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UNIT STANDARD 242875 

Unit Standard Title  

Describe basic freight logistic principles   

 

Unit Standard ID 

242875 

 

NQF Level 

3 

 

Credits 

6 

 

Purpose  

This unit standard is intended:  

The person credited with this unit standard will be able to apply an understanding of basic logistics 
principles within any freight handling operating environment. They will also be able to describe the 
functions and relationships of different departments and describe their impact on the business as well as 
the distribution channel. 

 

Learning assumed to be in place 

The credit value is based on the assumption that people starting to learn towards this unit standard are:  

It is assumed that learners accessing this unit standard will have demonstrated competence in:  

 Communication at NQF Level 2 or its equivalent.  

 Mathematical Literacy at NQF Level 2 or its equivalent.  

 

Unit standard range 

The credit value of this unit is based on a person having prior knowledge and skills to:  

 Customer value formulae includes but is not limited to: quality, customer service, cycle time and 
cost.  

 

Specific Outcomes and Assessment Criteria 

Specific Outcome 1: Identify and explain the functions of different internal departments.  

Outcome Range: Internal Departments receiving; dispatch; admin; procurement; returns.  
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Assessment Criteria 

 The different departments in freight handling are identified and described with examples in terms 
of the specific area of specialisation.  

 The key functions of the different departments are listed and explained with examples of each 
function. 

 The Freight Handling infrastructure for each area of specialisation is described according to 
freight handling requirements.  

Range  

 Area of specialisation - stevedoring; airfreight; warehousing and distribution; pipeline; ports; 
courier bulk operations. 

Specific Outcome 2: Describe the principles of supply and demand.  

Assessment Criteria 

 The basic principles of supply and demand are explained according to international definitions.  

 Key drivers of demand are explained with examples.  

 The key parties impacting supply and demand are identified from a list of parties.  

 Demand alignment is defined according to international definitions.  

 The importance of demand planning for operations is explained with examples of the 
consequences of not doing demand planning and alignment.  

 An example of demand planning in the workplace is shown (e.g. extra staff over the 
Christmas/other busy period) in accordance with requirements. 

Specific Outcome 3: Demonstrate an understanding of the impact of logistics business impact.  

Assessment Criteria 

 The Customer Value formulae are applied in order to demonstrate the impact of a change in the 
variables on total logistics cost.  

 Customer differentiation is explained with examples.  

 Key drivers of enhanced customer relations are identified and explained according to customer 
requirements.  

Range  

 Customer Value Formulae will include but not limited to quality, customer service, cycle time and 
cost. 

Specific Outcome 4: Demonstrate an understanding of the distribution channel.  

Assessment Criteria 

 The specific Distribution Channel is defined according to international definitions  

 The key players/composition of the specific distribution channels are defined, and their roles are 
explained with examples.  

 Measuring the efficiency of the Channel is demonstrated in a practical exercise 

 The importance of knowing what the distribution channel looks like can be explained with an 
example.  

 The benefits accruing to all parties within the distribution channel can be explained with a list of 
the benefits.  
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Unit Standard Essential Embedded Knowledge 

 The concept of Logistics and the Supply Chain.  

 The concept of Supply and Demand.  

 The basic principles of Demand Alignment.  

 Fundamental principles of customer service management. 

 

Critical Cross-field Outcomes (CCFO) 

Unit standard CCFO collecting: Collect, analyse and critically evaluate information pertaining to the 

difference between the supply chain and logistics.  

Unit standard CCFO science: Understand the world as a set of related systems: where 

the impact of supply and demand on the different role-players within the supply chain, 
and within the departments affects the internal logistics of an organisation.  

Unit standard CCFO demonstrating: Demonstrate initiative in developing personal 

interactions with internal customers in departments designed to improve quality of service 
between departments, by working effectively with others and in teams.  
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SECTION 1: DIFFERENT DEPARTMENTS 

 

Outcome 1 

Identify and explain the functions of different internal departments. 

Outcome Range: Internal Departments receiving; dispatch; admin; procurement; returns. 

 

Assessment Criteria 

 The different departments in freight handling are identified and described with examples in terms 
of the specific area of specialisation.  

 The key functions of the different departments are listed and explained with examples of each 
function. 

 The Freight Handling infrastructure for each area of specialisation is described according to 
freight handling requirements.  

Range  

 Area of specialisation - stevedoring; airfreight; warehousing and distribution; pipeline; ports; 
courier bulk operations. 
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1.1 Supply chain management 

SCM refers to the “physical network that begins with the supplier and 

ends with the customer” 

A supply chain is a set of approaches used to efficiently integrate 

 Suppliers 

 Manufacturers 

 Warehouses 

 Distribution centres 

So that the product is produced and distributed 

 In the right quantities 

 To the right locations 

 And at the right time 
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When a supply chain is used 

 system-wide costs are minimized and 

 service level requirements are satisfied  

Today the market requires 

 Personalised content and services for their customers 

 Collaborative planning with design partners, distributors, and suppliers 

 Real-time commitments for design, production, inventory, and transportation capacity 

 Flexible logistics options to ensure timely fulfillment 

 Order tracking& reporting across multiple vendors and carriers 

 

ANOTHER VIEW OF SUPPLY CHAIN 

 

Internally, SCM involves working to achieve a seamless integration of logistics with other functional areas 
and externally, works to achieve integration with other trading partners and service companies.  

A supply chain consists of all stages involved, directly or indirectly, in 
fulfilling a customer’s request.  

The supply chain not only includes the manufacturers and suppliers but also the  

 transporters,  

 warehouses,  

 retailers  

 and customers themselves.  

For example, consider a customer wishing to purchase a music CD.  

 The supply chain begins with the customer and his/her need for music.  

 The next stage of supply chain is the store the customer decides to visit. Supposing it is Planet M. 
Planet M stocks CDs on the shelves using inventory that may have been supplied from the 
warehouses managed by it or a third party. 

 The third party (distributor) is in turn stocked by the music company like Sony, HMV or T-series.  
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 The manufacturers plant receives raw material from a variety of suppliers, who themselves are 

supplied by another supplier. This is the supply chain for a music CD.   

Managing all these components so as to get an integrated organisation and in turn achieve 
a synergistic effect is called supply chain management. It deals with management of flows 

between and among stages in a supply chain to maximise total profitability.  

Supply chain management entails:   

 Management of flow of goods from the supplier to the final user.   

 System wide coordination of product and information flows.   

 Development of relationships and integration of all activities that provide customer value.   

As product life cycles shrank and global competition intensified in the 1990s, many manufacturers 
collaborated with their suppliers to improve product quality and lead time.  

For example, before launching Indica, Tata employees worked with ancillary suppliers to 
develop good quality inputs and reduce the lead time. 

Correspondingly, many wholesalers and retailers also integrated their logistics functions to enhance 

competitive philosophy of supply chain management.   

 

1.2 Supply Chain Management 
The contemporary supply chain management practices can be studied in 6 categories as seen below.  

SUPPLY CHAIN MANAGEMENT PRACTICES 

Factor Activities 

Supply chain 

integration 

 Searching new ways to integrate supply chain.  

 Reducing response time across the supply chain.  

 Establishing more frequent contact with supply chain members.   

 Creating compatible information systems.  

Information 

sharing 
 Use the formal information sharing agreements.   

 Determine customers’ future needs.  

 Use of informal information sharing.  

 Participate in the sourcing decisions of the supplier.   

 Communicating customers’ future strategic needs.  

Supply chain 

characteristics 
 Identifying additional supply chains.   

 Suppliers on-time delivery directly to the points of use.  • Communicating 
future strategic needs to the supplier.  

 Creating greater level of trust among supply chain members.  

Geographical 
proximity 

 Locating closer to the customers.  

 Requiring suppliers to locate closer to the firm.  

 Participate in the marketing efforts of the customers.  
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Customer 
service 

management 

 On time delivery directly to customers point of use.   

 Contacting the end users of the products to get feedback.  

 Extending supply chain beyond immediate suppliers and customers.   

 Involving supply chain members in the product/service/marketing plans.  

 Creating supply chain management teams to include different companies.  

Just in time 
capabilities 

 Aiding the suppliers to increase their just in time capabilities.   

 Increasing the firms just in time capabilities. 

 

Why is Supply chain difficult? 

 Uncertainty is inherent to every supply chain 

 Travel times 

 Breakdowns of machines and vehicles 

 Weather, natural catastrophe, war 

 Local politics, labor conditions, border issues 

 

Importance of Supply Chain 

 Boeing announced a $2.6 billion write-off in 1997 due to “raw materials shortages, internal and 
supplier parts shortages and productivity inefficiencies” 

 U.S Surgical Corporation announced a $22 million loss in 1993 due to “larger than anticipated 
inventories on the shelves of hospitals” 

 IBM sold out its supply of its new Aptiva PC in 1994 costing it millions in potential revenue 

 Hewlett-Packard and Dell found it difficult to obtain important components for its PC’s from 
Taiwanese suppliers in 1999 due to a massive earthquake 

 U.S. firms spent $898 billion (10% of GDP) on supply-chain related activities in 1998 

 

Key Issues in Supply Chain 

Supply Chain Management and Uncertainty 

 Inventory and back-order levels fluctuate considerably across the supply chain even when 
customer demand doesn’t vary 

 The variability worsens as we travel “up” the supply chain 

 Shorter product life cycles of high-technology products 

 Less opportunity to accumulate historical data on customer demand 

 Wide choice of competing products makes it difficult to predict demand 
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The Bullwhip Effect 

An unmanaged supply chain is not inherently stable. Demand variability increases as one moves up the 
supply chain away from the retail customer, and small changes in consumer demand can result in large 
variations in orders placed upstream. Eventually, the network can oscillate in very large swings as each 
organisation in the supply chain seeks to solve the problem from its own perspective. This phenomenon is 
known as the bullwhip effect and has been observed across most industries, resulting in increased cost and 
poorer service. 

Causes of the bullwhip effect sources of variability can be  

 demand variability,  

 quality problems,  

 strikes, 

 plant fires, etc.  

Variability coupled with time delays in the transmission of information up the supply chain and time 
delays in manufacturing and shipping goods down the supply chain create the bullwhip effect. The 
following all can contribute to the bullwhip effect: 

 Overreaction to backlogs 

 Neglecting to order in an attempt to reduce inventory 

 No communication up and down the supply chain 

 No coordination up and down the supply chain 

 Delay times for information and material flow 

 Order batching - larger orders result in more variance. Order batching occurs in an effort to 
reduce ordering costs, to take advantage of transportation economics such as full truck load 
economies, and to benefit from sales incentives. Promotions often result in forward buying to 
benefit more from the lower prices. 

 Shortage gaming: customers order more than they need during a period of short supply, hoping 
that the partial shipments they receive will be sufficient. 

 Demand forecast inaccuracies: everybody in the chain adds a certain percentage to the demand 
estimates. The result is no visibility of true customer demand. 

 Free return policies 

 

Countermeasures to the Bullwhip Effect 

While the bullwhip effect is a common problem, many leading companies have been able to apply 
countermeasures to overcome it. Here are some of these solutions: 

Countermeasures to order batching - High order cost is countered with Electronic Data Interchange 

(EDI) and computer aided ordering (CAO). Full truck load economics are countered with third-party 
logistics and assorted truckloads. Random or correlated ordering is countered with regular delivery 
appointments. More frequent ordering results in smaller orders and smaller variance. However, when an 
entity orders more often, it will not see a reduction in its own demand variance - the reduction is seen by 
the upstream entities. Also, when an entity orders more frequently, its required safety stock may increase 
or decrease; see the standard loss function in the Inventory Management section. 

Countermeasures to shortage gaming - Proportional rationing schemes are countered by allocating 

units based on past sales. Ignorance of supply chain conditions can be addressed by sharing capacity and 
supply information. Unrestricted ordering capability can be addressed by reducing the order size flexibility 
and implementing capacity reservations. For example, one can reserve a fixed quantity for a given year 
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and specify the quantity of each order shortly before it is needed, as long as the sum of the order 
quantities equals to the reserved quantity. 

Countermeasures to fluctuating prices - High-low pricing can be replaced with every day low prices 

(EDLP). Special purchase contracts can be implemented in order to specify ordering at regular intervals to 
better synchronize delivery and purchase. 

Countermeasures to demand forecast inaccuracies - Lack of demand visibility can be addressed by 

providing access to point of sale (POS) data. Single control of replenishment or Vendor Managed Inventory 
(VMI) can overcome exaggerated demand forecasts. Long lead times should be reduced where 
economically advantageous. 

Free return policies are not addressed easily. Often, such policies simply must be prohibited or limited. 

 

Forecasts are never right 

 Very unlikely that actual demand will exactly equal forecast demand 

 The longer the forecast horizon, the worse the forecast 

 A forecast for a year from now will never be as accurate as a forecast for 3 months from now 

 Aggregate forecasts are more accurate 

 A demand forecast for all CV therapeutics will be more accurate than a forecast for a specific CV-
related product 

Nevertheless, forecasts (or plans, if you prefer) are important management tools when some methods are 
applied to reduce uncertainty 

 

ISSUE CONSIDERATIONS 

Network Planning • Warehouse locations and capacities 

• Plant locations and production levels 

• Transportation flows between facilities to minimize cost and time 

Inventory Control • How should inventory be managed? 

• Why does inventory fluctuate and what strategies minimize this? 

Supply Contracts • Impact of volume discount and revenue sharing 

• Pricing strategies to reduce order-shipment variability 

Distribution Strategies • Selection of distribution strategies (e.g., direct ship vs. cross-docking) 

• How many cross-dock points are needed? 

• Cost/Benefits of different strategies 

Integration and Strategic 
Partnering 

• How can integration with partners be achieved? 

• What level of integration is best? 
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Supply Chain Management Operations Strategies 

 

 

The Imperatives for Success in Supply Chain 

 View the supply chain as a strategic asset and a differentiator 

 Create unique supply chain configurations that align with your company’s strategic objectives 

 

 Operations strategy               
 Outsourcing strategy              
 Channel strategy 
 Customer service strategy 
 Asset network 

• What information and processes can be shared? 

• What partnerships should be implemented and in which situations? 

Outsourcing & 
Procurement Strategies 

• What are our core supply chain capabilities and which are not? 

• Does our product design mandate different outsourcing approaches? 

• Risk management 

Product Design • How are inventory holding and transportation costs affected by product 
design? 

• How does product design enable mass customization? 

STRATEGY WHEN TO CHOOSE BENEFITS 

Make to Stock standardised products, 
relatively predictable 
demand 

Low manufacturing costs; meet customer  

demands quickly 

Make to 
Order 

customised products, 
many variations 

Customization; reduced inventory; improved service 
levels 

Configure to 
Order 

many variations on 
finished product; 
infrequent demand 

Low inventory levels; wide range of product 
offerings; simplified planning 

Engineer to 
Order 

complex products, 
unique customer 
specifications 

Enables response to specific customer requirements 

Supply chain configuration 

components 
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Take steps to 

 Take steps to reduce uncertainty 
 Ensure forecasting is done 
 Improve collaboration 
 Enable integration 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Remember the following: 

 Each facility further away from actual customer demand must make forecasts of demand 

 Lacking actual customer buying data, each facility bases its forecasts on `downstream’ orders, 
which are more variable than actual demand 

 To accommodate variability, inventory levels are overstocked thus increasing inventory carrying 
costs 

It’s estimated that the typical pharmaceutical company supply chain carries over 100 days 
of product to accommodate uncertainty 

 

Reduce uncertainty in the supply chain 

 Centralize demand information 

 Keep each stage of the supply chain provided with up-to-date customer demand information 

 More frequent planning (continuous real-time planning the goal)  

 

Reduce variability in the supply chain 

 Every-day-low-price strategies for stable demand patterns 

 

Reduce lead times 

 Use cross-docking to reduce order lead times 

 Use EDI techniques to reduce information lead times 
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Benefits of Supply chain Management 

A 1997 PRTM Integrated Supply Chain Benchmarking Survey of 331 firms found significant benefits to 
integrating the supply chain 

 

Delivery Performance 16%-28% Improvement 

Inventory Reduction 25%-60% Improvement 

Fulfilment Cycle Time 30%-50% Improvement 

Forecast Accuracy 25%-80% Improvement 

Overall Productivity 10%-16% Improvement 

Lower Supply-Chain Costs 25%-50% Improvement 

Fill Rates 20%-30% Improvement 

Improved Capacity Realization 10%-20% Improvement 

 

 

1.3 System Perspective  
This concept is an extension of logistics concept and is the key to managing the logistics function. It deals 
with performing of trading-off and other cost performing functions in the entire marketing channel. The 
process is tedious and time consuming but it helps a company achieve its objectives.  

It also deals with establishment of channel partnerships and strategic alliances so as to streamline the 
logistics system. Kmart, Kodak and Lee Apparel are a few companies which are adopting this approach to 

co-ordinate their flow of goods.  

The total system of logistics has a series of sub-systems called activity centres.  These sub-systems 
include: 

 transportation,  

 warehousing, 

 inventory management etc.  

These sub-systems are organised on functional lines, which interact with each other to achieve pre-stated 
objectives and minimise internal contractions.  
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There are a number of techniques and procedures, which have been designed so that these activities are 
conducted in an optimal manner. For minimisation of total cost and maximisation of profits, a correct 
balance between these activity centres must he worked out.  

In order to reduce the total cost of logistics you have to consider all the activity centres. Bear in mind 
that any change in any activity centre of a logistics system may cause a change in the whole system, just 
as a stone thrown into a pond of water has a ripple effect on the water. For example, when you increase 
the number of depots, the cost related to inventory, material handling and order processing increases but 
the total transportation costs decreases.  

Total system analysis is not only a tool in the hands of a logistics analyst but a highly versatile application 
throughout the business system. It not only leads to identification and elimination of hidden costs but also 
leads to reorientation in management thinking.  

 

Activity Centres 

Activity centres refer to the activities that make up business logistics. Although these activities are 
proportional to the type of business yet the main activity centres can be studied in two categories:  

 Key activity centres 
 Support activity centres 

 

Key Activity Centres 

The key activity centres refer to activities which form the core of the 

logistics function.  

These refer to activities that will take place in every logistics channel. They are not only a major part of 
logistics cost but also essential to the effective co-ordination and completion of logistics mission.  

 

Customer service 

Every organisation has to maintain high customer service standards in order to remain competitive. 

The technological revolution has led to the customer becoming more and more demanding in terms of 
overall company performance. Moreover, increased competition has led to most of the goods now being in 
the category of convenience goods. The manufacturer now has to create competitive advantage on the 
basis of non-price factors like customer-service.  

Customer service has many facets like  

 in time delivery,  

 after sale services,  

 regular feedback,  

 prompt complaint redress etc.  

Companies like Xerox, BMW, Benetton and Dell computers were pioneers in this field. This service 
excellence can only be achieved through a properly integrated logistics system. For example, McDonalds, 
Pizza Hut, Dominos etc. are not famous for their advertising campaigns but for their service level. 

The core of the activity centre refers to co-operating with marketing 
to determine the customer’s needs and wants determine 
customer response to service and set customer service levels. 
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Transportation  

 Transportation is essential in logistics.  

 Transportation is one of the most costly of all the activity centres of logistics.  

 It involves that part of logistics which deals with creation of place utility.  

 It is concerned with movement of raw materials to the plant and of semi-finished goods or finished 
goods to the market.  

Problems in the transportation services can lead to a company holding inventory for several days, more 
than logistics planned for. This increases inventory carrying cost and also decreases the number of times 
inventory is converted into cash.  

Efficient transportation planning and management is a pre-requisite 

function of logistics.  

The five basic modes of transport are rail, air, road, pipeline and water ways. 

