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Cycle View of a Supply Chain

. Customer
e Cycle view:
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Cycle View of a Supply Chain

e Each cycle occurs at the interface between two
successive stages:
e Customer order cycle (customer-retailer)
e Replenishment cycle (retailer-distributor)
e Manufacturing cycle (distributor-manufacturer)
e Procurement cycle (manufacturer-supplier)

e Cycle view clearly specifies the roles and
responsibilities of each member and the desired
outcome of each process.
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Push/Pull View of
Supply Chain Processes

e Supply chain processes fall into one of two categories depending
on the timing of their execution relative to customer demand

o Pull: execution is initiated in response to a customer order
(reactive processes). It operates in an uncertain environment
(customer demand is not yet known)

o Push: execution is initiated in anticipation of customer orders
(speculative or forecasted processes). Here customer demand is
known

e Push/pull boundary separates push processes from pull processes.
It is a firm’s choice to select the position of the push/pull
boundary

e The relative proportion of push and pull processes can have an
impact on supply chain performance

5

- %

a )
Push/Pull View of Supply

Chains
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Replenishment cycles
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Push/Pull processes for Dell
(customized PCs)

AN

PULL
Customer PROCESSES
Order and
Manufacturing Customer Order and
Cycle Manufacturing Cycle

. Customer
= = —- - Order
A Arrives

Procurement Procurement
Cycle PUSH Cycle

PROCESSES

-

. The traditional view:

Push-oriented Strategies

¢ Classical manufacturing supply chain strategy

¢ Manufacturing forecasts are long-range
e Orders from retailers’ warehouses

» Longer response time to react to marketplace changes
¢ Unable to meet changing demand patterns

e Supply chain inventory becomes obsolete as demand for certain
products disappears

¢ Increased variability (Bullwhip effect) leading to:
e Large inventory safety stocks
e Larger and more variably sized production batches
e Unacceptable service levels
¢ Inventory obsolescence
 Inefficient use of production facilities (factories)
¢ Howis demand determined? Peak? Average?
e How is transportation capacity determined?
o Examples: Auto industry, large appliances, others?
8




The “modern” view:
Pull-oriented Strategies

e Production and distribution are demand-driven
e Coordinated with true customer demand amazon.com
¢ None or little inventory held
¢ Only in response to specific orders

e Fast information flow mechanisms
e Point-of-Sale (POS) data
* Decreased lead times for customized products (increased for standard)
* Decreased retailer inventory
* Decreased variability in the supply chain and especially at manufacturers
¢ Decreased manufacturer inventory
* More efficient use of resources .,
* More difficult to take advantage of scale opportunities DL
¢ Examples: Dell, Amazon

Materials

-

The Hybrid Solution:
Push/Pull Strategies

» Hybrid of “push” and “pull” strategies to overcome disadvantages of each
« Early stages of product assembly are done in a “push” manner

e Partial assembly of product based on aggregate demand forecasts
(which are more accurate than individual product demand forecasts)

e Uncertainty is reduced so safety stock inventory is lower

 Final product assembly is done based on customer demand for specific
product configurations

D&LL

* Supply chain timeline determines “push-pull boundary”

Cisco SYSTEMS

“Customized”
Product

“Generic”
Product

I
[ Push Strategy ] 1 [ Pull Strategy ]
I

End
Consumer

Raw

Supply Chain Timeline
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Procurement and purchasing

* Procurement:
All activities that are required in order to get the product from the
supplier to its final destination. It is based on “total cost of ownership-
thinking”.
Definition:
*“Managing the company’s external resources in such a way that the
supply of
eall goods, services, capabilities and knowledge which are necessary for
erunning, maintaining and managing the company’s primary and support
eactivities is secured at the most favorable conditions covering the
materials, information and money flows up to the point of consumption”.

