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FOOD MARKETING INSTITUTE

The Food Marketing Institute (FMI) is a nonpta@fssociation conducting programs in research, education, industry
relations and public ffirs on behalf of its 1,500 members including their subsidiaries—food retailers and wholesalers
and their customers in the United States and around the worlds Bdfiestic member companies operate approxi
mately 21,000 retail food stores with a combined annual sales volume of $220 billion—more than half of all grocery
store sales in the United States. RvEtail membership is composed ofjamulti-store chains, small regionahfs

and independent supermarkets. Its international membership includes 200 members from 60 countries.
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GMA is the worlds lagest association of food, beverage and consumer product compéfiles).S. sales of

more than $500 billion, GMAnembers employ more than 2.5 million workers in all 50 stafés. oganization

applies legal, scientfiand political expertise from its member companies to vital food, nutrition and public policy
issues décting the industry Led by a board of 42 Chief Executivefioérs, GMAspeaks for food and consumer

product manufacturers and sales agencies at the state, federal and international levels on legislative and regulatory
issues.The association also lead$agfs to increase productivitgficiency and growth in the food, beverage and
consumer products industry
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INTRODUCTION

Despite the diligent work of past industry committees, a great deal of confusion and anxiety still exists
regarding customer pick-up and backhaul agreemé&hesissue was frequently mentioned in interviews
conducted to prepare the 2002 Supply Chafadifzfeness Survey published by Food Marketing

Institute (FMI), Grocery Manufacturers Afmerica (GMA) and Food Distributors International (FDI).

During the survey process, both suppliers and customers expressed a concern about the lack of trust and
effectiveness in many backhaul program relationships. In fact, both parties believe collaboration in this
area lags well behind other areas of overall supplier/customer relatioghipslp solve this problem,

several manufacturers and distributors suggested credt@gstomer Pick-Up/Backhaul Fairness

Agreement” (hereinafter referred to as CPU orCPU/Backhaul).

Today it is generally accepted that the majority of suppliers and customers would prefer to use their own
transportation carriers in order to reduce costs and optimize service within their coAtghaysame

time, both suppliers and their customers agree that greater collaboration regarding CPU/Backhaul pro
grams could yield signifant supply chain cost savings.

The purpose of this document is to provide recommendations for opening up and improving communica
tions between trading partners on the issue of CPU/Backhaul allowances. In doing so, we hoepe to pro
vide a platform for suppliers and their customers to use best practices that can help reduce costs and
improve service for all parties.

Keep in mind that this document is simply intended to provide suggestions for improving communica
tions and planning, and is not meant to mandate new requirements for suppliers/customers in their
respective logistics practices.
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1. MANAGING THE SUPPLIER/
CUSTOMER RELATIONSHIP

Build Trust Between the Supplierand the Customer

Before any meaningful changes to the current supply chain management system can take place, both
parties must commit to using a consistent communication strategy when approaching CPU/Backhaul
agreementsThis communication strategy should focus on understanding eactsdtheiness

objectives, expectations and challenges. For example, backhaul discussions should not be limited to a
presentation of rate information, but rather should include regular discussion of transportation
capabilities, needs and market issues.

Create a JointTeam

Management of the backhaul program should be considered within the context of the overall supplier
customer supply chain relationship, with the ultimate goal of delivering products at the lowest net-landed
cost. To address this issue, both the supplier and customer should consider creating a joint team that
includes a representative from the following disciplines: logistics and transportation, sales, category
management and procurement.

Mutual planning and execution should incorporate all activities associated with the loading, scheduling,
shipping and receiving of products in support of sales and category management. (Appendix 1
references a potential model for leveraging collaborative communication throughout all levels of the
organization).

Collaboration on Logistics = Stonger Support and Replenishment Capabilities

Supplier/customer collaboration is strongly recommended in areas such as logistics and backhaul to
support promotion and replenishmehtading partners do not need to wait for CPFR to see the tsenefi

of such collaboration — fefctive steps can be taken néw effective backhaul program can ensure a

smooth and consistenb¥ of product throughout the supply chain, from the suppliéistribution

center to the custonterdistribution centerlt is important to remember that collaboration is not

dependent upon technical solutions, but rather on the commitment of vendors and customers to develop
and maintain an ongoing communication process focused on achieving incréasstcefs. Cost and
performance metrics should support this communication process in order to keep the focus on business
results.

