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A Critical Analysis and discussion of the impact of Operational Practice and Performance on a haulage company. 
Introduction
Supply Chain Management and its subsequent Performance Evaluation was often an expensive and misunderstood practice that most firms paid lip service to 20 years ago. The service or product, its marketing and revenue streams were the focus; its sourcing and how it got from raw material to customer was not seen as ‘adding value’. However as detailed in the Value Chain (Porter, 2004) the supply chain is of vital importance in ensuring an efficient, effective and value adding process. It can provide circa to 80% of a company’s costs (Supply, 2008) and can mean the difference between a competitive, efficient chain in a saturated market or an out of control time intensive cost. 
The data that has been provided for this report indicates some positives but a few areas of extreme concern for the sustainable growth of this firm should it not be corrected in the near to mid future. As a result, this study will look to critically analyse the profit and loss (P&L) and Key Performance Indicator (KPI) data sheets provided in the context of a company’s transport and distribution activity. The study will explain why an efficient operation is a key pillar within the company’s overall operation and identify areas that are falling short. The company’s financial performance will be analysed and its KPI set will be scrutinised. 
However, while there may be certain issues this study will also consider the wider macro and microeconomic influences that could be compounding some of these difficulties in the global climate leading up to this year. 

2014 Global Snapshot
In 2014 the global economy was a relatively uncertain place and confidence was shaken throughout the year. 2014 did not prove to be the year the world was back to the path of recovery following 4 years of dealing with the fallout from the 2008 crash. Global economic output grew by just 3.3%, an expansion that was dubbed by the IMF's chief economist as “mediocre and worse than forecast.” (Khan, 2014) 
Firstly deflationary forces proved to be particularly acute in the fledgling eurozone economies where inflation has fallen to record lows. Falling prices are most dangerous in highly indebted countries as deflation increases the real value of debt burdens (Greece, Italy, Portugal etc.), while encouraging people to delay their spending. 
The collapse in oil prices was one of the factors that contributed to low inflation in 2014. The price of Brent crude has plummeted by nearly 50% since June, prompting fears that a barrel could even fall as low as $20 in 2015. Falling fuel prices have acted as a global tax cut for the world's consumers but threw a number of the world's major producers into crisis, none more so than Russia. This was also in part to worsening geo-political tensions over Russia’s involvement in the annexation of Crimea and land grab on eastern Ukraine.
Along with strong headline growth numbers, rapidly falling unemployment represented one of the high points of the UK government's economic goals 2014. The economy generated more than three-quarter of a million jobs this year, with those people unemployed for under six months reaching a record low. As seen in figure 1.1 overall joblessness also fell to 6% from 7.2% at the start of the year, something that will be interesting when comparing the firms staffing issues.

Figure 1.1 (Khan, 2014)[image: ]
Therefore the overall conclusion of the what the global economy experienced in 2014 can be broken down into the following. Short term risks include a worsening of geopolitical tensions and a reversal of recent risk spread and volatility compression in financial markets. Medium-term risks include stagnation and low potential growth in advanced economies and a decline in potential growth in emerging markets. So low global confidence, coupled with poor Pound Sterling buying power and a slow down of trade has a negative output on what was experienced. 

2014 UK Haulage Industry Status
Now that the global scene has been set, we can better understand the microeconomic pressures that would have been faced by this company in the wake of 2014s struggling output to get back to pre-2008 trade. 
According to the Road Haulage Industry 2019 report “Performance of the haulage industry is highly correlated with business confidence. With higher business confidence, owners are more likely to increase their stock inventories, boosting demand for haulage services. As a result of the uncertainty caused by the recent Brexit vote, and the slowdown of the economy, the goods market is expected to contract or at least achieve slow to no growth.” (Hunter Gee, 2019, p. 1) While in 2014 a Brexit scenario had not been reached there was still a great deal of uncertainty on variable costs that would effect this industry. 
Some of the key aspects that effected the industry were such as the HGV Road User Levy Act is passed allowing foreign operators to be charged for using UK roads for the first time from 2014. This meant an increased level of competition in lesser established areas or large firms wanting to compete where they can drive the price down to push out smaller competitors.
In the Autumn Statement the Chancellor confirms a freeze in fuel duty until the end of the Parliament. However as with the macro factors, the responses in figure 2.1 show that the two key issues that the industry judged was that of costs and growth with trading partners. 
[bookmark: _GoBack]Figure 2.1 (PwC, 2014)[image: ]
To summarise this section is a continued impact from that of difficult to control costs, especially should it be focused on international trading. The second of which is the low growth and low confidence for other partners to trade with throughout the year. 

