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Part 1: Market Assessment 

Early Payoffs Lead to Mainstream Challenges

Despite current economic uncertainties and the collapse of the dot com sector, there have been significant pay-offs from the effective implementation of e-business infrastructures.

· According to The Institute for Supply Management (ISM) and Forrester Research, Inc., the number of large-volume-buying organizations that reported cost savings from using the Internet grew from 28 percent in the third quarter of 2001 to 45 percent for the quarter ending in December 2001. 

· Organizations have increased their participation in online marketplaces. A full 26 percent of organizations bought goods or services via online marketplaces—an increase from 23 percent in the previous quarter. 

· During the fourth quarter of 2001, purchasers increased their use of the Internet. Respondents reported purchasing 9.5 percent of their indirect materials and 6.2 percent of their direct materials over the Internet—an increase from the previous quarter's levels of 7.1 percent and 5.3 percent, respectively. Analysts also revealed that 53 percent of the large-volume-buying organizations view the Internet as either very important or critical to their plans over the next 12 months.

· These are just some of the reasons why analysts at AMR Research are projecting that B2B e-commerce will grow into a whopping $5.7 trillion market by 2004.

But as the novelty of doing business electronically wears off to become a mainstream operational practice, executives are now exploring ways to cost-effectively integrate the promise of e-business into their long-term strategies. And while companies realize that tight integration between their customers and suppliers can save time and money, many are apprehensive about launching or participating in a full-fledged digital marketplace.


Jack McGovern, CEO of Greenville, SC -based ChanneLinx, contends that this phenomenon can trace its roots to when e-marketplaces were first introduced a few years ago.

“They were primarily spearheaded by technology people and not business people.  Many of the first implementations were driven by all the hype in the equity markets. The frantic pace was driven by the need to present a concept that, on the surface, seemed to make sense so they could get their concept monetized in the equity markets,” McGovern says.

Buyers and sellers are also learning that an open e-marketplace can pit supplier against supplier and devalue many value-added elements that defined effective relationships between the buyer and seller in more traditional supply chain environments. Differentiators such as the service component and trust factor are often lost in large public exchanges. In addition, many early generation e-business infrastructure applications were not designed to effectively handle the various business rules of multi-group relationships.  

…Challenges to Implementation

While there is no doubt that e-business infrastructures will eventually underpin the bulk of corporate America’s operations, there are additional factors that have inhibited its development.

· The industry is suffering from a lot of applications being hyped and oversold. “Many companies made decisions in the dot com commerce euphoria 18 to 24 months before the dot com bubble burst,” says Bob Novak, Vice President of Sales at ChanneLinx. “People made a lot of decisions and didn’t do the normal due-diligence that they should have done.”  In some cases companies made seven figure investments, and they are not realizing a return on those investments. 

· At the heart of the problem for many corporations has been trading partner participation.  Most companies have assumed that their suppliers would be able to support all of the applications within the supply chain, but companies quickly learned that supply chains consist of a large spectrum of organizations with a wide range of technological capabilities. Simply put, many of the partners, whether suppliers or buyers, have not been able to support the technology necessary to participate in e-marketplaces.

· All responsibility cannot be put on individual companies.  There has been a tremendous amount of confusion in the industry over industry standards and how they should be supported.  Until recently, e-business infrastructures have not been sophisticated enough to simplify the complexity of competing or co-existing standards (like XML and ANSI X12) to make it easier for a group of companies to work together in a seamless manner.

…New Opportunities

Thanks to a number of new applications and capabilities, companies interested in securing the benefits of e-business infrastructures are finding ways to automate all aspects of supply chain management without devaluing the important relationship-enhancing practices that currently exist.

These applications support a more collaborative environment in either a private marketplace or a more open industry-wide environment. The current generation of proven e-business infrastructures can integrate the work-flow of multiple companies and map product catalogs to a standard display so that authorized executives across an entire supply chain can view product availability.  These applications can then trigger automatic transactions, leveraging the benefits of Electronic Data Interchange (EDI) or other standardized transaction execution applications.  By integrating the automation of inter-corporate workflow with automated inter-corporate transaction execution, these sophisticated e-business infrastructures can support—and even enhance—the complex and often intimate elements that make each buyer-supplier relationship unique.  In so doing, suppliers are not commoditized in the process.

“This shifts the focus away from the technical and transactional elements of the relationship that have until now dominated discussions among participants in e-marketplaces. By taking this approach to creating e-business infrastructures, anyone—whether they are a buyer or a seller, an employee inside the organization or someone in the field—can use the platform to focus on relationship management and offering up more value,” says Novak. 