Understand the Goals and Objectives oYour Trading Partner

Backhaul management and collaboration will often fall to the transportation functions of suppliers and
customersWhile this approach is appropriate for functional planning and execution, the communication
process should encompass a broader business scope.

Transportation-related costs should be part of regular supply chain discussions to ensure consistency
with mutual objectivesWhere appropriate, transportation goals should be included in “top-to-top”
discussions and business review sessions to ensure alignment with the total business relathmship.
supplier and customer each need to keep the issue of backhaul allowances in perspective, both in terms
of the fnancial impact and the buy-sell relationship.

-2-
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Review Transportation Opportunities on a RegularBasis

As the cost of transportation is ultimately a component of “net-landed cost of goods,” it is suggested
that supplier and customer discuss backhaul/transportation opportunities during all business reviews.
Additionally, such transportation opportunities should be reviewed prior to the launch of new products;
upon any changes in supplier shipment origins and customer delivery destinations; and at the outset of
any new customesupplier relationshiprhis business review can serve as a catalyst for a

collaborative approach to transportation.
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2. ESTABLISHING BACKHAUL
ALLOWANCES

Explain CostsAssociated with BackhaulAllowances to Customer

Suppliers are encouraged to “un-bundle” the various supply chain cost components (transportation
chages, unloading chges, drop-trailer fees, etc.) to facilitate better collaboration between supplier and
customer

It is understood that all elements described above may not be part of a &igiegYBackhaul
allowance. Howevethose elements that are included in the rate structure should be clearlyed entifi
the customer

If additional performance-based consideration is available, the qatdifi criteria and metrics should
be clearly identifid.

(A+B+C) x Performance = Allowance

A = loading cost
B = line haul cost
C = unloading cost

*Customer performance that is considered significantly below average
might warrant an allowance that is less than the published rate.

Suppliers and Customers Should Seek to Redu€verall Supply Chain Costs

Because both suppliers and customers are equally challenged to achieve the lowest transportation costs
for their companies, it is suggested that the industry support collaborative (open book) transportation
management. In doing so, both parties can share costs and enable joint savings. “Open book” relation
ships are defied as those in which both parties share actual freight costs forsfmws between a

supplier and customeincluding line haul, handling, fuel and other miscellaneous costs. Parties should
be mindful, howeverof any contractual restrictions that may apply to disclosure ofdsoriial informa

tion regarding a carri&s rates.
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m Open Book Transportation Management

Supplier’s actual delivery cost, to include accessorial costs: $600*
Backhaul allowance offered by supplier: $400*

Customer’s actual costs to pick-up and deliver,
including accessorial costs: $400*

In this example, the customer would probably choose NOT to backhaul.
However, with collaborative discussions — if a revised backhaul
allowance of $500 was offered — the customer might choose to
backhaul, and the result would yield a $100 savings to both the
supplier and the customer.

* These rates are not intended to be a reflection of industry averages.
They are meant only to demonstrate a point for consideration.

Supplier Should ConsiderAdopting Standard Rate Structures

Most customer computer systems support a wide variety of CPU allowance types. Howeverthe
diverse array of CPU allowance structureerm@d by suppliers, it is suggested that each supplier and
customer agree on one of the following rate structures:

» Hundredweight basis (CWT)— Allowance based upon shipment weight.
» Cube Basis— Allowance based upon cubic feet of product shipped.
» Pallet Basis— Allowance based upon the number of full pallets of product shipped.

» Flat Rate PerP.O. — Allowance based upon a historical average truckload shipment that meets
at least one criteria of weight, cube or pallet.

» Percent of Invoice Basis— Allowance based upon some percentage discount on the cost of
goods.

» LTL Bracket Basis— Allowance based upon some portion of a full truck, whether it be weight,
cube or pallets.