Overview of Company Performance
There are two key areas I will focus on for this study. This will be the wage related issue of its absences and cost of agency workers. Then the operation of the vehicles and its associated issues that are costing the firm significantly more and not bringing in the possible additional revenue. In terms of performance for the 10th month the transport operations accounts in Appendix A show a marginal rise in costs up from the planned £1,225,723, a rise of 0.11%. Whilst this is a minor rise, there are several areas within the costs that show areas for improvement. 
The focus within production labour costs is concerning. If the total cases assembled are linked with overall production labour costs, questions can be raised. In week 40, the account shows 1,216,637 cases, a variance against planned of (2.48%) with a production labour cost of £84,813. If we compare this with week 41, there is a variance increase of 3.1% but with a very substantial rise in cost of 59.48%. This trend is seen through weeks 42-44 although the cost drops between 1.5% and 3.4% month on month. 
This trend shows a sharp rise in associate wages to £99,840 before dropping to a more consistent level. The rise in wages does not correlate with the rise in production on expectations. A reasonable conclusion would suggest inefficiency amongst the workforce. 
However, what causes concern is that the rise in costs does not suggest consistency month on month, when compare to the rises in cases against planned. In week 41 the rise is 3.1% and in week 42 the rise is 4.7% against planned, yet associate wages fell by 25.1%, temporary and overtime wages rose 41.16% and a substantial 312.49% respectively. This suggests inconsistency of man hour planning in comparison to a small rise in productivity. 
Remedies for this could be better training for the operations management team in forecasting man hours. If this is unworkable, then there could be potential to communicate with the agencies used to attempt to achieve reduced costs of temporary labour. This could be done by using methods such as a time series analysis such as the Box-Jenkins method. These use existing information and examine the relationship between past behaviour and time and extrapolate the trend into the future. (Goh and Teo, 2000). With a model such as this, the centre could look at past needs and plan as to what labour would be required. They can also be used to assess seasonal trends and peaks in demand.
Other areas of the costs account show relatively consistent figures bringing them in line with planned costs. However, investigation into the fall in backhaul income in comparison to planned must be conducted. Overall, total figures are virtually on par with planned. A more efficient use of productive labour costs may reduce costs significantly overall, resulting in savings and a more efficient workforce.
Lastly activity is expected to pick up but to grow below trend in both 2015 and 2016 as growth and confidence grows greater. Investment growth should recover slowly as uncertainties regarding the nature of Brexit gradually diminish. Consumption growth is expected to weaken as employment-related incomes slow and monetary policy starts to normalise. Inflation will move up gradually to the 2% target. With high economic uncertainty and fragile consumer confidence, housing activity and prices are likely to remain subdued in the short term. The unemployment rate is anticipated to remain broadly stable
KPI Analysis & Improvements
The Absence KPI has not been met for the entire 2014 period. It is ranges 2.5%-3% with the year having a KPI set at 2.8%. During month 10, the data shows that the closest the absence rate has come to meeting the standard is 2.86% and the furthest being 4.99%. If we take the assumptions into account, this means in any one week, between 6 and 10 employees are absent from work. This may not seem a high figure, but if authorised absence and shift patterns are considered, this could have serious consequences to transport operations, specifically timeliness of delivery. 
Secondary consequences of this impact on the costs of the business. For example, others may have to work overtime. Assuming this is time and a half then for unforeseeable circumstances, the company has now got a 50% increase in labour cost for that shift. Another alternative is to hire in agency workers. These, as shown command similar wages however, with a potential reduction in company knowledge, minimum skilled workers, lower productivity, lack of company training in techniques, customer service and ethos (Hayday, 2016). The issue is also compounded by having to pay sick pay, resulting in increased labour costs for the period of absence. The only other option would be to cancel the individual’s deliveries if labour cannot be sourced at late notice. This could have devastating impacts on company reputation as well as potential penalties and ultimately lower sales. 