Aside from the technology, suppliers and buyers want to buy into e-marketplaces and e-Commerce applications for more practical reasons. E-business infrastructure is still about delivering the right product to the right place at the best possible price.

Part 2: Operational Issues in E-Business Deployment

It is interesting to observe how much emphasis is placed on the role of technology when discussing the impact of e-business on corporate operations.  And yet, when business experts carefully analyze the effectiveness of e-business initiatives, they invariably come to the conclusion that attention to basic management principles—not technology—are the primary factors that determine the success or failure of an e-business initiative.

For instance, when implementing supply chain strategies, many organizations are not taking the time to go through the exercise of developing a clear definition to their business problems. Many first forays into this arena are done in a fragmented, tactical manner whereby a patchwork of point solutions that address different parts of the e-business infrastructure—such as Electronic Content Management (ECM), Enterprise Application Integration (EAI) and Electronic Data Interchange (EDI)—are deployed without a common overarching strategic objective in mind.  This often occurs because there is no real appreciation at the executive level for all the coordination that needs to take place in order to have a successful e-business strategy. 

But there are a number of steps companies can take to avoid the worst pitfalls. 

· Conduct a Benchmark: E-business implementations should begin with a benchmark study, one that analyzes and identifies weaknesses and inefficient manual processes.  It should provide an analysis of what can happen when those processes are automated, and then establish the potential returns on investment (ROI) that can be realized from automation. The benchmark then sets milestones that should be attained.  If these goals are determined to be unattainable, executives can either revisit the plan or abandon the project altogether.  

· Appoint a Champion Within: Once the benchmark has been set, corporations should designate a business owner or internal champion who can coordinate, monitor and manage the deployment of the new product. Specifically, these people should measure the internal costs and benefits from beginning to end of the project.  

· Make Sure Partners Have a Champion: Trading Partners should also have a clear point of accountability inside their own organization to ensure the effort works toward established shared milestones.

· Track and Enforce Compliance: The cost of contract compliance and allocation of trading partner resources should be tracked. It is critical for participating companies to have a process in place that not only automates work flow, but also supports legal accountability and auditability.  

· Communicate with Key Partners: One of the golden rules in any supply chain initiative is communication. It is essential to implement a business strategy that takes key customers and suppliers into account. Many companies use the 80/20 rule as they evaluate which suppliers and customers to communicate with. “Certainly there will be trading partners that won’t be able to make the trip.  These are the companies you’ll want to minimize doing business with,” says McGovern.  

· Pick the Low Hanging Fruit: Because change often takes time to accept, it’s often recommended that executives begin by tackling the low-hanging fruit in terms of specific projects in an effort to get buy-in from employees in the trenches and the boardrooms. 

“In the end, an e-business infrastructure is both a pre- and post transaction system,” says McGovern.  “It should be about linking information that must be accessed before a transaction can be completed.  It is about executing a transaction once a decision has been made. Today, these are largely done by completely separate systems—hence the fragmentation phenomenon.  That dichotomy needs to be harmonized,” he concludes. 

Part 3: Close-up on OFS Portal
In 2001, the oil and gas supplier and services industry took a major step toward realizing the benefits of e-business when it went live with an initiative to develop a standardized product and service classification system.

That is when OFS Portal, based in Houston, Texas, was launched as a facilitator of oil and gas e-business, providing a common source of standardized information about oilfield products and services from the reservoir to the refinery gate. The fundamental goal of OFS Portal, which was formed by a group of oilfield suppliers, was to deliver e-content, describing the products and services of its members to upstream oil & gas companies buyers in order to facilitate e-commerce in the oilfield. But it became clear that the industry needed much more than just a facilitator or traditional marketplace. The OFS Portal, therefore, established a number of mandates.  It aims to:

· Be a leader in developing content and transaction standards for the industry; 

· Publish and syndicate product and service information based on those standards to industry participants; and 

· Stay on the forefront of an initiative to lead and guide collaboration between buyers and sellers in the oil and gas industry. 

Today, its focus is to provide structured e-catalog content, which is recognized as the fundamental prerequisite for a viable e-commerce environment.  

OFS Portal members have developed standards in close cooperation and coordination with the Petroleum Industry Data Exchange (PIDX)—an American Petroleum Institute organization that has built EDI standards for the industry in the past—and initiatives in the chemical industry (led by the Chemical Industry Data Exchange, or CIDX) because many of the oil companies are integrated chemical companies. 

But more than anything else, OFS Portal has mined the expertise that lies among those companies that provide oil and gas companies with the specific products and services that take petroleum products to the next stage in the channel of distribution.