Because many retailersystems cannot manage CPU allowance structuie®dfon a petruck basis, it is
suggested that CPU allowances should lered instead on a purchase-ordgspurchase-order basis.

In an efort to make the allowance structure as streamlined and as fair as possible, it is also suggested that:

» CPU allowances should be provided and clearly idedtifdo the customer as a separaté “of
invoice” line item.

» CPU allowance calculations should be based on the “agreed-to” order quanititye “shipped
quantity”

» Manufacturers should consider developing the capabilityfey afternating rates to recognize that
a full truckload is achieved by either weight, pallet or cube. Such a system wieati/ely take
into account the diversity of products shipped today between suppliers and customers. Providing

-5-
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this capability can be achieved through systems upgrades or by asiragdb within specificus
tomer lanes. See example below:

The CPU allowance is $1.00* per hundredweight based on 42,000
Ibs. This rate is predicated on an average truckload weighing 42,000
Ibs., with the average transportation cost of that truckload at $420*.

From time to time, due to business agreements made between supplier
and customer, an order may fall below the 42,000 Ib. minimum; 37,000
Ibs. for instance. The lower weight may be due to a promotion on mod-
ular pallets or pallet deals that cube out a trailer before it weighs out a
trailer. In such cases, it is suggested that the supplier consider allowing
the full $420 CPU rate as the allowance for this move, since it is still a
full truckload and will move at the truckload rate.

*These rates are not intended to be a reflection of industry averages.
They are meant only to demonstrate a point for consideration.

Fuel Surcharge Consideration

As warranted, it is suggested that fuel surgharograms be fdred by suppliers to fsfet temporary

carrier rate increases associated with any short-term dramatic increases in the price of fuel. Suppliers
should advise customers in advance of any fuel sigehafering. It is suggested that suppliers estab

lish fuel surchage programs that automatically add the fuel sugghéw the CPU allowances. In

instances in which a customesystem cannot accommodate a supplifared fuel surchae, the sup

plier should allow the customer to deduct the fuel sugghamount from the supplier invoice.

Unloading Cost Consideration
It is suggested that the cost of unloading be considered in the development of the CPU/Backhaul allowance.

If the supplier’'s CPU allowance is $1.00* per hundredweight based
on an average shipment weight of 42,000 pounds, and it costs an
average of $100 to unload a 42,000 pound shipment of the suppli-
er's goods, then the CPU allowance should be increased by $.0.24
per hundredweight ($100 / 42,000 pounds).

* These rates are not intended to be a reflection of industry averages.
They are meant only to demonstrate a point for consideration.
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Drop Lot Consideration
It is suggested that suppliers and customers who participate in drop lots share the Appergtix 2
provides a list of those items that should be considered in any CPU/Backhaul agreement.

Backhaul Discussions Should Includ@ll Appropriate Functions

As mentioned earliea team approach to backhaul discussions will be important to help improve joint
CPU/Backhaul arrangements. Keeping that in mind, it is suggested that the supplier and customer not
conduct backhaul allowance discussions solely between the sigopiérs person and the customer

buyer All appropriate functions should be included in backhaul allowance discussions as referenced in
Section | of this paper

More speciftally, it is suggested that CPU allowances should be presented by the supplier te the cus
tomers transportation/logistics department at the same time as other discussions are occurring between
sales and procurement. Since the ultimate goal of both parties is to achieve the lowest cost to deliver
goods from supplier to customéwoth supplier and customer transportation representatives should be
included in all joint discussions.

Any supplier considering a change in CPU allowance rates should contact the appropriate customer rep
resentative to set up a joint meeting to determine if a rate reduction is appréyrihie same meeting,
parties also should agree upon a CPU allowance structure that is fair and equitable to both parties.

Finally, it is suggested that any changes in CPU allowances or customer pick-up agreements should be
communicated to the customer at least 30 days beforefdutived date.