¢ Purchasing:
All activities for which the company receives an invoice from outside
parties.
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Purchasing strategies

e Purchasing strategies can be defined based on two
major variables:

e Purchasing’s impact on the bottom line to the
company = profit risk.
e Complexity of the supply market = supply risk.

e Based on these two variables, companies can
build up and manage differently a portfolio of

purchasing strategies

%

Procurement strategies: Kraljic matrix

A

High

Profit risk

Importance of

purchasing
Criteria:

Leverage items

Key performance criteria:
Cost/price and materials flow
management

Typical sources
Multiple suppliers, chiefly local

Time horizon
Varied, typically 12 up to 24 months

Items purchased
Mix of commodities and specified
materials

Strategic items

Key performance criteria:
Long-term availability

Typical sources

Established global suppliers

Time horizon

Up to ten years: governed by long-terme
strategic impact (risk and contract mix)

Items purchased
Scarce and high-value materials

Cost of materials/total
costs, value-added
profile, profitability
profile, and so on.

Low

Non critical items

Key performance criteria:
Functional efficiency

Typical sources

Established local suppliers

Time horizon

Limited normally 12 months or less

Items purchased
Commodities, some specified materials

Bottleneck items

Key performance criteria:
Cost management and reliable short-
term sourcing

Typical sources
Global, predominantly new suppliers
with new technology

Time horizon
Variable, depending on availability
vs. short-term flexibility trade-offs

Items purchased
Mainly specified materials

>

A

Source: Kraljic P. (1983). Purchasing must become supply

management. Harvard Business Review.

Low

Complexity of supply market High

Criteria : supply monopoly or

oligopoly conditions, pace of .
technological advance, entry barriers,
logistics cost and complexity, and so

on.

Supply risk

~
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Procurement strategies: Leverage items

Key performance criteria:
Cost/price and materials flow management

Typical sources
Multiple suppliers, chiefly local

Time horizon
Varied, typically 12 up to 24 months

Items purchased
Mix of commodities and specified materials

Source: Kraljic P. (1983). Purchasing must become supply
management. Harvard Business Review.
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Procurement strategies: Strategic items

Key performance criteria:
Long-term availability

Typical sources
Established global suppliers

Time horizon
Up to ten years: governed by long-term strategic
impact (risk and contract mix)

Items purchased
Scarce and or high-value materials

Source: Kraljic P. (1983). Purchasing must become supply
management. Harvard Business Review.
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Procurement strategies: Non critical items

Key performance criteria:
Functional efficiency

Typical sources
Established local suppliers

Time horizon
Limited normally 12 months or less

Items purchased
Commodities, some specified

Source: Kraljic P. (1983). Purchasing must become supply
management. Harvard Business Review.
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Procurement strategies: Bottleneck items

Key performance criteria:
Cost management and reliable short-term sourcing

Typical sources
Global, predominantly new suppliers with new
technology

Time horizon
Variable, depending on availability vs. short-term
flexibility trade-offs

Items purchased
Mainly specified materials

Source: Kraljic P. (1983). Purchasing must become supply
management. Harvard Business Review.

- %




a N

o [ ]
Procurement strategies: Suppliers preferences
A
High Development Core
The account is attractive to the The account is core for th? .
supplier but the relative spend supplier who needs to maintain
is low. The supplier is expected | itatany cost.The supp}ler will
. to seek to develop this account not do anything that might
Attractiveness and increase the overall jeopardize the account.
of account business.
e High volume
purchase
¢ Brand visibility . .
e Payment terms Nuisance Exploitable
e  Profit margin The supplier re.ally dogs not The account is not attractive to
e Easiness of want to do business with the the supplier bl.lt as long as the
company and would be happy company continues to spend
accqupt if the company stopped significant money, they will
Servicing placing orders with them. The continue to service the account,
supplier will often continue so eventually trying to increase its
long as the nuisance factor is profitability (for the supplier).
tolerable, but might make
Low doing business difficult.
v
Low High
Relative value of account
o Spending with a supplier relative to their
Source: O’ Brien, Category Management relative turnover

in Purchasing, 2015
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Sales and Operations Planning

* Sales and Operations Planning (S&OP) is a process to develop
tactical plans that provide management the ability to strategically
direct its businesses to achieve competitive advantage on a
continuous basis by integrating customer-focused marketing plans
for new and existing products with the management of the supply
chain.

The process brings together all the plans for the business (sales,
marketing, development, manufacturing, sourcing, and financial)
into one integrated set of plans.

