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DEDICATION
This book is dedicated to the supply chain leadership team

seeking answers on how to shift from a cost-based focus to

drive value in their value chain.
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Foreword

Over the last decade, the good did not become great.
Scorecards were difficult to balance, and leadership teams
struggled to define supply chain excellence. Today, executive
boards are disappointed. Shareholder
activism is growing. Even though
companies invested 1.7% of revenue

on technology, they have not been

" able to maximize the value that they
- é were expecting from the information
o, i economy.

Productivity  stalled in  2004.
Today, we find that nine out of ten companies are stuck. To
meet the challenge to drive improvement, history cannot be
the supply chain leader’s guide. The supply chain leader
needs to move forward with a focus on serving the customer,
sensing flows and translating market shifts to drive an

intelligent response.

The goal of this book is to help the supply chain leader on
this journey. It is a compilation of short posts written over the
past twelve months. Underlying the research are a series of
quantitative surveys and financial data analysis by the Supply
Chain Insights team.

I want to thank the Supply Chain Insights team—Alison
Crawford, Heather Hart, Helen King, Jill Smith, Michael
Hambrick, and Regina Denman—for their team spirit and

hard work in making this manuscript happen.

e

Lora Cecere
Founder of Supply Chain Insights

iX






SECTION 1

Leadership in Action






Fizz or Fizzle?

D éja vu? What is old is often new again. The Coca-Cola
Company's supply chain strategy is coming full circle.
On March 16, 2016, Coca-Cola announced the sell-off of
manufacturing and distribution assets. This asset-light strate-
gy is a reversal of strategy. In 2010 Coke acquired its largest
bottler, Coca-Cola Enterprises, for $12.3 billion.

The shift will dramatically change Coke's financials. Rev-
enues are shifting to $28.5 billion from $44.3 billion in 2015,
and operating margin will jump from 23% to 34%. As a part
of the strategy Coke is reducing its headcount by 39,000 em-
ployees. Factories, warehouses and trucks will come off
Coke's balance sheet in the execution of the Coke Asset-
Light strategy execution. In contrast, PepsiCo Inc. an-
nounced that it has no plans to sell its two largest U.S. bot-



tlers after acquiring them for $7.8 billion in 2010. The two
competitors are executing very different strategies.

Coke is in a battle for the throat. Facing a declining mar-
ket for carbonated beverages, over the course of the last dec-
ade Coke attempted to market/sell water and juice products
with limited success.

The driver for the change in strategy is shareholder activ-
ism with rumors of a potential takeover by the global beer
manufacturers like SAB Miller or InBev. As shown in Figure
1, the orbit chart showing year-over-year changes in invento-
ry turns and operating margin for Coca-Cola is not a pretty
picture. As the market for the more profitable black and red
traditional Coke products slides, Coca-Cola is struggling to
maintain margin. The supply chain tailored for high volume
sparkling products is slow to adapt to move slower moving
and less profitable still products. As shown in Figure 1, the
purchase of Coca-Cola Enterprises (CCE) in 2010 did not
stem the tide.

Figure 1. Year-Over-Year Trend for Coca-Cola
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2015
2000 NS o

)

’\‘_)
|

Purchase of CCE

Inventory Turns

017 0.18 0.19 020 021 022 023 024 025 026 027 0.28 029 0.30 0.31

Operating Margin
—+—Coca-Cola
@ Average (Operating Margin, Inventory Turns)

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2015 from YCharts



Table 1. Cross-Industry Comparison of 2006-2015 Averages

Industry Snapshot (2006-2015)

Year-over- Return on | Revenue
Indust Year Operating | Inventory | Cash-to- | Invested per
y Revenue Margin Turns Cash Capital | Employee

g p ploy

Growth (ROIC) (K$)
A T 10% 0.10 3.21 93 12 241 32%
pparcl Manuacuinng V10% V19, ¥35% MT7% V1% V349 V4%,
S 10% 0.22 568 21 13% 449 24%
g V¥13% M% M4a2% 28% W15% ¥18% V6%
S——— 4% 0.09 517 9 9% 574 16%
Y17% N/C ¥102% V1% L 217 AN75% V1%
Consumer Packaged 4% 0.16 5.25 40 18% 4486 26%
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SroceriRatil 6% 0.03 13.04 -10 1% 188 12%
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fiassRakii 6% 0.05 487 58 7% 200 25%
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Wedicai Bayice 6% 0.18 2.41 161 13% 326 35%
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armaceutica 240% 5% 3% ¥32% 3% 299% W19,
Réisii Aopare 10% 0.12 471 61 18% 158 29%
PP W22% ¥59% M1% V79 V5% 9% V27%

Source: Supply Chamn Insights 2016, Derved from YCharts: ArTows Show percentage change from 2006 6 2015



The savings from the consolidation did not translate to
balance sheet results due to a traditional, functional definition
of supply chain excellence within the Coca-Cola organiza-
tion.

When we look at the beverage industry and the shifts
across value networks, you can see in Table 1 that global
growth of the beverage category is down 13%. In parallel,
when we look at the Supply Chain Metrics That Matter, we
see that the operating margin, when we compare the averages
in 2015 versus 2006, is up 1% and inventory turns are im-
proved 142%. In essence, the beer manufacturers have out-
performed the companies in the carbonated beverage catego-
ries.

The question is “Will this asset-light strategy be ‘fizz’ i.e.
reversing this trend, or ‘fizzle’ with a continuation of the
trend?” Based on our research we believe that it will be fizzle.

In this post we make the argument.

A Look at History

Like a pendulum, over the last decade Coke swung back
and forth on asset strategies. It started when Coke created a
giant U.S. bottler, Coca-Cola Enterprises (CCE), and re-
tained a 49% stake when it went public in 1986. Coke has 68
bottlers in the U.S. today compared with 73 in 2010.

Now Coke is handing its distribution and manufacturing
assets back to longtime bottling partners led by North Caro-
lina-based Coca-Cola Bottling Co. Consolidated, Hong
Kong’s Swire Pacific Ltd. and Alabama-based Coca-Cola
Bottling Co. Historically, these relationships are less conten-
tious. So far Coke has signed deals with about 10 companies,
refranchising nearly half of its distribution territory and 17
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soda-making plants. It announced last month it would sell the
rest by the end of 2017.

Historically, the most successful supply chain outsourcing
strategies are in asset-intensive supply chain models like in
the semiconductor industry. There is limited success in labor-
intensive supply chains like high-tech assembly. The Coke
supply chain is a simple mix-and-pack manufacturing process,
and the distribution of heavy liquids is through direct store
delivery. The market drivers, and the rhythms and cycles
within the supply chain, are very different. The Coca-Cola
supply chain needs to be optimized to move liquids quickly
and effectively based on a strong market signal.

In the carbonated beverage category, we now see the com-
petition is between supply chains. The shift is from a market-
ing-driven strategy to a market-driven value network. Coca-
Cola lags PepsiCo in market sensing and demand translation.
Coca-Cola is late to the market to sense market trends
through Point of Sale and demographic shifts, and orches-
trate these market shifts (purchasing agreements and trans-
portation design) through the value network. The asset-light
strategy will be a barrier to Coca-Cola to orchestrate and
adapt. It is largely a financial balance sheet maneuver.

With the creation of CCE in 1986, Coca-Cola was the
darling of Wall Street. The Company divested assets to im-
prove Return on Invested Capital. However, what was not
obvious then, but is all too obvious now, is that when a com-
pany sheds assets it is more difficult for the value network to
adapt to market shifts. The more extensive the value network,
i.e. the number of parties and nodes, the more difficult it is to
adapt to changing markets. The shedding of assets without a



redesign in systems to sense and respond will make Coca-

Cola less responsive to market shifts.

Rethink the Basics?

In the United States, time will tell if Coca-Cola has
learned some important lessons. Battered by retail feedback (a
decade of falling scores on third-party surveys of retail per-
ception of the supply chain), declining market share and ris-
ing costs, Coca-Cola is struggling. Today, who owns the as-
sets is less important than the ability of the network to sense
markets and adapt over time. While Coca-Cola is approach-
ing it as an asset move, there are still three fundamental sup-
ply chain issues underlying the decision:

e Network Goal Alignment: In the formation of CCE
the bottling operations were incented on volume. It
sounded like a good idea then. Who could argue with
pay based upon more volume on the shelf? However,
when carbonated beverage consumption changed due
to consumer health and wellness preferences, the Co-
ca-Cola Company wanted to power growth in new
products that were lower volume. The value network
could not shift incentives based on product mix re-
sulting in a problem. The established incentives with
the bottler drove a volume-based response from CCE
of more black and red sparkling products favoring the
more established high volume Coca-Cola prod-
ucts. There were no incentives to align and compen-
sate supply chain parties for the lumpier, lower vol-
ume demand patterns accompanying new product in-
troductions that were being promoted by the power-
ful Coca-Cola marketing engine. As a result, the



company was not able to achieve the right balance be-
tween efficiency and innovation. This was an issue
through the CCE formation and divestiture and will
remain an issue through the new value network defi-
nition.

Flexibility to Morph Outside-In: When the Coca-
Cola bottling system was first defined in the United
States, Walmart was more regional. As Walmart
gained power and established national presence, the
regional bottling system became a liability. Walmart
wanted a more efficient and responsive supply chain
with one voice to the customer and with flawless exe-
cution. The Coca-Cola regional system, riddled with
goal alignment issues, could not meet the needs of its
largest customer. Similarly, the current shift is to e-
commerce. The more parties and nodes to align to
market shifts delays the value network response.
Technology Evolution and Adaptation: Over the
last decade Coca-Cola and PepsiCo's strategies on the
use of data and analytics to sense and shape markets is
vastly different. While PepsiCo aggressively built
sales overlay systems across the bottlers and pushed
for the adoption of new technologies to sense de-
mand, Coca-Cola continued to focus inside-out with
a myopic view on supply. Coca-Cola held tight to
traditional marketing approaches with a functional
approach to forecasting and demand management.
There is a need to sense and adapt to be outside-in
based on the voice of the customer. The capability
gap between the two companies on the use

of downstream data, to sense and shape demand, over



the last decade is widening resulting in a competitive
advantage for PepsiCo. The design of the PepsiCo
supply chain system is evolving to be more outside-in
with a focus on the market, while the Coca-Cola sup-
ply chain continues to be functional with a design
from the inside-out.

Today supply chain strategies are less about the company
and more on value network design. The demand signal for a
consumer value network is a more important asset than the
factory assets. Today it is about sensing and driving an adap-
tive response at the cadence of the market. My thumbs-down
vote is due to the lack of this consideration in the design of
the asset-light Coca-Cola strategy. However, I think that this
is a wonderful case study of supply chain strategy in action.

So, my vote is fizzle. I think that this announcement is a
wake-up call that the design of supply chain networks is more
important than the design of the company supply chain strat-
egy. While we may shed assets, we must carefully craft strat-
egies to ensure alignment, adaptation, and evolution of the
value network.

What does it say to you? I look forward to seeing your

comments.
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Disgruntled Activists
Drive a Merger

Definition: Shareholder ActivisSm s a way in which shareholders can
influence a corporation’s bebavior by exercising their rights as owners. Alt-
hough sharebolders don’t run a company, they can influence the board of direc-
tors and management. Investopedia

einz. RJR. Nabisco. Kraft. What do these companies
have in common? Activists redefined the future of the
firm. This weekend Dow and DuPont join the list.

For employees at Dow and DuPont the 2015 winter holi-
day will be one of uncertainty. Many of my friends at both
companies wonder if they will have a job in 2016. The future
is uncertain. It is a story of shareholder activism. In 2015
Nelson Peltz became a shareholder activist, at DuPont while
Daniel Loeb challenged the strategy of Dow. During the year
the fight was long and vicious. This week Dow and

11



DuPont—two chemical giants—succumbed to shareholder
pressure. They agreed to combine assets in a $130 billion deal
that marks the 18th largest merger ever. The new company
will be named DowDuPont. The plan is to split the company
post-merger into three separate companies: agriculture, mate-
rial science and specialty products. The split is estimated to
take two years to complete.

In the announcement, the joint leadership announced the
potential of $3 billionin annual cost savings, believed
to translate into $30 billion in market value. Before the mer-
ger DuPontannounced the reduction of 10% of its global
workforce of 63,000 employees.

Currently the market is in merger mania. 2015 is a record
year for mergers and acquisitions announced by U.S. compa-
nies. M&A activity in 2015 hit a record $4.6 trillion on Mon-
day (source: Dealogic). The DowDuPont proposal becomes
the fifth-largest deal behind drug makers Allergan and Pfizer,
brewers like Anheuser-Busch and Inbev, energy producers
BG Group and Royal Dutch Shell, and the media giants
Time Warner and Charter Communications. The combined
annual revenue is estimated to be $83 billion with an operat-
ing profit of about $15 billion and a profit margin of 18%.
Post-merger the new entity will have a net debt of
$18.3 billion.

