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Case Abstract

N “%

Michelin, a worldwide icader 1n the dre mdustry} ‘.’b"mg:ned in 2000 a comprehensive tire-
management solution offer for large European zasportation companies, called Michelin
Fleet Solutions (MFS). With this new businesi:;\?lel, the company ventured into selling
kilometers — instead of seliing uires. This dex S oves the strongly product-driven firm into
the new world of services and solutions. ThWhift is intuitively appealing, and it provides
Michelin with an opportunity to differgntigte itself in the tire business. After 3 years,
however, expansion 1s iar below expectaﬁ?gﬁ and profitability is terrible — despite the outside
help of & stiatezy consulting firm.eTig _Base presents the decision point in 2003, whereby
MFS’s tuiure has to be dzcided. S‘g‘l‘;;-:i? Michelin seek to further develop this solution offer,
and try to repackage the offer ye%omer time? Or was it just a passing fad that should be
abandcrnea? :

This case investigates the jg;‘;%‘ulties that industrial groups face when they transition from
selling products to provia i%gﬁ:rvice. It enables participants to reflect on the following issues:
What’s industrial gro@“‘i‘ationale for moving towards solutions? What kind of business
model reconﬁguraticﬁﬁi’tﬁ it imply? How does moving to solutions raise multiple challenges
throughout the g;r:{jg\gf;‘;_ition (e.2. 1 terms of sales force management, risk management,
channel relationcghi‘f‘a.g,ctc.)?

sy

This'eoe study was written by Chloé Renault, HEC 2006 and PhD Student at HEC, under the supervision of Frédéric Dalsace, Danone
Chair of Social Business/Firm & Poverty and Wolfgang Ulaga, EDF Chair in Marketing/New Business Models in the Energy Industry, both
Associate Professors at HEC Panis. The case was written as a basis for class discussion rather than to illustrate either effective or ineffective
handling of an administrative situation: We would like to thank Stéphane Mamelle at Michelin for his assistance and support. Some data
have been modified for reasons of confidentiahity.
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Michelin Fleet Sclutiens gb%
From selling tires to selling kilorg oty

Case Study é&

On this gloomy day of January 2003, Jona: Piils hurried t9ytake a cab in Clermont-Ferrand
airport to reach Michelin’s headquarters, in dowgtg@dunnont. While in the cab, he
reflected upon his forthcoming mecting ai the Fregi}*g; manufacturer’s offices. After five
years as a regional sales manager, Jonas had hLe:n%&ppointed a year ago as Manager in
Germany for the deploymnent of Michelin Fleet "gﬁions (MFS). Today would undoubtedly
be decisive for MFS’s future. Would Micheldf: g;\%e or abandon its solution business?

This seemed such a good idea to begin w&h. With MFS, Michelin had moved from its
traditional business of manutacturing aiiq,s#iling tires toward the new world of service, i.e.
offering transportationi coripaniesed b chensive tire fleet management solutions. This
radical move was initiated in 2000 2 1gpromising growth perspectives. The new offering was
targeted at large European tranf@:.aiion companies such as Schenker, TNT, Geodis, or
Norbeit Dentressangle. Howeyée, :.;‘ree years later, the picture had become much darker:
despite substantial investmc{%@?@,eographic expansion was still poor and MFS remained
unprofitable. The situation kiatd=teriorated to a point where International Strategy Consulting
(ISC — name disguised),%f'wfﬂll-known consulting firm, had been appointed a few months
earlier to help fix the p(r}nf,:ﬁm Clearly, drastic steps were required to keep MFS alive.

As he entered thé‘ii\éiidhfé, Jonas met Pierre Dupuis, Michelin Fleet Solutions Director in
Europe. They irr\iﬁfg}:xfétely discussed the most recent German sales figures. MFS’s future
critically depexaged upon its ability to succeed in this key market. They met Jean Baudriard,
who was ﬁ;g@?.yb‘pean Director of the Truck and Buses (TB) Division. Typical of Michelin
career paths¥¢an had joined the company right after graduating as an engineer and had been
working%?"‘.yitlf Michelin for the past 30 years in various functions, including R&D,
magxf@gﬁg, and sales. After a quick handshake, he immediately jumped to his main

ccageny, “The Board members have added MFS on their next meeting’s agenda. It’s an

expldsive topic, and we must come up with clear recommendations. Should the company keep




510-103-1+

\ . 9510-103-1

on developing this solution business? Should the MFS offer be repackaged? Or should it
simply be abandoned? These are the questions we have to discuss today!”