 

VARIOUS MODES OF TRANSPORT  

 

 

 

 

 

 

 

 

 

 

 

 

 

Inventory Management  

Business firms are concerned that if too high an inventory level is maintained then they would have to 
bear a very high inventory carrying cost, and also bear a high risk of obsolescence. Conversely, if too low 
an inventory is maintained then it would result in high restocking and production cost. A balance between 
the two extremes needs to be achieved.  

Inventory deals with determining of optimal suppliers for procuring stocks of commodities to meet future 
demand.  

The main objective of inventory management is to minimise inventory 
cost, subject to demand and service constraint. 

It deals with guiding a firm with respect to  

 Raw materials and finished goods stocking policies.  
 Short term sales forecasting.  

Railroad 
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Lumber 
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Steel 

Trucks 

 

Clothing 

Paper goods 

Computers 

Books 

 

Livestock 

Waterways 
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Perishables 

Food 

Instruments 

 

Emergency 
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Overnight 

mail 
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Automobiles 
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 Product mix at stocking points.  
 Number, size and location of stocking points.  
 Just in time, pull and push strategies.  

For example, FedEx offers  

 order processing,  

 fulfillment services  

 and streamlined distribution by guaranteeing 48-hour delivery globally and just-in-time delivery 
for manufacturers.  

It’s a suite of services that forms the backbone for web-based companies like Dell. “Inventory velocity has 
become a passion for us,” writes Chairman and Chief Executive Officer Michael Dell in his book Direct 
from Dell (Harper Business). “In 1993, we had $2.9 billion in sales and $220 million in inventory. Four 
years later, we posted $12 billion in sales and had inventory of $233 million. We’re now down to less than 
eight days of inventory [on hand) and we’re starting to measure it in hours Instead of days”.  

 

Information Flows and Order Processing  

Time to complete the activities of the order cycle is at the very heart 

of customer service.  

It has been estimated that the activities associated with order preparation, transmittal, entry and filling 
represent 50 per cent to 70 per cent of the order cycle time in many industries.  

It is due to this fact that activities involved in processing the company’s orders are receiving more and 
more management attention.  

It is closely related to the sale and production department and therefore the logistics department should 

adopt an interdepartmental approach to fulfil this function.  

Effective order processing systems should  

1. begin with transmission of order information  

2. continue uninterruptedly through stock checking, accuracy checking, credit checking, back 
ordering, transcripting and billing,  

3. to move on to order filling.  

The order processing system should have an efficient order status reporting system.  

With many departments involved in processing orders, delays can 
occur at any stage.  

It is the responsibility of the logistics manager to see that slow down does not occur.  

 

Support Activity Centres  

This category of activities refer to activity centres which are 
necessary to achieve synergistic effect in the key activity 

centres.  
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These activities are not critical but they contribute to the logistics mission and are customised in every 
firm according to their requirements.  

 

Warehousing 

Warehousing refers to storing products while they wait to be sold.  

This function is necessary as production and consumption functions rarely match. 

Organisations use either warehouses or distribution centres to process their products. The choice is made 
by considering 

 transportation cost,  

 customer service  

 and level of inventories etc.  

Nowadays manufacturers sometimes choose distribution centres to store and distribute goods. 

A distribution centre is a large, highly automated warehouse designed 
to receive goods from various plants and suppliers.  

This activity centre of logistics has to decide issues like:  

 space determination,  

 stock layout  

 and dock design,  

 warehouse configuration  

 and stock placement.  

The decisions are made so as to compliment key activity centres.  

Material handling efficiency and correct material handling methods in 
factory and distribution warehouses can contribute much to 
customer service and satisfaction.  

Proper material handling helps,  

 Decreasing the damage in handling.  
 Maintaining the quality of storage.  
 Facilitating order processing.  
 Moving the right goods at the right time to make them available to the right customers.  

Moreover, the material handling function of logistics helps reduce the number of staff required for 
managing inventory and also reduces the dangers of obsolescence. This, in turn, helps reduce total cost. 
The need for material handling at various stages in production and distribution has always existed. The 
cost of such activities can represent anything up to 50 per cent of total production cost of the product. 
Logistics aims at reducing this cost through development in material handling techniques.  

This activity centre deals with determining equipment selection and 
replacement policies, order picking procedures and stock 
storage retrieval.  
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Purchasing 

Logistics refers to all the activities concerned with raw material and finished goods as well as total 
distribution management.  

Purchasing involves activities like  

 supply source selection,  

 purchase timing  

 and determining quantity of purchase so as to get not only efficiency but also economy.  

 

Protective Packaging  

Packaging (i.e., looks of the product) is important to the modern 
customer. It is therefore necessary to use the latest material 
to attract the customers.  

Packaging cost is also part of the total cost of production.  

Therefore, container manufacturers, carriers, trade associations and government agencies are 
continuously trying to improve the packaging of the product while trying to reduce the cost and the loss of 
goods due to external and internal environmental factors.  

For the fulfilment of this function the logistics department has to work in co-operation 
with sales and manufacturing departments so as to get the product in the best quality and 
condition into the consumer’s hands.  

It means that for this function a systems approach is required. This is necessary to enable one department 
to share its specialised knowledge with another department and in turn fulfil the objective of the 
organisation.  

For example, ABC Company sells cabinets that are assembled by the purchaser. It has been shipping 
cabinets in carload lots to four warehouses which supplied dealers throughout U.S.A. The rate was the 
same whether the cabinets were sent to a warehouse assembled or unassembled, since the components 
when packaged together were considered a complete article. The logistics manager analysed the rate 
structure and found that a saving of 40 per cent could be made by sending components separately, the 
shelves in one shipment and nuts and bolts in the other. This was possible as rate for parts were less than 
for a complete article. This knowledge when shared with other departments resulted in increased 
packaging cost of R40,000 p.a. but a saving of R280,000 p.a. The concept of packaging has now given way 
to “Unitisation”, where different packages are handled together as a unit. The unit could be in the form 
of containerisation, palletisation, and lighter aboard a ship (LASH) or RO-RO ships.  

 

Information Maintenance  

One of the primary things required to solve the transportation, warehousing and packaging problems and 
achieve a desired level of customer service is information. This activity, therefore, is centred around 
information collection, storage and manipulation. It also deals with developing control procedures to 
reduce the gap between actual and benchmark.  

For example, by following the exercise of model building and simulation on the computers, many 
structural problems of the above mentioned elements can be removed before practical application is 
made. Computers also reduce the bulk of information to a more decipherable form, thereby helping in the 
decision making process of transportation, material handling, inventory control, warehousing etc. The 
information also helps in the formulation of strategy and thus this is also an important function of 
logistics.  
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Summary 

The activity centres of logistics are best summarised by the Council of Logistics Management:  

“The components of a typical logistics system are  

 customer service,  

 demand forecasting,  

 distribution communication,  

 inventory control,  

 material handling,  

 order processing  

 parts and service support,  

 plant and warehousing site selection (location analysis),  

 purchasing,  

 packaging,  

 return goods handling,  

 salvage and scrap disposal,  

 traffic and transportation,  

 and warehousing and storage”.  

 

 

MAJOR LOGISTICS FUNCTIONS 
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1.4 Internal Departments 

Organisation structure 

The dictionary explains an organisation as an organised group of people with a particular purpose, e.g. a 
business.  In the transport industry, the purpose of the business will be transport of either passengers or 
goods or both.   Every business, from the smallest to the very large ones, has an organisation structure, 
also called a hierarchy.  The hierarchy explains the ranking of the people who work there as well as how 
the employees of the organisation or business is organised .  It also explains the levels of work, the power 
and the authority that the employees have, from top management to middle management to supervisors 
to workers. 

In small businesses one person will do more than one job, such as purchases, stock keeping, sales and 
issuing of invoices, while in bigger businesses the work will be more specialised.  For  example, purchases 
will be a department on their own, with people doing only that. 

The business term for dividing work is called functions.  We will talk about the purchasing function, 

the sales function, etc.  This then means that when we talk about the purchasing function, it means that 
the work people do has to do with purchases.  

In businesses today, even small ones, the work is divided along the following lines: 

 

Marketing Function 

The marketing function entails the marketing of the products or services of the organisation. This 
includes: 

 Assessment of the market 

 Assessment of needs of consumers 

 Development of strategy to satisfy those needs profitably 

The marketing function must find out what the needs of the customers are, which products or services 
they need and then work out a plan so that your business can fulfil the need of the customers.   This is 
why you have to do a marketing plan. 

 

Production / Operational Department / Function 

The production department is where the physical production of products takes place, where goods are 
made, packed, etc..  it stands to reason if you are going to make goods, such as car parts, the first thing 
that has to happen is the production line must be planned, so that the making of the car parts can flow 
from start to finish.  In the production department, raw materials and semi-finished products are 
converted into finished products for the market. 

The production or operations management function includes that group of activities concerned with the 
physical production of products, namely 

 The establishment and layout of the production unit 

 The conversion of raw materials and semi-finished products into finished products for the market. 

 inventory (stock) control 

 The examination of problems related to the supply of services. 

The Operations Department is more than just the production department.  
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Operations must also plan, organise, co-ordinate and control the process so that a product or service of 
the proper quality is provided in the right place at the right time to the right customer. 

Operations will therefore include: 

 receiving 

 despatch 

 returns of faulty products 

 

Inventory control 

Inventory is a list for goods and materials or those goods and materials themselves, held available in stock 
by a business. 

Inventory is held in order to supply customers with the goods and products they need and want to buy 
from your store.   

 

The reasons for keeping stock 

There are three basic reasons for keeping an inventory: 

 Time - The time lags present in the supply chain, from supplier to user at every stage, requires 
that you maintain certain amount of inventory to use in this "lead time".  Suppliers will not always 
be able to deliver goods and products to your store on a daily basis at the exact moment you need 
it.  

 Uncertainty - Inventories are maintained as buffers to meet uncertainties in demand, supply and 
movements of goods.  

 Economies of scale - Ideal condition of "one unit at a time at a place where user needs it, when he 
needs it" principle tends to incur lots of costs in terms of logistics. So Bulk buying, movement and 
storing brings in economies of scale, thus inventory.  

 

Flow of goods through the organisation 

These days we want to order goods to arrive just in time for our purposes: 

 Either to resell to our customers, or 

 To manufacture something to resell to our customers. 

This means that the ordering, stock keeping and flow of goods through the organisation is very important.  
If we receive goods from suppliers Just In Time, we have to make sure that the goods are taken up in the 
stockholding of the organisation immediately so that the goods can be sent to the departments who need 
them without any delay. 

As outsiders or customers, we do not usually think how goods that are delivered to a business flows 
through the business before it is sold.   

In the case of a manufacturer, the goods would be parts that are assembled into a whole product and then 
sold.  In this case, the goods flow from the receiving department to the stores as parts to the assembly 
line where the different parts are built into a whole product, back to stores as a whole product, to 
despatch from where it is sent to customers. 
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FLOW OF GOODS THROUGH A MANUFACTURING ORGANISATION 

 

 

In the case of wholesalers, the goods would be goods ordered in bulk, such as case loads of canned peas 
(say, 48 cans sold as one unit), broken into smaller parts, (say 6 or 12 cans sold as a unit).  The flow of 
goods would then be bulk goods received from supplier, sent to stores, from stores to production line 
where the goods are broken into smaller units, back to stores, from where the smaller units are sent to 
despatch for delivery to customers. 

FLOW OF GOODS THROUGH A WHOLESALE ORGANISATION 

 

 

A retailer buys the goods from the wholesaler or the manufacturer, breaks the goods open into individual 
units (cans of peas), and sells them to customers as individual units.  The flow of goods here is: from 
receiving to stores, from stores to packers or merchandising where it is broken into individual units, 
displayed on shelves and sold to customers. 

 

Stock records 

You will need the following documents to control the flow of goods through the organisation 

 

Order form 

The purchasing department will place an order with the supplier.  An order form is completed.  This order 
form will contain details such as: 

Parts received 

from suppliers 

Parts sent from 

receiving to 

stores 

Parts sent from 

stores to the 

assembly lines 

Finished product sent 

from the assembly 

lines to stores 

Finished product from stores 

to dispatch for delivery to 

the customer  

Goods received in 

bulk from supplier 

(usually 

manufacturer) 

Goods sent to 

stores by receiving 
department 

Goods sent from 

stores to assembly 

line to break into 

smaller units 

Goods sent back to 

store in smaller units by 
assembly line 

Goods from stores to dispatch 
for delivery to customer 



23 | P a g e  

 

 Order number 

 Name and address of supplier 

 Date of order 

 Stock code number for product 

 Quantity of products (how many) 

 Individual product price 

 Total product price 

 Delivery date 

 Delivery address 

Copies of this order will be sent to 

 The supplier 

 Stores 

 Receiving department 

 One copy kept by purchasing 

When stores receives the order, preparations to reserve space in the store will be made. 

Receiving will keep their copy until the delivery takes place 

 

Goods received voucher 

Once the goods have been delivered, the receiving department will complete a 
goods received voucher, which will have the following information 

 Date of receipt 

 Internal stock code number for the items 

 Quantity of goods 

 Description of goods 

 Purchasing price (if required) 

 Selling price (if required) 

 

Copies will be sent to: 

 Stores 

 Purchasing  

ORDER FORM 

Order No:  Date: 

Delivery Address: Physical Address: 

  

  

  

  

Part/Item No Quantity Description Price per Total Price 
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Unit 

      

      

      

      

      

      

      

Subtotal R 

Vat 14% R 

Nett Total R 

Delivery Date:  Buyer Name: 

Delivery Instructions  

 Buyer Signature: 

   

 Authorized Signature: 

   

 

 

GOODS RECEIVED NOTE 

GRN:  Date: 

Customer Acc No: Invoice No 

Order No: Physical Address (supplier) 

Delivery Address:  

  

  

  

  

Part/Item No Quantity Description REMARKS 
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Name and Surname (Received) 

   

   

Signature:   

   

Date Received:   

PART ORDER / COMPLETE ORDER 

 

Stock card 

In the store, a stock card will be completed.  The stock card will have the following information: 

 Stock code of item 

 Description of item 

 Balance of stock brought forward 

 Date stock added 

 Date stock removed 

 New balance of stock item 

 Purchasing price (if required) 

 Selling price (if required) 

 

STOCK CODE 

Description Balance 
brought 
forward 

Date stock 
added 

Date stock 
removed 

New 
balance 
taken 
forward 

Purcha
sing 
price 

Selling 
price 
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Requisition 

To move goods from stores to the assembly line and then back 
again, a requisition will be completed.  The requisition will 
contain the following information: 

 Date  

 Stock code of item 

 Description of item 

 Quantity required 

 Department requesting the item 

A requisition will also be completed when goods are sent from 
stores to despatch 

 

Invoice and delivery note 

From despatch, goods are sent to customers together with delivery notes and invoices. 

The delivery note will contain: 

 Date 

 Order no from customer 

 Name of organisation 

 Name and address of customer 

 Stock codes of goods 

 Quantity of goods 

 Description of goods 

The invoice will contain 

 Date 

 Invoice number 

 Order number 

 Name and address of organisation 

 Name and address of customer 

 Stock codes of goods 

 Quantity of goods 

 Description of goods 

 Selling price 

 Payment terms 
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INVOICE 

Invoice No:  Date: 

Customer Acc No: Delivery No: 

Order No: Physical Address (supplier) 

Delivery Address:  

  

  

  

  

Part/Item No Quantity Description 
Price per 

Unit 
Total Price 

      

      

      

      

      

      

      

Subtotal R 

Vat 14% R 

Nett Total R 

Name and Surname (Received) 

   

   

Signature:   

   

Date Received:  Vat No: 
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DELIVERY NOTE 

Delivery No:  Date: 

Customer Acc no: Invoice No 

Order No: Physical Address (supplier) 

Delivery Address:  

  

  

  

  

Part/Item No Quantity Description 
Price per 

Unit 
Total Price 

      

      

      

      

      

      

      

Subtotal R 

Vat 14% R 

Nett Total R 

Name and Surname (Received) 

   

   

Signature:   

   

   

Date Received:   

 

Receiving 

Receiving Door 

1. A bigger business would designate a door solely to receiving and despatch.  
When this is the case, the receiving staff must ensure that the outside of 
the doorway is clear and provides sufficient room for delivery vehicles to 
pass through.  
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2. Ensure that you have enough space inside the doorway where the goods may be placed when off-
loaded.   

3. Avoid piling stocks on top of each other as this makes checking and counting very difficult. If 
necessary, designate the various areas of receiving with yellow lines on a painted floor to establish 
discipline.  

4. Control the flow of people through the doorway - do not allow delivery personnel to loiter in the 
doorway and obstruct your view.  

5. It is possible that, whilst open, staff and customers may try to use this door as a general exit and 
entry point. This should be discouraged but, if it cannot be completely avoided, a strict control must 
be kept on persons exiting and entering.  

6. If this is a door dedicated to receiving and despatch, it must be securely closed and locked between 
delivery times. You may wish to put up a push bell button on the outside of the door so that delivery 
crews are able to announce their presence.  

Goods Receiving Procedures 

When you receive goods in a wholesale or retail organisation, it could be due to one of three stock 
ordering methods: 

Where head office sends you goods without you having to order 

This could happen in a clothing retailer, for example, where the buyer decides what stock goes to which 
store.  Or, if head office has entered into an agreement with a supplier to run a special on one or more 
products. 

In this case, you will receive an advice from head office about the stock you will receive.  This could be 
called a Stock In Transit form, a Stock Transfer Form ( STF) or a jab, depending on the procedure in your 
organisation. 

These forms will be generated by head office on the computer system, so you will receive the advice and 
print it out. 

Where you order from head office or another branch 

You will place the order using the computer to generate a purchase order.  The order could also be placed 
by telephone followed with a faxed copy to head office or the other branch, should your computer system 
be offline or your organisation not make use of computerised systems. 

 

Where you order directly from the supplier 

You will generate a purchase order or requisition, either by hand or on the computer. 

Whichever method was used, you will have a document that states the goods that are due to arrive at your 
store. 

 

Purchase order 

Definition: A written sales contract between buyer and seller detailing 
the exact merchandise or services to be rendered from a single 
vendor.  

It will specify  

 payment terms,  

 delivery dates,  
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 item identification,  

 quantities,  

 shipping terms  

 and all other obligations and conditions.  

Purchase orders are generally pre-printed, numbered documents generated by your organisation’s 
financial management system which shows that purchase details have been recorded and payment will be 
made. 

Also Known As: PO 

The purchase order also allows you or your organisation to track outstanding orders and accounts payable. 

The purchase order is usually prepared in three copies: 

 the original copy is sent to the supplier, 

 the second copy for receiving department,  

 third for accounts department,  

Completion of the purchase order 

See example and follow the steps detailed below: 

1. Purchase Order Number: The number assigned to the purchase order. (Used for departmental record 
keeping.) 

2. Supplier Name and Address: The complete name and address of the individual or company which 
supplied the merchandise. 

3. Ship To: Receiving address, i.e., UAB Receiving, Hospital Receiving, Maintenance, etc. 

4. Deliver To: Name and location of the individual who requested the ordered goods. 

5. Date: The date the purchase order was originated. 

6. Payment Terms: Payment terms defined by Purchasing Department. 

7. Ship Via: Shipping instructions entered by Purchasing Department. 

8. F.O.B./prepaid : Shipping terms defined by Purchasing Department, these terms are usually used only 
for imports and exports 

9. Freight Terms: Freight terms defined by Purchasing Department, usually used only for imports and 
exports 

10. P. O. Line No: The sequential line number which corresponds with the line on the requisition (i.e., the 
first item would be line 1, the second would be line 2, etc.). 