Special note:Thee is a stong peception within the customer community that CPU/Backhaul

allowances a¢ not eadily available fom suppliers. It is suggested by this committee that FMI and
GMAform a subcommittee to analyze how best to enable suppliers to communicate allowances system
atically. This subcommittee would also examine how to enable a customer to contact suppliers individu
ally about such allowances using the Internet or data symihation capabilities being developed by
industly trading exchanges.
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3. MANAGING PERFORMANCE -
SUPPLIER, CARRIER & CUSTOMER

Establish Joint Performance Metrics

Both manufacturers and distributors express concern that there is not enough initial communication
about what is expected from all parties participating in CPU/Backhaul progfi@ooften, one or both
parties become frustrated because of poor performance against one or more of the following metrics:

* Pick-up performance
» Delivery performance
» Consistent participation
» Loading practices

» Equipment compliance

Such disagreement often results in additional supply chain costs and sub-optimal service for all parties.
In order to improve this situation, both parties should establish mutually agreeable performance metrics
that apply across the board.

Two examples of cost drivers typically resulting from lack of agreed-upon metrics include trailers not
being loaded on time for the scheduled pick-up, or a trailer arriving for pick-up that does not meet speci
fications required to handle the entire load, thus requiring additional handling and time by the supplier
Such inconsistency makes itfttult to plan for the carrier capacity required to deliver loads on time to
the customerAdditionally, this “wafling” (i.e. flipping from CPU to delivered) on pick-up loads also
increases costs by forcing the manufacturer to go to the spot-market for carriers.

We believe that elevating this discussion on metrics, as well as providing ongoing feedback through the
use of scorecards, will result in greater trust, improved performance and cost savings for all parties.

Measure Carriers Based on Same Criteria

It is suggested that the performance of the custeni@mnsportation carrier be measured in the same
manner as the performance of the supjdiearrier In other words, the customercarrier should not be
afforded any preferential accommodations.

Customer pick-up programs typically include the use of both the ré&tailein equipment and fdvire
carriers. The customer should not expect that his pick-up be loaded in any preferentialtbocarver

if it has the féxibility to do so at no additional cost, the supplier is encouraged to load the customer
trailer expeditiously This might be especially true if the supplgeown carrier is being loaded from a
drop lot.
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Likewise, suppliers are ged not to place any undue restrictions on the custsroarrier While the

use of high-cube trailers from the suppkecarrier may be a requirement, the supplier should take a
flexible approach toward the custofseequipment. For example, delivery conditions at the custemer
store may dictate the use of certain equipment types. Keep in mind thagxtigity may create addi

tional costs which should be discussed between the customer and supplier during early team meetings
and planning sessions. Using equipment that is consistent in type and size is the key to a win—win
arrangement for the supplier and custariérally, customers should adhere to supplier/carrier require
ments concerning safety and sanitation of the equipment.

Terms and Conditions Should be Established in the CPU/Backhaul aggment.

As with performance metrics, there are other cost drivers that need to be considered when establishing
expectations for a strong CPU/Backhaul agreement. One of these cost drivers is the claims process for
overages, shortages and damages. Howewst drivers could also include unauthorized deductions or
chages related to service failures.

Each supplier and customer should outline and discuss the process that his or her respective company
uses to resolve these issues, and then agree upon acsgmaifon up front. Given the many ways in

which this activity can be tracked and measured, as well as teeedifapproaches that suppliers and
customers may take in seeking resolution, both parties musiMilddl Procedures regarding the han

dling of over short and damage claims should be clear and easy to.fdReasonable requirements for
reporting of claims should be established.

Finally, it is also important that the terms and conditions clearly state the consequences for either party
should it not fulfil the specift requirements agreed upon within the contract.

Customer Should Refkct Supply Chain Savings in Cost Calculations
Given that net-landed costs include inbound freight costs (as well as other handling costs), savings gen
erated by backhaul programs should beeotdld in such cost calculations.
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Concluding Comments

(With a Reference to Information Technology Systems)

While much of the work undertaken by our committee was focused on tactical solutions to improve cur
rent backhaul programs, we are aware of the need for both suppliers and customers to develop long-
range, strategic approaches to supply chain, transportation and distribution actiVhiéseforts to

reduce transportation costs have an immediate and positive impact ¢tebpityfi strategic investment

in processes and technology that provide greater collaboration, conngspieiyl and visibility are

essential to attain marketplace leadership. It is through these processes and technologies that leaders
will improve customer service.