P

Understanding the business environment

The transportation industry and its challenges %
Jean Baudriard, TB Division Director, started the meeting by sharing insights from th BA S
market research on the transportation industry. “Road transportation has still the lion&siibre
in the European market: 44% of European goods are transported by trucks, and this '\u]d not
decrease as road transportation companies provide unequalled flexibility and é&ctmve
price. We expect 3% growth a year for road freight ‘ranspcrt. The iniportance 0@ r-to-door
and just-in-time services further reinforces this compeiitive advantage. But k¢@n,i mmd that
transportation companies suffer from a negativz image, as they are seen a%‘%\:..“m source of
CO2 emissions. This really is under much political atiention, and the i(%u developing a
carbon footprint responsibility for transportation ccmpanies is making it€ws5.”

e T )

Pierre, MFS Director, observed “There is an impressive consolidz "b&i:\ib;cess in this industry.
Within only a few decades, truly European players have emergeﬁ@‘. this is unlikely to stop
considering that 80% of European transportation companies till operate with less than 5
trucks. Small players are idea! targets for external grq X Take Geodis or Norbert
Dentressangle, for instance: they have embarksd on a sub3t2ntial acquisition program to
increase their network, and they are seriously seeking @ﬁallenge Schenker and DHL as
market leaders.” There were about 1,500 of such lazged>cazan fleets, rapidly growing, and
evolving in a hyper-comyetitive market. \N
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“It is not only about consclidation, they havgsai« changed their business model. Large
¢ transportation ccaipanies have now beco; ﬁr}ame logistics service providers, with a
" ; dedicated logistics division offering a wide airray of services from transportation outsourcing,

7 supply chain management to one-stop shonm%% solutlons added Jonas Pills. A great number
of retailers, consumer goods manufact ~ or automotive companies indeed increasingly
% relied or: so-called “third party legiSucs” for their non-strategic processes (e.g. product
delivery, inventory management, e!@} thus targeting higher returns on assets and increased

flexipility in their supply chain. Q

The Truck and Buses tire 1%%

Truck and Buses tires (TB tirss)f¥epresent 27% of the tires sold in the world, and are the
second tire market after pgi%ger cars (60%). All tire makers have a broad and deep TB tire
mix, as these tires mustgg e adapted to various road and usage conditions (e.g., highway,
off-road, city, trailers Hi%ﬁiurope a relatively mature market, accounts for 29% of the world’s
TB tire business.z ‘1h;f,£4 5’million tires sold in 2002.

- 4‘<a + 4
The Truck andf‘3uscs tire market is relatively consolidated with Michelin, Bridgestone and
Goodyear, 'iccnm‘t'ng for almost 18% of the market each. However, low-cost Asian firms are
mcrcasmng&g*-rmg traction. Considering that a tire is a labor-intensive product, competition
from C'mla and/or Korea is indeed a real threat. For example, in the same category, a
MlCth" lu tire (400 € / unit) and a Bridgestone tire (350 € / unit) are relatively close in
1cr'“\4,- r:ucmg, at least relative to the Chinese equivalent, aggressively priced below (at 250
€/ umt ). In this industry, price is a powerful selling argument, as some customers typically
view tires as highly commoditized “dirty black things”.
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Truck and Buses tires within the Michelin group

Michelin’s mission is to “contribute to the mobility of goods and people™ and the tire business
accounts for 99% of the group’s revenues. With global revenues of 15.6 billion Euros for
2002, the Michelin group is one of the three dominant players in the consolidated tire industry
(Michelin 19.6%; Bridgestone 18.6%, Goodyear 18.2% market shares). It employs more than
125,000 people worldwide, has 70 industrial sites in 18 countries and a sales presence in mo@
than 170 countries. Michelin strongly focuses on research and development anq‘;g\ o
acknowledged as the industry’s leader in technology, offermg premium tires and dr: %m
market. The Truck and Buses division accounts for 25% of overall sales in 2002 and 4

the group operating result.

Though usually considered as a simple commodity, TR tires are highly so@,ated and

complex products (Exhibits 1 and 2). The TB5 tire market consists of tdlstmct but
interdependent market segments: the “Originei Equipment” market, *Ql:) for truck

manufacturers and the “Replacement” market (RT) for transportation corﬂpa s

,\4::”

Original Equipment is the original tire fitting on brand-ncw vehic"s’g{gichelin’s OE market
share is around 65% in Europe. The main ciients are truck man@ftactdvzrs such as Mercedes,
Man, Iveco or Renault. On this seginent, transporiation contparies play an important
prescriptive role as they decide what tire brands should be mst‘:ﬁ'*d on their trucks. Michelin’s
sales people actively encourage these customers to request th@elr new vehicles be equipped

with Michelin.