11. Quantity: The quantity of the item being purchased. 

12. UOP: Unit of Purchase. The packaging of the item to be purchased (i.e., each, box, package, dozen, 
etc.). 

13. Unit Price: The unit price of the item ordered. 

14. Extended Price: The total of the quantity of the item multiplied by its unit price. 

15. Description: The complete description, in detail, of the item ordered. 

16. Total: The total amount of all items on the purchase order. 

17. For Questions Concerning This Purchase Order, Contact: The buyer's name and telephone number to 
contact for questions concerning this purchase order. 
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2 
Offload goods 

Compare goods 
received with 
delivery note 

 

3 

Report 
discrepancies 

4 
If this is the 
procedure in 

your 
organisation, 

compare 
purchase order 

and invoice 

 

5 
Log received 
items into the 

system  

 

1 
Compare 

purchase order 
with delivery 

note 

 

Delivery note 
(or invoice) 

received from 
supplier/head 

office 

 

Stock received 

General procedure 

The receiving department unloads and receives materials dispatched by the supplier. Once the goods have 
been offloaded, and placed on pallets (if it is a big order) you have to verify and check the quantity and 
physical condition of goods. 

Verification of the goods delivered against the documents always takes place where at least two staff 
members of your organisation as well as the driver or representative of the supplier are present 

 You will compare the delivery note against the purchase order 

 Then you compare the actual goods that have been unloaded against the purchase order 

 Lastly, you compare the purchase order and the invoice with each other, to confirm prices, etc. 

 Once you are satisfied that everything has been unloaded and that all discrepancies have been 
noted and reported, sign and date the delivery.   

If your organisation uses a receiving checklist, do the following: 

 Using the standard receiving checklist, inspect the delivery for quality, quantity, and delivery 
timing.  

 Initial each inspection point on the receiving checklist to indicate that it has been completed, and 
note any issues on the checklist. 

The copies of the delivery note will be distributed as follows: 

 One copy for the supplier 

 One copy for your records 

 Once copy that goes to purchasing to check the delivery 
against the order and to arrange for payment to be made 

If your organisation does not work with a delivery note, you will 
use the invoice from the supplier to compare against the purchase 
order and the goods. 

 

RECEIVING GOODS 
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EXAMPLE OF A RECEIVING AND INSPECTION REPORT 

 

If you encounter a discrepancy, do the following: 

 agree with the driver of the truck that there is a discrepancy – he may want to check inside his 
truck for the missing goods 

 inform your supervisor  

 Note the discrepancy on the delivery note 
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Record the stock 

Goods added to stock records 

Once the driver has left, you have to complete the necessary documents for the goods to be taken into 
the stock of the business and then the goods have to be moved to stores from where they will be sent to 
the various departments and customers as they are needed. 

Goods received voucher 

The larger companies make use of what is known as a Goods Received Voucher or 
Goods Received Note where goods that have been received are recorded.  The 
goods are then sent to stores with a copy of the goods received voucher.  You 
will keep one copy for your records.  Usually, but this will depend on the system in 
your company, you will staple the goods received voucher and the suppliers 
delivery note to each other and file them. 

Computerised systems 

These days everyone uses computerised systems, so it could be that in your organisation you have to enter 
the details of the goods received voucher on the computer and then print out a copy to be sent to stores 
with the goods.  A computerised system ensures that the goods are added in the stock of the business 
immediately and stores, purchasing and sales departments know about the stock immediately.  This means 
that sales can start selling, or stores can arrange for the goods to be packed on shelves in the store 
immediately.   

Stock codes, details and quantities 

When you record stock, make very sure that your recording is accurate.  You have 
to make sure that you include: 

 The internal stock code for the item 

 The quantity that was delivered 

 The description of the goods 

 If required, the purchasing price and the selling price 

 

Arrange payment 

If you have to arrange for payment for the delivery, do this according to the procedure in your 
organisation. 

When the invoices are received from the supplier, they are sent to the store and accounting departments 
for the verification of the quality and price of materials mentioned in the invoices. After checking the 
required documents, the store department requests the accounting department to make the payment of 
the invoice to the supplier. 

 

Receiving containers 

This section is only for information purposes. 

"DO's" 

1. The proper procedures for receiving truck load traffic begin with the security guard at the 

gate or with the supervisor responsible for signing for deliveries. It is imperative for them to inspect 
and confirm that all seal numbers are recorded before they are broken. Instruct drivers delivering full 
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truckloads that you will record seal numbers only if you can confirm that the seals were intact on 
arrival. 

Be especially alert to the possibility of shortages on truckload shipments when the driver hands you the 
seal with an explanation that he removed it in order to open his doors prior to backing into your unloading 
dock. While this might well be the case, your refusal to give a clear seal record in these instances will 
prevent future tampering or removal with seals without your supervision. 

The origin seal numbers should not be recorded on the bill of lading by the shipper. It enables a receiving 
clerk who has a copy of the bill of lading to copy those seal numbers on the delivering carrier's delivery 
receipt without actually checking the seals on the vehicle. Shippers should record the origin seal numbers 
on their internal records. 

If the vehicle has more than one door, check all doors for seals and record the fact that all doors are, or 
are not, sealed, recording their numbers. 

Watch for "gimmicks" devised by transportation cargo thieves, professional organized crime rings and non-

professionals to break the integrity of seal records. If you catch a thief in the act, prosecute. The "word" 

will soon spread that your Company "means business." 

2. Count and Inspect All Pieces. Keep an unloading tally. If your delivery is short or is damaged, 

note the count and/or damage on the delivery receipt in detail, and have the driver sign and date it at 
the same time. On shortages, note which items were short, if possible. If damaged, be specific and 
factual: "corners bent, wrapping torn, tarp torn and shredded, two sheets missing", etc. 

Shortage and damage notations on the delivery receipt provide the evidence required to establish a "prima 
facie" claim that the carrier is liable for a loss or damage. The legal significance of these notations should 
be explained to receiving personnel for better compliance and understanding of the importance of their 
function in the distribution cycle. 

If a delivery receipt with no indication of loss or damage is obtained by the carrier and a discrepancy is 
discovered later, it becomes a "concealed loss or damage." This will severely limit your chances of full 
recovery from the carrier. 

All damage, even if only slight markings on the exterior of a carton or skid, should be noted, because it 
may offer a clue to damage to the contents discovered later. If the banding, shrink or stretch wrapping is 
broken upon receipt, inspect and count the contents in the driver's presence. If any product is missing, 
write a clear exception notation on the delivery receipt such as; "Two (2) ctns. Paint #1234 short." 

Consignees should note that in the event of a claim that carriers have the right to perform an inspection 
and will try to determine whether the damage could have been discovered and noted at time of delivery. 
If the answer checked is "yes," the carrier will generally decline the resultant claim on the basis that the 
damage happened after the delivery and, therefore, they are not liable. 

3. Take Photographs of the damaged merchandise and of the trailer or car if the load has badly 

shifted and damaged. If possible, get driver in the picture along with the trailer number or license 
plate. Get rail car number in the picture. 

Record on the back of the photograph the date, car, or trailer number, driver's name, carrier's name, 
identity of shipment, etc., and sign the photograph. Also record the time the shipment was inspected and 
photographed. It is also recommended that video cameras be installed at all receiving and shipping 
locations as well as at guard gates, and that films be stored for future review when necessary. 

4. When a shortage or damage is discovered, call the carrier immediately to give them an 

opportunity to schedule an inspection (whether or not an exception was noted on the delivery receipt) 
and confirm in writing the date and time and the names of the persons who were notified. Also, report 
all damage and shortages to the shipper in writing, particularly if they are repetitive. Send 
photographs of the damage, as many shippers do not know how well their packaging is performing in 
transit. 

Receiving personnel must be trained in proper procedures in order to protect the interests of the owner of 
the goods in damage situations. An immediate call to the carrier with written confirmation builds 
credibility in the eyes of the carrier and provides the beginning of hard documentary evidence for the 
eventual claim file. It also establishes the time schedule for the carrier to perform its inspection. If the 
carrier fails to make the inspection within the time limit, or within a reasonable time, the consignee 
should perform the inspection and submit a copy of its findings with its claim. 
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5. Save all packaging! One of the most important steps to take in cases of concealed damage is to 

set aside the damaged goods awaiting the carrier's inspection. Retain all of the original 
packaging. 

Failure to comply with this provision deprives the carrier of the opportunity to inspect the goods and the 
packaging, which will in turn, severely hinder your chances to recover damages (unless, of course, you 
have preserved the evidence by taking photographs, obtained an affidavit from the person having actual 
knowledge of its condition, etc.). 

6. Create an "OS&D" area. This area, used for retaining damaged goods and containers, should be in a 

space that is out of the way of the normal traffic in the receiving area so that further damage or 
pilferage is not incurred by your own personnel in conducting normal business. This area should also 
be secured against pilferage and theft. 

7. If a corporate policy manual exists, ensure that there is a section devoted to "Receiving 

Practices" and that it contains the "Do's and Don't's", herein, together with material relating 
specifically to your products. In the absence of a formal manual outlining proper receiving procedures, 
posters are a simple, inexpensive, and effective method to educate the receiving personnel on the 
correct manner to accept deliveries, perform inspections, and generally conduct business. Add photos 
of damaged freight received by your company. 

8. Provide the receiving department with inspection forms so that they can perform factual and 

precise inspections on those occasions when the carrier waives the right to do so. In preparing such a 
form, add those items which might more effectively describe your product and the conditions which 
frequently exist on delivery based on your past experiences. 

9.  Maintain a receiving log. Record the date, arrival and departure times, carrier's name and pro 

number, vendor's name and order number, description of goods, actual count, notation of damage, if 
any, and the initials of the person making the entry. All of these pieces of information could be used 
at a later date in documenting a freight claim. 

10. Management should decide if receiving personnel should be given a copy of the purchase order, as 

it often encourages personnel to merely check each line without counting. Not having a copy of the 
purchase order forces receiving personnel to actually count, inspect and/or weigh the shipment 
contents. 

Rust. All metal products have a natural tendency to rust, and therefore, special precautions must be taken 
to prevent rusting in transit and in storage. Receiving personnel must carefully inspect such products for 
evidence of rusting, and note the extent and degree of rusting when discovered. 

Delivery receipts must be noted in detail, such as: 

Edges rusted on 2 coils, #_____and#_____. 

Heavy rusting notes on #_________. 

Light rusting noted on #_________. 

Top sheet only rusted and pitted, etc. 

11. Refrigerated product should be pierced with a thermometer to record pulp temperature rather 

than the temperature of the package. 

"DON'Ts" 

1. Do not reject the shipment from the carrier unless: 

 The shipment is "practically worthless," considering the cost of repair, salvaging, etc. (make sure to 
take photographs if you do reject, and get the driver to acknowledge and confirm the damage on a 
separate report). 

 The shipment may contaminate, infest or damage other freight in your place of business. (Leaking 
drums, insects, etc.) 

The reason for this rule is that the owner of a damaged shipment must mitigate the loss to the greatest 
extent possible under the circumstances. The law presumes that the owner of the goods is in a better 
position to repair the goods or maximize the salvage value of the damaged product since it is in that 
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business. The carrier usually cannot recoup as much money as the owner of the goods can in the salvage 
market. 

2. Do not accept deliveries without inspection. Marking the delivery receipt "subject to further 
inspection" is not a good practice. It does not help the claimant establish carrier liability, as the 
carrier will generally allege that the real damage occurred after the product was delivered! 

The time to inspect and report on damage is while the driver is present to sign and confirm the exception 
notation on the delivery receipt! 

Occasionally, the person charged with inspecting deliveries is not available at the time of delivery. In such 
cases, the inspecting party should note that fact on the delivery receipt. It may explain why a shipment 
was later discovered to be damaged, without an exception notation appearing on the delivery receipt. 

3. Non-confirming goods should not be rejected to the carrier if the carrier is not at fault. These goods 
should be accepted and held for disposition instructions from the seller. 

 

ORDER FORM 

Order No:  Date: 

Delivery Address: Physical Address: 

  

  

  

  

Part/Item No Quantity Description 
Price per 

Unit 
Total Price 

      

      

      

      

      

      

      

Subtotal R 

Vat 14% R 

Nett Total R 

Delivery Date:  Buyer Name: 

Delivery Instructions  

 Buyer Signature: 

   

 Authorized Signature: 
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Despatch 

Basic Despatching Requirements 

The following are basic requirements which will make your job easier: 

 A desk or suitable lintel upon which to write. 

 A sturdy shelf for files and documentation. 

 Stationery. You will require writing paper, string and the like. 

 Writing instruments. 

 A date stamp. This is very useful for marking the outers of cartons to indicate delivery date, as 
well as for use on invoices. 

 Spare locks in case any of yours need to be replaced. 

Despatch Door 

1. A bigger business would designate a door solely to receiving and despatch.  When this is the case, the 
despatch staff must ensure that the outside of the doorway is clear and provides sufficient room for 

delivery vehicles to pass through.  

2. Ensure that you have enough space inside the doorway where the goods may 
be placed while being loaded.   

3. Avoid piling stocks on top of each other as this makes checking and counting 
very difficult. If necessary, designate the various areas of despatch with 
yellow lines on a painted floor to establish discipline.  

4. Control the flow of people through the doorway - do not allow delivery 
personnel to loiter in the doorway and obstruct your view.  

5. It is possible that, whilst open, staff and customers may try to use this door 
as a general exit and entry point. This should be discouraged but, if it 
cannot be completely avoided, a strict control must be kept on persons 
exiting and entering.  

6. If this is a door dedicated to receiving and despatch, it must be securely closed and locked between 
delivery times. You may wish to put up a push bell button on the outside of the door so that delivery 
crews are able to announce their presence.  

 

Despatch Procedure 

A customer places an order with the Sales department who will issue an invoice for the sales transaction.  
This invoice will either be sent to despatch or directly to stores. 

If the invoice is sent to despatch, despatch will complete a requisition which is sent to stores.  As soon as 
stores receive the requisition, the stock for the delivery is issued and sent to despatch together with a 
copy of the requisition. 

If the invoice is sent to stores directly, stores will complete a stock issue note based on the invoice and 
send the goods with the stock issue note and the invoice to despatch. 

As soon as despatch receives the goods, the invoice and the requisition/stock issue note, the order must 
be prepared for delivery. This will usually take place very early in the morning as the delivery vehicles 
have to be released for deliveries as early as possible. 

Depending on the procedure in your organisation, it may be that you have to issue a delivery note that is 



38 | P a g e  

 

based on the invoice, or it may be that you use the actual invoice to control the loading of the goods. 

The goods have to be ticked off on the invoice or the delivery note as they are loaded in the vehicle.  
When goods are being loaded, two people should confirm that the goods are what is stated on the 
invoice/delivery note.  This could be you and the driver of the vehicle or you and another employee. 

You and the driver will work out the delivery route.  You have one of two options for working out delivery 
routes:   

 deliveries can start with the customer nearest to your store and end with the customer furthest 
from your store, or 

 deliveries can start from the furthest point and end with the customer closest to your store. 

You need to work out the route and the order of delivery, as the goods have to be 
loaded in the order of delivery – if there is more than one delivery destination the 
principle of FILO (First In Last Out) should apply 

If possible, load the goods in the order they appear on the invoice. Sometimes you will 
have to split consignments due to their size or type of item.  Foodstuffs and 
household detergents may be transported in the same hold but must be loaded 
separately to minimise the risk of accidental contamination of the foodstuffs. 

If possible, the vehicle must be locked inside the loading bay while loading is in process.  This will deny 
access to anyone not involved in the loading process and prevent anyone involved in loading from 
removing any item from the loading area. 

Once the loading process is complete, the load can now be sealed or covered.  Make sure that all 
documentation is processed and signed off according to procedure. 

In some cases, as with large hypermarkets, delivery vehicles may not convey any other goods than their 
products on their premises.  No vehicle will be allowed to enter their receiving bay unless it carries only 
that store’s consignment.  Likewise, no vehicle will be allowed entry to the despatch area unless it is 
empty. 

These measures ensure that nothing extra is loaded and hidden between goods already on the vehicle.  On 
the receiving side the receiving clerk is sure everything is unloaded, as the vehicle had only his 
consignment on board when it arrived. 

When the driver arrives at the client, the receiving clerk and the driver will check the goods as they are 
being unloaded.  

Any errors or discrepancies will be checked by the driver and the receiving clerk and noted on the delivery 
note or the invoice. As an example, if the delivery note states 20 loaves of white bread and you deliver 10 
loaves of white bread and 10 loaves of brown bread, this is an error and has to be noted on the delivery 
note.  The receiving clerk will report this to his supervisor, who will report it to you. 

When the driver of the vehicle returns, you have to check that all the deliveries were completed 
successfully.  You will do this by making sure that you get all the invoices/delivery notes from the driver 
and that all the documents have been signed without alterations by the client. 

Where the client had to make payment before the delivery was made, the cheque or method of payment 
should be attached to the invoice or noted on the invoice. 

If there were discrepancies in the delivery, these have to be reported.  The invoice has to be changed and 
arrangements have to be made to send goods that were short-delivered to the customer. 

 

Basic documentation 

 A driver’s trip sheet 

 Invoices or delivery notes for the different loads that have to be delivered at the various 
customers 

 Credit notes for goods that were returned 
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If your customer pays cash upon delivery your driver will have to issue a receipt to the customer after 
checking the accuracy of the invoice.  

If your customer pays by account they have to acknowledge that they have received the goods.  This is 
why the receiving clerk at the customer’s premises has to sign the invoice or delivery note and also note 
the date that the goods were received. 

If an invoice does not correspond with the goods delivered in quantity, description or price, you have to 
advise stores and administration.  Stores have to check their stock levels and administration have to 
amend the invoice so that the customer only pays for goods that were received. 

Paperwork should be completed the same day and handed to the different departments – invoices to 
admin, etc..  This is important, since the rest of the organisation needs the information in the reports, 
invoices and other documentation in order to do their work properly. 

The supervisor has to report regularly about the use of vehicles, the cost of vehicles, the number of 
deliveries, the mass of the deliveries, if the deliveries were made on time, etc. 

Finance has to know which goods were delivered and returned so that their statements to customers are 
correct. 

Incidents and accidents have to be reported immediately so that further steps such as damage control can 
take place. 

 

Purchasing Department / Function 

The purchasing function entails: 

 The acquisition of all products and materials required by the organisation to function profitably, 
namely: 

 Raw materials 
 Components 
 Tools 
 Equipment and 
 In the case of a dealer, the inventory. 

 Be in contact with suppliers 

 Being aware of new products 

 Know the prices at which goods can be bought 

 Keep the inventory up to date to ensure continuity of functioning 

The purchasing department has to ensure that goods and services of the right quality are purchased.  The 
purchasing department is also responsible for buying all the materials, equipment, machinery as well as 
services such as maintenance, installation and transport services.  The purchasing function is therefore 
responsible for purchasing goods and services  

 of the right quality,  

 in the right quantities, 

 at the right time,  

 at the right price,  

 from the right supplier  

 and delivered to the proper destination. 
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Financial Department / Function 

The financial function spends the money that is available in the business in such a way that the business 
can operate.  So, while the purchasing function has to find out where to get the best deal for vehicles and 
parts, the financial function has to make sure that there is money available to buy the vehicles, service 
them, buy spares for the vehicles, etc.  if the business has to borrow money, ;the financial function has to 
draw up the cash flow statements, budgets and balance sheets that are needed to apply for loans.  

The financial function also has to make sure that the other departments do not spend too much money 
and that the money for goods or services that were provided by the business comes into the business.  In 
other words, they check that invoices are paid and make sure that the money is deposited into the bank 
account 

Sales Department / Function 

The sales department ensures that the products are sold to the customer, by making contact and building 
relationships with customers.   