Two years is a long time for a company in a global market,
and history shows that it is harder to drive results above peer
group as the company grows larger. I question if this deal
would have happened without shareholder activism, and
would there have been activism if there had been stronger

results?

12



+=?

Would Activism Have Happened with a Different Supply
Chain Strategy?

While I will never know for sure if supply chain results
made a difference, it is clear that both companies' supply
chain teams struggled to deliver value to the balance sheet
over the course of the last decade. Fach company underper-
formed to their peer group(s).

Dow and DuPont's relative performance to peer group is
shown in Table 1. While the average chemical company grew
at 6% in 2011-2014, the growth rates of both companies was
at2%.

When it came to defining supply chain excellence each
had a different focus. While Dow focused on inventory and
employee productivity, Dow was below average on operating
margin and Return on Invested Capital (ROIC). In contrast,
DuPont performed above average on operating margin and
Return on Invested Capital (ROIC), but was below peer
group in inventory turns (note the precipitous decline in the
orbit chart below). Neither company was successful, despite
numerous technology attempts and projects to drive a bal-
anced scorecard of supply chain metrics. As a result, when
compared to its peer group, each company rated below aver-
age on supply chain improvement (as determined by
the Supply Chain Index).

13
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However, the story is in year-over-year results that cannot
be seen in the averages. For both teams supply chain im-
provement was elusive. As shown in Figure 1, Dow is at the
same place at operating margin and inventory turns in 2013
as 2000 despite almost a decade of investment in process im-
provement. The 2009 Rohmand Haas acquisition for
$16.3 billion threw the Dow supply chain out of balance,
while the Pioneer acquisition by DuPont in 1999 for
$7.9 billion shows a similar pattern. As the product portfolios

grew more complex, focus was tougher.
Figure 1. Dow Chemical Orbit Chart
Operating Margin (x-axis) vs. Inventory Turns (y-axis)

Ideally, companies increase Best Scenario
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operating margin and 6.3 for inventory turns.
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Operating Margin
—+—The Dow Chemical Company
#Average (Operating Margin, Inventory Turns)

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from YCharts

Chemical companies sitting four to five levels back in the
value chain struggle to weather economic patterns and lack
the margins of consumer products companies that they serve.
In this business model supply chain leadership is critical. Both
companies were late to name a supply chain leader and grow a
cross-functional team. All of this is happening when the mar-
ket is signaling a recession. A two-year transformation will be
even tougher in the face of a recession.
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Figure 2. DuPont Orbit Chart
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Source: Supply Chain Insights LLC. Corporate Annual Reports 2000-2013 from YCharts

While each company has attempted to up the ante to sell
higher-margin products, the struggle is redefinition of culture
to be more customer-centric and channel driven. The historic
chemical company manufacturing process heritage—where
supply chain is a function focused on logistics and order man-

agement—is a barrier for both.
Summary

Supply chain leaders take note: Activists want short-term
returns. They are impatient. I strongly believe that the deliv-
ery of balance sheet performance matters more than ever. I
feel that it takes courageous supply chain leadership.

I look forward to hearing your thoughts. Meanwhile, all
the best to my friends at the Dow and DuPont companies.
May the impact of this acquisition be swift and create oppor-
tunity for each of you.
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SanDisk's Story of
Customer Segmentation
Strategies Using
Inventory Postponement

Platitude: a flat, dull, or trite remark, especially one uttered as if it were
fresh or profound. Sonrce: Dictionary.com

During the year I go to a lot of conferences. In the pro-
cess I get to hear the presentations of many thought
leaders. As I sit on the back row I hear platitudes (a number
of concepts positioned at a high level without clarity on how
to execute). As supply chain clichés take flight clients struggle

with execution. One of these concepts that I hear a lot, but
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see few tangible examples of, is the idea of a "customer-
segmented supply chain."

The discussion of customer-segmented supply chains hap-
pens often. When 1 hear companies discussing
the implementation of a customer segmentation strategy, I
ask a series of questions:

e  Who is your customer? How do they buy from you?

e What are you trying to accomplish through the exe-
cution of a customer segmentation strategy? Why
does it matter to you?

e How will the policy be executed? Over time, as the
business evolves, how will it adapt?

e In the process, how will you measure success?

e Through the evolution, how will you ensure align-
ment with the commercial teams?

When I ask these questions they look at me like I am the
dumbest analyst in the world. I find that most of the time
companies cannot answer the first question of "Who is your
customer? How do they buy from you?" Currently working on a
series of surveys to help clients answer these two questions, I
struggle with the current state. Most supply chain planning
teams do not know their customers.

I find in this world of the global multinational that pro-
curement processes have become convoluted and increasingly
complex. (In my opinion we have made procurement increas-
ingly complex without adding value. I could go off on a rant,
but I will save you from this. Most clients are well-served to
begin their customer-centric discussion by trying to do busi-
ness with themselves. In my research I find that the compa-
nies with the most progressive procurement processes also

have the most advanced customer supply chain process evolu-
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tion.) Without answering this question of "Who is the cus-
tomer?" the rest of the discussion is moot.

Today, there is not a well-defined template on how to
build and operate a supply chain defined by customer policy
and segmentation strategy. I often find that it is a whiteboard
activity with good intentions that cannot be actualized. This
makes me yawn. I am after real insights for real people mak-
ing a real difference. Platitudes make me crazy. When I hear
them at a conference I squirm uncontrollably in my seat.

My journey to understand SanDisk started in June
2015. We were jointly presenting on a demand-driven webi-
nar. When I heard their story, I scratched my head. For me it
was ironic because SanDisk's journey is not about demand. In
fact, the teams ignore the forecast. Instead, in the SanDisk
journey, they adjusted the speed of response to their customer
segments, and actively designed inventory postponement
strategies. It is systemic. While I do not consider this case
study as a good example of demand-driven processes, I do
believe they have done some great work on implementing a
customer-segmented supply chain based on postponement.
For many companies starting a demand-driven journey,
adopting SanDisk's customer-centric strategies would be a

great starting point to improve supply chain performance.

SanDisk's Journey to Build a Supply Chain
Customer Segmentation Strategy

SanDisk Corporation designs, develops and manufactures
flash memory storage devices and software. The company is
the third largest manufacturer of flash memory in the
world. Founded in 1988 in Milpitas, California, SanDisk is
publicly traded on NASDAQ with 8,600 employees globally,

19



and market capitalization in 2015 over $13 billion. Currently
the company is $6.1B (trailing four quarter financials) with
$1.5 billion in Net Cash on Hand. The company is a Fortune
500 company serving four major markets: Data Centers, Cli-
ent Computing, Mobile and Connected Devices and the
Consumer Markets. The supply chain is vertically integrated
and globally ships almost 2 million units daily.

At the Supply Chain Insights Global Summit, I asked Ke-
hat Shahar, Vice President of Supply Chain Planning at the
SanDisk Corporation, to speak on the SanDisk journey. I had
the opportunity to visit with the SanDisk team in July 2015.
As 1 sat with the team and discussed the future of supply
chain, they impressed me with their use of planning tools and
their process diligence on building inventory strategies to en-
able a customer-segmented supply chain. The journey began
with a one-size-fits-all approach in 2008, and the policies

evolved over the course of the last seven years.
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Figure 1. Orbit Chart for SanDisk for 2006-2014

10 4

Inventory Turns

Operating Margin

—+—SanDisk

@ Average (Operating Margin, Inventory Turns)

Source: Supply Chain Insights LLC, Corporate Annual Reports 2006-2014 from YCharts

This is a story of a supply chain turnaround. With the
downturn of volume in 2008 with the recession, the company
shifted to sales incentives based on channel sell-through, im-
plemented cost-to-serve strategies, and actively began the
journey to design and implement customer segmentation
strategies. This included monthly reviews between business
units and central operations teams and adaptive inventory
segmentation policies.

The competitive landscape and customer replenishment
needs defined the customer-segmentation strategies. While
they have actively worked on the implementation of a cost-
to-serve analysis, Kehat's feedback is "Getting management
buy-in for the implementation of cost-to-serve process is easy, but
the implementation is difficult.” Where they have had the most
success is in the design of inventory strategies to buffer seg-
mented demand and supply streams based on an understand-

ing of the customer.
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The evolution was incremental and includes the design of
products to enable postponement based on five principles:

1. Postpone inventory while meeting customer service
level requirements.

2. Delay product differentiation without adding signifi-
cant cycle time or cost.

3. Reduce cycle time without compromising flexibility.

4. Understand, measure and design buffers to reduce
variability.

5. Implement customer-centric policies to maximize
$/GB shipped while effectively balancing service lev-
els and inventory levels.

Does it work? The Supply Chains to Admire report analysis,
as shown in Table 1, illustrates that while SanDisk is driving
significant improvement they are not the B2B leader. This
honor goes to Cisco Systems, EMC, and Western Digital. So,
why did I ask SanDisk to present? The answer is simple: it is a
story of improvement. Both improvement and performance

define supply chain excellence.
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Table 1. SanDisk's Performance within the B2B Technology Sector

Performance and Improvement: B2B Technolog

Operating Margin | Inventory Turns xﬁ:_._._oww__hu\mmﬁa mBﬂwMWMMM“AQ o:wu._sv.“u:_“mx
Rankings
Company
Adtran 0.03 | 0.05 | 0.02 | 0.18 | 0.16 | 0.13 9 8 7 14% | 13% | 10% | 328 342 | 344 13 13
Alcatel Lucent 0.04 | -0.05 | -0.04 | -0.09 | -0.04 | -0.04 7 7 7 1% | -7% | -8% | 273 271 272 7 14
Belden 0.09 | 0.04 | 0.1 0.05 | 0.07 | 0.08 9 10 10 3% 6% 7% 271 261 279 4 6
Cisco Systems 0.08 | 0.03 | 0.04 | 022 [ 0.21 | 0.21 29 31 30 14% | 12% | 12% | 629 | 624 | 648 11 10
EMC 0.11 | 0.09 | 0.10 | 0.14 | 0.16 | 0.17 18 19 20 9% 9% 10% | 373 369 | 379 3 8
Emerson Electric 0.04 | 0.00 | 0.04 | 0.16 | 0.16 | 0.18 1 1 12 15% | 14% | 14% | 168 168 178 6 6
Ericsson 0.06 | 0.02 | 0.05 | 0.09 | 0.06 | 0.07 8 8 8 8% 5% 6% 352 324 | 320 13 1
HP 0.03 | -0.01|-0.03 | 0.06 | 0.05 | 0.03 17 18 18 9% 6% 3% 435 367 | 359 12 12
NCR 0.04 | 0.04 | 0.09 | 0.06 | 0.06 | 0.08 7 7 8 1% | 8% 9% 215 | 224 | 229 2 5
Qualcomm 020 | 0.17 | 0.25 | 0.31 | 0.29 | 0.30 23 21 21 13% | 14% | 15% | 763 767 | 822 9 4
SanDisk 0.14 | 0.13 | 0.09 | 0.10 | 0.02 | 0.02 8 8 8 NA NA NA 1,292 1,250 | 1,272 1 2
Seagate 0.08 | 0.03 | 0.06 | 0.08 | 0.07 | 0.14 15 15 15 15% | 14% | 27% | 226 236 | 252 5 15
Toshiba 0.03 | -0.01]-0.01 ] 0.02 [ 0.02 | 0.04 8 7 7 1% 0% 3% 350 353 | 356 10 11
Western Digital 0.19 | 0.12 | 0.12 | 0.10 | 0.11 | 0.11 18 15 14 24% | 17% | 15% | 181 268 167 15 8
Xerox 0.04 | 0.03 |-0.02 | 0.07 | 0.08 | 0.07 18 20 21 5% 5% 6% 219 182 | 291 8 3
Average 0.08 | 0.05 | 0.06 | 0.10 | 0.10 | 0.11 | 14 14 14 | 9% | 8% 405 NA | NA
S e 2015, Derived from YCharts, *Supply dex Rank = Based on average rai e Growth

Vector Trajectory), Strength (Inventory Tums & Operating Margin Vector Trajectory) and Resiliency (Inventory Turns & Operating Margin Mean Distance); NOTE: ROIC data for SanDisk removed due to corporate

redefinition
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I like what Kehat has accomplished in three areas:

1.

SanDisk Actually Uses Their Planning Technolo-
gies. When [ visited the SanDisk team, their use of
supply chain technologies impressed me. While many
companies purchase supply chain planning technolo-
gies, few use them actively. The SanDisk team has a
very accomplished team using the technologies. They
have abandoned their spreadsheet ghettos. The team
understands the inadequacy of the spreadsheet to do
supply chain modeling.

There Is Active Focus to Close the Gap Between
Commercial and Operating Teams. The monthly
meetings focused on the customer at SanDisk helps
the planning teams to understand the customer.
While many planning teams struggle to answer my
questions, this was not the case at SanDisk. The
teams engaged in enlightened dialogue on the drivers
of the customer and the use of segmentation strate-
gies.