Source: APICS Dictionary
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Sales and Operations Planning

Demand Forecast
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S&OP objectives h

S&OP supports and measures the progress of the entire organization
in meeting the enterprise's business plan

S&OP ensures that the strategic plans developed in the business
plan are realistic and can be successfully executed before they are
passed to tactical planning

S&OP enables the organization to successfully manage marketplace
change

S&OP provides for the effective management of finished goods
inventories and order backlog to support customer service

S&OP reporting mechanisms enable the S&OP planning teams to
identify when actual performance has deviated from the plan

S&OP process enables the entire management team to understand
the challenges confronting the organization and to act upon them in
proper priority or focus.

Source: APICS Dictionary
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Sales and Operations Planning

¢ S&OP has to be supported by an enterprise IT system, namely an
ERP in order to support and measure the progress of the entire
organization in meeting the enterprise's business plan
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S&OP benefits

Establishes operational plans consistent with the business plan
Continually updates the production, financial, and sales plan
Provides for cross-functional planning

Establishes regular meetings with senior executives to resolve
demand versus supply trade-offs

Checks availability of resources to validate the production plan
Increases teamwork and collaborative skills

Source: APICS Dictionary

Demand Management

Procurement start with a focus on demand ...

Procurement and uml External spend mmgl
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Effective Demand Management

PROVIDES DATA TO MANAGE COSTS

INSTILLS A CULTURE
OF COST CONTROL

REDUCES COST STRUCTURE

DRIVES A CONSISTENT
POLICY

a change in the processes

Companies can choose
from variety methods to
reduce demand

This requires

as well as
A change in the culture

DEMAND
REDUCTION
LEVERS

TRAVEL
EXAMPLES

{}

TECHNOLOGY
EXAMPLES

Aggressive

approach;

significant
savings

Conservative
approach;

moderate

savings
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Category Management definition

The practice of segmenting the main areas of organizational spend
on bought-in goods and services into discrete groups of products
and services according to the function of those goods or services and
most importantly, to mirror how individual marketplaces are
organized.

Using this category segmentation, organizations work -cross-
functionally on individual categories, examining the entire category
spend, how the organization uses the products or services within the
category, the marketplace and individual suppliers.

Source: O’ Brien, Category Management in Purchasing, 2015




Category Management Approach

Category management requires a segmentation of third-party
spend into categories that can be worked on individually by a
cross-functional team with the aim of identifying and
implementing the optimum sourcing strategy for that category:

1. Identifying spend;
Directing resources only on addressable spend;

3. Directing resources on the categories where there is a
worthwhile opportunity;

4. Identifying market boundaries so categories become market
facing;

5. The most appropriate level to work at.

Potential Benefits

Cost reduction 10-20 per cent reduction in the price of
bought in goods and services
Improved value and effectiveness e Improved efficiency

¢ Reduced waste

¢ Additional value (more bang for the
buck)

e Sustainable results

¢ Improved value proposition to our
customer using supply base
innovation

Innovation

e Process improvements
* Synergies from collaboration
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Potential Benefits

Reduced supply chain risk

Competitive advantage,
differentiation and
improved offering to
customers

Total spend under
management

Greater security of supply

Reduced risk of brand damage (eg through
poor practice upstream in the supply chain)

Reduced risk of loss through increased
supplier and supply chain understanding

Improved value proposition to our customer
Increased profit margin

Differentiation or offer or delivery
mechanism

Greater trasparency
Improved accuracy of spend breakdown
Ability to prioritize resources

Better framework agreements through
improved market understanding

-

Scale of potential benefits

The scale of potential benefits will depend upon:

1. Category opportunity — determined according to market difficulty,

degree of ‘added value’ or scope for price flexibility and how mature or

immature a category is.
. Quality of deployment — the effectiveness of category management

including capability, process, available resources and governance.

. Procurement maturity — the degree to which procurement has evolved

in the organization and is effecting planned and systematic supply base
interventions that make a strategic contribution to the business.