 

Administration Department / Function 

The administration function controls the information systems within the business.    

The administration department, for example, processes invoices, sends out statements, takes telephone 
calls and refers the caller to the correct department, files the business documents, sends letters to 
clients, etc. 

The administration department, therefore: 

 obtains information 

 processes information 

 and makes the information available for the management of the business.    

 

Human Resources Department / Function 

The human resource function entails: 

 The appointment  

 The development and  

 The maintenance of the human resources in the organization 

To enable the organisation to meet its objectives, the human resource manager must 

 Appoint the right people 

 Provide them with the right training in order to make the best use of them 

 

Quality Control Department / Function 

The quality control department must make sure that the quality of the product or service is good.  In 
other words, that the products that are made by the business is of a high quality and that quality 
standards are applied at all times.   
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If you open a packet of crispy chips and they are soggy and tasteless, it means that the quality control 
department of the business that made the chips, did not do their work. 

In transport, it will be the duty of the quality control function to ensure that buses run on time, that 
buses are road worthy and have enough fuel.  They will, of course, not do the work themselves, that will 
be the job of purchasing and operations.  Quality control will give production and purchasing guidelines 
about when buses have to be serviced, for example, and then they will ensure that the buses are serviced 
on time. 

 

Bringing it together 

We will now look at examples of how the different functions work together to form a complete whole: an 
effectively run business. 

 The HR function will determine the salaries for employees, while the administration function will 
ensure that the salaries and wages are paid on time and the financial department must make sure 
that there is enough money to pay the salaries and wages. 

 The purchasing department will find out where to buy to goods and services needed, they will 
place the order, finance will make sure that there is money to pay for the goods and 
administration will make the payment. 

The top management of an organisation will usually structure the organisation: divide the work into 
different functions or departments.  The structure of the organisation must be done before the 
organisation can employ and train people for the work that has to be done.   

Before top management determines what the hierarchy of the organisation will look like, they will first 
determine the strategy, vision and mission of the organisation.  From the vision and mission statements, 
top management then identify the core business processes of the organisation, for example: 

 To transport passengers or goods between identified points.  

 To maintain vehicles in accordance with manufacturers specifications. 

 To employ and train staff with specific skills and knowledge. 

 To expand the business according to the opportunities provided by the market 

Only then can a structure for the organisation be done. 

If you are in the business of transporting passengers, it means that your business will have an operations 
department.  The business will also need drivers and, if there are many buses and drivers, supervisors to 
manage the operations side of the business will be needed. 

The vehicles have to be maintained, so the business will possibly have workshop facilities and staff to 
service the vehicles.  If the workshop is large, supervisors will be required to manage the workshop. 

And so the process carries on until all the functions in the business, as well as the number of employees, 
supervisors, middle and top managers are shown on the hierarchy or organisation structure. 

 

Smaller Business 

When you have a small business, it will not be profitable to employ many managers and workers to do all 
the work.  In smaller businesses, functions are grouped together where it may happen that the purchasing 
function, the sales function and the marketing and financial functions are all done by the owner of the 
business.  In this case someone is employed only to do the administration, and/or production.  The 
business owner can also outsource consultants to assist with the HR function as well as certain functions of 
the financial department. How the small business owner sets up his business will vary according to the 
knowledge and skills that the business owner has. 

He/she will normally outsource expertise of the knowledge and skills that he lacks, or employ one or more 
employees to assist him in those areas where he lacks the expertise. 
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Organogram  

Following is an example of the structure of a freight handling company. 

The organogram shows top management, the different departments or functions, and the different 
sections that could be found in each department. 

ORGANISATION STRUCTURE (TRADITIONAL VIEW) 
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1.5 Freight Handling 
An understanding of the nature of the products stored in the warehouse is essential to a stores person. 
The types of products that are stored will influence a number of factors in the warehouse. These include: 

 The storage systems which are in the warehouse  

 handling equipment 

 types of packaging material 

 

Storage of Products 

Storage is used to: 

 protect products from crushing and impact damage 

 improve density while maintaining access 

 allow organization.  

Storage systems allow the product to be selected quickly; to be moved efficiently; to be handled in a 
uniform or regular manner and rotated according to age. 

There are many different ways to store products in a warehouse. The systems used will depend upon the 
nature of the products. 

The products may be stored in one of the following systems. 

 On pallets in storage racks.  

 As individual parts in storage bins.  

 On the floor as block 
stacked pallets.  

 On cantilevered 
racks.  
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We will briefly discuss some types of storage systems 

 

Pallet racking 

Pallet racking is probably the most common form of storage system used in warehouses. 

The rack consists of uprights which supports beams. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Pallet Dimensions 

Have a standard pallet which is common to many warehouses. It can be interchanged from warehouse to 
warehouse. 

The dimensions of this pallet are 1170mm by 1170mm and 150mm thick and this should be remembered by 
stores personnel.  

The pallet dimensions and overhang affect the dimensions of racks and aisle sizes in a pallet rack storage 
system. 

 

 

Racking Storage Systems 

Selective Racking 

Many varieties of rack storage exist, the most basic and common rack is the "Selective rack". 

This rack generally stores two pallets per bay. A bay is described as between two uprights. 
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This is the simplest of all storage systems and provides direct access to all pallets. The density achieved 
with this form of storage is approximately 50% as the aisles and racks share approximately equal space, (if 
reach fork trucks are used). 

Advantages 

 Easy to adjust, change or relocate. 

 Prevents damage to goods from compression. 

 Enables access to any pallet without moving others. 

 Bottom pallet is stored on the floor. 

 Can be used up to 8 metre heights providing frame sizes are increased.  

 

Adjustable pallet racking 

Applications: ambient and coldroom pallet racking - consumer goods; paper; timber; chemicals; heavy 
components and parts; stillages and many other uses. 

 

 

 

 

 

 

 

 

Cantilever racking 

Applications: pipe and Section Racking Systems, Timber and Board Racking Systems  
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The load bearing arms in a cantilever system are supported at one end. This type of storage system gives 
unrestricted horizontal access to the storage area. 

Cantilever storage systems are appropriate for storing long items such as pipes steel rods, timber and 
carpets. The products are suspended between the arms of the rack. 

Care must be taken that enough horizontal arms are used to ensure that the product does not deflect and 
become bent. If the load sags it will exert sideways pressure on the arms that could cause damage to the 
storage rack. 

Product should only overhang the end of the rack by 1/2 of the distance between the uprights. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

High density pallet racking 

 Drive-In Racking Systems 

 Drive-Through Racking Systems 

 Open-Faced Racking Systems 

Applications: Ambient Bulkloads, non-perishables, and cold rooms. 

 

 

Light Duty Racking 

 Open Beam Racking 

 Open Slatted Timber Decking Solid Timber Decking 

 Steel Decking 

Applications: Light bulk storage, boxes, small stores, mini warehouses, et 

Pushback pallet racking 

Interlinking trolleys that run on an inclined track within a rack 

1. The Pushback concept 

The concept of pushback racking is not a new concept and there are various different designs in the 
market to choose from. It consists of a set of interlinking trolleys that run on an inclined track within a 
rack. The first pallet is placed on the first trolley. The forklift operator then uses the second pallet to 



47 | P a g e  

 

push back the first pallet and trolley in order to expose the second trolley for placement of the second 
pallet. 

This process is repeated until the lane is full with the last pallet placed on the rails and not on a trolley 
because it does not need to move. Depending on the design, lane depths range between 2 and 5 pallets 
deep. 

Removing the pallets starts with the lifting of the last pallet that was placed 
in the lane and moving back slowly in order to control the speed of the 
remaining pallets flowing forward. This controlled movement is necessary to 
prevent damages and accidents bearing in mind that you may have up to 5 
pallets, each weighing 1000kg, moving forward down the incline. 

2. Advantages 

By storing pallets in a pushback system more pallets can be stored in a given 
area because of the reduced number of aisles required. ie: 1 Aisle to service 
10 pallets deep (5 Pallets on either side) in a pushback layout as opposed to 1 aisle to service 2 pallets 
deep in a normal static rack layout. 

 

Motorised pallet racking 

A shuttle system consists of supporting rack, shuttle rails and a shuttle cart. The shuttle cart runs on the 
rails and is propelled by an electric motor. It also has a platform on the top that can lift up and down.  

1. The Shuttle concept 

A shuttle system consists of supporting rack, shuttle rails and a shuttle cart. The shuttle cart runs on the 
rails and is propelled by an electric motor. It also has a platform on the top that can lift up and down. The 
lifting action is required to lift a pallet that is placed on the rail and then the electric motor moves the 
cart with the pallet on top into the rack in order to deposit the pallet in its right position. 

When the pallet is required, the cart moves in under the pallet, lifts it and brings it to the front of the 
rack where it can be retrieved by a forklift. 

All the movements of the shuttle cart are controlled with a hand held remote control. The shuttle cart is 
placed in the desired lane with a forklift. 

2. Advantages 

The shuttle system allows for more pallets to be stored in a given area when compared to normal static 
rack. It also minimizes damage to the rack because the forklift does not have to travel into the racking, as 
is the case with drive-in rack. Accessibility is increased because all the levels can be accessed at any time. 
In a drive-in rack system the bottom level must be cleared first in order to be able to access the higher 
levels.  

 

 

Drive in racks 

Some racking systems are designed to store pallets two, three, four or more deep. 

These systems offer greater storage density and make better use of the available warehouse space to 
store stock. 

Because the pallets are stored several deep in the rack, the goods are accessed on a last in first out basis. 
In this system the products must have a long life in storage and not require immediate access 
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Flow Storage racks 

In flow storage rack systems the product is placed into the rack from one side and removed from the 
other. The racks slope and the pallets move on rollers. 

This type of system allows for first in first out product rotation which is essential for perishable and time 
sensitive products. 
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Floor Block storage 

Another effective method of storing pallets of goods is in a block pattern on the floor. 

Organised floor stacking is referred to as block stacking and is generally used successfully for low cost 
storage of pallets and cartons.  

Strength in the product or packaging is critical so as to allow stacking. 

You should be aware of the maximum stacking height for block storage and the safety aspects of loads 
collapsing where workers are in close proximity. 

Block stacking is cheap and uses space effectively  

Pallet Rack Safety 

The load carried by pallet racks can be very large and it is essential that all safety aspects of the racks are 
fully understood. 

Beams should be held in place by safety locks to ensure that the beam is not dislodged by forklifts. 

The uprights of the rack should be protected with column protectors so that a vehicle will not dislodge the 
upright. 

Under the load of the pallets the beams can bend. The extent of this bending must be monitored, and if it 
is excessive your supervisor must be notified. 

A capacity plate should be fitted to the rack to identify the loading specifications for the rack. 

Shelving Storage Systems 

Bolted steel shelving 

Small-Parts Storage Systems 

 

Boltless steel shelving  

Static or Mobile, Open or Clad Shelving Units  

 

Long span shelving/light duty racking 

Light bulk storage, boxes, small stores, mini warehouses, etc.  
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Mezzanine Storage Systems 

Open and Closed Steel Floor Panels 

 Raised Storage Area  

 Flooring Mezzanine  

 Flooring Catwalk 

Applications: Parts assembly and storage; picking; packaging materials and offices. 

 

 

 

 

Special storage 

Special storage facilities may be needed such as: 

 Controlled temperate storage 

 Dangerous goods facilities 

The size and weight of the product will determine the dimensions of shelving in the warehouse. 

 The materials handling equipment that is required 

 

Picking goods 

The types of handling equipment available will affect the operation of the warehouse. 

Material handling equipment such as lift trucks and conveyors require special warehouse layouts and 
storage systems. 

 

Pick And Process Goods 

The type of warehouse and its functions will determine how orders are received from customers. 
Perishable items, such as food, are ordered often and delivered quickly whereas non-perishable items are 
normally ordered in large quantities to make deliveries more cost effective. The order provides 
information that is important to you so that you can process the order.  
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Orders may be received as: 

 paper based received by mail  

 telephone orders  

 automatically generated. 

The process of getting an order together by collecting stock items from 
specified locations is called picking an order.  

 

 

 

 

 

 

 

 

The most common form of purchase orders are paper based orders which describe the items and the 
quantity of goods required.  

The information provided on the order is important as it provides details of what you will need to pick for 
the order. This is primary information which allows you to process the order and correctly collect all the 
items. 

 

Important information on a customer purchase order includes the following items. 

 Order reference number  

 Order number  
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 Product codes  

 Quantity required by the customer  

 Brief product description  

 Unit of product  

 Customer contact telephone number 

 

What is picking? 

To pick an order you need to have an understanding of how to collect and assemble goods for despatch 
and storage in the most efficient manner possible.  
The picking process involves: 

 Locating where the different areas in which the stock items are stored  

 Selecting appropriate products and quantity to match the requirements of the customers purchase 
order  

 Moving the stock to the appropriate picking areas  

 Collecting and assembling the stock  

 Sending stock to an area where it will be packed for despatch.  

 

Picking Documentation 

To pick an order you need to have details of what the order contains. The details from the customer's 
purchase order are usually transferred to a set of instructions that will be used to pick the items. These 
details form a picking document and are based on the customer order.  

The picking instructions may include: 

 verbal  

 paper based  

 pick list  

 pick label  

 workbook  

 electronically stored as:  

 LED RF (radio frequency)  

 Infra red.  
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The picking document is sometimes called a:  

 Picking slip  

 Picking ticket  

 Workbook.  

In a Virtual Warehouse we refer to the picking document as a picking ticket, which is produced as a 
computer printout.  

An example of the information on a picking document is shown. 

 

 

Picking Ticket 

A picking ticket may involve selecting:  

 Single items  

 A number of different stock items  

 Items of different package types.  

The picking ticket might be generated to meet:  

 A single customer order  

 A scheduled order  

 A back order when stock was not available for a previous order  

 Or an emergency order where stock is required immediately.  

The instructions and details on the picking ticket enable you to pick the correct quantity and type of item 
for your customer. 
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Handling equipment 

Lift Truck And Attachments 

Lift trucks come in a variety of sizes and forms, and are used for different specific purposes.  Attachments 
are pieces of equipment which can be fixed to the lift truck for handling different types of load.  This 
means that for specific types of freight, the correct type of lift truck and attachment must be used to 
maximise work efficiency and ensure that the freight being handled is not unnecessarily damaged or 
carried in a dangerous manner.  Let’s have a look at these various types of lift trucks and attachments. 

 

 

CODE F1 

CAPACITY UP TO 3000kgs 

 

CODE F2 

CAPACITY UP TO 7000kgs 

 

CODE F3 

CAPACITY UP TO 15 
000kgs 

 

CODE F4 

CAPACITY >15 000kgs 

Forklift 

 Load carried outside front wheels 

 Can be pedestrian or rider operated 

 Load centre’s:- heel of forks to centre of load 

 Fulcrum point about front axle 

 Aisle stacking 

Petrol, diesel, gas or electric 

Designed to lift 

 

CODE F5 

UP TO A RATED CAPACITY OF 2 
500kgs 

Reach truck 

 Load centres vary behind & in 
front of front wheels depending 
on mast position 

 Moving mast 

 Rider operated 

 Fulcrum point 

 Pantograph 

 Aisle stacking 

Electric only 

Designed to lift 

High level warehouse operations 
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CODE F6 

BELOW RATED CAPACITY OF 
2000kgs 

 

CODE F7 

ABOVE RATED CAPACITY OF 2000kgs 

 Pedestrian controlled lift truck 

 Load carried inside front wheels 

 Pedestrian operated 

 Front legs usually lift about 200mm 

 Fulcrum point 

 Aisle stacking 

Electric only 

Designed to transport, and lift to low 
level 

 

CODE F8 

FIRST & SECOND LEVEL 
RACKING 

CODE F9 

ALL RACKING LEVELS INCLUDING 
HIGH RISE 

Order picker lift trucks 

 Load & man inside front wheels 

 Pedestrian operated low level order picker 

 Rider operated high level order picker 

 Not normally used to stack pallets 

 Fixed mast 

 Fixed front legs 

 Fulcrum point 

 Aisle stacking – does not turn in aisle 

 Safety lower or means of descending when stuck at high level 

 Side guide wheels 

Electric only 

Designed to lift 

Manual lower override 

Safety rope descent in emergency 

Safety belts or interlocking barriers 
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CODE F10 

Side loader lift truck 

 Load inside wheel base 

 Automatic tilt compensation 

 Mast retracts from side into wheelbase 

 Lower load onto platform to travel 

 Used normally outdoors on rough 
terrain 

 Truck does not turn in aisle 

 Side guide wheels on some electric 
machines 

Diesel or electric 

Designed to lift & carry 
long loads 

Often used without 
pallets with cantilever 
racking 

 

 Rough terrain / earthmoving/ 
agricultural equipment with lift truck 
attachments 

 Load carried outside front wheels 

 Rider operated 

 Load centres heel of forks to centre of 
load 

 Fulcrum point about front axle 

 Sometimes has articulated body 

 Aisle stacking 

 Generally as for larger counter 
balanced trucks 

Diesel or petrol 

Designed to lift 

Large wheels for rough 
terrain 

Be aware of actions over 
rough ground & 
encountering obstacles 

 

Pallet lift truck 

Load carried over front wheels 

Pedestrian operated 

Electric 

Designed to transport 

May lift to very low level 

 

CODE F13 

Non-elevating cab, to service all levels 

 

CODE F14 

Elevating cab, to service all 
levels 

 Very narrow aisle lift trucks 
Electric only 

Designed for high bay narrow aisle 
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CODE F15  RAIL MOUNTED STACKER LIFT TRUCK, NON-ELEVATING CAB 

CODE F16  RAIL MOUNTED STACKER LIFT TRUCK, ELEVATING CAB 

 Load inside wheel base 

 Truck doesn’t turn in aisle 

 Turret head turns in aisle when required 

 Fixed mast similar to reach truck 

 Fixed front legs 

 Fulcrum point 

 Safety lower or means of descending when stuck at high level 
with man up machine 

 Side guide wheels 

 Automatic aisle location systems 

 Wire guidance & automatic lift heights 

racking 

Requires feeder trucks to charge 

P & d stations at end of aisle 

For elevating cab 

Manual lower override 

Safety rope descent in emergency 

Safety belts or interlocking barriers 
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Rail mounted stacker lift trucks 

Load inside wheel base 

Truck doesn’t turn in aisle 

Turret head turns in aisle when required 

Fixed mast 

Fixed front legs 

Fulcrum point 

Safety lower or means of descending when stuck at high level with 
man up machine 

Side guide wheels 

Automatic aisle location systems 

Wire guidance & automatic lift heights 

Electric only 

Designed for high bay narrow aisle 
racking 

P & d stations at end of aisle 

For elevating cab 

Manual lower override 

Safety rope descent in emergency 

Safety belts or interlocking barriers 

 

Lift Truck Attachments 

 

Roll clamp 

Used for picking up rolls of various sorts 

 

Tine clamps 

Used for paper roll handling in the bilge 
position 

 

Bale clamp 

Used to handle bales of various types 

 

Forks 

Used to carry various types of loads 
resting on the forks and backrest 

 

Load turning fork clamps 

Used for various types of loads which 
require turning during handling 

 

Double pallet handler 

Designed for carrying 2 pallets side by 
side 
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Fork positioner 

To allow mechanical fork adjustment 
rather than manual adjustment 

 

Push pull attachment 

Designed for pushing or pulling a load off 
or onto the forks 

 

Carton clamps 

For lifting of various types of cartons 

 

Carpet ram 

For lifting of carpet rolls 

 

Coil booms 

For handling steel coils, steel and 
concrete pipes 

 

Jib cranes 

For lifting goods with appropriate rigging 

 

Hydraulic bucket 

For handling powdered or granulated 
materials 

 

Rotators 

When attached with other attachments, 
permits the attachment and load to be 
rotated to required position 

 

Load extenders 

Used with other attachments to load or 
unload trucks from one side 

 

 

Cranes 

The Different Types Of Cranes And Their Application 

Cranes are machines used for lifting, lowering and moving loads, material, equipment, items, etc.  These 
loads often need to be lifted or lowered from working heights and working positions, that would otherwise 
be out of reach or would be dangerous to reach. Cranes are employed over a wide spectrum of tasks and 
therefore specific types, makes and models have been manufactured and are available for specific 
applications. 