Replacement is the other avenue for the TB iire markzg @es wear out faster than the vehicle
itself; as such, several replacements are necessary@gniking this market the most important
with 80% of TB tires sales. On this RT market Qme plays a critical role, and Michelin’s

market share in Europe is 21%
Truck and Buses fires in (e eyes ofdistribu% s

Michelin addrecses the replacement mzikeg, almost exclusively through professional tire
distributors. These distributors usually @ircs for different vehicles (trucks and cars) and

from different brands. T8 tires are se"\ cczintensive: they require constant monitoring, regular
maintenance and vepair, asks whi% %:? time-consuming and require professional expertise
(Extabit 2). As a consequence, distioutors often have a complementary service business,

perforining some tire mamtepa‘ée)kwuvmes

rameters otherwise contact 'mo@,‘hewse%ntre(,rg 1
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Distributors are independeur5¢4l or regional entrepreneurs or bigger networks. Among those
distribution networks figlaes &Euromaster Michelin’s own distribution network created in
1994. It acts as an autos'n\fxbus entity inside the group, selling both Michelin and competitors’
brands. Euromaster }?fj‘-wﬂo centers in 10 European countries and employs 11,800 people.

Truck and Busc‘tn_w in the eyes of end users
Though they omv account for 5 % of a truck’s running cost, TB tires play an important role
sBortation companies for two main reasons. First, tire-related breakdowns (e.g.,

for road tran z
" have become the most frequent reason for a truck to stop, as engines’

k
punctured ’(1,‘ S)
re!:ab:ley dr°matxc lly increased. Second, tires have a strong impact on fuel consumption, thc
3

; om 1mportant cost factor after pcrsonnel 20% to 40% of a truck’s consumption is

S

env1,onmenta] impact. If legal requirements call for carbon footprint reduction, they W1ll
become even more critical”, observed Jean.
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In buying TB tires, most transportation companies adopt a multiple-sourcing strategy, buying
different brands of tires for their vehicles and sourcing them from different distribution
networks. With market consolidation, purchasing is becoming more professional, moving
from an exclusive focus on price to a logic emphasizing “total costs of ownership” (TCO). In
addition, international customers increasingly aim at consolidating tire-related processes

across units and countries. %

“With the most expensive tire on the market, we constantly need to justify our price pftg‘t‘%
to our clients”, explained Jean. “Historically, we have always emphasized the longevit%ur
tires as our key selling point. Despite the progress made by our competitors we s’r' i‘;swe an
edge here, as we estimate that our tires last an average of 290,000 kn:s, vs. 160,860 %ms for

2

competition. However, this advantage only materializes when our tires are prope @ aken care
of. This is where we have a problem. Whenever service jobs are podit¥ performed,
transportation companies don’t get the most out of our tires. As a concgq%cnce, they are

reluctant to pay a price premium.” ’

Michelin designed long ago an ideal rcadmap entitled ‘4-1eR %gram’ designed to
maximize tire performance through optimal maintenance activitiés, Michelin’s tire casings are
specifically designed to allow both regiooving and ictieading (Texhivit 3). “Regrooving means
redesigning the tread pattern. It costs on average S0€ and %mds the tire life by 25%.
Retreading means that an entizcly new iread wear is appheo the casing; this can be done
only once, and is possible oriy becauce our casings are vgyaiobust. Retreading has a dramatic
effect; while it costs around 150€. the end preduct i isa :‘g{ Xips {'looks like new, lasts as long as
a new tire and can later be regrooved agais. When ik 21- gram is correctly implemented, our
tires last 2,5 times more than the average tire lifecy \,.e,and are no longer the most expensive
on the market!”, boasted lean Baudriard. §J

While conceptually appealing, mastering the peacess in real operations is however much more
difficult. The iires’ full potential was indeed only rarely achieved due to poor maintenance.
For instance, determining when exactly @, e Yieeds retreading requires expertise and strong
logistical coramand. “Trucks are the {2 bportation firms’ key assets, but by design these
assets kceo moving thicughout E '~ This makes the tire maintenance quite difficult to
organize” said Jean Baudriard.gind$%d, transportation companies usually struggle with
implementation, and the obser%{‘l’!nrtreadmg rate is typically poor (50% vs a potential of
70%). As a consequence cus? é_s n, were reluctant to pay a price premium.
. . {»g’ﬁ"‘?