The Team Not Only Talks Customer Segmenta-
tion: They Act to Make It Happen. The use of in-
ventory postponement strategies and the design of
buffers was the focus of Kehat's presentation. I love
the detail and insights in Figure 2. This figure out-
lines the flows. This is a true execution of a customer

segmentation strategy.

I like Kehat's story. One thing is for sure, the Supply

Chain Insights’ focus is never about platitudes.
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Figure 2. SanDisk's Flows and Drivers
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SECTION 2

Making the Digital
Pivot






Ball and Chain

Recently I spoke on the evolution of the digital supply
chains and my vision for Supply Chain 2020 at
the World Trade Group Eventin Miami. I was the last
speaker at the event. There were many cancellations in the
program and, as a resul, I questioned why I had
come. However, it turned out okay. The audience stayed for
the presentation, and following the event there were many
spirited debates at the restaurant bar on the content. I had
touched some nerves with my five predictions for 2020:

1. Digital, Outside-in Value Networks. We are be-
ginning to design and implement outside-in processes
which will fuel growth agendas. These will be the
foundation of digital supply chain thinking and will

redefine business in the next decade.

29



2. Learning Systems. Technologies are changing. In
five years I believe we will have supply chain planning
systems that learn while we sleep.

3. Network of Networks. Leaders will work with tech-
nology innovators to build the Network of Networks,
ensuring interoperability between networks.

4. Master Data Is No Longer a Barrier. Cognitive
learning and rules-based ontologies will rede-
fine master data management technologies making
them obsolete.

5. Redefinition of Talent. Dealing with the talent
shortage in emerging economies will redefine human
resource policies and industry consortia programs.

I believe the demographic shifts shown in Figure 1
will transform Supply Chain 2020. I also believe that growth
in Asia and Africa will spur new thinking in supply chain pro-
cesses for the use of mobility and sensor data.

While the companies in the post event discussions liked
the predictions and were ready to take the jump, they strug-
gled on the how. My take-away? It is hard to jump when
shackled with a ball and chain. How so? Let me explain.

Let's start with a definition. A ball and chain is a restraint
placed on a prisoner's leg to prevent flight. Used from
the 17th century until the late mid-20th century, a ball and
chain found in 2009 in the United Kingdom from the 17th
century was an 18 pound ball, six inches in diameter. A 35-

inch chain connected it to the prisoner's leg.
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Figure 1. Supply Chain 2020

World
Population

+64m +80m +76m +48m

perannum per annum perannum perannum

North America
2007 > 2020 2007 - 2020 2007 - 2020
339M 342M 731M 722M 4.0B 4.6B

Latin America Oceania
2007 - 2020 2007 > 2020 2007 - 2020
572M 660M 965M 1.3B 34M 40M

Source: “The World at Six Billion” United Nations, 2004; The World UN Population Assessment 2006; “Unsustainable World,” 04/15/08, BBC
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Making the Leap to the Digital Supply Chain

2020 is four years away. It is just around the corner. The
clock will move quickly. There are some positives: in 2016,
over 60% of supply chain leaders are embracing cloud-based
solutions, and 45% are increasing their spend in supply chain
management solutions. So, why am I worried and writing a
post about a ball and chain? There are three reasons or barri-

ers:
A Singular Focus on ERP

As you can see in Figure 2, today ERP programs are con-
suming most companies. While I believe that an ERP pro-
gram ensures a global system of record for transactions, I do
not believe it is the backbone for the digital, outside-in supply
chain. ERP is inside-out. By definition, it is not outside-in.
Instead, the data model is inside-out. The goal of ERP is en-
terprise automation. Canonical networks, based on many-to-
many data models, will be the backbone of future value net-
work interactions.

My recommendation: Implement ERP well the first time and

recognize that it is essential for enterprise efficiency, but that it is
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not the backbone for value networks or the digital pivot. Try to free
up resources that worked on ERP to embrace new forms of analytics.

The Most Efficient Supply Chain Is Not the Most Effec-
tive.

Within manufacturing companies with business process
outsourcing, as the number of supply chain leaders de-

creased, power shifted to financial teams.

Figure 2. Focus of Spending in 2015

Where Focus Technology-Related Supply Chain Spending in 2015

Misc. Other

Demand 329,

& Supply
Planning

Enterprise
Resource
Planning

Business intelligence
Cost-to-serve
e-Commerce

32% . End to end supply chain

N IBP

Inventory

Re-write legacy system

Optimization
11%

Source: Supply ChainInsights LLC, Supply Chain Leaders Speak Study (Jan-Sep2015)

Base: . Retailers, Distributors — d question (n=28 — CAUTION: SMALL BASE SIZE)

24B. Where do you expectyour company will focusits lated supply chain sp in 20157 Please write in your
answer below. OPEN-ENDED

There is continuous pressure on costs. The singular pres-
sure on costs can throw the supply chain out of balance and
cause many companies to forget that the most efficient supply
chain (with the lowest cost per case) is seldom the most effec-
tive supply chain. Why?

The issue is that costs need to be continually balanced
with customer service, and inventory programs, against a

business strategy. If the supply chain has high volumes and
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high demand volatility (like vaccines, suntan lotion, bathing
suits, seasonal foods), creating an efficient supply chain with
the lowest cost, and reducing costs in continuous improve-
ment programs without attention to the balance with custom-
er service and inventory, is detrimental.

As shown in Figure 3, most companies have over
100 continuous improvement programs operating simultane-
ously; and with this many programs operating simultaneously,
most companies struggle to balance cost, customer service,
and inventory against the strategy.

Getting there requires support by finance and a clear
cross-functional understanding of supply chain management.

Guide the discussion from cost to value. Then start to map
outside-in processes and embrace the confluence of technolo-
gies to accelerate your journey.

Recommendation: Be very clear on supply chain strategy and
what is needed to drive success in customer service. Do not cut cost
for the sake of cutting cost. Instead, try to focus the organization on
cutting cost while driving a balanced metrics portfolio that includes
inventory turns, customer service targets, Return on Invested Capi-
tal and growth. Use the funds from continuous improvement pro-
grams to self~fund digital programs. With IT budgets strapped
with continuous upgrades of licensed systems, the self-funding of
digital programs—cloud based software, sensors, new forms of ana-
Wytics, visibility networks—imay be the only way to stimulate the

movement from inside-out to outside-in processes.
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Figure 3. Continuous Improvement Programs

Existing Continuous Improvement Processes

Number of Continuous Improvement Types of Continuous Improvement
Processes Processes
105 processes on average 2.3 types on average

501+ One

8% 7% Kaizen Events

Lean

Total Quality Management

Six Sigma

Lean Six Sigma

Other V4

Source: Supply Chainlinsights LLC, Cor Impi Study (July 2015)
Base: Manufacturers, Retail Wholesalers / Distributors / Co-operatives Familiar with Continuous Improvement Processes at Company — Total (n=100)
Q4. How many different Continuous Improvement processesis your company currently working on? Your best estimate is fine. NUMERIC RESPONSE

Q6. What specific Continuous Improvement process(es)is your company currently working on? Please selectall that apply.
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We Have Best Practices.

Many traditional supply chain leaders believe that if we
just continue to invest in continuously improving traditional
processes, that progress can happen and the processes can
become outside-in. What many do not realize is building dig-
ital processes and defining outside-in processes is a step
change, not an evolution. (For more on this topic, reference
my blogs on the building of the digital supply chain.)

Nine out of ten supply chains are stuck: the companies are
unable to make improvement at the intersection of operating
margins and inventory turns. It is time to make a change.

To make the leap we must change paradigms, invest in
new technologies, and drive a process redefinition. I find this
exciting, but it is hard to make the jump with the ball and
chain of legacy thinking and investments. What do you
think? How do you think that we build the digital supply

chain and power outside-in processes?

36



Building Digital
Processes

ocial. Mobile. Sensors. 3D printing. The Internet of

Things. The list goes on and on. The atoms and electrons
of the supply chain are changing. My mind is spinning with
the possibilities. Transmitted perfectly, replicated indefinite-
ly; and with a one-time investment in network infrastructure,
a digital task performs well with zero marginal cost. As a re-
sult, new data types move quicker and more accurately, with
lower levels of investment.

I am passionate about the topic of the digital supply chain,
and I apologize in advance for the length of this article. To
enjoy the spirit of this post, get a cup of coffee, and curl up on
a couch with your tablet and let your mind imagine the fu-
ture.
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Reflections

The third Supply Chain Insights Global Summitis over.
We are starting to plan for next year. It is an agenda designed
by supply chain leaders for supply chain leaders. The confer-
ence is always a lot of fun.

At the conference I encouraged the attendees to network
with each other, to build a guiding coalition, to redesign sup-
ply chain processes for the Supply Chain of 2025. To deliver
on the promise requires a guiding coalition of thought lead-
ers. Building the inertia is my goal.

For the supply chain leader tackling the digital supply
chain, the clock will tick quickly, but progress will happen
slowly through deliberate actions. On the journey for the
supply chain leader, time is irony personified. It is so much
work to make small incremental improvements. The question
on leaders' minds is, "How do I make the most improve-
ment?"

As the conference agenda wound to a close, I stood alone
on the stage thinking about outside-in processes to make the
digital pivot. I feel strongly that it needs to happen. Why?
Stuck on a performance plateau, supply chain leaders are un-
sure what to do. As shown in the 2015 Supply Chains to
Admire report, over time, top performing supply chains plat-
eau. As a result, companies like AstraZeneca, BASF, Colgate,
Reckitt Benckiser, Seagate, and Taiwan Semiconductor out-
performed their peer group in the period of 2006-2014, but
sustained improvement becomes more and more difficult.

As supply chain improvement plateaus, it requires a re-
thinking of processes to get to the next level. I think the an-

swer is an investment in digital processes.
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Figure 1. Lenovo's Use of Customer Sentiment Data

Canada
-CustomerA calls about a blue screen on a Yoga

-Customer B posts on Facebook about his X220’s AC/DC adapter issues

Large Enterprise Client experiences 5 keyboard malfunctions in
their latest shipment. Complaints received through account executive
[Critical Situation]

USA
-Customers C & D write X220 product

reviews on amazon.com and mention
issues with AC/DC adapters

-Customer E posts on
forums.lenovo.com that they are

experiencing blue screens on their Yoga

Brazil

-Customer F submits a service from on
esupport.lenovo.com regarding
their W530 hard drive
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-CustomerM calls about a Tablet 8
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Morocco
-Customers G & H commenton their
X220’s electrical issues on Twitter.com

-Customer| calledabout Yoga screen
issues

Source: Lenovo 2015 (Presented at Supply Chain Insights Global Summit, September 2015)
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How Do We Make Progress in This Over-
hyped World?

There is tension. Navigating corporate politics is an ongo-
ing challenge for the supply chain leader. At the conference
the remarks of Anthony Volpe from Lenovo struck a chord.
He spoke on the use of global sentiment data to sense and
improve customer experiences. In his opening he remarked
on an interview with his board. He reflected on his emotions
when his CEO threw down a Harvard Business Review article
on Big Data and customer-centric sentiment/social infor-

mation and asked Anthony how he was going to do it.

Figure 2. Current State of Use of Sentiment Data in Supply

Chain Processes

Most Important Analytic Technique to
Drive Supply Chain Excellence by 2020

T
!
T

Cognitive reasoning m

Concurrent optimization 46%
Most

Important

Data visualization

Discrete simulation g

Sentiment analysis | 0%

Source: Supply Chain Insights LLC, Global Summit Survey 2015 (August2015)
Base: Supply Chain Insights Global Summit 2015 Registrants (n=57)
Q20158B. Which ONE of the following analytic techniques do you think is the mostimportant to drive supply chain excellence by 20207

The problem is that we, as supply chain professionals, are
often at the intersection of overhyped big ideas by consult-
ants/press and the reality of today's processes. The use of so-
cial data in supply chain processes is just beginning. It is one
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form of digital data. Reality? We want to use social data; but, we
do not know how. There is no place to put social data in today's sup-
ply chain processes. However, the overhyped perception by
many executives is different. Executives believe it should be
easy. It is not.

Anthony's challenge? We easily navigate the digital world in
our personal lives, but enterprise software is not digital. There is no
place to put the data. This is the unfortunate reality of the journey
for the supply chain leader trying to make the digital pivot.

I am beginning to understand how to use sentiment data
and new forms of analytics. Process adoption into enterprise
cross-functional listening processes will evolve in the next five
years. As shown in Figure 3, as companies make the digital
pivot, the period of 2015-2020 will be about analytics. How-
ever, the period of 2020-2025 will build on a confluence of
disruptive digital technologies to drive new process innova-

tion.

Figure 3. Confluence of Disruptive Technologies on Supply

Chain Processes

Disruptive Technologies with Greatest Impact
on Supply Chain Effectiveness

Highest in 2020, =2020 2025
but among
lowest in 2025

Greatest Expected Increases

60%

23%
7%
1% 2% .