In order to achieve the required level of customer service in the future, both suppliers and customers will
need a supply chain that has reduced lead times and cycle times, is predictable in every step and pro
vides real-time collaboration around exceptions and respoi$es supply chain will be supported by a
variety of systems, including next-generatiansportation Management Systems (TM8)hile a

review of possible scenarios and recommendations for implementation is clearly beyond the scope of
this paperboth suppliers and customers argear to develop processes and technologies that are-collab
orative and scalableWe do not recommend a single, best method for creating these processes-and tech
nologies, but suggest that we focus on creating adaptive supply chains, where collaborative environ
ments are created within ourganizations and with our trading partners to achieve the highest levels of
customer satisfaction and value.

-10 -



Manufacturer & Distributor Customer Pick-Up/Backhaul Fairness Statement

Appendix |

Collaborative Communication & Planning Model

Annual Logistics
Planning

Tactical Logistics
Planning

Period Review &
Measurement

Who:

Who:

Who:

Who:

« Category Management
« Sales Management
¢ Supply Chain Management

Supply Chain Leaders Who
Will Drive Process
(Warehouse & Transportation)

« Transportation Managers
« Warehouse Managers
(Executors)

 Transportation Managers

» Warehouse Managers

» Champion from Each
Partner

Obijective:

Objective:

Objective:

Objective:

¢ Understand Category Plan
to Develop Supply Plan

Understand Partner
Strategies

Understand Partner
Priorities

Understand CPU
Methodology

Identify Execution Risks to
Category Management
Transportation Collaboration

* Define Delete/CPU Plan

* Define Metrics Plan

* Define Execution Action
Plan

* Metrics Execution

* Measure Performance

 Adjust Actions

* Resolve Issues

* Identify & Document
Success

Agenda T opics: Agenda T opics: Agenda T opics: Agenda T opics:

» Annual Category Plan  Strategies * CPU Execution » Metrics Performance
* Issues « Delivery Execution * Issues
» CPU Formula/Rates/Metrics | ¢ Category Support Plan » Value Generation
* Risks

Previous Performance
Metrics

Deliverables:

Deliverables:

Deliverables:

Deliverables:

« Topline Promotion Calendar
¢ Understanding of Key
Customer Strategies

Mutual Agreement on
Transportation Objectives
Execution Priorities

CPU Strategy

Execution Risk Feedback to
Sales/Category Management

¢ CPU Tactics
¢ Risk Action Plans
* Metrics Plan

» Performance Evaluation

Frequency:

Frequency:

Frequency:

Frequency:

¢ Annual

* Annual

* Annual

* Review - Semi Annual
» Metrics - Monthly

*SHOULD BE SCHEDULED CLOSE T OGETHER IF NOT ON

SAME DAY!
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Appendix i

Manufacturer & Distributor CPU/Backhaul Agreement Template

This template includes suggested items that should be covered within supplier & customer
CPU/Backhaul agreements:

1. Rates
a) Customer pick-up allowance rates
b) Pick-up allowance structure describing the components of the allowance (e.g. pep&\Wase,
per pallet, fuel surchge, unloading, etc.)

2. Warehouse operations
a) Pick-up appointing process
b) Shipping hours of operation
c) Drop trailer procedures

3. Equipment specifcations
a) Trailer size
b) Trailer cleanliness
c) Trailer type (e.qg. refrigerated, driysulated)
d) Load temperature requirements

4. Driver requirements
a) Counting
b) Checking in
¢) Signing for load

5. Shipping platform information
a) White wood
b) 3rd Party Pallet Pool
c) Slipsheets

6. Customerperformance requirements
a) On-time pick-up
b) Regularity of program participation
c) Order lead time
d) Proper equipment

7. Overage, shaimge and damage pocedures

a) Documentation requirements
b) Communication process

8. Conflict resolution procedures

9. Performance management
a) Periodic review of each partyperformance to agreed-upon metrics

-12 -
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