Starting to sell kilometers

Michelin’s initi& tg;?cmo in services

As early as m the ®0’s, Michelin had experienced an alternative way to selling tires. In
France, Mlc}”“ﬂ R&D engineers’ offered selected customers to take charge of their tire
managemup %; way to perform tire testing under ‘real conditions’. At about the same time,
in the Iu,\, tihie company had been offering tire management to coaches’ fleets as a way to
cope wiih ‘avshortage of supply in that country. This agreement was still in place 70 years

laters ‘_‘Q.}o initiatives, though not strategically developed, generated more than 90 Millions
Eulou ‘e revenues in 2000.

sage permitted only within these parameters otherwise contact info@thecasecentre.org
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The initial experience gainedyin both countries raised much attention and was soongseen as a
unique opportunity for growth. As Michelin’s R&D department frequently stated “Our tires
last longer than any other but only if they are well managed. If we take charge of tire
management, we will make sure that our clients can experience our unique value.” Pierre
Dupuis, MFS Director had a complementary view: “As our tires last longer, revenues coming
from tire-related services will also last longer. We may end up making more money from tll’%
related services than from our traditional business.” %

Michelin Fleet Solution Offer

Considering the great potential ahead, Michelin Fleet Sciutions was created in 200(gas a new
division under the supervision of a European Sales Director (Exiiibit 4). The objeski¥, was to
promote a new business model across Europe: no longer focusing on selling aﬁ‘mact —le.
tires — but providing customers with a service, that is. the ability to drive. @

MFS offered large European fleets (initially fleets with more tihan 200 veeics) the complete
management of their tire assets during a three to five year-period. A CL gmr could decide to
contract only a part of its fleet with MFS, thus granting Mich ~xclu51v1ty for the
equipment of these vehicles. By outsourcing tire management, trz %vquon companies could
expect to gain peace of mind, ackieve better cost control (I8 ‘,&reakdowns, lower fuel
expenses, better operations managecment, less administrativd burdens) and benefit from
Michelin’s continuous innovatioi Furtheimore, customers @ rely on Michelin’s image
and reputation in case of major cruergencies (i.2. road acciacics). For Michelin, this was a
great way to develop long-lasting rclationships with gro“ﬁiz iransport players and ensure that
clients would eventually expericace the full value 4f ¥a8hetin tires. Last, offering solutions
was a way to escape the commodity irap by differeiiy x:ﬁ‘u,g Michelin’s offer from competition.
,. >

MEFS charged its clients a menthly fee, which d depended on the number of kilometers
driven per vehicie. This allowed ciients Q 11 tire-related costs into a variable cost
directly linked to the vehicie use. Vehicle farc%er driven kilometer was contractually agreed
upon and annually revised. Michelin’s pzofiiability depended on its ability to optimize tire
management activiiies {such as the ‘44{?"*‘ program’) and to control costs. “This is very
different frorn: oar competitors, wheeghazde customers for ‘time and material’. For a ‘time and
material’ customer, a treck break'ié’w“ represents an unforeseen cost factor, whereas with
MFS. Michelin assumes the mdu@"lai;hsk in exchange for a predictable monthly fee. That’s
the reason why we call MESy, solutlons offer’. Customers gain in flexibility and
productiviiy, ar\d Wwe assume g ‘z%*%dustnal risk,” observed Pierre Dupuis, MFS Director.

Usage permitted only within these parameters otherwise contact info@thecasecentre org
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To expand this new pgerising model throughout Europe, Michelin added dedicated MFS
sales teams to the g«,_d%:ng traditional product sales force. To facilitate geographical
expansion, the c,ampax.j -adopted -a new approach to service operations: Instead of managing
fleets with its ows jgployees placed within the transportation companies’, Michelin decided
to rely on serste provider networks to deliver the service to customers (Exhibit 5). In the
meanwhile. @n . Zmbitious information system project was launched to support fleet
manageme'lf '\ Crations.

o

Disap) {J::‘w’fw results

Wlt“m Swyears, fifty contracts were signed in 10 different countries, generating 70 Million €
n m;:aal revenue. These results were however disappointing. The sales force dedicated to
MFS had a hard time selling the new solution offer. As one MFS sales man noted “This is a

new job, and my tire expertise can hardly help me. Our product edge is no longer at the heart




\ 510-103-1

of the offer... I find it difficult to show the clients the value of this solution offer. We also
face real problem in pricing: clients don’t immediately see why they should pay more for tire
management solutions as they used to pay when they only bought tires! They do not see the
value brought by the extra activities we perform and the scope is so large that I find it difficult
to list all these benefits. This solution offer is really very complex to sell!”