Advanced Internet 3D Robotics Social
analytics of things printing application
platforms
Source: Supply Chaif LLC. it Survey (August2015)

Base: Supply Chain Insights Global Summit 2015 Registrants (n=57)
Q2015A. Which ONE of the following disruptive technologies do you think will have the greatestimpact on supply chain effectivenessby the year 20207 And by
the year 20257

Making the digital pivot will embrace all of these disruptions
together to drive innovation and define new business models.

41



The confluence will drive the evolution of digital outside-in
processes.

Why Do We Need Digital Processes in Sup-
ply Chain?

While e-commerce was the driver of growth for Retail and

Consumer Products in the last decade, digital transformation

is the driver for the next decade. To better understand this,

let's more closely examine seven facts:

L.
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Companies Want Adaptive Systems. Today's sup-
ply chain processes respond. They do not sense. Be-
cause they cannot sense, they do not adapt. Global
markets are both concentrated and dispersed. They
are dynamic. Without sensing, and market-driven
outside-in processes, the organization is out of step
with the markets they serve.

The Supply Chain Is a Nonlinear Complex Adap-
tive System That We Are Modeling Using Linear
Optimization. The first and second generation of
supply chain technologies used linear optimization.
Based on technological capabilities at the time, it was
all that we could do. However, today we know the
supply chain is a complex system with nonlinear rela-
tionships. The good news is that the new forms of
prescriptive and cognitive analytics help to model
nonlinear relationships. The bad news is that they are
new and evolving requiring co-development. New
forms of analytics—cognitive computing, artificial in-
telligence, rules-based ontologies, pattern recogni-
tion, combinatorial math—promise new answers. The

use of these new forms of analytics, in combination



with relational and non-relational database architec-
tures, offers new opportunities.

Customer Data Has Never Been More Available.
There Is a Gap in Our Ability to Use It. With the
evolution of social, mobile, and web-based technolo-
gies, customer data has never been more available.
We want customer-centric supply chains. The irony
is that we are unable to use it. The use of unstruc-
tured and semi-structured customer data requires new
techniques and processes.

Digital Data Moves Quickly at the Cadence of
Business. Enterprise Systems Move Slowly at the
Speed of Transactions. Our current enterprise solu-
tions are slow and inflexible. They cannot move at the
cadence of business. The world has become digital.
Supply has not. We are out of sync with the digital
world.

Inside-Out versus Outside-In. The traditional sup-
ply chain depends on orders and shipments. Both sig-
nals have data latency (out of sync with the market)
and accelerate the Bullwhip Effect. MRP and DRP
logic uses order and shipment data permeating the
Bullwhip Effect. The movement to outside-
in processes has the potential to reduce waste and
prevent the distortion of signals between nodes in a
value network.

CRM and SRM Are Not the Adapters to Build
the End-to-End Value Chain. Customer relation-
ship management (CRM) and supplier relationship
management (SRM) are enterprise applications. They
are not suitable connectors for B2B networks. The
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connections to B2B networks need to be based on
trading partner synchronization and harmonization of
data through the use of canonical infrastructures.

7. Opportunity with New Technologies and Ap-
proaches. Last, but not least, and probably the most
important point, is the opportunity through the use of
new technologies and rethinking processes based on
new thinking. It just makes sense to align the supply
chain with the speed of business based on the voice of

the customer.

Step 1: Redefine the First-Order Design Principle for
Supply Chain Decision Support Technologies.

A software developer starts with first-order design princi-
ples in the building of code. The first-order logic of a digital
process is dramatically different from the traditional assump-
tions of today's systems. As a result, outside-in software is not
an extension of the traditional inside-out optimization from
the first and second rounds of software evolution.

Today, supply chain software leaders struggle with
the Innovator's Dilemma. In 1997 Clayton Christensen ex-
plained the tension in his book. In the face of disruption, this
dilemma is deadly. What happens? Successful companies put
too much emphasis on the stated customer's needs and fail to
adopt new technologies or business needs. They miss the
new market opportunity. It is illogical, but important. East-
man Kodak failed to make the digital pivot, and many soft-
ware providers will fail as well.

In supply chain the Innovator's Dilemma is alive and well.
Supply chain software providers are struggling. Tradition-
al commercial models focus on maintenance upgrade cycles

and refinements of existing software. Business leaders do not
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know how to define digital outside-in processes. The inertia
is incremental improvements to existing software. What
needs to happen is a redefinition. Itis a tough transition.

However, it will define a new set of winners and losers.

Step 2: Define the Moments of Truth and Build Test-
and-Learn Strategies.

For most companies the traditional focus is on the man-
agement of order to cash, procure to pay, and forecast to de-
liver processes. As companies build digital processes, the
moments of truth in the supply chain change. This enables
the automation of test-and-learn strategies to flex and adapt
at the moments of truth. In this blog post, I will apply this
methodology and discuss the potential redefinition of three
digital processes: Digital Manufacturing, Digital Path-to-
Purchase, and Digital Agriculture. I could have picked a myr-
iad of processes, but I am going to focus on these three to
illustrate the points.

What is a moment of truth? It is an inflection point and a
measurement of success. When companies do well at the
moment of truth there is success. Meeting the goal of the
moment of truth is black and white. At each moment of truth
the supply chain either delivered, or it didn't. For example,
was the product on the shelf in the digital path-to-purchase
process when the consumer was in the store? Or did the ma-
chine fail in the digital manufacturing process? Another ex-
ample: was the product delivered on the delivery date? In the
definition of corporate social responsibility we must also em-
brace disposal. Was the product disposed of in a way that
meets corporate social responsibility objectives? The mo-

ments of truth for digital processes are outlined in Table 1.
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In addition, in the development and rethinking of these

first-order processes, through the use of cognitive and pre-

scriptive analytics, we have the opportunity to build test and

learn processes. This can be continuous through the design of

process hypothesis and continual test-and-learn strategies.

Examples are:

Retail Category Management. Was the assortment
optimal for a market? Do test stores perform better
than control stores?

Digital Agriculture. Did the combination of seed
and crop protection methods increase yield? How
does it compare to test plantings?

Digital Manufacturing. What improves the life of
equipment? What conditions improves uptime? How
can we schedule based on actual production capabili-
ties?

e-commerce. What drives a consumer to put an item
in their basket on e-commerce sites? How can we im-
prove baskets that are abandoned?

New Product Sensing. Which markets responded
best to a new product launch? What is the best com-
bination of package and price to drive sales?
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Figure 4. Contrast of First-Order Thinking in Digital Process-

€s

Traditional Processes
Digital Processes

Test and Shape and Act
Learn Orchestrate

Step 3: Embrace New Forms of Data.

Digital outside-in processes use structured, unstructured,
and semi-structured data. Historically we have lived in the
world of structured data. We are just starting to envision a
supply chain world that embraces the variety of data types.
The redefinition reshapes our paradigms.

Fueled by structured data analysis, decision support tools
today focus on optimization. However, as we embrace data
variety the architectures need to embrace structured and un-
structured data forms. This transition moves companies up
the analytics maturity model shown in Figure 5 to embrace
prescriptive and cognitive analytics.
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Figure 5. Analytics Maturity
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What Happened? Reportlng

Descriptive
Get in touch with reality, a

single source of the truth.
Largely reporting.

Step 4: Use the Power of New Technologies and Com-
puting

The limitations of client-server or early hosting platforms
held us back in the design of supply chain planning systems in
the 1990s. As we harness the power of parallel processing in
the cloud, we open up new opportunities of what is possible.

To envision the supply chain of the future, spend time to
learn new concepts. Explore and understand the opportuni-
ties of non-relational databases, streaming data architectures,
rules-based ontologies, cognitive learning, and new forms of

SENSOrs.

Step 5: Map the Processes Outside-in. Throw Away Old
Paradigms.

Start with a whiteboard. List the moments of truth and
then brainstorm the data elements that can help to define the

process analytics to improve the outcomes at the moments of
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truth. In the frameworks below, I share three example outputs
from workshops that I completed.

Digital Manufacturing. The typical manufacturing floor
has many sensors and programmable logic controllers operat-
ing in isolation. What if these sensors could be read in real-
time with the signals converted into production schedules?
"This is the definition of digital manufacturing.

Digital manufacturing continuously senses machine condi-
tions and schedules maintenance schedules based on actual
machine conditions. This is replacement of maintenance
schedules based on mean-time failures. The benefit is greater

reliability and increased productivity.

Figure 6. Digital Manufacturing Data Types

Digital Manufacturing

Mobile
Work Machine

Orders S
Data Weather Maintenance
Logs
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Materials Data

_ Equipment
reventive History
Maintenance
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Production Employee

Schedules Skills

Velocity

Structured Semi-Structured Unstructured
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Digital Agriculture. Digital agriculture is the use of digi-
tal signals to improve yield and profitability of the farmer's
field. The use of unstructured data along with traditional
structured data will enable new service models. Monsanto's
new investments in weather sensing are consistent with this
vision.

Figure 7. Digital Agriculture Data Types
Digital Agriculture

Mobile GPS Tracking

Sensing Weather
Seed Soil
Market
Prices Ratings Conditions

Maps: Farmer
Location Reviews

Segd Treatment
Traits Recommendations

Velocity

Time-Phased History
Planning Data

Structured Semi-Structured Unstructured

Digital Path-to-Purchase. The definition of digital path-
to-purchase is the use of digital technologies to automate the
generation of the list, the replenishment of the shelf, the
analysis of the basket, the use of checkout data (point-of-sale
and loyalty information), and sensing customer sentiment to
better serve the shopper. Today, 5% of consumer products

manufacturers have a digital path-to-purchase initiative.

51



Figure 8. Digital Path-to-Purchase Data Types
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I could go on and on, but I will stop. As you can see, I find
digital supply chain processes exciting. If you do too, visit
with your digital marketing team and start brainstorming. If
you would like to brainstorm with supply chain leaders, join
our Shaman Circle calls. These are monthly calls with supply
chain leaders on specific topics like visibility and analytics.
(And, you can join for free.) Just let us know!

These are my thoughts on this crisp fall day. I would love

to hear from you!
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Embrace New Ways of
Working

Tomorrow, I am off to Europe. On Thursday I speak on
the future of supply chain technologies at an EyeOn
conference in Rotterdam. It is the end of the fall conference
speaking circuit and I am looking forward to spending time at
home over the holidays. While I love talking to supply chain
professionals at conferences, and challenging them to think
more holistically about supply chain excellence, as the leaves
fall I yearn for my home. In my roots I am a homebody. I like
winter by a fire.

Last week I visited a local supply chain team and spoke
on Supply Chain 2020. It was open microphone with a group
of 30 young professionals. I like talking to young profession-
als. One of the questions asked was, "What do you believe the
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impact of social technologies on supply chain will be in
2020." I smiled and took a deep breath. It is one of my favor-
ite questions. I had a fire in my belly for this answer.

I spoke of Anthony Volpe's presentation on sentiment
analysis at our recent Supply Chain Insights Global Summit.
As I spoke, 1 asked "Who knows what sentiment analysis is?" No
one raised their hand. I find very few supply chain profession-
als understand the promise of mining unstructured text to
listen to customer sentiment. In the workshop we talked at
length about the use of sentiment analysis to sense quality
issues, market opportunities, and new product launch ac-
ceptance. I shared how sentiment analysis enables companies
to sense product quality issues four to six weeks before
knowledge by a traditional call center. It would have helped
GM to pinpoint the ignition issue and Kellogg to detect the
smelly packaging problem faster.

The conversation then spilled over to the use of Twitter as
a customer service channel. I spoke of my experience during
the Icelandic ash issue. Twitter enabled me to get to Europe
on one of the few available seats. By listening to the hashtag
on the #ashcloud, 1 got up-to-date information on which
planes were flying to Europe. There was no latency. The in-
formation allowed me to position myself early in a customer
service line in a short window of time when the ash particu-
late subsided and flights quickly resumed for six hours.

As we brainstormed the opportunities for the people in the
room to use social in supply chain processes—LinkedIn and
Twitter in their jobs—one of the older managers attending
the session interrupted and said, "Remember, the information
must be accurate." 1 smiled and let the comment go and con-

tinued the brainstorming. The older manager interrupted
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again, and said, "Remember that the information must be accu-
rate." 1 smiled and changed the subject.

It is amazing to me that supply chain leaders are willing to
accept the data churning out of their spreadsheet ghettos as
accurate, but are unwilling to believe/listen to social senti-
ment because they think the data is inaccurate. I often scratch
my head. It does not match my experience. I firmly believe
that if a customer cares enough to Tweet a concern, com-
plaint, or a recommendation, that the provider of the service
is well-served by listening. I find Twitter an accurate source
of data.