Each crane is best suited for its application and is therefore the safest choice for a particular task.  
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As stated, in industry we often have to… 

 Lift 

 Move 

 Load  

 Unload 

 Etc.  

Since these loads are too heavy for manual labour and for productivity purposes, we find that most 
industries make use of different equipment to achieve their outcomes. 

The equipment used is generally referred to as Lifting Equipment. 

Lifting equipment comes in different… 

 Categories 

 Makes 

 Models 

 Capacities 

Lifting equipment may be… 

 Static  

 Mobile 

Lifting equipment mainly falls into two definite categories, namely … 

 Lift Trucks   

 Cranes 

A crane is a lifting machine, generally equipped with a winder (also called a wire rope drum), wire 

ropes or chains and sheaves, that can be used both to lift and lower materials and to move them 
horizontally. It uses one or more simple machines to create mechanical advantage and thus move loads 
beyond the normal capability of a human.  

Cranes are commonly employed in the transport industry for the loading and unloading of freight, in the 
construction industry for the movement of materials and in the manufacturing industry for the assembling 
of heavy equipment. Cranes are also used extensively in ports.  

Lifting capacity 

Cranes illustrate the use of one or more  simple machines to create mechanical advantage. 

 The lever. A balance crane contains a horizontal beam (the lever) pivoted about a point called 

the fulcrum. The principle of the lever allows a heavy load attached to the shorter end of the 
beam to be lifted by a smaller force applied in the opposite direction to the longer end of the 
beam. The ratio of the load's weight to the applied force is equal to the ratio of the lengths of the 
longer arm and the shorter arm, and is called the mechanical advantage. 

 The pulley. A jib crane contains a tilted strut (the jib) that supports a fixed pulley block. Cables 

are wrapped multiple times round the fixed block and round another block attached to the load. 
When the free end of the cable is pulled by hand or by a winding machine, the pulley system 
delivers a force to the load that is equal to the applied force multiplied by the number of lengths 
of cable passing between the two blocks. This number is the mechanical advantage. 

 The hydraulic cylinder. This can be used directly to lift the load or indirectly to move the jib 

or beam that carries another lifting device. 

Cranes, like all machines, obey the principle of conservation of energy.. This means that the energy 

delivered to the load cannot exceed the energy put into the machine. For example, if a pulley system 
multiplies the applied force by ten, then the load moves only one tenth as far as the applied force. Since 
energy is proportional to force multiplied by distance, the output energy is kept roughly equal to the input 
energy (in practice slightly less, because some energy is lost to friction and other inefficiencies.). 
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Different Types Of Cranes 

The Codes listed for these types of cranes are those listed in the “National Code of Practice for the 
Evaluation of Training Providers for Lifting Machine Operators” 

OHP 1 

 

CODE C30 

Overhead crane – pendant & radio 
control 

 

CODE C31 

Overhead crane – cab controlled 

Generally used in area, inside or outside a 
building, to move goods from one place to 
another.  Operations restricted to the area in 
which the crane is constructed, and is 
operated by means of a hand held pendant. 

As with the pendant control, except that controls are within 
a cab fixed to the crane, from which the operator controls 
the crane. 

 

CODE C32 

Truck crane up to rated capacity specified on certificate 

Generally a crane mounted on a truck for the purpose of being able to load/off-load goods to and from the 
truck. 

 

CODE C33 

Hydraulic mobile crane up to rated 
capacity of 50 000 kgs 

 

CODE C34 

Hydraulic crane pick up & carry up to a rated 
capcity of 50 000 kgs 

Used for lifting very heavy items, or for lifting 
items over high or distant reaches.  Not for 
carrying, stationary operations.  Uses fixed 

Generally used for picking up and moving heavy items over 
reasonable surface conditions. 
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telescopic boom for operations. 

 

CODE C35 

Hydraulic mobile crane above rated 
capacity of 50 000 kgs (as specified on the 

Certificate) 

 

CODE C36 

Hydraulic crane pick up & carry above rated 
capcity of 50 000 kgs (as specified on the Certificate) 

 

 

 

 

CODE C37 

Lattice boom mobile truck crane up to rated 
capacity of 50 000 kgs 

 

CODE C38 

Lattice boom mobile crawler crane up to 
rated capacity of 50 000 kgs 

As with hydraulic mobile, except that lattice boom 
is constructed from sections carried on the vehicle 
and erected to the requirements of the load to be 
lifted. 

As with mobile lattice boom, but less stable, as it 
does not use outriggers.  Can be used for pick up 
and carry operations. 

 

CODE C39 

Lattice boom mobile truck crane above 
rated capacity of 50 000 kgs (as specified on 

the Certificate) 

 

CODE C40 

Lattice boom mobile crawler crane above 
rated capacity of 50 000 kgs (as specified on 

the Certificate) 
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CODE C41 

Tower crane: top slewing 

 

CODE C42 

Tower crane: bottom slewing 

Used generally in construction sites where lifting and moving operations will be required over a period of 
time. 

 

CODE 43 

Hydraulic mobile crane up to rated capacity 
of 15 000 kgs 

 

 

CODE 44 

Sugar cane crane 

As for Codes 33 & 35 but on a lesser scale. Used by sugar cane handlers for loading and 
offloading of vehicles/trucks. 

 

CODE C45 

Ships crane 

Cranes located on ships decks for loading/off-loading the ship without the need for a wharf crane. 
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CODE C46 

 

CODE C47 

Telescopic boom handler 

Similar to hydraulic mobile cranes, except that it is 
generally used with attachments more familiar with lift 
trucks. 

Wharf side crane (rail mounted) 

Used on dock sides for loading/off-loading items to 
or from ships. 

 

CODE C48 

Reach stacker (telescopic container handler) 

Used for stacking of full or empty containers at various levels and depths. 

 

CODE C49 

Straddle carrier 

 

 

CODE 50 

Cantilever container crane (ship to shore) 

Lifting machine designed for the transporting of 
containers within container terminals and depots. 

Purpose designed crane for loading/offloading of 
containers to and from ships. 
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CODE 51 

Scotch derrick crane (ship mounted) 

 

CODE 52 

 

CODE 53 

 

Inland container crane (Rail to road transfer) 

Goliath type 

Similar to straddle carrier, but capable of cross travel 
as with an overhead crane. Used for loading/off-
loading, transporting & stacking/de-stacking of 
containers 

Aerial platform 

Used for lifting personnel in & around buildings, 
generally for maintenance purposes.  Not designed for 
lifting and transporting goods for storage. 

 

 

1.6 Infrastructure 
Each different area of freight handling has an infrastructure that suits the business operations. 

Stevedoring 

According to the dictionary, a stevedore is: One who is employed in 
the loading or unloading of ships. 

Stevedoring activities are therefore activities that involve the loading and unloading the cargo of a ship. 

Loading and unloading ships requires knowledge of the operation of loading equipment, the proper 
techniques for lifting and stowing cargo, and correct handling of hazardous materials. In addition, workers 
must be physically strong and be able to follow orders. 

Today, the vast majority of non-bulk cargo is transported in intermodal. The containers arrive at a port by 
truck, rail or another ship and are stacked in the port's storage area.  

When the ship that will be transporting them arrives, the containers that it is offloading are unloaded by a 
crane. The containers either leave the port by truck or rail or are put in the storage area until they are 
put on another ship. Once the ship is offloaded, the containers it is leaving with are brought to the dock 
by truck. A crane lifts the containers from the trucks into the ship. As the containers pile up in the ship, 
the workers connect them to the ship and to each other.  

The jobs involved include the crane operators, the workers who connect the containers to the ship and 
each other, the truck drivers that transport the containers from the dock and storage area, the workers 
who track the containers in the storage area as they are loaded and unloaded, as well as various 
supervisors. 
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Today, a commercial stevedoring company also may contract with a terminal owner to manage all 
terminal operations. Many large container ship operators have established in-house stevedoring operations 
to handle cargo at their own terminals and to provide stevedoring services to other container carriers 

In usual present-day waterfront word usage, a stevedore is a man or a 
company who manages the operation of loading or unloading a 
ship 

 

The following advertisement of a stevedoring company explains their function 

Erundu Stevedoring (Pty) Ltd 

Erundu Stevedoring a subsidiary of Grindrod Limited was established in 1993 and is strategically based in 
the port of Walvis Bay. It offers a wide range of stevedoring and cargo handling services to the shipping 
and fishing industry and is involved in the discharge and load operations of container, break bulk, dry 
bulk and fishing vessels.   

The company has a varying inventory of cargo handling equipment required for the handling of a diverse 
range of cargoes be it for containers, rail trucks, vehicles as all major dry bulk  and break bulk 
commodities.  

This business prides itself in rendering an efficient, fast and reliable service that ensures faster 
turnaround for their customers whilst focusing on safety. 

 

Airfreight 

Airfreight is a method or service for transporting cargo by air 

Air transport is a vital component of many international logistics networks, essential to managing and 
controlling the flow of goods, energy, information and other resources like products, services, and people, 
from the source of production to the marketplace. It is difficult or nearly impossible to accomplish any 
international trading, global export/import processes, international repositioning of raw 
materials/products and manufacturing without a professional logistical support. It involves the integration 
of information, transportation, inventory, warehousing, material handling, and packaging. The operating 
responsibility of logistics is the geographical repositioning of raw materials, work in process, and finished 
inventories where required at the lowest cost possible 

Larger cargo airlines tend to use new or recently built aircraft to carry their freight, but many use older 
aircraft 

The following information taken from the SAA website will serve to explain airfreight and the 
infrastructure needed: 

 

SAA Cargo 

SAA Cargo is the division of South African Airways focusing on airfreight movement worldwide. The division 
uses belly space of SAA’s passenger flights for cargo carriage and also runs a fleet of four dedicated cargo 
aircraft, namely two Boeing 737-300Fs and two Boeing 737-200Fs. 

 Charter Service 

 Cargo Handling Services 

 Ground Handling Facilities 

http://en.wikipedia.org/wiki/Logistics
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Cargo Handling Services 

SAA Cargo, through its facilities in Johannesburg, Cape Town, and Durban offers cargo handling services to 
foreign airlines. These warehouses are equipped with X-ray machines that screen all cargo. The 
warehouses also provide a seamless feeder within the domestic network for the foreign airlines. SAA Cargo 
is Part 108 Regulation compliant as prescribed by CAA to regulate security in the freight industry and 
ensure that no harmful articles, such as explosives, can be introduced into the aircraft through cargo. 

 

Storage Facilities 

Warehousing 

 South African Airways - Cargo offers a 23 830 m² ground and first floor semi-automated 
warehousing with dedicated Build Up Unit acceptance and delivery areas. Exports build up and 
Imports check-in bays are fully fitted with roller-beds to ensure proper handling of ULDs. Similar 
facilities are also available at other airports. 

Cooling facilities 

 Our cold rooms cover an area of 156 m2 and are divided into 5 sections with a storage capacity for 
38 pallets or 114 tons. We have constant temperature monitoring and control through the use of 
sophisticated sensors that safeguards the temperature levels of the cool rooms according to the 
requirements. 

 With our upgraded cool rooms and facilities, at all major South African airports, we have the 
leading edge when it comes to the handling of perishable goods for transportation to local and 
international destinations. 

 Meeting the Perishable Products Export Control Board's (PPECB) most stringent quality criteria, the 
cool room facility is available to suit your particular needs. 

Storage 

 ULD control and storage: 

 SAA Cargo boasts a 7022m2 ULD yard with roller beds, all around, offering storage capacity for 500 
containers 

 The facility offers 33 racks with a capacity of ±1000 aircraft pallets 

 Access to this yard is monitored by a 24 hour digital recording CCTV surveillance 

 ULD's are bar-coded on receipt to facilitate effective tracking and tracing 

 The system also offers ULD monitor at aircraft side at all times where possible 

 Full ULD management system 

 Equipment 

 3 x 6 tons combination scale hoists 

 5 x 6 tons scales alongside build-up areas 

 41 battery-operated forklifts 

 5 diesel forklifts handling up to 12 tons of cargo (at any time) 

 9 tractors 

 4 battery-operated tractors for quick and secure movement of all Unit Load Devise's (ULD) in the 
warehouse 

Security Systems 

 24 hour digital recording CCTV surveillance with Dome-Cameras 

 24 hour manned access control into the warehouse 

 Security check points at all entrances and exits (to or from) South African Airways Cargo premises 

 Staff access controlled 24 hours with X-ray machine and metal detectors 
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Information Technology 

 To ensure safe and efficient movement of your cargo, South African Airways Cargo employs some 
of the most technologically advanced systems and facilities. 

 That means the exact status of your cargo will not only be available to us, but also to you the 
client. This is just another innovation to put your mind at ease while your goods are making their 
way to their final destination. 

 SAA Cargo implemented an electronic air-waybill system for the domestic market, offering 
customers a fast lane for cargo check-in. In addition, SAA Cargo has introduced a new integrated 
web-based system called i-Cargo, which keeps the business up to date with technological 
developments within the cargo environment 

 

Airfreight Africa 

Airfreight Africa offers the following services: 

Domestic Services  

 Sameday Courier is a time sensitive service that is available to all major centres. The shipment 
will be collected within 1 hour and will be placed on the first available flight. Delivery will be 
undertaken within 2 hours of the flights arrival. A separate quote will need to be obtained for 
areas that are not in Zone 1 and 2 of our domestic route guide. To be linked to transit times. 

 Overmight Courier is a door to door and time sensitive service. Following collection, delivery is 
undertaken by 10:30 the following day. This service is available to all major centres from Monday 
to Friday. Details can be found under Zone 1 and 2 in our domestic route guide. To be linked to 
transit times. 

 Overnight Express is a door to door service. Following collection, delivery is undertaken by close 
of business the next day (Monday to Friday). Regional and outlying areas may require a further 24 
hours for delivery of the package. Refer to our domestic route guide. To be linked to transit 
times. 

 Local Overnight Express Service includes items that are collected in the same city will be 
delivered by close of business the following day. This service is currently only available in 
Johannesburg and Durban. 

 Economy Roadfreight is designed for larger and less time sensitive items. 

 Domestic Airfreight is designed for larger and heavier consignments. Various service options are 
available to meet your requirements. 

 Insurance Airfreight Africa is a licensed intermediary in terms of the Financial Advisory and 
Intermediary Services Act No 37 of 2002. Airfreight Africa's liability is limited to R50.00 per 
shipment. If the value of the goods exceeds this value, insurance cover is strongly recommended. 
This can be done through completing the “insured amount” section on our house airway bill. 
Alternatively, clients have the option of insuring their shipment through their own insurance 
company. Insurance only covers total loss. Contact Airfreight Africa for our rates. 

International Services 

 International Courier Export is a worldwide door to door courier service that caters for 
international time sensitive consignments. Transit times are dependant on the destination within 
a country and city. This information can be gleaned from our international route guide. 

 International Courier Import is a time sensitive service. For urgent consignments from overseas, 
contact our offices for the rates and relevant transit times. Customs clearance will be handled on 
inbound shipments arriving in South Africa. 

 Cross Border Express Roadfreight is designed for less time sensitive items. Transit times range 
between 24 – 48 hours to the capital cities in Botswana, Lesotho, Namibia and Swaziland. 
Outlaying areas in these countries will require an additional 24 - 48 hour delivery time. 
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 International Airfreight is designed for larger and heavier consignments. Various service options 
are available to meet your requirements. 

 International Seafreight rates and service requirements can be obtained from our international 
department. 

Clearing & Forwarding 

 Exporting includes the customs clearing of air or sea freight shipments as well as the on-
forwarding of sea freight shipping documents to a nominated recipient agent via our international 
courier service from South Africa to the designated destination. 

 Importing includes customs clearing of air and sea freight shipments into South Africa. Nominate 
Airfreight Africa as your clearing and forwarding agent where we will undertake the necessary 
customs clearance and delivery of your shipment. 

Insurance 

 Airfreight Africa is a licensed intermediary in terms of the Financial Advisory and Intermediary 
Services Act No 37 of 2002. Airfreight Africa’s liability is limited to R50.00 per shipment. If the 
value of the goods exceeds this value, insurance cover is strongly recommended. This can be done 
through completing the “insured amount” section on our house airway bill. Alternatively, clients 
have the option of insuring their shipment through their own insurance company. Insurance only 
covers total loss. Contact Airfreight Africa for our rates. 

 

Warehousing and distribution 

 

 

 

AUTOMATIC STORAGE WAREHOUSE FOR SMALL PARTS 

A warehouse is a commercial building for storage of goods. Warehouses are used by manufacturers, 
importers, exporters, wholesalers, transport businesses and even customs. 

They are usually large plain buildings in industrial areas of cities and towns and villages. They usually have 
loading docks to load and unload goods from trucks. They often have cranes and forklifts for moving 
goods, which are usually placed on ISO standard pallets loaded into pallet racks. Stored goods can include 
any raw materials, packing materials, spare parts, components, or finished goods associated with 
agriculture, manufacturing, or commerce. 

A piece pick, also known as broken case pick, split-case pick, each pick, over-pack or pick/pack, is a type 
of order selection process where product is picked and handled in individual units and placed in an outer 



70 | P a g e  

 

carton, tote or other container before shipping. Catalog companies and internet retailers are examples of 
predominantly piece-pick operations. Their customers rarely order in pallet or case quantities; instead, 
they typically order just one or two pieces of one or two items. 

Material direction and tracking in a warehouse can be coordinated by a Warehouse Management System  
(WMS). This is a databse driven computer program. Logistics personnel use the WMS to improve warehouse 
efficiency by directing pathways and to maintain accurate inventory by recording warehouse transactions. 

Some warehouses are completely automated, and require only operators to work and handle all the task. 
Pallets and product move on a system of automated converyors, cranes and automated storage and 
retrieval systems.  These systems are coordinated by computers running logistics automation software. 

 

Pipeline 

Pipeline transport is the transportation of goods through a pipe.  

Most commonly, liquids and gases are sent, but pneumatic tubes that transport solid capsules using 
compressed air are also used. 

As for gases and liquids, any chemically stable substance can be sent through a pipeline. Therefore 
sewage, slurry, water or even beer pipelines exist; but the most valuable are those transporting fuels, oil, 
natural gas and bio fuels. 

 

 

AN ELEVATED SECTION OF THE ALASKA PIPELINE 

Components 

Pipeline networks are composed of several pieces of equipment that operate together to move products 
from location to location. The main elements of a pipeline system are: 

Initial injection station 

Known also as supply or inlet station, is the beginning of the system, where the product is injected into 
the line. Storage facilities, pumps or compressors are usually located at these locations. 

Compressor/pump stations 

Pumps for liquid pipelines and  compressors for gas pipelines, are located along the line to move the 
product through the pipeline. The location of these stations is defined by the topography of the terrain, 
the type of product being transported, or operational conditions of the network. 

http://en.wikipedia.org/wiki/Trans-Alaska_Pipeline_System
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Partial delivery station 

Known also as intermediate stations, these facilities allow the pipeline operator to deliver part of the 
product being transported. 