Difficulties went well beyond the contracting phase. Many fleets under contract ‘%Q’
chronically unprofitable, and it was not uncommon to hear MI'S Managers complain% z
losing our shirt here! We underestimated by far the costs involved. Whatever our abi&# to
optimize costs, it will never be profitable with such low ices!” Correctly assessingfhe, fee in
the contractual phase was indeed very complex and the long-term implications of° _%-mctual
agreement were often underestimated. @

Conflict with the traditional product sales force was anctiier big concern™®§ 1 here is fierce
competition between us. Product sales people carn’t stand us chasing aﬁen@ biggest clients.
I remember a meeting with a prospect client about 6 nionths ago to n%ote tire solutions.
The customer had just met a week before with a Michelin product sal€:if2n openly criticizing
our offer. We are both from the same company. This is just craZ}%

Caty v RN R

In Germany, results for 2002 were disappointing with only 5 (‘S‘O‘vehicles under contract out
of an overall potential of 250,000 vehicies. Because this mark ‘(,counted for 21% of sales in
Europe, it was very important to succecd there. Converselg, failing on this market was simply
threatening the mere existence of MFES. Jonas, MFS N\ %r in Germany, explained “The
clients we approach undeistand what we ofier but #:.25a8 not see the extra value we bring.
Additionally they see diffcrent dcwnsides in this 0 \Jch as higher upfront cost, increased
dependence, or high switching coct. To be hones% don’t do a good job in explaining our
customers the value tiiey gain from working ‘€% “us!” So far, competition was still quite
scarce: only few local actors were consxden@nng tire management solutions. However,
it was acknowledzed that Goodyear and Brnidgestone would soon enter the market with

competitive sffers. It was high time to se@‘a\substantial first mover advantage!

o Tl RN
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Consultants come in ®

To solve izese issues. ISC, a well-k ‘Q‘w international strategy consultancy firm was assigned
in spring 2002 1o investigate the@@asons for MFS’s poor performance. The consulting firm
identified four important maiketing issues regarding segmentation practices, selling,
contracting and managing th%..onships with third parties.

Client Segmentati @
To meet profitability t?g:as , ISC encouraged MFS to capture more value from customers by
implementing a ne:x&- ased segmentation scheme. The underlying idea was that
transportation cos w‘arues ‘had different priorities depending on the type of goods they
transported such & (AQ‘Q' "'k material, time pressured goods, or highly dangerous chemicals. MFS,
the consultants{said, had to design customized bundles to address these specific customer

needs. ISC, stz’*‘ﬁ &4 that willingness to pay greatly varied according to the segments.
.r“'d '
,t.a, s Jarce Support
Michelin s*&ales force had a very hard time selling Fleet Solutions. Due to the nature of such
con‘*m agselling MFS was a more complex process leading to longer sales cycles. As one sales
maraber recalled: “MFS is radically different from selling tires. I used to interact with Jocal
tire buyers, now I deal with the national Purchasing Director of large European transportation

companies! These guys talk another lJanguage, and we need to roll out other arguments.”
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tools such 25 comsistent comtractimy process and 2 new dieme-focesed ony Sy pe
from a lustorically stromg product onestaom. “Talk zhomr fe chew pov howr Se we™
became a guideline.
Contrecting process

ISC further encouraged Michelm 10 danfy 5 comract stecswre. The copsuitancy bad
more than 72 different comtract versioms cach sresfly vayme @ comtent Thes 3
confusion and complexity. The consuitamt advised MFS 10 srcambne & consat S
around a small set of sSsmpie and compecheasve stmdercs with fe- cstmmes. wincipgwid be
complemented by additional optioss. Tiss womld facyisme cales pmapie’s job 2nd e
profitability of the comtracts Semad. °

Turn Distribsters imte clase service pro viders
ISC also recommended fostermg strome redetioaships Wik Sstibutors @ 2 hovase them
mwﬂ%smmﬁmﬁu&%ﬁmnumnh%ﬂwybs&
Michelin entering the service domaim. Thes iczel the company &£ wple away her
chents. leading to massive revenue decrease. Cah 11 2 socond \@&t_\ St 1 see B
possible advantages of the MFS offec. As Jons Pitis explamned. 2 200d opportamty for
them. We bning new business at pooos, They alwo icvosnize fy=y aom 't have the cnocal s
to serve such big European acccwts. Insead of performingagvoes under their name. they
now perform it under Michel™s narne «nd alingether they N hagher revenues! ™ Servace
providers, as the consultancy firm clrarfy Sressed. playgg cntcal role in MFS Furopean
roll-out model, as they now prosorshed s ddi\m t© chents m the nasme of
Michelin (Exhibit 5). \\

Tive for discusni&ohnd decision

A few months afier tne consultaacy work situation was still below expectations. Business
expansion was ancmic: vrofitabihty W Rrbk, giving vorce © internal opponcnts who
openly crticized MEN's long-term .1‘;@3‘ Addionally, several Board members started to
ask sone hand questions about \\i&\rs Was to gain traction. It was in this context. that
Jonas Pills, Meree Dupais and J;@ wdnard had to review the situation and decade upon

MES fatwe. Q

Nales forece progress

Pierre Dupuis, MEFS D‘\@: started by poining at the significant progress made by
Michelin’s sales force, gaming programs have brought their first results, and we now
perform much bette %:\:u contracts should be profitable. Our eftorts of eduwcatng
customers show sealgs 1hey now understand much better the benefits of outsourcing tire-
management.” Q