“There’s a fundamental belief here that the suppliers—the people who build, sell and service the products—know more about these products than anybody. This is why we use these subject matter experts to determine the standards for content,” says William Le Sage, CEO of OFS Portal. 

OFS Portal has a cost sharing, risk sharing, not-for-profit business model, which was chosen as being the most cost-effective way of bringing value to the industry. OFS Portal syndicates validated e-catalog content to oil company customers using XML schemas that are distributed to participating suppliers and their oil company customers.  Customers can receive e-content free of charge in PIDX-compliant XML format, or in other formats for an additional fee.  Buyers then use this content within their own e-business systems to initiate and maintain digital trading relationships with OFS Portal members.

This characteristic distinguishes OFS Portal from more traditional e-marketplace initiatives that have attempted to serve the oil and gas industry.  OFS Portal provides the tools to define products and services and offers a vehicle over which members can distribute data sets to specific trading partners.  Customers may search the catalogs on the OFS Portal site, with controls to protect confidential information, but no transactions take place on OFS Portal.  Instead, transactions are initiated behind the firewalls of buying organizations, using the information received from OFS Portal, so that each player can securely and privately make their own decisions. 

“By syndicating the content out, we can cover the entire community of upstream oil & gas companies, whether they are independent or whether they have joined a traditional marketplace,” says Le Sage.

This arrangement appears to suit the needs of this particular industry better than the traditional e-marketplace approach. 

For starters, the pricing structure within the oil industry is very complex. Pricing is unique to a region, locale, to each supplier and buyer, and within trading partner relationships, even specific to contractual arrangements.  No two transactions in this industry are exactly the same, rendering the traditional e-marketplace approach problematic on two fronts:

· It gives users a false sense of comparison because there is rarely an accurate apples-to-apples situation; and

· It forces suppliers to evaluate whether participating in the e-marketplace will facilitate the flow of transactions, or simply make confidential data about their offerings available to competitors. 

OFS Portal syndicates the information out to customers as authorized by members. This procedure overcomes the competitive issues, while providing a standard platform that allows customers to make accurate buying decisions. 

“One of the roles we have to play is that of ‘Protector of Proprietary and Confidential Information’ for our members. We have to ensure the people we do business with will in fact treat the information in as sacred a way as we treat it,” Le Sage says.

ChanneLinx was chosen by OFS Portal to enable these capabilities. ChanneLinx’s software helps structure its data model so that catalog content can be more easily segmented according to oil company customers' needs. This data segmentation provides the functionality needed at different stages of the procurement cycle—from selection and sourcing, through ordering, to product and/or service fulfillment.  ChanneLinx’s software is also helping to create a framework for the evolution of OFS Portal’s capabilities in response to changes in the needs of upstream oil and gas customers and suppliers.

Through OFS Portal—and its partnership with ChanneLinx—this segment of the petroleum industry has heightened its chances of success in e-business by establishing a clear unified vision of what needs to be accomplished, providing a dynamic gathering place for e-business leaders among its members and customers, championing the necessary industry standards as a foundation for progress, and providing clear channels of communication in both a bilateral and multilateral manner.  By focusing on successful e-catalog content initiatives, OFS Portal is creating a winning momentum that will deliver the savings promised by e-commerce to both buyers and suppliers.

Part 4: About the Sponsor

ChanneLinx: The Intelligent Connection Company

ChanneLinx technology provides intelligent Internet connections that enable companies to conduct commerce in a dynamic, secure and efficient manner. From multiple suppliers and internal supply chains, to multi-divisional corporations and the many small-to-medium enterprise suppliers that make up to 75 percent of manufacturing sites, ChanneLinx’s economical solutions can be incorporated in a step-by-step fashion, or enterprise-wide. The company’s experienced, professional service staff ensures an efficient implementation process often measured in days and weeks, not months and years.

ChanneLinx technology allows companies to move outside of the enterprise and connect with customers and suppliers faster and more cost effectively than ever before. Customers incorporate ChanneLinx solutions to achieve 100 percent compliance with Electronic Data Interchange (EDI) efforts, improve their level of customer satisfaction by connecting customers to accurate account information, or to centrally present product information for purchase or sale.

Over 1,000 companies across North America have already adopted the ChanneLinx technology to achieve significant savings in their business operations. These customers come from a broad range of sectors, including construction, oil and gas, electronics manufacturing, retail, and telecommunications.
8
Copyright 2002 © All rights reserved

11
Copyright 2002 © All rights reserved