Block valve station 

These are the first line of protection for pipelines. With these valves the operator can isolate any segment 
of the line for maintenance work or isolate a rupture or leak. Block valve stations are usually located 
every 20 to 30 miles (48 km), depending on the type of pipeline. Even though it is not a design rule, it is a 
very usual practice in liquid pipelines. The location of these stations depends exclusively on the nature of 
the product being transported, the trajectory of the pipeline and/or the operational conditions of the 
line. 

Regulator station 

This is a special type of valve station, where the operator can release some of the pressure from the line. 
Regulators are usually located at the downhill side of a peak. 

Final delivery station 

Known also as outlet stations or terminals, this is where the product will be distributed to the consumer. 
It could be a tank terminal for liquid pipelines or a connection to a distribution network for gas pipelines. 

 

Operation 

Field devices are instrumentation, data gathering units and communication systems. The field 
instrumentation includes flow, pressure and temperature gauges/transmitters, and other devices to 
measure the relevant data required. These instruments are installed along the pipeline on some specific 
locations, such as injection or delivery stations, pump stations (liquid pipelines) or compressor stations 
(gas pipelines), and block valve stations. 

The information measured by these field instruments is then gathered in local Remote Technical Units 
(RTU) that transfer the field data to a central location in real time using communication systems, such as 
satellite channels, microwave links, or cellular phone connections. 

Pipelines are controlled and operated remotely, from what is usually known as The Main Control Room. In 
this center, all the data related to field measurement is consolidated in one central database. The data is 
received from multiple RTUs along the pipeline. It is common to find RTUs installed at every station along 
the pipeline. 

The SCADA system at the Main Control Room receives all the field data and presents it to the pipeline 
operator through a set of screens, showing the operational conditions of the pipeline. The operator can 
monitor the hydraulic conditions of the line, as well as send operational commands (open/close valves, 
turn on/off compressors or pumps, change setpoints, etc.) through the SCADA system to the field. 

To optimise and secure the operation of these assets, some pipeline companies are using what is called 
Advanced Pipeline Applications, which are software tools installed on top of the SCADA system, that 
provide extended functionality to perform leak detection, leak location, batch tracking (liquid lines), pig 
tracking, composition tracking, predictive modeling, look ahead modeling, operator training and more. 
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Courier 

A courier is a company who delivers packages, and mail. Couriers are distinguished from ordinary mail 
services by features such as speed, security, tracking, signature, specialisation and individualisation of 
express services, and swift delivery times, which are optional for most everyday mail services.  

As a premium service, couriers are usually more expensive than usual mail services, and their use is 
typically restricted to packages where one or more of these features are considered important enough to 
warrant the cost. 

Different courier services operate on all scales, from within specific towns or cities, to regional, national 
and global services. The world's largest courier companies are 

 DHL 

 FedEx 

 TNT 

 UPS 

They offer services worldwide 

The following information was taken from FedEx’s website: 

International Services: For Shipments up to 68 kg  

FedEx operates the industry's largest fleet of wide-body aircraft to deliver your time-sensitive, high-
value shipments to over 214 countries world-wide. Depend on time-definite, door-to-door, Customs-
cleared services to ship documents and dutiable goods internationally.  

FedEx International Priority® - 2 business day delivery with fast Customs clearance.  

Special Handling Options 

FedEx adds convenience to your shipping with a range of options you can request in addition to your basic 
FedEx Express service. Use these options for special shipping circumstances, or to specify certain handling 
or billing for your shipments.  

Pickup - Schedule FedEx to pick up your shipment for delivery.  

Dropoff - Find the dropoff location nearest you.  

FedEx International Broker Select® - Choose to have FedEx act as your broker, or choose your own.  

Priority Clearance - Make sure your commodity gets through Customs more quickly.  

Proof of Delivery - Be sure that your shipment reached it's destination.  

Hold at FedEx Locations - Have us hold your shipment until you're ready to pick it up.  

 

Formative Assessment 
 

http://www.fedex.com/za/services/specialhandling/pickup.html?link=4
http://www.fedex.com/za/dropoff/?link=4
http://www.fedex.com/za/services/specialhandling/intlbrokerselect.html?link=4
http://www.fedex.com/za/services/specialhandling/priorityclearance.html?link=4
http://www.fedex.com/za/services/specialhandling/proofofdelivery.html?link=4
http://www.fedex.com/za/services/specialhandling/holdatlocations.html?link=4
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SECTION 2: SUPPLY AND DEMAND  

 

Outcome 2 

Describe the principles of supply and demand.  

 

Assessment Criteria 

 The basic principles of supply and demand are explained according to international definitions.  
 Key drivers of demand are explained with examples.  
 The key parties impacting supply and demand are identified from a list of parties.  
 Demand alignment is defined according to international definitions.  
 The importance of demand planning for operations is explained with examples of the 

consequences of not doing demand planning and alignment.  
 An example of demand planning in the workplace is shown (e.g. extra staff over the 

Christmas/other busy period) in accordance with requirements.  

 

2.1 Supply and Demand 

The market 

A market is a group of buyers and sellers of a particular good or service: the 
market is the place where buyer and seller come together. 

The people who demand something, and the people who satisfy those demands are called the market.   

We get different markets which consist of people who want and supply specific things. For example, 
sports, food, transport, and so on. 

Markets can be of different sizes and depends on the population in the area, development of the area 
(urban or rural), income patterns, seasons or cycles, government restrictions or assistance, and customers 

 

Supply and demand 

The terms supply and demand refer to the behaviour of people as they interact 
with one another in markets.  

 Buyers determine demand  

 Sellers determine supply 

Demand  

Demand is when many people need or want the same thing 

Demand is the number / amount of goods and services that buyers are prepared 
to buy at a given price. 
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Needs and wants create demand.  For example, farmers and supermarkets satisfy the demand for food, 
clothing shops satisfy the demand for clothing, construction companies satisfy our demand for housing, 
disco’s and cinemas satisfy our demand for entertainment, taxi’s and buses satisfy our demand for public 
transport, and so on 

 Quantity demanded is the amount of a good that buyers are willing and able to purchase.  

Law of Demand 

The law of demand states that, other things equal, the quantity demanded of a good falls when the price 
of the good rises. 

For example, a consumer will purchase more pizzas if the price of pizza falls. The opposite is true if the 
price of pizza increases. 

In addition to price, other determinants of how much consumers want to buy include 

 income,  

 the prices of complements and substitutes, 

  tastes,  

 expectations,  

 and the number of buyers.  

Supply  

Supply is the number / amount of goods and services which sellers are prepared 
to sell at a given price 

 Quantity supplied is the amount of a good that sellers are willing and able to sell.  

Law of Supply  

The law of supply states that, other things equal, the quantity supplied of a good rises when the price of 
the good falls. 

In addition to price, other determinants of how much producers want to sell include  

 input prices,  

 technology, 

 expectations,  

 and the number of sellers  

 

Seasons 

Consumer goods like cold drink or even clothing can be affected by seasons. 

 

Consumer behaviours 

Sometimes fashion trends, styles and designs can change because consumer behaviour changes.  This can 
affect demand and may result in price having to be reduced. 
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Supply and demand together  

Supply and demand trends form the basis of the modern economy. Each specific good or service will have 
its own supply and demand patterns based on price, utility and personal preference. If people demand a 
good and are willing to pay more for it, producers will add to the supply. As the supply increases, the 
price will fall given the same level of demand. Ideally, markets will reach a point of equilibrium where the 
supply equals the demand (no excess supply and no shortages) for a given price point; at this point 
,consumer utility and producer profits are maximized. 

Equilibrium refers to a situation in which the price has reached the level where 
quantity supplied equals quantity demanded.  

Equilibrium Price 

The price that balances quantity supplied and quantity demanded.  

Equilibrium Quantity 

The quantity supplied and the quantity demanded at the equilibrium price.  

 At the equilibrium price, the quantity demanded equals the quantity supplied.  

 The behaviour of buyers and sellers naturally drives markets toward their equilibrium 

 

2.2 Demand Planning 
In business, the term is used to describe the proactive management of work initiatives 
(demand) with business constraints (supply). 

Customer Demand Planning (CDP) is a business-planning process, that enables 
sales teams (and customers) to develop demand forecasts as input to service-
planning processes, production, inventory planning and revenue planning 

CDP is a vital aspect of managing value chains. Generally, the first step of CDP is to forecast product 
demand. A manager can plan resource deployment in accordance with the resulting forecasts. In other 
words: it's a bottom-up approach vs. the a top down planning.  

 

Evolution of demand planning 

Thirty years ago, demand management within most manufacturing companies was minimal at best or 
nonexistent. In some cases, demand was forecast, but it was not common for the forecast to be used to 
drive financial projections or production rates. Only in rare circumstances was demand information 
communicated by customers to their suppliers. 

Today, companies and supply chains are developing whole new models for managing demand. Companies 
are using the demand plan to drive their supply and financial plans, which is causing demand plans to be 
updated monthly, rather than quarterly or annually. Customers and suppliers are collaborating to 
communicate demand information (monthly, weekly, and even in near real time) and develop tactics to 
capture sales. 

As a result, the roles, responsibilities, and best practices of demand management are changing and 
continuing to evolve. 

Customers are also more demanding and less forgiving of their suppliers. They expect delivery 
performance, product availability, and responsiveness to continuously improve.  
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Some customers, particularly in the retail industry, are mandating that their suppliers implement 
standards of best practices for demand collaboration and replenishment. 

For suppliers, it is becoming increasingly more difficult to achieve customers’ performance expectations — 
including price expectations — without an accurate demand forecast and effective demand management. 
Cost, cash flow, and profit pressures do not permit the extensive use of inventory to dampen the effects 
of an unreliable forecast. 

Successful collaboration starts with effective internal demand management processes that are integrated 
with their company’s supply and financial planning processes. 

 

 

EVOLUTION OF DEMAND MANAGEMENT 

 

 

The demand plan 

Demand forecasting is the activity of estimating the quantity of a product or 
service that consumers will purchase.  

Demand forecasting involves techniques including both informal methods, such as educated guesses, and 
quantitative methods, such as the use of historical sales data or current data from test markets. 

You need to know -- accurately and quickly -- what your customers want. 

 Forecast too low and you'll have shortages and lost sales.  

 But predict a high demand that doesn't materialize and you're stuck with excess inventory, idle 
lines, and damaging write-off 

The demand plan, while not perfect, is useful for: 

1. Validating that the product, marketing, and selling plans and strategies will deliver the expected 
financial and market positioning results 

2. Determining the resources required to produce, transport, and deliver product to customers 

3. Developing financial projections of sales revenues, cash flow, and profit margins 

It is assumed that a demand plan will not be 100 percent perfect. A demand plan over an 18- to 24-month 
planning horizon is imprecise and subject to uncertainties. Imperfections should not be allowed to defeat 
the purpose of demand planning, however. Over time, greater precision can be added to the demand 
plan. In actuality, demand planning is a replanning process. Every month, the plan and supporting 
assumptions are updated, reviewed, and agreed upon. This is a best practice. 

Replanning gives managers greater flexibility and control of the business. Knowing in advance that 
conditions are changing gives you the advantage of time to prepare. You can monitor the conditions over 
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time and put plans in place to respond in the most timely and profitable manner. You gain the ability to 
control. 

This brings us to two other best practice principles for demand planning: 

 The demand plan represents products and services that customers are expected to purchase. It is 
not restricted by perceived or expected supply constraints. This is commonly called an 
unconstrained demand plan. 

 The demand plan is a request for products and services. It is what the demand organization 
believes customers are going to buy. The demand organization is committed to executing the 
demand plan to ensure that customers do buy these products and services. 

The updating, or replanning, of demand plans is not a periodic event. It is performed monthly and 
monitored continuously. 

Alan Greenspan, chairman of the U.S. Federal Reserve Board, has observed that “the best forecast is 
made with the freshest data.”18 The people with the freshest, forward-looking information reside on the 
demand side of the business — in the marketing, sales, brand, and product management organizations. 
These organizations know if new products are going to be introduced and the marketing and sales 
activities that are planned to create demand for these products. These functions know what advertising, 
promotions, and price tactics are planned and the anticipated impact these programs will have on 
demand; they have the earliest knowledge of whether a major customer is being acquired and the 
expected volume and timing of the resulting sales; and they also have the closest contact with the 
customers. This gives these functions the most up-to-date information on customers’ intentions to buy 
the company’s products and services. 

 

Steps in demand planning 

Demand planning is a multi-step operational supply chain management (SCM) process used to create 
reliable forecasts.  Effective demand planning can guide users to improve the accuracy of revenue 
forecasts, align inventory levels with peaks and troughs in demand, and enhance profitability for a given 
channel or product. 

The approach begins with a statistical forecast.  Data sources for the forecast include planned sales 
orders, customer contracts and intercompany standing orders. The final forecast is shared with key 
stakeholders, such as suppliers.  

Key steps in demand planning include: 

 Importing historical sales data 

 Creating statistical forecasts 

 Importing customer forecasts 

 Collaborating with customers 

 Managing forecasts 

 Building consensus forecasts 

 Supply and demand collaboration 

 Securing constrained forecasts 

 Confirmation with customers 

 Re-examining data and adjusting planning accordingly. 

 

Demand planning in an operational unit 

If we say that demand management is the management of the distribution of, and access to goods and 
services on the basis of needs, how does that affect your department, section and your specific job? 
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In the freight handling industry you have to be aware of what will happen today, tomorrow, next week, 
next month and so on. 

Let us use Christmas goods as an example.  The latest products and goods that customers want are not 
delivered two weeks before Christmas, but a couple of months before the time.  This means that the 
products have to be manufactured even longer before that.  

This implies that your organisation knows which products will sell well. Toys are a good example.  If a new 
movie or game hits the market, you can be sure that these will sell extremely well at Christmas time. Due 
to the logistics involved, the manufacturing and transporting process has to be finalized by latest 
beginning of December, sometimes even earlier. 

So, it could happen that for 4 weeks in October you will need all your staff in order to meet deadlines.  
This means that no one can take leave at this time, etc. 

Then you should also consider the impact seasons have on goods: 

 winter clothes have to be in stores long before winter starts 

 soups and the contents for soup should be in stores before winter starts 

For example, KFC have certain food products that are only available in winter and they have to plan for 
this long in advance as they need to know which products are more popular. 

Other factors that have to be considered are: 

 The impact of public holidays, long weekends, school holidays on production and deadlines 

 Winter illnesses and absenteeism 

 transporting certain goods to colder countries during winter, e.g. sending wine to Canada in 
ordinary containers could lead to the bottles breaking due to freezing temperatures. 

 staff turnover  

 labour actions 

 

 

 Formative Assessment 
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SECTION 3: BUSINESS LOGISTICS 

 

Outcome 3 

Demonstrate an understanding of the impact of logistics business impact.  

 

Assessment Criteria 

 The Customer Value formulae are applied in order to demonstrate the impact of a change in the 
variables on total logistics cost.  

 Customer differentiation is explained with examples.  
 Key drivers of enhanced customer relations are identified and explained according to customer 

requirements.  

Range  

 Customer Value Formulae will include but not limited to quality, customer service, cycle time and 
cost. 

 

3.1 Logistics 

Logistics is concerned with getting products and services where they 
are needed, when they are desired.  

When a consumer goes to a store, he not only expects the products to be available. but also expects them 
to be fresh. This is impossible without logistics. Thus, logistics is an activity which never stops and rests. It 

is an activity which is carried out 24 hours a day and 365 days a year.   

The term logistics is not specific to private or public sector, to sole or partnership companies. Various 
terms have been used to define logistics, over the years, like business logistics, physical distribution, 
material logistics management, physical supply, logistics and distribution, marketing logistics, inbound 
logistics and total distribution.  

Marketing logistics refers to that part of logistics which deals with the finished goods.   

The field of logistics is nearly as old as man himself. Its activities were carried out when man first began 
forming more goods than could be consumed at the point of manufacturing. The first time that men 
transported fruits of their labour from the point of manufacturing (whether a lake shore or the location of 
a hunters’ kill or a crude stone mortar or pestle in a cave) to the point of consumption, logistics was born. 

It was only in 1948 that American Marketing Association, a leading organisation in the field of marketing, 
formulated a set of definitions which included one for physical distribution (logistics):  

“THE MOVEMENT AND HANDLING OF GOODS FROM THE POINT OF PRODUCTION, TO THE POINT OF CONSUMPTION OR 

USE” 

THE MANAGEMENT OF ALL ACTIVITIES WHICH FACILITATE MOVEMENT AND THE COORDINATION OF SUPPLY AND DEMAND, 

IN THE CREATION OF TIME AND PLACE UTILITY IN GOODS” 

Thus, business logistics is the study of how management can best provide a profitable level of distribution 
service to customers through effective planning, organising and controlling of the store activities that 
facilitate the product flow. It encompasses the total flow of materials from the acquisition of the raw 
materials and purchased component parts through to the delivery of a finished product to the customer. 
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Logistics involves two major operations: 

 Materials management   

 Physical distribution management 

Once the finished product is rolled out on the factory floor, logistics becomes synonymous with physical 
distribution management which involves management of finished goods inventories (both within and 
outside the plant) and with all the activities that need to be taken care of in order to make final delivery 
of goods to the customer.  

It also involves receiving and processing orders, releasing goods from inventory, transporting finished 
goods to ultimate consumers while trying to achieve maximum customer satisfaction within the 
distribution channel. 

 

Reasons for the emergence of logistics  

Schneider has categorised four major forces that were instrumental in the development of business 

logistics:   

Changes in customer demand patterns:  

Increased affluence has shifted consumers towards more services, and has also contributed to major 

geographical changes in population concentrations, and to a general proliferation of products and product 
types offered to consumers. These changes contributed to migration of population to metropolitan cities 
in search of higher paying jobs. This led to increase in the effective size of metropolitan regions. The 
effect of this trend was an increase in the number of retail stocking points. This resulted in the marketing 
of products through a number of department stores, rather than depending on only one. This added to the 
complexity of functions and also led to additional costs. 

This combined effect of competition and consumer affluence is the main reason for the proliferation of 

product lines.  According to Sharman, as more and more product line variety is needed to satisfy the 
growing range of customer tasks and requirements, stock levels in both field and factory inevitably rise. 
For the vast majority of production facilities that have not yet installed computer aided manufacturing 

systems, the costs of assembly line changes and small batch production escalate in tandem.  Magee 
observed that replacing one product with three that generate same level sales would increase inventories 
by 60 per cent. This upward pressure on costs suggests the need for more careful management.  

  

Economic pressures on industry 

Two economic forces were instrumental in encouraging the movement towards a reorganisation for 
business logistics. First, logistics costs were recognised to be a significant proportion of total costs. 
Second, reduced profit margins encouraged firms to look for more efficient organisational patterns. 
Fragmentation of logistics activities among various departments of an organisation tended to mask total 
cost of logistics activities (Table below) Moreover, fragmentation of activities under various heads led to 
conflicts in the organisation. An attempt made by Heskett’ to measure total physical distribution cost in 
1960, (at macro economic level) showed that it accounted for 14.9 per cent of United States gross 
national product (GNP). In 1962, Peter F. Drucker in an article in Fortune pointed out that almost 50 cents 
out of every dollar that the consumer spends on goods goes to activities that occur after the goods are 

made.   