Jean Baudn &)ut\‘mr of TB Furope, underlined the conflicting relationship between
traditional Qc( sales teams and MES teams. “We still have a big ssue here: Sales
Hiu\'luw\m,\l:lin o me very often. They fear that the development of managed fleets will
lead e & decline i the replacement market. Some of them are still very angry that thewr
top Qmm sales people were moved to MEN three vears ago. In the future, we really need
0 T ways (o better coordinate actions and objectives™ Tenmions mostly came from
conthicung interests: while the tradinonal product sales foree’s objective was 1o place as many
tires as possible and to increase tire-related sales, MES in tumn, by 1ts very natare, aimed ay

R R S R
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getting the most out of existing tires, thus potentially harming the sales of new tires. This was
a thorn in the eye of Michelin’s traditional sales force, which was compensated on the basis of
the number of tires sold. The fact that MFS allowed Michelin to gain new customers and
secure existing accounts did little to appease product sales people.

Operational Excellence @

It was generally accepted that both sales and marketing were the key leverage to MFS suczesS
as advocated by ISC. Pierre Dupuis was however not at ease with such a quick concﬁhs%
“Out of the 700 MFS employees, only 25 are Key Account Managers. It is not justagheut
sales!” Having a professional background in the service indusiry, he was convinged that
service execution was at the heart of turning MFS into a success. “In a soluticug;?siness,
signing a contract is not enough. It is just like getting married: it is only once yc have signed
that the real life starts. Therefore, I am not sure we should focus so much ox% sales stage

only.” e%;

“] think our success will depend upon operational excellence. If yoxﬁyzcstigate our past
success, Michelin employees in the field pla a critical role. They, tﬁf&, an incredible value
that the clients immediately perceive. If transportation cong Qr%eg, outsource their tire
management to Michelin, it is to beaelit from this unique expelﬁ»@That’s why we need to
excel in service delivery. In this :espect, capitalizing so mulen service providers may be
dangerous: they become the ones who inspect the vehicles, r%@;be the job, and, eventually,
execute it. But, this is an incredivle resoensibility on their shc®iders! If they don’t deliver, it
¢

N

backfires on us. And if they do, they become a competito

Distributors in their new rele of service provides 3%:*:%
Tire management solutions in rrance and Englan,d%: mostly performed by Michelin 450
own front-line employees. “The European roll—r‘_;i’;“{fj:%del is completely different: it is about
entrusting some tliivd partics with delivering &;}}lin’s promise”, concluded Pierre Dupuis.
Even if Michelin had becn working for a I3ag time with service providers, never had the
company relied on thurd-party providers to such an extent.

“From a strategic perspective, deyel ¢ very close relationships with service providers
could kring far-reaching strategic%%tage. As we start bringing them business, we will
increase cur vargaining power by ounid¥ng a partnering relationship, where we both depend on
each cther. Service providers \Xii}ja;u%ceive the value of working with Michelin, and not only
for the solution business,” thiwgzhiziean Baudriard.
Jonas provided some insghigdrom his operational experience: “I have some clients telling me
that our solution’s biggssi weakness is our own distribution network. This is because
distributors sometimqaf’ﬁqi’ixol fully comply with contract settings. It is true that I cannot fully
guarantee the cousi ‘t'eif:_éy 0Of the service we provide throughout the country. It would require
massive investmcis 1 quality control, reporting tools, and training of service providers. To
be honest, we hgve underestimated these aspects, thinking that most of the job was done once
we s gncdva‘(:\‘f"‘,ﬁﬁ“éct. This is actually only the emerging part of the iceberg.”

s N
“It mightthowever be feasible in the future”, added Jonas Pills. “We have already adopted the
policy ©¥ypaying their performed service a little more than market value to encourage quality
staida135 and compensate for the possible decrease of business due to a drop in replacement
tires sales.” Pierre Dupuis reacted: “It is a good start... but this may not be sufficient. We do
not only entrust them with service execution, but also with an important part of our cost
structure.”
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1 Managing costs 1
As Pierre further explained, “Since we rely on service providers to optimize tires, it also
means that we rely on them to optimize our cost structure. For instance, we lose money
whenever the ‘4-lives program’ is not managed properly, for example if tires are not
regrooved at the right time, or if casings disappear... We have service providers with only
45% retread rate instead of the 70% target. We need to change the key performance indicatc@
(KPI): it 1s no longer about tire sales but about the retread rate! If we can’t contro! t@g-;
issues, we are bound to be unprofitable. Furthermore, if we consider that thec@*&?
millimeter (mm) of rubber potential per new tire is 15 mm 19 20 mm, don’t forgctsthat
anytime we are missing to exploit one single mm of rubbcr means adding 5% to “”“.gn our

costs. Jonas and Jean were bewildered at the financia! implication of such a ﬁgure