One of the major problems is that most organizations do
not know how to listen. Social sentiment and the use of social
data as a listening post is a foreign concept. As we continued,
the dialogue reminded me of a greater issue. My mind wan-
dered to the chart shown in Figure 1. One of our greatest
challenges in managing supply chain talent is embracing new
ways of working. I see it every day. We believe that the data
within the organization is accurate and we have best practices
that are driven like wildfire throughout divisions and busi-
nesses. I, on the other hand, believe that most of the data
within our organizations is highly inaccurate with an undesir-
able level of latency. I also believe that we have evolving prac-
tices which can only get better if we throw them on their side
and redesign them so that they are outside-in (from the cus-
tomer back) versus inside-out (from the order in). Inside-out
processes focused on enterprise efficiency limit our ability to
build value networks and drive waste and cost out of the ex-
tended supply chain. However, to seize this opportunity we

need to embrace "new ways of working."
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This week, when I am in the Amsterdam airport trying to
get home, I will have my mobile phone in my hand. If there is
a problem I will not call the Delta support line; instead, I will
Tweet to get information. The difference in response time is
5-10 minutes. By Tweeting I will not be placed on hold, and
the information will accurate and timely. I am a road warrior.
Road warriors have no patience for long lines, calls placed on
hold, or slow answers.

I believe that Twitter is a wonderful means to listen to
customer sentiment--valuable information on true usage and
product acceptance. I also believe that it is an opportunity for

many to have a direct line to their customer to help in times

of need. What do you think?

57



58



Welcome the Iconoclast

lconoclast: 7-con-o-clast - i'kinad, klast - noun
A person who attacks cherished beliefs or institutions.

‘ ‘ Triting—the process of words flowing from the mind

to the fingers—is fascinating to experience. | write at
least 3,000 words a day for various publications. Sometimes
the words flow fast and furiously, and my arthritic fingers
struggle to keep pace; while at other times, like last week, the
thoughts don’t flow at all. There is a block that I don’t under-

stand. In the times of drought, when words do not flow,
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the item on my to-do list—write my Shaman blog post—does
not get fulfilled. This has been the case for the last week.
Writing the blog post sits on my notebook list day after day
and I cannot cross it off. For this, I apologize to my readers.
It is tough to force writing when the words don’t want to
flow.

As a child I never fashioned myself as a writer, and the
concept of blogging is still quite new to me. I have been a
blogger for six years. At times it is uncomfortable. I am an
iconoclast. I did not set out to see the world differently. It just
happened.

As a writer you feel quite naked questioning the status
quo. Sometimes you receive hate mail. There is tension. The
supply chain technology market is quite lucrative for sales and
marketing at technology firms; and when I take a hard stance
in the market (which the readers tend to love and the tech-
nology vendors tend to hate), the vehement reaction from the
vendors amazes me. It is uncomfortable. I struggle. My inner
child wants to be liked. It is hard to take a tough stance. For
example, this was in my email last week, “our experience
in working with you is not the best and every time we want to re-
engage with you, you write a damaging report about our offering
(which in my mind is never based on facts but always based on per-
sonal opinion).” In the market, complaints against this vendor’s
solution run high by the business buyer, but the solution is
well-accepted by the I'T buyer. However, this is not the world
view of the vendor’s organization.

I strive to make this blog independent. I tell it as I see it
yet, I realize that all people see things differently. My words
are never influenced by commercial relationships. I do not

write for money; and as a result, in the blog there is no adver-
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tising or advocacy for any technology vendor in my writing.
When 1 feel pressure from a vendor to change a stance, I re-
mind myself that I write for the line-of-business buyer. When
challenged, I search for facts and I continually push back my
uncomfortable emotions to ask myself, “What do 1 need to say
in this blog to belp the supply chain leader? I try to stay focused on
my purpose of belping the supply chain leader make a differ-
ence.” In these cases I must use the vendor feedback as input,
and constantly ask myself this question. I am much freer to
write things as I see it now—as the owner of a small company—
than I was when I worked as an analyst for a larger company
like Gartner or AMR Research.

In the writing I attempt to use myself as an instrument.
The writing is a reflection of my collective experiences—
speaking, sharing research, doing research projects—with sup-
ply chain leaders. It is quite different from consulting. How
so? By definition, the work is data driven, and I am able to
experience more input as an analyst through a greater variety
of experiences than if I was a consultant. (The more that I am
in the market listening/experiencing the business pain, the
easier the words flow.) In the process I also try to make my
writing authentic, and a reflection of my continuous learning.
In my evolution as a writer I also continually work on devel-
oping a voice, and a distinctive style. I hate buzzwords and
love deep learning. I try to have fun. For the words to flow,
my collective experiences must reach a tipping point. This is
the case today. My coffee pot is on, blueberry muffins are in
the oven, and words are flowing freely from my fin-

gers between client calls.
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Embrace the Iconoclast in the Data-Driven
Organization

Last week on my Shaman’s Circle call I had 14 companies
participate in a discussion on the adoption of emerging forms
of supply chain analytics. It is a popular topic. Supply chain
leaders are swimming in data and they want insights. New
solutions are proliferating; yet, companies try the same ap-
proaches. Leaders don’t know how to fix the situation.

No company on the call felt that they had a data strategy.
One company was testing a non-relational solution. While
companies desire real-time systems and new insights, many
were just trying to get the planning systems that they had
now working better. On the call, no company thought they
had cracked the code of delivering on the promise of supply
chain analytics.

In this new world of analytics many paradigms shift. New
norms emerge. This was the essence of the discussion. Here
are seven steps that resonated within the group:

1. Rethink the Project Definition. While, historically,
projects were based on the definition of process “to be
states” and the mapping of the “as is” to the “to be”
states, in a data-driven analytics world the implemen-
tation starts with the data. The data patterns drive the
process definition. The projects are small and imple-
mented by the line-of-business teams and the pro-
gress is ongoing. There is an unknown ROI. This
flies in the face of the large I'T" implementation that
has a well-defined outcome. In analytics projects, the
savings and value proposition evolves over time. It is a
test-and-learn environment.

62



Embrace New Data Types. New concepts shatter
many other norms. The supply chain organization is
hardwired to think about structured data, linear opti-
mization and generating reports. The use of unstruc-
tured data—images, text, social, and weather—is new
and the path forward to use unstructured data is not
clear.

Fall in Love with Black Boxes. Similarly, the world
of prescriptive and cognitive analytics is new. Linear
programming and the use of traditional optimization
techniques is comfortable. There is a general mistrust
of “black boxes” and teams feel better when they
“touch data.”

Blow Up Excel Ghettos. Despite spending 1.7% of
revenue on enterprise technology, Excel spreadsheets
abound. The supply chain is often run by groups in
spreadsheet ghettos. In the words of a participant on
the call last week, “We bave implemented SAP APO, but
are stuck in intermediate Fxcel. How do I move past my
current state?”

Stabilize ERP Investments. New forms of supply
chain analytics are largely cloud-based and are not
dependent on ERP architectures. Think beyond tra-
ditional transactional approaches and embrace new
forms of analytics. To get there-resources and mon-
ey-you will need to stabilize ERP.

Look and Build Beyond the Firewall. An outside-in
process requires the use of channel and supplier data.
This data sharing typically requires a one-to-many or
a many-to-many data model found in the emerging

value-network technologies like G'T" Nexus, Elemica,

63



E2open, Exostar, GHX, SAP/Ariba, and SupplyOn.
The problem is that these supply chain network oper-
ating models do not interoperate and there is no inte-
gration/synchronization with the networks of the
3PLs like CH Robinson or BDP International.

7. Make Master Data Extinct. The traditional organi-
zation is paralyzed by master data issues. I find it
ironic that the manufacturer and distributor compa-
nies struggle with master data issues; yet, the compa-
nies with the largest databases are the most data-
driven companies (the e-commerce pure plays have
no master data issues. It stems from a different data
strategy using Hadoop and cognitive learning versus
tight integration and moving data.) In the words of
one of the manufacturing participants on the call last
week, “How can we break with tradition and consider new
forms of analytics when it is not an industry norm yet for
our industry?”

This is not an evolution. Through the use of new technol-
ogies we have a new way of approaching the problem.

Historically, companies have made a mistake of imple-
menting supply chain analytics/planning technology as a
technology project versus implementing technology to im-
prove core capabilities. The two approaches are radically dif-
ferent. For example, I am currently working with a large or-
ganization implementing Kinaxis. Installed as a technology
project two years ago, the technology works, but the project
is a failure. Why? The organization did not build a planning
organization to use the technology. Planning tools are no use
unless you define how you will use the output to make better

decisions. This evolution is especially hard in an organization
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that has been largely reactive and focused on manufacturing.
The same is true with analytics. Focus on driving business
outcomes. There have never been more exciting alternatives.

Move at the pace of your business and embrace your com-
pany’s ability to test and learn with new technology. In Table
1, I share a road map to think about as your supply chain
group thinks about analytics. It is a continuum of technolo-
gies based on the rate of adoption that a company is comfort-
able with.

Table 1. Adoption and Evolution

Augmentation Strategies to Consider

Area of ‘

Focus Early Early Late
inpo¥dton Adopter Majority Majority £agaards
?E?j&;g Control Tower:
B“;'dt'"g E2B Canonical | Multi-TierATp | SUPPY Chain | Transportation EDI
DEWOLRS Many-to-Many Sensin
Models 9
Demand, Multi-Tier
Supply Chain Cognitive Concurrent Sensing 5 Supply
Plannin Learning Planning Cloud-Based Inventory Planning
9 ; Optimization
Planning
% 4 Predictive Demand
M Channel t DI%L?LE:S; fo Analytics on Signal VMI / CPFR Man?ardeer;en(
anageen Channel Data | Repositories 9
Digital .
g Predictive Integration Ihtegtation of ;
Digital 5 . Pt MES to Production
Manufacturing ) Quality into Machining : :
Manufacturing A Production Planning
Models Predictive ;
: Planning
Maintenance
Analvtics Rules-Based Sentiment New Forms of Telematics In-Memory
y Ontologies Analysis Visualization and Mapping Reporting

So, as you start to implement new forms of analytics, em-
brace the iconoclast in the group and form a scrappy team.
Have the courage to attack building a data-driven organiza-
tion through new thinking enabled by new technology. I
hope this helps to get you started. Let me know your ques-

tions.
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Insights on the Evolution
of the Digital Supply
Chain

his week I am busy packing. It is the same feeling that I
had as a child getting ready for camp. For the next 18
weeks [ will be in the air. I will be speaking and working with
clients in wonderful locations in Brussels, China, Germany,
London, Mexico, Peru, and South Africa. In the process I
needed a visafor China, and I wandered into an old-
fashioned photo shop to have my picture taken for the vi-
sa application.
I love photography, and mused as I walked into the shop
on that rainy day in Philadelphia. I smiled when I saw that
they still printed film the old-fashioned way. When I asked
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the owner how long it would take to process the pictures for
my visa she said, "It will take a while. Probably three to five
minutes. Why don't you go bave lunch?" 1 gave her a stare in dis-
belief. At one time a three to five minute response would
be seen as immediate. I even remember when the overnight
processing of film was considered quick. Now the expectation
is immediate or real-time.

As I drank a cup of coffee and waited, I reflected on the ar-
ticle I had just completed for the Institute of Supply Man-
agement. At their request I wrote on the digital supply chain.
I cringed when I got the assignment. Digital supply chain is
such a buzzword. One of my friends in consulting markets the
concept by a direct-mail campaign of mailing personal drones
in special wrappers. When he told me I laughed and said,
"That is so lame! The digital supply chain is about SO much more
than gadgets."

I hate buzzwords and try to sidestep hype, but as I held my
mug tight in my hand on a cold Philadelphia day, I thought
more about the photo shop experience. I reflected. Very little
is the same within a photography store as compared to five
years ago. No one waits for a picture. Yet, within the supply
chain, everyone waits for data and insights. One of my clients
waits four days for a custom report. At another client there
are 80 ERP systems, and the supply chain team cannot see
across instances. It is sad, but true.

Supply chains do not move in the cadence of the market.
Leaders know that massive change in supply chain processes
is coming but they do not know how to get started. This is
the goal of this blog.
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Reflection

Five years ago the buzz in marketing was rampant in the
news and at conferences. The talk was all about digital mar-
keting. Today marketing is just marketing. The term digital
was dropped. The reason? Digital media and technologies
were quickly absorbed into marketing processes and rede-
fined the norm. Few companies speak of digital marketing
now: it is just assumed.

In supply chain, leaders are just starting to think about
digital. A frequent question from my clients is, “What is a dig-
ital supply chain process?” My answer is that a digital supply
chain process uses new technologies to define processes to
sense, respond and orchestrate bidirectionally from market to
market (from the channel to supplier networks). The process-
es move at the cadence of the market. This is a very different
definition than the traditional supply chain practices that are
often touted as “best practices.” Supply chain practices are al-
most 35 years old, and they are slow to change.

Let’s start by examining the differences. I see five primary,
but pervasive, shifts.

1. Sensing. Traditional supply chains do not sense.
They respond. The response is usually based on his-
tory. Despite all of the investment in sensors—RFID,
PLC(s), GPS, telematics—most are not used in day-
to-day supply chain processes.