81 | P a g e  

 

 Technological changes and the application of quantitative techniques 

to business problems 

Technological innovation is not unique to logistics, but it has increased complexity of logistics problems 
leading to the need for careful management. The technological innovation has led to the following 

problems:   

a.  Contraction of product life cycles. The life cycles of products have decreased due to the 

decrease of time in which new products can and are developed. For example, the life  cycle of 
home music systems and car radios has declined over the last decade from years to months. This 
has meant that companies that had gone all out to slash costs by exploiting large scale economies 
were left stranded with obsolete stocks, and were unable to keep up with competitors’ new 

product introductions.   

b.  Technological innovation led to the decrease in the cost of value addition, at the 

same time the cost of materials and distribution increased. This also led to discovery of logistics 

as a  means of reducing cost. For example, a European multinational electronics company 
discovered that circuit miniaturisation in products like video display units and computers 

combined with explosive sales growth and more stringent delivery, has  driven logistics cost from 

9 per cent to 15 per cent of sales.  

c.  Technological innovations have also led to proliferation of logistics choices. For 

example, before 1920 transportation services were primarily limited to the rail, road and water 
transport services. The development of air and highway transport services as additional modes of 
transport led to the development of more flexible intermodal combinations. This led to 
reorganisation and centralisation of logistics activities so as to deal with the complex logistics 

problems more efficiently and cost effectively.  

d.  Scientific management techniques and computer technology has also grown along 
with logistics system components. During 1950s there was rapid growth in the application of 

quantitative methodology to business problems. The computer became a business tool and became 
important to the genesis of business logistics. The physical nature of logistics (as compared to 
behavioural nature) makes them amenable to quantitative analysis. These quantitative models led 

to logistics problems being considered in an integrated manner.  

 

Developments in military logistics:  

The military was and continues to be a source of experience from which business sector may benefit. 
Military logistics problems are enormous. By solving these problems military reinforces faith of business 
community in logistics For example, in early 1991 during the Gulf war, USA and the allied forces were 
faced with the problem of moving half a million people and over half a million tonnes of material and 
supply by air i.e., 12,000 km, and a further 2.3 nm tonnes of equipment by sea, in a matter of months.  

This seemingly impossible task was made possible by the use of logistics. 

 

3.2 Customer Value Formulae 
In marketing, customer lifetime value (CLV), lifetime customer value (LCV), or lifetime value 

(LTV) is the net present value of the cash flows attributed to the relationship with a customer. The use of 
customer lifetime value as a marketing metric tends to place greater emphasis on customer service and 
long-term customer satisfaction, rather than on maximizing short-term sales. 
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Customer lifetime value has intuitive appeal as a marketing concept, because in theory it represents 
exactly how much each customer is worth in monetary terms, and therefore exactly how much a 
marketing department should be willing to spend to acquire each customer. In reality, it is difficult to 
make accurate calculations of customer lifetime value. The specific calculation depends on the nature of 
the customer relationship. Customer relationships are often divided into two categories. In contractual or 
retention situations, customers who do not renew are considered "lost for good". Magazine subscriptions 
and car insurance are examples of customer retention situations. The other category is referred to as 
customer migration situations. In customer migration situations, a customer who does not buy (in a given 
period or from a given catalog) is still considered a customer of the firm because she may very well buy at 
some point in the future. In customer retention situations, the firm knows when the relationship is over. 
One of the challenges for firms in customer migration situations is that the firm may not know when the 
relationship is over (as far as the customer is concerned) 

 

3.3 Calculation in customer retention cases 
The first step in a customer analysis is determining customer lifetime value across segments. Armed with 
this information, we can determine which customers are worth focusing our marketing efforts on and 
which customers should be “fired.” 

The concept behind modeling customer lifetime value is relatively straightforward. We can group 
customers into segments which behave similarly and then based on historical data, determine how much a 
customer in each segment produces in profit over the course of his/her lifetime. 

CLV (customer lifetime value) calculation process consists of four steps: 

1. forecasting of remaining customer lifetime in years 

2. forecasting of future revenues year-by-year, based on estimation about future products purchased and 
price paid 

3. estimation of costs for delivering those products 

4. calculation of the net present value of these future amounts 

Forecasting accuracy and difficulty in tracking customers over time may affect CLV calculation process. 

Most models to calculate CLV apply to the customer retention situation. These models make several 
simplifying assumptions and often involve the following inputs: 

 Churn rate, the percentage of customers who end their relationship with a company in a given 

period. One minus the churn rate is the retention rate. Most models can be written using either 

churn rate or retention rate. If the model uses only one churn rate, the assumption is that the 
churn rate is constant across the life of the customer relationship. 

 Discount rate, the cost of capital used to discount future revenue from a customer. Discounting 

is an advanced topic that is frequently ignored in customer lifetime value calculations. The 
current interest rate is sometimes used as a simple (but incorrect) proxy for discount rate. 

 Contribution margin: contribution margin is the marginal profit per unit sale. 

 Retention cost, the amount of money a company has to spend in a given period to retain an 

existing customer. Retention costs include customer support, billing, promotional incentives, etc. 

 Period, the unit of time into which a customer relationship is divided for analysis. A year is the 

most commonly used period. Customer lifetime value is a multi-period calculation, usually 
stretching 3–7 years into the future. In practice, analysis beyond this point is viewed as too 
speculative to be reliable. The number of periods used in the calculation is sometimes referred to 

as the model horizon. 

The Customer Value Equation: Value = Benefit minus Cost 

Thus, one of the ways to calculate CLV, where period is a year, is as follows [ 
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, 

where is yearly gross contribution per customer, is the (relevant) retention costs per customer per 
year (this formula assumes the retention activities are paid for each mid-year and they only affect those 

who were retained in the previous year), is the horizon (in years), is the yearly retention rate, is the 
yearly discount rate. 

It is often helpful to estimate customer lifetime value with a simple model to make initial assessments of 
customer segments and targeting. Possibly the simplest way to estimate CLV is to assume constant and 
long-lasting values for contribution margin, retention rate, and discount rates, as follows: 

 

One thing to understand with calculating customer lifetime value is that there are many different ways to 
do it. Practically speaking, as long as you remain consistent in your usage across all your customer 
segments and across time, you should be ok using any of them. 

With this in mind let’s look at one of the simpler customer lifetime value formulas: 

Where, 

m is the average gross margin 

i is the discount rate 

r is the customer retention rate 

In using this simplified formula we have to pick one average profit margin value and one average customer 
retention rate. 

 

We can calculate m for each segment as 

m = revenue - product or service costs - cost of servicing (includes acquisition and promotion 
costs) 

over the course of a period (usually a year). 

 

To find r, we calculate from historical data what percentage of customers in a segment repurchase in the 
next period (again, usually the next year). We then assume that this will also be the retention rate for 
subsequent years for the segment. This is generally not the case but that’s a price we’re willing to pay to 
keep things simple. 

 

Finally, i is the cost of capital (sometimes called a hurdle rate). If you don’t know what your company’s 
discount rate is, your chief financial officer will likely be able to give you the number. If not, you’ll 
usually be ok using a value between 8% and 15%. 

Using the customer lifetime value formula to rank each of your customer segments will give you a solid 
understanding of which to court and which to forget about. In particular, any customer segment with a 
customer lifetime value less than zero is costing your company money. Shed yourself of these customers as 
quickly as possible! 
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Uses and Advantages of CLV 

Lifetime value is typically used to judge the appropriateness of the costs of acquisition of a customer. For 
example, if a new customer costs $50 to acquire (COCA, or cost of customer acquisition), and their 
lifetime value is $60, then the customer is judged to be profitable, and acquisition of additional similar 
customers is acceptable. 

Additionally, CLV is used to calculate customer equity. 

Advantages of CLV: 

 management of customer relationship as an asset 

 monitoring the impact of management strategies and marketing investments on the value of 
customer assets 

 determination of the optimal level of investments in marketing and sales activities 

 implementation of sensitivity analysis in order to determinate getting impact by spending extra 
money on each customer 

 optimal allocation of limited resources for ongoing marketing activities in order to achieve a 
maximum return 

 a good basis for selecting customers and for decision making regarding customer specific 
communication strategies 

 measurement of customer loyalty (proportion of purchase, probability of purchase and 
repurchase, purchase frequency and sequence etc. 

 

3.4 Value Drivers 
Definition of value driver 

Something adding value to product or service an activity or organisational focus 
that enhances the value of a product or service in the perception of the consumer 
and which therefore creates value for the producer.  

Advanced technology, reliability, or reputation for customer relations can all be value drivers. 

Other customer value drivers 

 Availability/Convenience --- having the product/service capacity  

 Functionality --- unique product/service features  

 Relationships --- features that create trust and satisfaction  

 Price --- appeal of products/services at a lower price  
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Below are the 5 top customer value drivers for Dell –  

1. Provide a meaningful connection with customers based on shared interest 

2. Provide the customer the ability to express themselves 

3. Provide recognition for contributions the customer provides 

4. Support the customer in getting advice, validation, or assurance of their decision making 

5. Help solve the customers problem 

Value drivers vary by type of business. While reputation and cost control are always important, other 
factors vary. For example: 

 Restaurants - are known by reputation for good food and a positive dining experience. Value 
(profit) drivers for a successful restaurant include: location, concept, menu, quality of cooking 
and wait staff, and cost control. 

 Technology companies - must have a core product/technology or "know how" that solves a 
customer problem. Key value (profitability) drivers include: highly skilled workers, quality and 
cost control, and R&D (research and development). 

 Professional Services Firms - are known by reputation. Key value (profitability) drivers include 
personal relationships, highly skilled staff and cost effective service delivery. 

 Retail - brand/merchandise mix and location are critical. Key value (profitability) drivers include 
inventory management and cost control. 

There are two easy ways to identify value drivers:  

 Value drivers have a significant value impact, and  

 They are controllable. (For example, commodity inputs may be important to your business, but 
since they are not easily controlled, they may not deserve significant management attention.) 

Value-based marketing has four major steps: 

1. Develop deep understanding of customer’s needs, operating procedures and decision making 
processes. 

2. Formulate value propositions that meet customer’s needs and create a differential advantage. 
3. Move from successful transactions with customers to long-term relationships based upon loyalty 

and trust. 
4. Understand that superior value requires superior knowledge, skills, systems and marketing assets. 

 

Formative Assessment 
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SECTION 4: DISTRIBUTION CHANNEL 

 

Outcome: 

 Demonstrate an understanding of the distribution channel.  

 

Assessment Criteria 

 The specific Distribution Channel is defined according to international definitions  
 The key players/composition of the specific distribution channels are defined and their roles are 

explained with examples.  
 Measuring the efficiency of the Channel is demonstrated in a practical exercise 
 The importance of knowing what the distribution channel looks like can be explained with an 

example.  
 The benefits accruing to all parties within the distribution channel can be explained with a list of 

the benefits.  

 

 

4.1 Introduction to Distribution Channels 
The distribution channel forms part of the marketing function of the organisation. 
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CONVENTIONAL MARKETING CHANNEL 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CHANNEL STRUCTURES 

 

Manufacturer 

Wholesaler 

Retailer 

Consumer 
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The Role of Distribution Activities in Marketing  

Distribution: Physically moving products and establishing intermediary relationships to support such 
movement. 

Physical Distribution (Logistics): The activities of distribution involved in the physical relocation of 
products. 

Channel of Distribution: The system of relationships established to guide the movement of a product. 

Distribution Channels create  

 Time: Delivered at the right time - time utility 
 Place: Delivered to the right place - place utility 
 Possession/ownership utility: With appropriate legal requirements - possession / ownership utility 

 

Definition 

A path through which goods and services flow in one direction (from  
the vendor to the consumer), and the payments generated by 
them that flow in the opposite direction (from consumer to the 
vendor). 

A distribution channel can be as short as being direct from the vendor to the consumer or may include 
several interconnected intermediaries such as wholesalers, distributors, agents, retailers. Each 
intermediary received the item at one pricing point and moves it to the next higher pricing point until it 
reaches the final buyer.  

Also called channel of distribution. 

 

The Nature of Distribution Channels 

Most businesses use third parties or intermediaries to bring their products to market. They try to forge 

a "distribution channel" which can be defined as 

"all the organisations through which a product must pass between its 
point of production and consumption" 

Why does a business give the job of selling its products to intermediaries? After all, using intermediaries 
means giving up some control over how products are sold and who they are sold to. 

The answer lies in efficiency of distribution costs. Intermediaries are specialists in selling. They have the 
contacts, experience and scale of operation which means that greater sales can be achieved than if the 
producing business tried run a sales operation itself. 

 

Functions of a Distribution Channel 

The main function of a distribution channel is to provide a link between production and consumption. 
Organisations that form any particular distribution channel perform many key functions: 

MARKETING CHANNEL FUNCTIONS OR TASKS  
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Information Gathering and distributing market research and intelligence - important for 
marketing planning 

Promotion Developing and spreading communications about offers 

Contact Finding and communicating with prospective buyers 

Matching Adjusting the offer to fit a buyer's needs, including grading, assembling and 
packaging 

Negotiation Reaching agreement on price and other terms of the offer 

Physical distribution Transporting and storing goods 

Financing Acquiring and using funds to cover the costs of the distribution channel 

Risk taking Assuming some commercial risks by operating the channel (e.g. holding stock)  

All of the above functions need to be undertaken in any market. The question is - who performs them and 
how many levels there need to be in the distribution channel in order to make it cost effective. 

 

4.2 Numbers of Distribution Channel Levels 
Each layer of marketing intermediaries that performs some work in bringing the product to its final buyer 
is a "channel level". The figure below shows some examples of channel levels for consumer marketing 
channels: 

Information 

Contracts/ Title 

Promotion 

Contact 

Risk Taking Financing 

Physical Distribution 

Negotiations 
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EXAMPLES OF CUSTOMER MARKETING CHANNELS 

In the figure above, Channel 1 is called a "direct-marketing" channel, since it has no intermediary 

levels. In this case the manufacturer sells directly to customers. An example of a direct marketing channel 
would be a factory outlet store. Many holiday companies also market direct to consumers, bypassing a 
traditional retail intermediary - the travel agent. 

The remaining channels are "indirect-marketing channels".  

Channel 2 contains one intermediary. In consumer markets, this is typically a retailer. The consumer 

electrical goods market in the UK is typical of this arrangement whereby producers such as Sony, 
Panasonic, Canon etc. sell their goods directly to large retailers such as Comet, Dixons and Currys which 
then sell the goods to the final consumers. 

Channel 3 contains two intermediary levels - a wholesaler and a retailer. A wholesaler typically buys and 
stores large quantities of several producers goods and then breaks into the bulk deliveries to supply 
retailers with smaller quantities. For small retailers with limited order quantities, the use of wholesalers 
makes economic sense. This arrangement tends to work best where the retail channel is fragmented - i.e. 
not dominated by a small number of large, powerful retailers who have an incentive to cut out the 
wholesaler. A good example of this channel arrangement in the UK is the distribution of drugs. 

 

4.3 Importance of Distribution Channels 
As noted, distribution channels often require the assistance of others in order for the marketer to reach 
its target market. But why exactly does a company need others to help with the distribution of their 
product? Wouldn’t a company that handles its own distribution functions be in a better position to 
exercise control over product sales and potentially earn higher profits? Also, doesn’t the Internet make it 
much easier to distribute products thus lessening the need for others to be involved in selling a company’s 
product?  

While on the surface it may seem to make sense for a company to operate its own distribution channel 
(i.e., handling all aspects of distribution) there are many factors preventing companies from doing so. 
While companies can do without the assistance of certain channel members, for many marketers some 
level of channel partnership is needed.  
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For example, marketers who are successful without utilizing resellers to sell their product (e.g., Dell 
Computers sells mostly through the Internet and not in retail stores) may still need assistance with certain 
parts of the distribution process (e.g., Dell uses parcel post shippers such as FedEx and UPS). In Dell’s 
case, creating their own transportation system makes little sense given how large such a system would 
need to be in order to service Dell’s customer base. Thus, by using shipping companies Dell is taking 
advantage of the benefits these services offer to Dell and to Dell’s customers.  

 

Benefits offered by channel members 

When choosing a distribution strategy a marketer must determine what value a channel member adds to 
the firm’s products. Remember that customers assess a product’s value by looking at many factors, 
including those that surround the product (i.e., augmented product). 

Several surrounding features can be directly influenced by channel members, such as customer service, 
delivery, and availability. Consequently, selecting a channel partner involves a value analysis in the same 
way customers make purchase decisions: the marketer must assess the benefits received from utilizing a 
channel partner versus the cost incurred for using the services. These benefits include: 

 

Cost savings in specialisation 

Members of the distribution channel are specialists in what they do and can often perform tasks better 
and at lower cost than companies who do not have distribution experience. Marketers attempting to 
handle too many aspects of distribution may end up exhausting company resources as they learn how to 
distribute. 

 

Reduce exchange time 

Not only are channel members able to reduce distribution costs by being experienced at what they do, 
they often perform their job more rapidly, resulting in faster product delivery.  

For instance, consider what would happen if a grocery store received direct shipment from every 

manufacturer that sells products in the store. This delivery system would be chaotic as hundreds of trucks 
line up each day to make deliveries, many of which would consist of only a few boxes. On a busy day a 
truck may sit for hours waiting for space so they can unload their products. Instead, a better distribution 
scheme may have the grocery store purchasing its supplies from a grocery wholesaler that has its own 
warehouse for handling simultaneous shipments from a large number of suppliers. The wholesaler will 
distributes to the store in the quantities the store needs, on a schedule that works for the store, and often 
in a single truck, all of which speeds up the time it takes to get the product on the store’s shelves.  

 

Customers want to conveniently shop for variety 

Marketers have to understand what customers want in their shopping experience. Referring back to our 
grocery store example, consider a world without grocery stores and instead each marketer of grocery 
products sells through their own stores. As it is now, shopping is time consuming, but consider what would 
happen if customers had to visit multiple retailers each week to satisfy their grocery needs.  

This means that resellers within the channel of distribution serve two very important needs:  

1. they give customers the products they want by purchasing from many suppliers (termed accumulating 
and assortment services),  

2. and 2) they make it convenient to purchase by making products available in single location.  
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Resellers sell smaller quantities 

Not only do resellers allow customers to purchase products from a variety of suppliers, they also allow 
customers to purchase in quantities that work for them.  

Suppliers like to ship products they produce in large quantities since this is more cost effective than 
shipping smaller amounts. For instance, consider what it costs to drive a truck a long distance. In terms of 
operational expenses for the truck (e.g., fuel, truck driver’s cost) let’s assume it costs R1,000 to go from 
point A to point B. Then consider that it does not cost that much more to drive the truck whether it is 
filled with 1000 boxes containing the product or whether it only has 100 boxes. But when transportation 
costs are considered on a per product basis (R1 per box vs. R10 per box) the cost is much less for a full 
truck. The ability of intermediaries to purchase large quantities but to resell them in smaller quantities 
(referred to as bulk breaking) not only makes these products available to those wanting smaller quantities 
but the reseller is able to pass along to their customers a significant portion of the cost savings gained by 
purchasing in large volume.  

 

Create Sales 

Resellers are at the front line when it comes to creating demand for the marketer’s product. In some 
cases resellers perform an active selling role using persuasive techniques to encourage customers to 
purchase a marketer’s product.  

In other cases they encourage sales of the product through their own advertising efforts and using other 
promotional means such as special product displays.  

 

Offer Financial Support 

Resellers often provide programs that enable customers to more easily purchase products by offering 
financial programs that ease payment requirements. These programs include  

 allowing customers to: purchase on credit;  

 purchase using a payment plan;  

 delay the start of payments;  

 and allowing trade-in or exchange options.  

 

Provide Information 

Companies utilising resellers for selling their products depend on distributors to provide information that 
can help improve the product. High-level intermediaries may offer their suppliers real-time access to sales 
data including information showing how products are selling by such characteristics as  

 geographic location, 

 type of customer,  

 and product location: e.g., where located within a store, where found on a website 

If high-level information is not available, marketers can often count on resellers to provide feedback as to 
how customers are responding to products. This feedback can occur either through surveys or interviews 
with reseller’s employees or by requesting the reseller allow the marketer to survey customers. 
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Costs of utilising channel members 

Loss of Revenue 

Resellers are not likely to offer services to a marketer unless they see financial gain in doing so. They 
obtain payment for their services as  

 either direct payment e.g., marketer pays for shipping costs 

 or, in the case of resellers, by charging their customers more than what they paid the marketer 
for acquiring the product, called markup.  