Another unexpected phenomenon further detericcated MFS margins: signing @ntract had a
tendency to change drivers’ behavior: “There s a temptation that truck r‘-wers behave less
carefully, once they know that tires are handled by us. This can make gd#3a difference, as
one can leave a lot of millimeters of rubber on thz rcad.” %'

Organizational issue

“If we talk about cost structure, this activity brings a lot of t&mdil within our legal and
administrative organization”, remarked Jean, “Our legal deparitient doesn’t feel comfortable
with the idea of committing to multi-vear contracts. What g8aere, I’ll need to talk to our
Administrative Director. She‘s mad ai vou. Qur administrativ\, people are overwhelmed with
MEFS invoices coming fror the service providers. She@®sys that one invoice out of three
comes from your teams while you represent oniy % & the company business! It is

incredible.” Q

Feeling the criticista, Pierre tried to better explg %y so many invoices needed processing.
“That’s quite unfortunate, but there is not Q} ¢ can do about this. Every time a service
provider perfoims any act on a vehicle und%y contract, he addresses us an invoice. Just
imagine the amouni of invoices coming in” glonas discretely smiled. Relationships between
MEFS teams and service suppert were alwais<omplicated because of their specific needs. Jean
had not even ment:oned the specifi &"@’rfonnance indicators MFS people kept asking for.
The geogiaphical cxpansion would¥forsare only further add to existing frictions. In addition,
Michelin’s legai experts would hzcgc 4;')9 help assess and hedge for legal risks involved.

sage permilted only within these parameters otherwise contact info@thecasecentre org

* Information System :
] guess 1t is aiso time f"f'mng up the difficulties we have in running our information

system,” Jean added. Dr,, w2'now have a functioning tool?” “Not yet”, moaned Pierre. “So
far, we really failed; wcu‘a,ot have a thorough enough command of the process and therefore
do not fully understaz a‘w}'at the information system should provide us with. We will have to
reconfigure cver;ﬁtuns, fand this will take time. Part of our challenge is that 1t 1s no longer
about selling tlreb«l.*is about managing complex selling and delivery processes.”

MFS, llpstnca g,\a » pig?

“Precisely’dcausnapped. “Let me set some things straight. “This company was not designed
to manag2 nivoices or conduct never-ending IT development projects. We have been
manuf‘u&mng and sellmg great tires successfully for decades. Our new ‘Energy’ tire hne has

c“dache and hurts the profit of our division. I’m not sure our Board members want to
hear that story any longer.” He leaned back in his chair and added: “Even if these solution

_-
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offers were working properly, don’t you think this is far beyond qur core business? Michelin
i1s a tire manufacturer. Full stop!”

Pierre knew that this argument would be brought up at some point. Jean had not even insisted
on quoting MFS’s terrible financial results in detail. After substantial investments, MFS had

never been profitable once in three-year time! People legitimately started questioning ﬂ%

reason of supporting the program any longer... He had overheard recently some of%
colleagues talking of the “MFS abyss”, which was only due to the big boss having a n%u ¢
the project. Some of his MFS team members had also reported they felt looked downi}m‘oy
colleagues. Even worse, one of the Board Members ofiicially referred to MFS #&wputting
“lipstick on a pig”. Pierre felt unsure: he, too, had considered the possibility of getSug¥ut, but
he still believed that MFS had a great potential ahead. 0 "

Jean, Pierre and Jonas were expected to proviade clezi reccinmendati¢t£¥n Michelin’s Board
meeting next month. After three years of continuous ir{%:x;nts, struggling with
implementation issues, and painful lessons leammed in the pri&ess, results achieved still
remained below expectations. What was to be done? \

Time for decision

right decision? Should the compary pursue this painful pagi®¥Should it repackage its existing
“solution offer” and charge for “uime and material” % 21y same way its main competitors

were doing? Or even go tack to its wraditional busi &aodel, i.e. manufacturing and selling

tires? %
>

Was Michelin’s strategic move io enter solutions businesi:wim Michelin Fleet Solutions the

If they recommended pwuisiung the MFS@Qfglam, how could the current turmoil be
overcome? Was it mostly, as advocated by IS¢

take?
S € ) 1%\

These were sorue of the quesﬁom‘i@ec men had to decide upon in the coming hours,
which promised te be tense and intcnsg,®
&

a marketing issue or were larger issues at
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Exhibit 1: Tire Basic 1

What is a tire?

510-103-1

e

S First the CASING.
This is the

structure

of the tire.