2. Outside-In. Historic processes are inside-out, rooted
in transactions. Digital processes are outside-in, fo-
cused on market opportunity and risk. This requires
the mapping and rethinking of supply chain processes.
The digital supply chain transformation requires re-
thinking the basics.
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3. Cross-Functional and Horizontal. In the past, sup-
ply chain processes were functional focused on make,
source and deliver. The digital supply chain is cross-
functional and aligned market-to-market. The flows
are from the customer's customer to the supplier's
supplier.

4. Quick. Nimble and Responsive. Traditionally, sup-
ply chain technologies are batch processes. As a result,
analytics are usually based on historic data with out-
puts having a one- or two-day lag. The digital supply
chain enables the use of market data at the cadence of
the market. The supply chain no longer needs to be
out of step with the shopper or the supplier.

5. Network Response. While the traditional supply
chain focus is on the implementation of enterprise
applications, the digital supply chain is outside-in,
based on network sensing and adaptation. While the
last decade focused on the automation of the enter-
prise, the next decade will focus on the digitization of
the network.

How will it happen? What are the important digital tech-
nologies? There are many. The confluence of technology is
the driver. It is not one technology; it is many. This includes
3D printing, robotics, the Internet of Things IOT), Sent-
ment Analysis, Cognitive Learning, and Supply Chain Oper-
ating Networks using canonical many-to-many data models.
While the initial focus is on analytics, in the next ten years
digital processes will develop based on a confluence of tech-
nologies. It will not look the same everywhere. The processes

will evolve based on the drivers within the value network.

70



In my speeches on the evolution of the digital supply
chain, leaders ask me, “How do I get started? What should 1 do as
a leader to accelerate value?”

My advice is to throw away any concepts of “best practic-
es” and embrace “new and emerging technologies.” "I'raditional
I'T projects of three letter acronyms (ERP, APS; CRM, SRM)
fueled the evolution of the current state. However, the adop-
tion of digital processes requires rethinking of the project im-
plementation as well. Let's examine the basics. In the tradi-
tional process design, the start of a project was the mapping
of “as is” and “to be” processes. The next step was usually the
implementation of a large project. In contrast, test-and-learn
principles drive digital evolution. Start small, learn, and then
evolve. The testing of digital processes is best leveraged by a
small cross-functional team led by a line-of-business leader.
Charter a scrappy team of diverse and talented people to
challenge the status quo.

I encourage business leaders to self-fund their projects.
How to do this in the face of severe cost-cutting pressures?
Many of my clients save 5-10% of funds from their continu-
ous improvement projects and self-fund their efforts. Gradu-
ally their teams evolve their understanding of what is possi-
ble.

The next step is education. The technologies, terms and
process definitions are new. As shown in Table 1, most or-
ganizations think in the terms of transactional, or structured,
data. The use of unstructured data is new and the analytics to
mine and harvest unstructured data will take time to evolve. A
good place to start is the mining of sentiment data from cus-
tomer call centers, rating-and-review information, and social

media.
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After mining the data, form cross-functional review
groups to understand the true “voice of the customer.” At
Dell, Lenovo and Whirlpool these are weekly meetings.
Then start mapping the processes outside-in to capture the
voice of the customer and power customer-centric processes.

Test and learn using new forms of visualization and pat-
tern recognition. Look for cloud-based deployments that
support a heterogeneous environment. Challenge the teams
working with the data to give you one new insight a week.
Build sensing capabilities: look for the trends that you do not
know.

Over time, build capabilities for streaming data (the data
infrastructure to support the Internet of Things), rules-based
ontologies to support cognitive learning, and pattern recogni-
tion in network sensing. Take your time. These are new con-
cepts. As you learn, brainstorm with the group to design new

digital outside-in processes.

Ask yourself, “Where is my opportunity? Is my opportunity in
the area of digital manufacturing? (The use of Internet of
Things and 3D printing to transform manufacturing.) Digital
logistics? (The use of GPS, telematics, and cognitive learning
to build logistics systems that sense and adapt.) Digital sourc-
ing? (The use of new network technologies to sense and man-
age supplier relationships to ensure ethical and reliable sourc-
ing.) Digital path to purchase?” (The automation of the mo-
ments of truth in the buying cycle to decrease demand latency
and better sense shopper and consumer demand in real-time.)
Start with the goal in mind and focus on the greatest value

proposition.
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Along the way, avoid hype. While consultants will come
and talk to you about big data, and digital transformation,
sidestep buzzwords. Make your transition real and power-
ful. No doubt about it, we are in the middle of change. How-
ever, the evolution of supply chain processes will take time. It
is not an evolution. Digital supply chain processes are a re-
definition. It is both promising and challenging. I believe that
we are at the beginning of a 15-year evolution. Good luck

with your journey. I hope to see you in my travels.
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SECTION 3

Implementing Strong
Horizontal Processes






Bridging the Sales and
Operations Talent Gap

Today, I 'am in London fighting jet lag. In between nights
of fitful sleep, I am working on a new report for our
newsletter this week. The report summarizes insights from 28
quantitative research studies.

As a supply chain geek, I am always trying to understand
supply chain trends. You will find me sitting at my desk in
hotels around the world writing. In this post, I share insights
on the current state of S&OP technology adoption.

Gaps in Technology for S&OP

Over the last 18 years, I have studied Sales and Operations
Planning (S&OP) as an industry analyst. S&OP is not a new

process. It is over 36 years old.
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The goal of Sales and Operations Planning is to drive or-
ganizational alignment and improve balance sheet results. It is
a monthly process that most companies struggle to imple-
ment.

One of the biggest issues is alignment. By definition, or-
ganizations are not aligned; and as a result, many teams at-
tempting to implement Sales and Operations Planning pro-
cesses will feel like they are pushing water up hill. In Figure
1, I share the current state of organizational alignment from
our recent research.

When companies are able to design and implement ma-
ture S&OP processes the organization rates itself higher on
both alignment and agility.

Figure 2. Organizational Gaps in Building a Mature Sales and
Operations Planning Process

Largest Challenge in Building an Effective S&OP

Not having technologies that support the process 22%

Lack of understanding and support from the

0
executive team 18%

Poor execution of the S&OP plan 17%

Lack of clarity of supply chain strategy and supply
chain excellence

Issues with the role of finance and the budget
Lack of skilled resources
Other

Don't know

Source: Supply ChainlInsights LLC, Cross-Survey Analysis 2012-2015
Base: Manu s, Retailers, Di . 3PLs answering the question (n=201)
What is your company'’s single, largest challenge in building an effective Sales and Operations Plan (S&OP)?
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The successful use of supply chain planning technologies
has a high correlation for companies that are the most mature
in S&OP. Today, only one in three companies is satisfied
with their current technologies.

As can be seen in Figure 2, the gap in technology capabili-
ties is currently the largest barrier to driving improve-
ment. Why is this? To successfully implement S&OP, com-
panies need role-based views, what-if analysis, and the ability
to determine the profitability of plan alternatives. For most

organizations, this is an issue.
Focus Areas.

The current state is shown in Figure 3. Only 1/3 of com-
panies surveyed have what they need to be successful with
S&OP. The issue is twofold. The traditional definition of
supply chain advanced planning did not include the require-
ments for S&OP; and as a result, most companies are using
Excel spreadsheets that are inadequate.

Figure 3. Gaps in S&OP Technology Capabilities
S&OP Abilities
Don't Know, 2% Don't Know, 2% Don't Know, 2%

Not Good
31%

Not Good Not Good
42% 46%

Neutral
19%
Good Good Good
36% 33% 33%
Deliver role-based views Run what-if analyses Use technologies to
for individuals across to determine determine the
the company alternatives most profitable plan

Source: Supply ChainInsights LLC, Cross-Survey Analysis 2012-2015
ase: , Retailers, Di 3PLs the question (n=206)
How would you rate your company on its ability to do each ofthe following? SCALE: 1=Poor, 7=Excellent
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What do you do? The answer is simple. Don't confuse
S&OP technology as an extension of conventional supply
chain planning. When selecting a technology for S&OP, be
sure to list the requirements for these three areas on your
technology check-list for the selection team. Good luck in
your work in S&OP. I can clearly see in balance sheet results
that improvements in supply chain agility drive metrics im-
provement.

While some may argue that S&OP is not a technology
implementation, and that this post is not relevant, let me say
that I agree; but disagree. Clearly organizations must align
towards the business goals, and this comes first. In small re-
gional implementations the technology is not as important;
however, for global and multi-national supply chains, as
shown here, to sustain S&OP progress, they must find the
right technologies. Unfortunately, too few have what it takes
to drive S&OP processes to the highest level.
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Five Insights on Effective
Sales and Operations
Planning

An effective S&OP plan is the goal of many, but there is
no clear industry definition of what defines effectiveness.
While there are many maturity models, most are not research
based and grounded in a clear understanding of what drives
balance sheet performance.

To better understand the characteristics of an effective
S&OP plan, we recently completed a study of 73 companies.
In the quantitative survey, 30 respondents rate their processes
as effective and 43 rate their S&OP processes as less effective
on a seven point scale.
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In this post we share five characteristics of companies that

rate their S&OP processes more effective:

1.

84

More Likely to Focus on Delivering a Profitable
Plan. While the majority of companies focus on bal-
ancing demand and supply (an analysis based on vol-
ume), those rating their S&OP plans as effective have
a focus on balancing cost, volume, and mix. This is a
maturity factor. Twenty-three percent of the compa-
nies in the study are able to determine the most prof-
itable plan.

Tie the S&OP Plan to Execution. While 65% of
companies with an effective S&OP process tightly
couple S&OP planning to execution, only 23% of
those rating S&OP as not effective tie S&OP to exe-
cution. Planning in isolation, not connected to execu-

tion is a major factor in the analysis.



Figure 1. Impact of S&OP Effectiveness on Horizontal Functional Alignment

Team Alignment Performance*: Effective S&OP vs. Other

m Effective S&OP Other OGap (Effective - Other)

Areas Where Those Who Report an Effective S&OP Report
Statistically Higher Alignment Than Others

84% 84% 84% 84%
71% 71%

0,
2% 48%
46% 38%

s% faan] faan] [33u]
31% 24% [28% [ 23% |

65%

0
4% 15% |
Sales  Operations New Finance Sales CSR Sales Sales
& & Product & & & & & & & & &
Operations IT Devt & IT IT Operations Marketing | Finance Finance Procuremt Operations IT

Distrib'n

Source: Supply ChainlInsights LLC, Sales & Operations Study (Jan-Sep, 2015)

Base: Manufacturers and distributors who sell items they manufacturer, have $250M+in revenue, have a S&OP process -- Effective S&OP (rated 5-7 on 7-pt scale)
(n=31), Other (rated 1-4 on 7-pt scale) (n=42)

Q37. How aligned do you believe that these same pairs ofteams actually are at your company? SCALE: 1=Not at all aligned, 7=Extremely aligned

*Showing those rating elements 5-7 on 7-point scale; CSR = Corporate social responsibility; O Higher than other group at 90% or higher level of confidence
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3.

More Aligned. Companies rating themselves more
effective have tighter cross-functional alignment. The
differences, as shown in Figure 1, are significant at a
90% confidence level. While we are unsure which
happens first--whether an organization focused on
alignment and improves S&OP, or if better alignment
is the outcome of S&OP--we can see the impact of
alignment in the open-end responses. Companies
with greater alignment find it easier to conduct an ef-
fective S&OP process.

Table 1. Use of Technologies in S&OP

Types of S&OP Technologies Used

Effective S&OP Other
A B
Spreadsheets 87% 86%
Forecasting 71%B 48%
Supply planning 65%B 38%
Bl tool 42% 24%
Collaborative forecasting 32% 19%
Specialist S&OP 6% 7%
Workflow tool 6% 2%
Average # Technologies 3.3B 23
Source: Supply Chain Insights LLC, Sales & Operations Study (Jan-Sep, 2015) Top Two
Base: Manufacturers and distributors who sell items they manufacturer, have $250M+in revenue, have a S&OP process —
Effective S&OP (rated 5-7 on 7-pt scale) (n=31), Other (rated 1-4 on 7-pt scale) (n=42)
Q19. What type of S&OP technology, if any, does your company currently use? Please selectall that apply.
AB Higher than other group at 90% or higher level of confidence
4. More Likely to Use Planning Technolo-
gies. Companies that rate their S&OP processes
more effective, as shown in Table 1, are more likely
to use supply chain planning technologies in their
processes. Those ranking their S&OP processes more
effective have a greater dependency on technologies.
5. More Balanced. In addition, companies rating
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themselves as more effective in S&OP have greater
balance between the "S" and the "OP". There is bal-



ance between the focus on commercial and operation-
al plans. This difference is significant at a 90% confi-
dence level.