For the latter, marketers have a good idea of what the final customer will pay for their product, which 
means the marketer must charge less when selling the product to resellers. In these situations marketers 
are not reaping the full sale price by using resellers, which they may be able to do if they sold directly to 
the customer.  

 

Loss of Communication Control 

Marketers not only give up revenue when using resellers, they may also give up control of the message 
being conveyed to customers. If the reseller engages in communication activities, such as personal selling 
in order to get customers to purchase the product, the marketer is no longer controlling what is being said 
about the product. This can lead to miscommunication problems with customers, especially if the reseller 
embellishes the benefits the product provides to the customer. While marketers can influence what is 
being said by training reseller’s salespeople, they lack ultimate control of the message.  

 

Loss of Product Importance 

Once a product is out of the marketer’s hands the importance of that product is left up to channel 
members. If there are pressing issues in the channel, such as transportation problems, or if a competitor is 
using promotional incentives in an effort to push their product through resellers, the marketer’s product 
may not get the attention the marketer feels it should receive. 

 

4.4 Channel Arrangements 
The distribution channel consists of many parties each seeking to meet their own business objectives. 
Clearly for the channel to work well, relationships between channel members must be strong with each 
member understanding and trusting others on whom they depend for product distribution to flow 
smoothly.  

For instance, a small sporting goods retailer that purchases products from a wholesaler trusts the 
wholesaler to deliver required items on-time in order to meet customer demand, while the wholesaler 
counts on the retailer to place regular orders and to make on-time payments.  

Relationships in a channel are in large part a function of the arrangement that occurs between the 
members. These arrangements can be divided in two main categories: 

1. Independent Channel Arrangements 
2. Dependent Channel Arrangement 
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Channel arrangements: independent 

Under this arrangement a channel member negotiates deals with others that do not result in binding 
relationships. In other words, a channel member is free to make whatever arrangements they feel is in 
their best interest. This so-called "conventional" distribution arrangement often leads to significant 
conflict as individual members decide what is best for them and not necessarily for the entire channel.  

On the other hand, an independent channel arrangement is less restrictive than dependent arrangements 
and makes it easier for a channel members to move away from relationships they feel are not working to 
their benefit. 

 

Channel arrangements: dependent 

Under this arrangement a channel member feels tied to one or more members of the distribution channel. 
Sometimes referred to as "vertical marketing systems" this approach makes it more difficult for an 
individual member to make changes to how products are distributed. However, the dependent approach 
provides much more stability and consistency since members are united in their goals. The dependent 
channel arrangement can be broken down into three types: 

 Corporate – Under this arrangement a supplier operates its own distribution system in a manor 

that produces an integrated channel. This occurs most frequently in the retail industry where a 
supplier operates a chain of retail stores. Starbucks is a company that does this. They import and 
process coffee and then sell it under their own brand name in their own stores. It should be 
mentioned that Starbucks also distributes their products in other ways, such as through grocery 
stores and mail order. As we will see in more detail later, Starbucks is using a multi-channel 
structure to market their products.  

 Contractual – Under this arrangement a legal document obligates members to agree on how a 

product is distributed. Often times the agreement specifically spells out which activities each 
member is permitted to perform or not perform. This type of arrangement can occur in several 
formats including:  

 Wholesaler-sponsored – where a wholesaler brings together and manages many 
independent retailers including having the retailers use the same name  

 Retailer-sponsored – this format also brings together retailers but the retailers are 
responsible for managing the relationship  

 Franchised – where a central organisation controls nearly all activities of other members 

 Administrative – In certain channel arrangements a single member may dominate the decisions 

that occur within the channel. These situations occur when one channel member has achieved a 
significant power position. This most likely occurs if a manufacturer has significant power due to 
brands in strong demand by target markets (e.g., Procter &Gamble) or if a retailer has significant 
power due to size and market coverage (e.g., Wal-Mart). In most cases the arrangement is 
understood to occur and is not bound by legal or financial arrangements. (More discussion on 
channel power can be found below.) 

 

4.5 Establishing Distribution Channels 
Like most marketing decisions, a great deal of research and thought must go into determining how to 
carry out distribution activities in a way that meets a marketer’s objectives. The marketer must consider 
many factors when establishing a distribution system. Some factors are directly related to marketing 
decisions while others are affected by relationships that exist with members of the channel. 

Now we will examine the key factors to consider when designing a distribution strategy. We group these 
into two main categories: 
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1. Marketing Decision Issues 

2. Channel Relationship Issues 

In turn, each of these categories contains several topics of concern to marketers. 

 

Marketing issues in channels 

Distribution strategy can be shaped by how decisions are made in other marketing areas.  

Product Issues 

The nature of the product often dictates the distribution options available especially if the product 
requires special handling. For instance, companies selling delicate or fragile products, such as flowers, 
look for shipping arrangements that are different than those sought for companies selling extremely tough 
or durable products, such as steel beams. 

 

Promotion Issues 

Besides issues related to physical handling of products, distribution decisions are affected by the type of 
promotional activities needed to sell the product to customers. For products needing extensive 
salesperson-to-customer contact (e.g., automobile purchases) the distribution options are different than 
for products where customers typically require no sales assistance (i.e., bread purchases). 

 

Pricing Issues 

The desired price at which a marketer seeks to sell their product can impact how they choose to 
distribute. As previously mentioned, the inclusion of resellers in a marketer’s distribution strategy may 
affect a product’s pricing since each member of the channel seeks to make a profit for their contribution 
to the sale of the product. If too many channel members are involved the eventual selling price may be 
too high to meet sales targets in which case the marketer may explore other distribution options. 

 

Target Market Issues 

A distribution system is only effective if customers can obtain the product. Consequently, a key decision in 
setting up a channel arrangement is for the marketer to choose the approach that reaches customers in 
the most effective way possible. The most important decision with regard to reaching the target market is 
to determine the level of distribution coverage needed to effectively meet customer’s needs. Distribution 
coverage is measured in terms of the intensity by which the product is made available and is discussed in 
detail in the next section. 

 

Level of Distribution Coverage 

The organisation must take into consideration many factors when choosing the right level of distribution 
coverage. However, all marketers should understand that distribution creates costs to the organisation.  

 Some of these expenses can be passed along to customers e.g., shipping costs 

 but others cannot e.g., need for additional salespeople to handle more distributors.  

The process for determining the right level of distribution coverage often comes down to an analysis of 
the benefits (e.g., more sales) versus the cost associated with gain the benefits. 
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Also, it is worth noting that for the most part distribution coverage decisions are of most concern to 
consumer products companies, though there are many industrial products that also must decide how much 
coverage to give their products. 

There are three main levels of distribution coverage - mass coverage, selective and exclusive.  

 Mass Coverage - The mass coverage (also known as intensive distribution) strategy attempts to 

distribute products widely in nearly all locations in which that type of product is sold. This level of 
distribution is only feasible for relatively low priced products that appeal to very large target 
markets (e.g., see consumer convenience products). A product such as Coca-Cola is a classic 
example since it is available in a wide variety of locations including grocery stores, convenience 
stores, vending machines, hotels and many, many more. With such a large number of locations 
selling the product the cost of distribution is extremely high and must be offset with very high 
sales volume.  

 Selective Coverage - Under selective coverage the marketer deliberately seeks to limit the 

locations in which this type of product is sold. To the non-marketer it may seem strange for a 
marketer to not want to distribute their product in every possible location. However, the logic of 
this strategy is tied to the size and nature of the product’s target market. Products with selective 
coverage appeal to smaller, more focused target markets (e.g., see consumer shopping products) 
compared to the size of target markets for mass marketed products. Consequently, because the 
market size is smaller, the number of locations needed to support the distribution of the product 
is fewer.  

 Exclusive Coverage - Some high-end products target very narrow markets that have a relatively 

small number of customers. These customers are often characterized as “discriminating” in their 
taste for products and seek to satisfy some of their needs with high-quality, though expensive 
products. Additionally, many buyers of high-end products require a high level of customer service 
from the channel member from whom they purchase. These characteristics of the target market 
may lead the marketer to sell their products through a very select or exclusive group of resellers. 
Another type of exclusive distribution may not involve high-end products but rather products only 
available in selected locations such as company-owned stores. While these products may or may 
not be higher priced compared to competitive products, the fact these are only available in 
company outlets give exclusivity to the distribution. 

We conclude this section by noting that while the three distribution coverage options just discussed serve 
as a useful guide for envisioning how distribution intensity works, the advent of the Internet has brought 
into question the effectiveness of these schemes. For all intents and purposes all products available for 
purchase over the Internet are distributed in the same way - mass coverage. So a better way to look at the 
three levels is to consider these as options for distribution coverage of products that are physically 
purchased by a customer (i.e., walk-in to purchase). 
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Relationship issues in channels 

A good distribution strategy takes into account not only marketing decisions, but also considers how 
relationships within the channel of distribution can impact the marketer’s product. In this section we 
examine three such issues: 

Channel Power 

A channel can be made up of many parties, each adding value to the product purchased by customers. 
However, some parties within the channel may carry greater weight than others. In marketing terms this 
is called channel power, which refers to the influence one party within a channel has over other channel 
members. When power is exerted by a channel member they are often in the position to make demands of 
others. For instance, they may demand better financial terms (e.g., will only buy if prices are lowered, 
will only sell if price is higher) or demand other members perform certain tasks (e.g., do more marketing 
to customers, perform more product services). Channel power can be seen in several ways: 

 Backend or Product Power – Occurs when a product manufacturer or service provider markets 

a brand that has a high level of customer demand. The marketer of the brand is often in a power 
position since other channel members have little choice but to carry the brand or risk losing 
customers.  

 Middle or Wholesale Power – Occurs when an intermediary, such as a wholesaler, services a 

large number of smaller retailers with products obtained from a large number of manufacturers. 
In this situation the wholesaler can exert power since the small retailers are often not in the 
position to purchase products cost-effectively and in as much variety as what is offered by the 
wholesaler.  

 Front or Retailer Power – As the name suggests, the power in this situation rests with the 

retailer who can command major concessions from their suppliers. This type of power is most 
prevalent when the retailer commands a significant percentage of sales in the market they serve 
and others in the channel are dependent on the sales generated by the retailer.  

Channel Conflict 

In an effort to increase product sales, marketers are often attracted by the notion that sales can grow if 
the marketer expands distribution by adding additional resellers. Such decisions must be handled 
carefully, however, so that existing dealers do not feel threatened by the new distributors who they may 
feel are encroaching on their customers and siphoning potential business. For marketers, channel strategy 
designed to expand product distribution may in fact do the opposite if existing members feel there is a 
conflict in the decisions made by the marketer. If existing members sense a conflict and feel the marketer 
is not sensitive to their needs they may choose to stop handling the marketer’s products.  

Need for Long-Term Commitments 

Channel decisions have long-term consequences for marketers since efforts to establish new relationships 
can take an extensive period of time while ending existing relationships can prove difficult.  

For instance, Company A, a marketer of kitchen cabinets that wants to change distribution strategy, may 
decide to stop selling their product line through industrial supply companies that distribute cabinets to 
building contractors and instead sell through large retail home centers. If in the future Company A decides 
to once again enter the industrial supply market they may run into resistance since supply companies may 
have replaced Company A’s product line with other products and, given what happened to the previous 
relationship, may be reluctant to deal with Company A. 

As another example of problems with long-term commitments, building contractors may be comfortable 
purchasing kitchen cabinets from industrial suppliers. If Company A decides to change their reseller 
network they may find it difficult to regain the building contractor customer base, who may continue to 
purchase from the industrial suppliers but are now purchasing products from Company A’s competitors. In 
this case, Company A may have to give serious thought to whether breaking their long-term relationship 
with industrial suppliers is in the company’s best interest. 
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Establishing Channel Relationships 

Since channel members must be convinced to handle a marketer’s product it makes sense to consider 
channel partner’s needs in the same way the marketer considers the final user’s needs. However, the 
needs of channel members are much different than those of the final customer. Resellers seek products of 
interest to the reseller’s customers but are also concerned with many other issues such as:  

 Delivery – Resellers want the product delivered on-time and in good condition in order to meet 

customer demand and avoid inventory out-of-stocks.  

 Profit Margin – Resellers are in business to make money so a key factor in their decision to 

handle a product is how much money they will make on each product sold. They expect that the 
difference (i.e., margin) between their cost for acquiring the product from a supplier and the 
price they charge to sell the product to their customers will be sufficient to meet their profit 
objectives.  

 Other Incentives – Besides profit margin, resellers may want other incentives to entice them 

especially if they are required to give extra effort selling the product. These incentives may be in 
the form of additional free products or even bonuses (e.g., bonus, free trips) for achieving sales 
goals.  

 Packaging – Resellers want to handle products as easily as possible and want their suppliers to 

ship and sell products in packages that fit within their system. For example, products may need to 
be a certain size or design in order to fit on a store’s shelf, or the shipping package must fit 
within the reseller’s warehouse or receiving dock space. Also, many resellers are now requiring 
marketers to consider adding identification tags to products (e.g., RFID tags) to allow for easier 
inventory tracking when the product is received and also when it is sold.  

 Training – Some products require the reseller to have strong knowledge of the product including 

demonstrating the product to customers. Marketers must consider offering training to resellers to 
insure the reseller has the knowledge to present the product accurately.  

 Promotional Help – Resellers often seek additional help from the product supplier to promote 

the product to customers. Such help may come in the form of funding for advertisements, point-
of-purchase product materials, or in-store demonstrations. 

 

 

4.6 Distribution Systems 
Mindful of the factors affecting distribution decisions (i.e., marketing decision issues and relationship 
issues), the marketer has several options to choose from when settling on a design for their distribution 
network. We stress the word "may" as, while in theory an option would appear to be available, marketing 
decision factors (e.g., product, promotion, pricing, target markets) or the nature of distribution channel 
relationships may not permit the marketer to pursue a particular option. For example, selling through a 
desired retailer may not be feasible if the retailer refuses to handle a product. 

For marketers the choice of distribution design comes down to the following options: 

1. Direct Distribution Systems 

2. Indirect Distribution Systems 

3. Multi-Channel or Hybrid Distribution Systems 

 

Distribution Systems: Direct 

With a direct distribution system the marketer reaches the intended final user of their product by 
distributing the product directly to the customer. That is, there are no other parties involved in the 
distribution process that take ownership of the product. The direct system can be further divided by the 
method of communication that takes place when a sale occurs. These methods are: 
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 Direct Marketing Systems – With this system the customer places the order either through 

information gained from non-personal contact with the marketer, such as by visiting the 
marketer’s website or ordering from the marketer’s catalog, or through personal communication 
with a customer representative who is not a salesperson, such as through toll-free telephone 
ordering.  

 Direct Retail Systems – This type of system exists when a product marketer also operates their 

own retail outlets. As previously discussed, Starbucks would fall into this category.  

 Personal Selling Systems – The key to this direct distribution system is that a person whose 

main responsibility involves creating and managing sales (e.g., salesperson) is involved in the 
distribution process, generally by persuading the buyer to place an order. While the order itself 
may not be handled by the salesperson (e.g., buyer physically places the order online or by 
phone) the salesperson plays a role in generating the sales.  

 Assisted Marketing Systems – Under the assisted marketing system, the marketer relies on 

others to help communicate the marketer’s products but handles distribution directly to the 
customer. The classic example of assisted marketing systems is eBay which helps bring buyers and 
sellers together for a fee. Other agents and brokers would also fall into this category. 

 

What are the advantages and disadvantages of direct distribution? 

 Advantages: reducing overall costs (margins), closer to customers, control, availability of good 
lists 

 Disadvantages: higher advertising/contact costs, assumes inelasticity to some service reductions, 
shipping times, item availability 

 

Distribution Systems: Indirect 

With an indirect distribution system the marketer reaches the intended final user with the help of others. 
These resellers generally take ownership of the product, though in some cases they may sell products on a 
consignment basis (i.e., only pay the supplying company if the product is sold). Under this system 
intermediaries may be expected to assume many responsibilities to help sell the product.  

Indirect methods include: 

 Single-Party Selling System - Under this system the marketer engages another party who then 

sells and distributes directly to the final customer. This is most likely to occur when the product is 
sold through large store-based retail chains or through online retailers, in which case it is often 
referred to as a trade selling system.  

 Multiple-Party Selling System – This indirect distribution system has the product passing 

through two or more distributors before reaching the final customer. The most likely scenario is 
when a wholesaler purchases from the manufacturer and sells the product to retailers. 
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Distribution Systems: Multi-Channel (Hybrid) 

In cases where a marketer utilizes more than one distribution design the marketer is following a multi-
channel or hybrid distribution system. As we discussed, Starbucks follows this approach as their 
distribution design includes using a direct retail system by selling in company-owned stores, a direct 
marketing system by selling via direct mail, and a single-party selling system by selling through grocery 
stores (they also use other distribution systems).  

The multi-channel approach expands distribution and allows the marketer to reach a wider market, 
however, as we discussed under Channel Relationships, the marketer must be careful with this approach 
due to the potential for channel conflict. 

Product Classes Place 

The different Product Classes have different place situations 

Place decisions can be aided by knowing about the product classes 

 Convenience Products - have to be in convenient places - small stores, vending machines 

 Shopping Products - have to be where shoppers go, malls, superstores etc. 

 Specialty Products - have to available where people want to buy them – 

I.e. Movie theatres have to be located where many people go, and where you can park easily 
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Benefits of Intermediaries 

Through their contacts, experience, specialization, and scale of operation, intermediaries usually offer 
the firm more than it can achieve on its own;  

 

 

What is the best distribution channel for a product? 

CHANNEL DESIGN DECISIONS 

 

 

 

 

 

 

What factors should be taken into account in choosing the best distribution channel? Here is a summary: 

Nature of the product 

 Technical/complex? Complex products are often sold by specialist distributors or agents 

 Customised? A direct distribution approach often works best for a product that the end consumer 
wants providing to a distinct specification 

 Type of product – e.g. convenience, shopping, speciality  

 Desired image for the product – if intermediaries are to be used, then it is essential that those 
chosen are suitable and relevant for the product. 

The market 

 Is it geographically spread? 

 Does it involve selling overseas (see further below) 

 The extent and nature of the competition – which distribution channels and intermediaries do 
competitors use? 

The business 

 Its size and scope – e.g. can it afford an in-house sales force? 

 Its marketing objectives – revenue or profit maximisation? 
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 Does it have established distribution network or does it need to extend its distribution option 

 How much control does it want over distribution?  The longer the channel, the less control is 
available 

 

Legal issues 

 Are there limitations on sale? 

 What are the risks if an intermediary sells the product to an inappropriate customer? 

 

Distribution Channels versus Marketing Channels 

Distribution channel: all firms that take title or assist in transferring title to a good or service as it 

moves from producer to final consumer. 

Includes producer and final consumer 

Does not include suppliers to mfg., facilitators (e.g., banks), not marketing firms e.g., mktg. research 
cos.) 

Marketing channel 

The distribution channel and suppliers, facilitators, and marketing firms  

How a Marketing Intermediary Reduces the Number of Channel Transactions  

 

 

Conclusion 

 A distribution channel moves goods from producers to consumers;  

 It overcomes the major time, place, and possession gaps that separate goods and services from 
those who would use them; 

 Distribution decisions depend on many variables:  



104 | P a g e  

 

 Corporate & Marketing objectives 

 Product nature & PLC 

 Competitors, etc.  
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