It is its backbone.

S Then a TREAD WEAR is placed l Qf
aroun< the casing. %
This is the flesh of the tire. %

It is a mudure of rubber and silica. '

A tire= 20 millirneters thick

TS The GROOVING is
the pattern sculpted
on the tire ’s tread
wear to ensure
optimal driving
performance.

&3 The REFERENCE number writ@

< thetlresndeisumqueforeac

YT

Why are tires so important for trucks?

LGAD

I'_

Roling ;\Y )
k s:;*ance Q-Q

Tiros unde: go much tensions. They%fﬁ‘&lex and sophisticated products !

b They are the rmain factor of ol g' resistance, limiting speed and increasing
fuel corzumption 0

Agditionally tires need & vong enough to bearimportantlo  adand
flexible enough to absorb Ystarle shock.

N
O

Absorb obstacle

R T ITIA TL R 0 G R o WG 1 X
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Exhibit 2: TB tire, a service-intensive product

1
r; : -~ - g = AN ’ - ~
{ I8 Services to be regularly
! J s | performed on TB tires

8 MONITOR : visually control how tireswear

out to decide if one of the followingaction is needed.
Every four months, it s necessary to measure remaining
rubber millimeters thickness to ensure safe driving

to be performed

they arere~ Sy swicched on the &ireaxie

. 4
\dREPAIR : If the tire sdamaged, repair need b SWITCH .T:Dahncethewaytire‘sc 2arout,

R

510-103-1

{ ==
_ N o,
HPERMUTE :Tobalance the way tireswear i b INARLATE :]%ntms pressure,
out, thev3re remubrhimuan tnditarant t inflation l;w'.%ét’ »»monthly controlled
axles A ﬁtﬁ‘@. %
& 3‘

YMoving TBtiresisa  complicaiad and time consuming job
requirizg professional equipraert. S 3

Itisa 2 -sien process: o %
1. FIT/UN.’-!T:takeihewheeloﬂ‘thetn'ck\ '
i 2. MOUNT/UNMGUNT - take the tire o1t aeel
| &)
| N

Q
N
&
&
Ny
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Exhibit 3: The 4-liyes program 1

4-lives of a tire : increase performance and durability

" | =z L

0 NEW Micheiin tyres e Regrooving new tyras Retreading Regroaving
' w? MICHEUN O Romix Q MICHEUN O Remi;

Step 1 - NEW Michelin tires

Process : Outcomes :

Buy a new tire whose casing was Tire which ensures
designed as to allow life  -cycle regrooving and
management. Monitor regularly retreading
rubber thickness.

Step 2 — Regrooving new tires

Process : Qutcomnes:

When only 3 mm oftread - Cover 25% more

remaining, there is a need to kiion.eters

redesign the pattern on the tire - Better 2rip potential
29 - Fuei savings

Step 3 - Retreading Michelin tires

Process : Owcomes:
Tire is sent to Mizholin factory "L < Twe just like new!
New tread wez: 1> 2oplied cn the - Less expensive
casing :. . brandnew tire
- Same mileage
performance \
Step 4 - Regrooving ratreaded M icf@ g:* res

Precess :

When cnly 31nm oftread
1emaining, there is a need to
redesign the patterncn the tire

[ 4
-“u'c'&p'..
.%Q;.‘, % more
) VN

onisters

A 3t -er grip potential

Tires mustbe reorooved by a p GFassic:
take them off the truck and sen{ s¢%0 Michelin retreading lab . Mastering such life -cycle is complex.

R
<
NS
9

S

510-103-1

Qkfuel savings - Y : ; 1
sicnal according to Michelin recommendations. Retrea ding tires also requires to
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; Managing Partners
Edouard Michelin & René Zigraff

Car Passenger | : Truck & Buses f (...)
Product line Product line |

TB Europe — Director
Jean Baudriard

l__l._

l:ij TB Europe
{ Sales Directcr

TB Europe
Production

T8 Europe
Supply Chain

ST A
|

.
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MFS
Director
Pierre Dupuis

Jonas Pills

Bold boxes display, grotagonists in this case study.
Orange boxes‘&{;’%erﬁ‘ MFS team members.

T
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Exhibit 5: European Ko'i-out % %
<

Modei - France & UK Pt

&

l
SLmSaLInEn R

-

Contract

aiodel : Europe roll -out
i1 ContradzfA

i, between Client
gk - FAYNCORGEY “&MFS
invoidnSpe:
dri-.e.'\; WKagts) 2. Payment upon
o S invoicing (per

drven kms)

3. Serice
execution

4. Contract &
Payment from
Michelin to SP

per intervention

5. Michelin
constant
monitoring of
service quality

=

v
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