Figure 2. Balance in S&OP

Ability to Balance Their Primary S&OP Process

Effective 0/
S80P 23% 60%
MORE FOCUSED ON “S” BALANCED MORE FOCUSED ON “0”
The process is out of Easily balancing plans horizontally The process is out of
bal; with an i the ing teams bal; with an i
on sales and marketing and the operations teams on operations (logistics,
processes manufacturing, and
procurement)

Other 15%

Source: Supply C! LLC, Sales & O (Jan-Sep, 2015)
Base: Manufacturers and distributors who sellitems they manufacturer, have $250M+in revenue, have a S&OP process and know answer —
Effective S&OP (rated 5-7 on 7-pt scale) (n=30), Other (rated 1-4 on 7-pt scale) (v=41)

Q15. How would you rate your company’s abilty to balance the *S”and the “OP" in the evolution of your [primary] SSOP process (evenif you
call it something else)?

NOTE: d for the S&OP p which they are personally most familiar
© Higher than other group at 90% or higher level of confidence

What do you think? Any surprises?
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Driving Inventory
Effectiveness

I remember the plane ride well. My career was in transition.
I was moving from a position where I led a manufacturing
operation to being a part of a team to design supply chain
software to improve planning decisions. I was moving from
the world of manufacturing to a new world of software.

As I read the brochure of my new employer on the air-
plane, I felt so behind. The words and concepts were foreign.
A feeling of hopeless despair swept my body. This lasted for
weeks. When I went through the training to learn the new
software, I struggled. The names of the technology providers,
the process definitions, and the architecture descriptions were

a new lexicon. For a business gal it was a new world.
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Now I know that I was not behind. The tension I felt
reading the brochure on the plane is what I believe every
supply chain leader feels every day. The technology world
moves at a quicker pace than the world of manufacturing and
distribution. The language and the expectations are different.
It is hard to sort through the marketing speak of software
vendors to get to the true facts. That is one of my primary
drivers at Supply Chain Insights. As a team we conduct quan-
titative research of supply chain leaders to help gain clarity of
the answers. It is my goal to sort the wheat from the chaff and
help the supply chain leader quickly get to what is valuable.

Why do we do this? We think that it matters. Growth is
slowing and the complexity is escalating. The impact of com-
plexity on inventory is not quick. It is a slow, continued im-
pact that happens week-to-week as complexity increases. It is
a lot like that five pounds gained each year that adds up to
20 before you know it.

To help, today I want to share some of the insights from

our recent Inventory Optimization study.

The Business Problem

Inventory management is a hot issue. Tension abounds
between corporate finance and the operations teams. Why?
Companies invest in project after project, yet inventory levels
remain the same. The analogy is weight loss. While we all
want to lose weight, it is not the big program that improves
weight loss. Instead, it is the discipline every day.

In business there are many drivers of inventory, and the
management of inventory levels requires discipline and a
cross-functional focus. The rise of the global multinational

has greatly impacted inventory requirements. How so? In to-
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day's global supply chain there is more in-transit inventory
and complexity. The changes may seem slow, but they add
up. Here are some examples: Item and process complexity
increases inventory requirements for cycle and safety stocks;
Slow steaming and larger ocean vessels affect inventory levels
in transit; Intermodal slows transportation and increased in-
ventory; The greater the number of nodes in the supply
chain, the greater the inventory levels; The higher the de-
mand volatility, the more inventory required.

Supply chain processes are now over 30-years old. While
there is a generalized belief that maturity of supply chain pro-
cesses has improved inventory turns, this is not true for nine
out of ten companies. In fact, many are stuck in a bad way,
like a car trying to get traction in a snow bank. Many
teams just do not know where to start, and the swirl of inven-
tory technologies confuses the teams much like how I felt
reading my first brochure on supply chain planning 25 years
ago.

Improvements in cash-to-cash have primarily been driven
by lengthening payables. First it was 60 days, then it was
90 days, and for many now the discussion is 120 days. It can-
not go further. I feel that the lengthening of payables is like a
bad drug. It pushes waste and costs to the suppliers and gives
the organizations a short-term high. The teams feel good be-
cause cash-to-cash metrics improve; but in many cases, in the
joyous celebrations, companies do not realize that they have
reduced capabilities with suppliers and not made improve-
ments in inventory. In industries like beverage, pharmaceuti-
cals, consumer packaged goods, and medical device, the in-
dustry averages have gone backwards (inventory turns have
decreased, not increased) during the period of 2006-2014.

91



Figure 1. User Satisfaction with Inventory Optimization Soft-

ware
Satisfaction with Performance of
Most Important Inventory Optimization Software*:
By Software Type

Not Satisfied Not Satisfied

28% 28%
Satisfied

63% -

Satisfied
34%
Advanced Inventory Software Basic Inventory Software
Source: Suppl LLC, y- October. 2015)

y y (
Base: Manufacturers, retailers, and distributors who use inventory optimization software and have $250M+in revenue — Advanced Software (n=32), Basic Software (n=32)
Q14 Overall, how satisfied are you personally with the performance of this inventory optimization software? SCALE: 1=Not at all satisfied, 7=Extremely satisfied

i f software that is mostimportant to their company; Basic = ERP (Enterprise Resource Planning) or ERP + APS
(Advanced Planning Software); Advanced=Software in addition to ERP andior APS; O Higher than other group at 0% o higher level of confidence

What Drives Inventory Effectiveness?

In the last year we completed a study on inventory optimi-
zation. In the study we compared company maturity on meet-
ing inventory targets to choices on inventory technologies.
We had 64 respondents: 32 used basic software (ERP or Ad-
vanced Planning) and 32 were using more advanced capabili-
ties from Muld-Tier Inventory Optimization solutions (often
termed Multi-Echelon Inventory Optimization, or MEIO).
Technology vendors love acronyms. The names defy logic.

We also compared the sample to a self-assessment on in-
ventory effectiveness. The companies using more advanced
technologies rate themselves more satisfied. The test is signif-
icant at a 90% confidence level.

As shown in Table 1, companies that rate themselves as
more effective meeting their inventory goals are more like-
ly to be located in North America than Europe. They are also

more distribution centric i.e. retail and consumer packaged

92



goods. They have a higher satisfaction with the use of the
software and were able to drive a return on investment. The
adoption of more advanced capabilities takes time (16 months
on average versus nine months). It is not something that hap-
pens overnight. As a result, companies rating themselves as
effective in making inventory decisions have managers that

better understand the use of these deeper solutions.
The Role of Technology in Driving Improvement

In driving inventory improvements, the technology choice
is one part of the equation. The two most important factors
which are not performing well are S&OP maturity, and the
adherence to S&OP targets. While organizations are not per-
forming well on forecast accuracy, the proper design of flows
and buffer strategies through the use of more advanced in-
ventory software can overcome the issues with high demand
error. Increasingly, in the research we see adherence to in-
ventory targets based on software recommendations as a key
to success. While this sounds easy, it is not.

Organizations have difficulty accepting answers from a
‘black box’ optimizer and many finance groups mistakenly
play with inventory levels to meet quarterly and yearly Wall
Street commitments. In our research on the Supply Chains to
Admire analysis, we see the use of more advanced technolo-
gies, the adherence to inventory targets from the technolo-
gies, and the maturation of Sales and Operations Planning as
the keys to success to drive continued improvement of inven-

tory levels while improving margins and driving growth.
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The Role of Finance

While the supply chain organization has the primary re-
sponsibility to reduce inventory in over 97% of companies
surveyed, the effective use the technologies requires close co-
ordination and alignment with corporate finance. This re-
quires a carefully crafted change management program.

The lack of understanding of inventory by finance is a ma-
jor barrier in the effective usage of technology. As a result, it
should come as no surprise that companies that are more ad-
vanced in their use of inventory management software have
closer alignment with finance and the operations group, and
between the sales and finance groups. The difference in
alignment is significant at a 90% confidence level.

In the study, we ask respondents to answer “open-ended
questions” on inventory effectiveness and the use of the tech-

nologies. Below we share some of the responses.
Open-Ended Responses

“SAP APO is inflexible and bas poor ergonomics, but it does
allow visibility of the global stock equation and to a single view
of end-to-end inventory visibility.”

“The only way to drive success is to bave a team that uses the
software.”

“We bave not thought about inventory in a strategic way.
Instead, for years, we have focused on costs.”

“Vinancial pressures to continually reduce inventory are not
well understood. We constantly fight the impulses of finance to
reduce inventory.”

“We have too great of a reliance on spreadsheets.”

“Incentive systems do not promote alignment on inventory
strategies.”
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So, if you are seeking to improve inventory turns should
you consider the use of a multi-tier inventory management
system? My answer is yes. However, the name is misleading.
Why? While the name signifies the use across multiple nodes,
the greatest benefit today is the use of deeper optimization to
managing inventory within the enterprise. Few companies
have deployed the solution as a value chain solution.

When you implement the software, what is my advice? Go
slow. Don't try to rush the project. Focus on form and func-
tion of inventory as opposed to inventory levels, and train the
finance team on the role of inventory in market-driven value
networks. Most financial teams see inventory as waste to
eliminate and a cost to optimize. This is a major change man-
agement issue. Tackle it early. The teams lack the under-
standing of inventory as a way to buffer demand and supply
variability. This comes over time.

In closing, we cannot complete surveys without the help of
our readers. So, if you filled out the survey, I want to thank
you for helping us with our study on inventory management.
It was a hard survey to complete. The reason? There are few
companies that have implemented advanced inventory man-
agement technologies. At Supply Chain Insights, this month,

we are completing our 60th survey.
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Eight Myths in Selecting
an S&OP Technology

ales and Operations Planning (S&OP) is in a renaissance.

The reason? With growth slowing and complexity rising,
S&OP is more important than ever. It is not sexy, and it re-
quires hard work; but the greatest value of S&OP is profita-
ble growth.

The technology market is rife with unsubstantiated claims
and myths. Like a hammer looking for a nail, it seems like
every vendor I meet now has an S&OP solution. It is comical.
For many, I shake my head and smile. Putting the name
S&OP on a piece of collateral does not help a vendor make
my list. Each year, I publish a report analyzing the technolo-
gies in the S&OP space. Finishing this report was my focus
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this week. It took me six months to do the research and 60
hours to write the report.

Needless to say, completing the report was a lot of work. 1
sent the report to technology vendors listed in the appendix
with a deadline for feedback on factual accuracy of 5:00 p.m.
ET on Wednesday. Only 15% met the deadline and 60%
gave me far more information than a factual review. I smiled
as I read the multiple opinions.

Squeezing in this much time to write this deep report be-
tween working on the Supply Chain Insights Global Summit
and finishing customer deliverables is tough. However, I
think that it is important work. Many clients ask me about the
vendors and I think that it deserves a comprehensive review. |
find it easier and more comprehensive to send a report for
review than to answer each email.

The analysis is too complex to use one of those sexy and
over-marketed magic four-box charts. It is about more
than magic. The technology choices are not black and white.
In analyzing the options, there are many subtleties and con-
textual issues. In my view, a four-box model by an analyst
firm is a cop-out. It is just too easy. In this report, I list 35
vendors and share the strengths and considerations based on
demonstrations, discussions with references and my discus-
sions with clients. I will watch the comments on this new

one closely to see how to improve the report.

What Is New?

I have done this report twice before, once in 2012 and
again in 2013. It is a rewrite. Why do it again? It is a well-
read report. Business leaders request it. The last one had over
3700 views on SlideShare.
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The news? Here is my take:

New Solutions. New vendors. New technology is
evolving. The entrepreneurial spirit is attracting new
vendors to this space. This year, I added Anaplan, Ex-
ceedra, 09, and Orchestr8 to the report. Technologies
natively written as Software as a Service (SaaS) solu-
tions are entering the market.

For the Love of the Cloud. Only three vendors on
the technology list do not offer a cloud-enabled ser-
vice. This is a major turnaround. When I wrote a
summary report at AMR Research in 2007 and 2009,
there were two or 6% of the market. While we may
argue the definitions--I define hosted as a solution
that operated in the cloud for the client and SaaS as a
more stringent definition including automatic soft-
ware updates--the primary deployment today for
S&OP is cloud-based services. In the report, 95% of
the solution providers offer hosted solutions and some
version of SaaS. S&OP is moving to the cloud. I think
that this is great for line-of-business users.

Financial Ownership. Like musical chairs, the own-
ership structure of the vendors is changing. Since the
last report, Kinaxis successfully launched an IPO on
the Toronto Stock Exchange, E2open launched an
IPO and then went private with a buy out by Insights,
IBS and Steelwedge sought new rounds of capital, and
WAM Systems and Acorn Systems have new owners.
In addition, 85% of the vendors in the multi-tier in-
ventory optimization market that I wrote about in

1995, are now part of larger platforms.
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Visualization. Visualization is improving. Two ven-
dors --Tagetik and Terra Technology--adopted
QlikView into their solution, and Logility introduced
a visualization application that crosses over applica-
tions in a heterogeneous environment. JDA's inter-
face is greatly improved. Data visualization is quickly
advancing in the tools.

User-Based Configuration. One of the issues that
clients face is the ability to configure the application
to meet their needs. In the case of Anaplan and 09,
user-based configuration becomes easier. In these ap-
plications, the user can configure the solution more
readily.