If we take the national average figure of 4.3 days absent each year, this would mean that each year the company would see 860 lost working days per year. With 2.36 working days lost per 24 hrs. If we assume that a driver works 9hr shifts then those 6 drivers lose 2.25 working days per 24hrs for the company. Which is slightly below the national average. However, this only applies to week 43 and the data shows an almost double that amount lost in week 42. To add context to the impact of these, using the national average for cost to business, this would see a potential average cost of between £3,264 and £5,440 per week during weeks 40-44. 
Given these figures, it could be suggested that the company has an above average absence rate. For the company to understand this they may wish to conduct their own analysis by assessing reasons for absence. This may be via an anonymous survey or via informal interviews or focus groups. It could be for example, due to the demographics of the workforce. If the workforce is aging they could see a higher absence rate than younger physically fit workers. However, it may be due to motivational reasons. If so then research using models such as Two Factor Theory (Herzberg, 1959) to identify what may improve motivation. This may be changes in the environment of the workplace or offering greater financial incentives.
Lastly analysing the firms budgeting towards employee re-investment may have a factor to play on their absence problems. The budget for the whole of 2014 shows no finance placed towards training for any staff, which may be why the poor manning planned from earlier has taken place. There is also the issue of no financial benefits from reward and recognition budgets, a difficult challenge from a firm wanting the staff to have a shared vision and be invested in their work for nothing back. The final point on this is that the expenses analysis seems very low, while a good cost to drive down could suggest a lack of engaging with clients or re-investing better practices from industry rivals. 
By identifying reasons for absence, the company would be able to implement control measures and reduce absentee rates. This would reduce the need for overtime or agency workers and thus reduce short term spikes in cost. Also, this would potentially reduce secondary factors like late deliveries due to last minute absences, adding value to other KPIs and ultimately reducing cost and improving efficiency.
The second KPI to be analysed is miles per gallon. This KPI has not been achieved throughout the 2014 period. It is set at between 18.18 and 18.71. The company is only achieving between 14.37 and 17.71 during the period of weeks 40-44. Given that this is a distribution centre for fixed locations. Such a wide variation regardless of meeting the KPI is cause for concern. Insight into this could be gained using telematics. This would detail current routes and most efficient routes in terms of both time and distance, potentially improving MPG significantly. Alternatively, reviewing driver training and developing driver behaviours could lead to more efficient drivers. This may be a more cost-efficient way to implement new practices as telematics may be more costly in the short term. It would also be a reasonable assumption that as this company will have been operating for long periods, that routes may have already been optimised. 
However; if a wider approach to the MPG KPI is taken in relation to national averages, then the company is competing significantly better than the national averages. In the period in question they are between 59.67% and 96.78% better. This is highly significant and raises the question as to if the management team’s high expectations are realistic. Reducing the figure to one closer to the yearly average may be more realistic and cause a rise in motivation as the drivers may now see the target as achievable.
If above average gains are expected of their drivers and expectations tempered, then investment in MPG improvement may be a lower priority on the list to reduce costs. Perhaps a more suitable allocation of resources would be looking at absence rates and workforce development as this is an area of greater concern.

Conclusion
In summary, the study has identified areas of the company P&L and KPI data sheet that were potentially causing unnecessary costs. Through understanding the theory surrounding finance and KPIs the study has been able to better understand what drives these factors and what can be done to rectify issues. 
The analysis has applied this to the data provided and identified potential causes of the additional costing. To remedy these issues several options have been detailed with the potential benefits of implementation, in a bid to reduce waste and increase efficiency, leading to reduced costs for the centre. This has all been used in conjunction with what the industry has had to deal with both from industry pressures and wider forces driving trade and variable costs. 
Therefore, should this company be able to remedy its human issues then the volatility it could face would be able to be absorbed over time. Innovation and efficiency streaming of its services offer a more positive direction on its employee and financial outlook for the future. 
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