. Organizational readiness — the degree of alignment, participation and

buy-in of the wider organization to the cause of procurement, and the
ability to drive change in the organization in support of implementing

new sourcing strategies.
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Category Management Program

\
Category segmentation
Identify all the market-facing categories
and sub-categories
Opportunityanalysis —
Map spend, organizational difficulty and E e e
market difficult for category 10% Sy
. 5% 12%

. e ——— 15%

Scal e Of opportunlty Organizational Difficulty I 8%
Py i 10
Identify scale of opportunity according S ks :
to price flexibility and category maturity %, i 5%
Little % 3 2% g
Ident|fy priorities Mature  Category maturity Untouched
Review analysis and identify priorities at o @ o o1 o2 o
RPN 15250445 3
RRRISID [1325504, 05 3
Category programme plan DERIID  RRRISID
Match priorities against resources and [ —"< PRReID  DRRIIED
develop a short- to medium-term plan
J
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Category Mmgt and Global Sourcing
(Efes Beer case)

~

CATEGORY & INDUSTRY PROFILE

Key Insight: Information on the category (Key geographical differences, top opportunities/quick wins/
sources of value)

Market Description: A general overview of the industry with the market characteristic definition
Key Suppliers: List of Suppliers for this Category (With all the relevant information)

Market Statistics and Trends: Definition of the Market Technology, Market Growth, Market Dynamics,
Market Specialties, Category Specificities for the high value products...

Industry Drivers and Levers: Value Chain Analysis (if it is possible), Industry Cost Structure Breakdown

Five Forces Analysis: Entry barriers analysis, Availability of Substitutes analysis, Bargaining Power of
Supplier/Buyer analysis and Industry Rivalry analysis

External Constraints: Description of the restriction such as Import restrictions or some others
Government restriction

CATEGORY STRATEGY

Sourcing Strategy Definition: Define which can be the correct strategy to undertake (Demand
Aggregation, Volume Leverage, Supplier Rationalization Product Rationalization / Standardization,
Competitive Tender, eAuction, Supplier & Contract Management , eProcurement, Demand Management or
others)

BUSINESS PLAN

Implementation plan for the category: Define countries involved, define time line for the main
activities of the sourcing process

Potential Benefits for the Category: Description of the Value-added improvements, How to achieve
potential benefits, Savings methodology and Benchmark pricing
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Definition of Logistics

* The Council of Logistics Management has defined Logistics activities
as:

“that part of the supply chain process that plans, implements, and
controls the efficient, effective flow & storage of goods,
services, & related information from the point of origin to the
point of consumption to meet customer’s requirements.” (Johnson,
Wood, Wardlow & Murphy, 1998.)

» Logistics managers ensure that the right product, in the right
quantity, in the right condition, is delivered to the right
customer at the right place, at the right time, at the right cost.
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Main phases of logistics

Inbound logistics: These include the movement of raw materials, and components
for processing from suppliers.

Process logistics: These are the operations, which are directly related to processing.

These include activities like storage and movement of raw materials, components
within the manufacturing premises.

Outbound logistics: These are the operations, which follow the production process.
These include activities like warehousing, transportation, and inventory
management of finished goods.

Frraarrril

Inward Outward
logistics Materials management logistics

- - |- > =

\ Logistics /

: Logistics ... suppliers and -

customers gaps

1. space gaps, with suppliers physically separate from customers

2. time gaps, when there is a difference between the time a product
become available and the time when customers want to buy it

3. quantity gap, between the amounts available from suppliers and
the demand from customers

4. variety gap, when customers want a wider variety of products than
is available from a single supplier

5. information gap, when customers do not know about the
availability or source of products, and suppliers do not know about
potential customers
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Logistical Drivers of Supply Chain

Performance

 Facilities
* places where inventory is stored, assembled, or fabricated
» two major types: production sites and storage sites

e Inventory
e raw materials, work in process, finished goods within a supply
chain
 they exploit economies of scale that may exist during production
and distribution

e Transportation
e moving inventory from point to point in a supply chain
e combinations of transportation modes and routes

- Y,

(" Challenges and winning models in h
logistics 5,5 g company @

Outsourced logistics activities commonly fall into three
types of services: contract logistics, freight forwarding

and transportation.
; End client
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FulHruckload Part-load
v oa {about one fo two tons fo fulltruckload)

Challenges and winning models in logistics

~

BAIN & COMPANY
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where parcels are collected and
distributed for multiple customers

Contract logistics
suppliers have extended
their traditional core into
extra value-added services
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* Warehousing

o Picking, packing,
labeling

« Synchronous logistics
(vendor inventory

management]

