functions like
transportation, warehousing, and
inventory management are
handled independently with little
coordination.

Stage 2: Integration Stage 3: Full

Functional

of Functions .
Aggregation

Full integration of all logistics
functions, creating a seamless flow
of information and goods, with
shared systems and centralized
control. This leads to optimized
performance, reduced costs, and
better customer service.

Functions begin to integrate, with
shared resources, coordination
between departments, and some
degree of standardization.

Stage 4: Integrated

Logistics System (ILS)

A complete system where all
logistics activities are integrated,
typically involving third-party
logistics (3PL) or fourth-party
logistics (4PL) providers for
seamless service.




Financial Issues in
Logistics Performance

e Efficient logistics operations help reduce costs associated with
transportation, warehousing, inventory, and order fulfillment.

e Understanding the financial impact of logistics decisions is crucial to
improving profitability.

Cost Control:

e Significant capital is often required for warehouses, transportation assets,

InveStment In and IT systems to support logistics functions.

. e Financial performance can be impacted by both operational and capital
InfraStrUCture' investment decisions.

e Key performance indicators (KPIs) in logistics include cost per unit of

Fi Nna ncial Met rics: transportation, warehousing cost per square foot, and inventory holding
costs.




Financial Measures in Logistics Performance

Cost of Goods Sold (COGS):

* In logistics, the cost of goods sold includes transportation, handling, warehousing, and inventory
carrying costs.

Return on Assets (ROA):

e Measures how efficiently assets (like warehouses, transportation fleets) are used to generate profits.

Operating Expenses:

e Ongoing costs related to logistics activities, including staff, materials, and equipment maintenance.

Customer Satisfaction Metrics:

e Measuring the impact of logistics on customer satisfaction, including delivery times, product condition
on arrival, and fulfillment accuracy.



Activity-Based Benefits of ABC
Costing (ABC) in

What is ABC Steps in ABC

Costing? Costing: Costing in

Logistics Logistics:
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Definition: ABC costing allocates
overhead costs based on activities Identify Activities: Break down
that drive costs, rather than simply logistics operations into distinct
S . ) . . Improved cost accuracy and better
distributing them uniformly. This activities (e.g., transportation, : . -
- ) understanding of profit margins.
helps businesses understand where inventory management, order
resources are consumed in the picking).
logistics process.
\ _J NS _J \ _J
4 N 4 )
Assign Resource Costs to
Activities: Allocate overhead costs Helps identify inefficiencies and
(e.g., labor, equipment) to each areas for cost reduction.

identified activity.
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Determine Cost Drivers: Identify
the factors (drivers) that cause
costs in each activity (e.g., miles
driven, number of orders).
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Assign Activity Costs to Products:
Use cost drivers to allocate activity
costs to specific products or
services, giving a clearer picture of
cost per unit.
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Financial Gap Analysis in

Logistics Performance

Definition:

e A financial gap analysis identifies
discrepancies between current
logistics performance and desired
performance levels, focusing on cost,
service levels, and efficiency.

Steps in Financial Gap
Analysis:

¢ Determine Desired Performance:
Establish ideal financial metrics, such
as cost per order, transportation
costs, and service times.

e Measure Current Performance:
Analyze the actual logistics
performance using key financial
metrics.

¢ |dentify the Gap: Compare the
actual performance with the desired
performance to identify financial
discrepancies.

e Develop Action Plans: Implement
changes to close the gap, such as
improving process efficiency,
renegotiating contracts, or
leveraging technology.




Integrated Logistics:
Need for Integration

Definition of
Integrated Logistics:

Need for
Integration:

Challenges of
Integration:

¢ Integrated logistics involves coordinating all logistics functions (transportation, warehousing, inventory
management, and order fulfillment) to operate as a unified system.

* Efficiency Gains: Integration leads to streamlined processes, reduced redundancies, and cost savings.

¢ Improved Customer Service: A well-integrated logistics system enhances responsiveness and delivery
performance.

¢ Data Visibility: Integrated systems allow real-time visibility into logistics performance, helping with
decision-making and issue resolution.

¢ Organizational resistance to change.
e High upfront costs for technology and system integration.
e Complexity in coordinating multiple stakeholders (suppliers, carriers, 3PLs).



Activity Centers in Integrated

Logistics Activity Centers: Role in Integration:

These centers must be linked
These are locations or functions through integrated IT systems
within the integrated logistics (e.g., WMS, TMS, ERP) to ensure
system where key logistics seamless data flow and real-time
activities take place. decision-making across the supply
chain.

Common activity centers include:

Warehouses and Distribution
Centers: Where products are
stored, picked, packed, and
shipped.

Transportation Hubs: Centers
where goods are transferred
between different modes of
transport (e.g., road to rail).

Customer Service Centers:
Handling inquiries, order tracking,
and returns.

Supplier and Vendor
Coordination: Collaboration

centers to manage procurement
and supplier relationships.




Role of 3PL and 4PL in Integrated Logistics

Third-Party Logistics (3PL):

e Definition: A 3PL provider manages one or more logistics functions for a company, such as transportation, warehousing, and
order fulfillment.

e Role in Integrated Logistics:
e Provides specialized expertise in logistics functions.
e Helps streamline operations and reduce costs by managing logistics activities.
e Offers scalability, flexibility, and access to a broader network of resources.

Fourth-Party Logistics (4PL):

e Definition: A 4PL provider acts as an integrator, managing a company's entire supply chain and overseeing 3PL providers,
transportation, inventory, and other functions.

e Role in Integrated Logistics:
e Acts as a single point of contact for managing logistics operations across the supply chain.
e Focuses on strategic planning, innovation, and optimization.
e Offers higher levels of integration, data management, and overall coordination.

Differences Between 3PL and 4PL:

e 3PL focuses on executing logistics functions, while 4PL manages and integrates multiple logistics services to optimize the entire
supply chain.



Principles of Integrated Logistics System (LIS)

Key Principles:

e Collaboration: All stakeholders in the supply chain (suppliers, logistics providers, and customers) must
work together to optimize logistics processes.

¢ Information Sharing: Data flows seamlessly across the supply chain for better decision-making and real-
time visibility.

e Standardization: Consistent processes and systems across the organization help reduce complexity and
improve efficiency.

e Flexibility: The logistics system must adapt to changing customer needs, market conditions, and
technological advances.

e Customer-Centricity: The ultimate goal is to provide excellent customer service by ensuring on-time,
accurate, and cost-effective deliveries.

Benefits of LIS:

e Improved coordination, efficiency, and performance across the supply chain.
e Reduced costs and better service levels for customers.
e Real-time visibility into logistics processes, allowing for proactive decision-making.