* Kitting

o Light assembly
® Packaging
 Copacking

main activities along customers’ supply chain

“Roof” logisti
Inbound flows o0 -log|s s/ Outbound
distribution centers
o Cross-docking
o Flows  Synchronous logistics
management * Warehousing (standard * :::: ment o Transport (collection,
o Freighﬁng and dedicated to specific i hg consolidation, return)
(road, rail) sector requirements) Oladlty 'mg‘; * Warehousing
’ o Picking, packing, (road, rail)
labeling
 Kitting « Installation
o Light assembly  Customs — imreihn o
® Customs  Packaging ® Payment - Repairing
* Copacking services  Customer management
 Preconfiguration  Scrapping

* Quality control

M Warehousing activities [ll Postponed manufacturing Other clientrelated services

_/

Source: Bain & Company

Time as source of competitive advantage

Time in the Planning Loop (in weeks)

Retailers’
Inventories

I \\\\\\
Orders 3

W
from Customers

Warehouse

Distributors’ Ak I

AR
[ ]

fo Customers

Supply chain/logistics processes need to be shorthened
Source: Stalk, 1998
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Time-based initiatives

Opportunities to add value:

- increase responsiveness to customer needs
- manage increased variety

- increase product innovation

- improve return on new products

- reducing risk by relying less on forecasts

Opportunities to reduce cost:

- reduce the need for working capital

- reduce the need for plant and equipment capital
- reduce development costs

- reduce quality costs

In most case time-based initiatives are grounded on a
BPM approach
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Processes: Procure to Pay (scenario)

Across the whole procurement process there is a great need for data

Scenario Scenario Description

Explorer Th ' N -
e Procure-to-Pay (Stock) scenario enables you to purchase stock products, including those based on product specifications, based on a

requirement that can be generated from a planning system, such as a Materials Requirements Planning (MRP) system.

It covers all stages of the procurement process, from demand planning and creation of a purchase order, through automatic or manual

T1 Scenario/Processes assignment of sources of supply, sending the purchase order to a supplier, to goods and services receipt, invoice verification, and payment.

i Business Value

: Scenario Flow

o Further Information
The following business roles are involved in this scenario:

Accounts
Operational Supply Strategic Warehouse Payable/
Buyer Planner Buyer Manager Accountant

x@ 2013 SAP AG. Al rights reserved.
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rocesses: Procure to Pay (business value)

Initiate Procure

Scenario Overview Key Benefits

Explorer For companies seeking greater sourcing © Automated sourcing and purchase order creation, which can be tailored to your
effectiveness and procurement efficiency, business
this process pfowdes complete © Automated Invoice verification where user interaction is only for exception handling

B Scenario/Processes transparency in order to keep customer
commitments while balancing stock levels © Workload monitoring and reporting that drives process transparency supported by
with demand. spend analytics

Business Value You can grow profits by building an © Alerts and exception handling for fast handling of non-standard requests

[pleoiated Idemane diieniEtpRvchal © Integrated SAP Interactive Forms software (by Adobe®); collaboration support

; Scenario Flow SAP helps efficiently manage the

e L © Payments to suppliers are highly automated to achieve the highest possible
procure-to-pay process: From assigning payment discounts taking the current liquidity situation into consideration
o Further Information the source of supply, procurement

management, logistics through to @ Built-in analytics that enable the purchasing department to supervise the full supplier
matching shipments with invoices. life cycle by monitoring the supplier base

k@ 2013 SAP AG. All rights reserved.
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Purchasing Information System

e Purchasing information system has to be aligned with:
 Sales & Distribution Information System
e Inventory Information System

Often it is linked/included to the overall logistics activities

Area: v

_Open All| | Close All |
_Back | | Forwards | | Synchronize |

2@ Logistics
P Master Data Distribution
» & Logistics <-> T ogistics
= W Logistics <-> Logistics - Information Systems
(@ Cumulative Data Transfer
] Inventory Information System
Qo Purchasing Information System
[@ sales and Distribution Information System
9 Human Resources <-> Logistics
] Logistics <-> Accounting
k 50 b € Logistics <-> External Systems