Evolution of S&OP Options for SAP. I like what
SAP is doing for SAP IBP. In many organizations,
SAP is a planning system of record for hundreds and
thousands of planners. The needs for collaboration
and visibility of these planners are high. In my opin-
ion, the design of the solution is ideal for the more

casual and line-of-business user. (This perspective is
not shared by SAP.)

A planner is not a planner. In these larger organizations, as

shown in Figure 1, the needs for integration, collaboration,

and role-based security are high. This is especially true for

the casual and business planners. While SAP still has not

proven itself to me as the right technology for core planning
(either SAP HANA or SAP APO), I like the concept of SAP

IBP for the casual users and business planners to improve col-

laboration and visibility.
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Figure 1. Supply Chain Planning Work Teams

Supply Chain Planning
Work Team(s)

« Supply Chain Performance Management
Casual Users « Integrated Business Planning
« Supply Chain Visibility

) « Events, Promotions, and New Product
Business Planners  Launchinput
« Supplier Constraints and Supplier Input

Super User(s)
Core Planners « Core Business Modelers
« Demand, Supply, and Inventory Planners

The problem is that it is new, and in reference calls with
users, companies are still working out the kinks. This is not
unusual. It happens with all systems. The solution needs to
mature, but the good news is that SAP is investing in supply
chain.

Where are the issues? Currently references report issues
with the HANA Cloud Integrator and HANA support. When
clients call for support there are two desks: one for the SAP
IBP S&OP application and one for the HANA cloud integra-
tor. While clients report great support from the SAP S&OP
team (strong accolades), there are struggles with the second
customer support team to support the HANA integrator.
Working through it takes time. It is not insurmountable. The
documentation is evolving and there are few trained consult-
ants. This is all normal. Vendors have issues with new solu-
tions. This is why they are best adopted by companies with a
high threshold for business pain and a strong understanding
of new solutions.

In the development of the report, I spoke to six SAP Cli-
ent References now using SAP IBP for S&OP. SAP supplied
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none of the references. Instead, the references came from my
client contacts and through connections with systems integra-
tors. (I often find that references from the technology client
are the worst references. They are typically groomed by the
vendor.) In summary, I think SAP IBP S&OP is promising,
but it is only for the early adopter with strong SAP skills. It is
costly, and evolving, but I think promising. (For more, please
read the report and let me know your thoughts.)

What Are the Myths?

Despite the hype and the hoopla, eight myths in S&OP
technology remain. I detail these myths in the report, but I
think that they are worth noting here.

Myth #1: Companies don’t need a technology to drive an
effective S&OP process.

In my research each and every day, I am constantly re-
minded that you cannot start and end with technology.
S&OP is 60% change management/organizational culture,
30% process and 10% technology, but you cannot reach your
goals without a technology. The reason? It is just too compli-
cated.

The technologies evolve over time, and move through
stages. Companies have to put together the pieces to drive a
solution. The definition of demand translation is the under-
standing of changes in product mix and management of de-
mand changes. It is the green arrow in Figure 2. The ability
to translate—not just integrate—mix changes and understand
the impacts is an important criteria for building the S&OP
foundation.
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Figure 2. Stages of Technology Evolution with Process Maturity

Technology Platform Changes

Platform Characteristics

A feasible *  Model the network
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Source: Supply Chain Insights LLC
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Myth #2: S&OP can be effectively modeled using a
spreadsheet.

Many companies over the last decade built Excel ghettos
and implemented reward systems for spreadsheet jockeys.
When I go to meetings, I laugh as companies argue about
which spreadsheet is accurate. I am convinced that the com-
plexity of today's supply chain as a complex system cannot be
modeled using an Excel spreadsheet. Additionally, I believe
that the use of multiple spreadsheets creates uncontrolled

chaos and unnecessary work.

Myth #3: An 80% technology fit is good enough to drive
a successful S&OP process.

I have heard this a lot from the consulting providers, and 1
used to believe it. I do not anymore. The devil is in the de-
tails, especially in the area of supply. Modeling supply to de-
velop a feasible plan requires the right technology. The prob-
lems are tough: issues like alternate bill of materials, floating
bottlenecks, constraints, customer segmentation strategies
and multi-tier inventory optimization requires robust tech-

nology.
Myth #4: Standardize - One solution provider is all one

company needs.

Organizations are bigger and bigger with over 2700 mer-
gers and acquisitions in the process industries within the last
seven years. Deep inside the business are many supply chains,
each with a different need. While I'T standardization sounds
like the right thing to do to lower costs and better focusing
I'T resources, there is an opportunity cost. To do S&OP well,
which leads to cost savings, improved customer service and

better inventory, the company must effectively model supply.
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Figure 3. Process Gaps in Sales and Operations Planning

Importance vs. Performance on S&OP Elements

mImportance Performance 0OGap (Perf - Impt)

Greatest Gaps Between Importance and Performance

86% 86%
75%
69°% "
" ° 58% 58% 61% 67% 619
. 33Y% o 42%
o
22%

-19%

Manage Run w hat-if Use technologies Manage Collaborate Deliver role-based Deliver on
opportunities analyses to to determine the process flow between sales views for corporate social
and risk analysis determine most profitable plan and operations individuals across responsibility
alternatives the company goals

Source: Supply ChainInsights LLC, Sales & Operations Study (Jan-May, 2015)

Base: Manufacturers and distributors who sell items they manufacturer, have $250M+in revenue, have a S&OP process (n=36)
Q21. How important is it for your company to do each of the following? SCALE: 1=Not at all important, 7=Very important

Q22. How well does your company performin each of these same areas? SCALE: 1=Poor, 7=Excellent, 0=Not applicable
Showing those rating elements 5-7 on 7-point scale
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While demand technologies are more ubiquitous—with one
solution having a better chance of meeting the needs of mul-
tiple businesses, the supply technologies are different. Supply
modeling requires careful tailoring based on business model-

ing to drive the value.

Myth #5: S&OP is dead. Integrated Business Planning
(IBP) is the new solution.

I frankly have little time to argue the names. Many people
do. Many consultants have made IBP the horse to ride to
drive new revenue. I feel that IBP aligns the organization
cross-functionally to move the organization faster to maxim-
ize opportunity and mitigate risk; but as shown in Figure 1, 1
think that it is a stage in maturity, not the end state. I think
that the end state is the outside-in value chain process that
senses and adapts with the market. All companies should start
with the building of a feasible plan—a plan that can accurate-
ly model supply constraints. As seen in Figure 3, one of the
greatest performance gaps is developing and managing a
profitable plan analysis. However, this is not the starting
place on process evolution. Companies must build to this

stage.
Myth #6: Real-Time S&OP is the desired outcome.

While the clock speed and cadence of business is increas-
ing, there is still the need for planning. Planning looks at a
longer-term view: evaluating and looking at business in the
future for months 12-18 months out. It takes time and focus
to plan. When organizations are head over heels reacting,
they lose the benefits of planning. Organizations must not
confuse the urgent with the important. The most effective
S&OP plans are monthly with weekly execution processes.
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Myth #7: Tight integration with Enterprise Resource
Planning (ERP) improves the S&OP process.

While transactional systems need to be tightly integrated
with operational systems, I don't think that it is as necessary
with planning. (Operational systems are warehouse manage-
ment, available to promise, and transportation planning.) It is
less important for planning. The transfer of data is more pe-
riodic with weekly and monthly updates of the optimization
data tables, and all technology vendors have built standard
APIs for data transfer.

Also, just because the data comes from the same vendor—
Oracle, SAP or Infor—does not mean that the data is cleaner.
Data cleanliness takes rigor and discipline. It is an organiza-
tional characteristic.

Myth #8: Tight integration with the financial budget
drives the best results.

A financial budget is quickly out of date, but it is an im-
portant baseline for business management. In the most ma-
ture S&OP processes, S&OP is an update to budget forecasts
updates. However, if the goal is to maximize value, the S&OP
process should never be constrained by the budget. This is an
area of tension.

These are my thoughts. I would love to hear from you.
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S&OP Effectiveness:
Recommendations to

Make the Leap

It is a beautiful fall day in Philadelphia. This afternoon I put
the finishing touches on a new report, "What Is the Value
Proposition for Sales and Operations Planning?" 1 think it is
the most complete assessment of the S&OP value proposition
I have seen in the industry.

It is always fun to write great research. I am so excited
about it that I thought I would repurpose some of the rec-
ommendations into a quick post before I bolt for ballet.
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Background: More to It Than a Name

Sales and Operations Planning is a cross-functional pro-
cess to make trade-offs between go-to-market strategies and
operational plans. The processes are very different by compa-
ny. In the research of 73 respondents, we asked companies to
classify themselves on a 1-7 scale of effectiveness, and the re-
port is a study of the characteristics of those rating themselves
effective when compared to those who rate themselves less
effective.

While many consultants argue on the name—the debate
rages with strong arguments of "Should it be Integrated
Business Planning (IBP), Sales Inventory and Operations
Planning (SIOP), or consensus planning?"—the most com-
mon name for the process, as shown in Figure 1, is still Sales
and Operations Planning. Building S&OP maturity takes
time, discipline and focus. While the debate rages on the
right name to call the process, we find that there is no corre-
lation to the name of the process and maturity or value
gained.
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Figure 1. Names for the Cross-Functional Process to Align Demand and Supply

What Companies Call Their
Sales & Operations Planning Process
“A S&OP process is a tactical planning process to
forecast sales and plan operations.”

66%

refer to it as

“S&OP”

(including Executive S&OP,

22%
S Prossor) s “Planning”

IBP - Integrated Business Planning
Master Planning

Operational Planning

Planning

Business plan

Rough Cut Capacity Planning
Short Term Planning Process

« Synchronized Planning
« General Integrated Planning Meeting
‘—@.x- « Beat Plan
“Demand
|- c and S&OP Meeting
N:Q\OW - « D d and Supply C

m:uu_<= « Consensus

* Forecasting and Planning
* Forecast Review
+ Supply Forecast + Demand Management Meeting
« Demand Planning
- D d Supply Balancing
Source: Supply Chain Insights LLC, Sales & Operations Study (Jan-Sep, 2015)
Base: Manufacturers and distributors who sell items they manufacturer, have $250M+in revenue, have a S&OP process -- Total (n=73)
Q11. What does your company call your [primary] S&OP process? TEXT RESPONSE.
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As companies focus on improving the maturity and effective-

ness of Sales and Operations Planning, there are three rec-

ommendations embedded in the research for consideration:

1.

Give Planners Time to Plan. As shown in Table 1,
one of the distinguishing characteristics of an effective
S&OP plan is the time for planners to plan. This is
not trivial. Many companies struggle on how to eval-
uate planning effectiveness and productivity. No two
companies are the same, and there are many technol-
ogies used. However, companies that do S&OP well
give their planners time to plan. They make it a prior-
ity.

Focus on Helping the Right People Get to Da-
ta. When we shared this data with the roundtables of
supply chain leaders who had completed the study, a
number of attendees shared stories of how they had
met the challenge of helping employees/planners to
get to data. When it comes to data storage, every or-
ganization is different. One of the suggestions
which resonated with the participants was teaching
new employees tips and tricks for data storage and
document sharing. Several commented they had de-
veloped this training as part of onboarding. As shown
in Figure 2, S&OP processes use many technologies,
but getting to data is a challenge for all companies.
Make it a priority to train employees on data storage

and retrieval.
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Table 2. The Role of the Financial Budget in S&OP Processes

Role of Financial Budget in Primary S&OP Process

Effective S&OP
A

The budgetis an input to the S&OP process, o o
but does not constrain it ol 2L
qsm.mmo_u process is an EvS to the budget, 42% 26%
but is not constrained by it
Budget QOm_.m drive and constrain the S&OP 19% 29%
process for inventory
Revenue goal alignment is determined by o o
the data output of S&OP i 12%
M«MMMMQ use financial data in our S&OP 16% 17%
Cost goals in the budget are updated based 13% 12%
on the output of S&OP = .

Source: Supply ChainlInsights LLC, Sales & Operations Study (Jan-Sep, 2015)

Base: Manufacturers and distributors who sell items they manufacturer, have $250M+in revenue, have a S&OP process —

Effective S&OP (rated 5-7 on 7-pt scale) (n=31), Other (rated 1-4 on 7-pt scale) (n=42)

Q24. Which of the following describe the role of your company’s financial budgetin your [primary] S&OP process? Please selectall that apply.
NOTE: Respondents answered for the S&OP process with which they are personally most familiar

AB Higher than other group at 90% or higher level of confidence



Educate the Financial Team on How to Use the
S&OP Process in Budget Forecasting. One of the
barriers in maturing S&OP processes is the role of
the financial budget. While many companies believe
the role of the S&OP process is to deliver on-budget
processes, as companies mature they realize the
S&OP plan is an input into the budget process, but
that the budget process should never constrain the
S&OP process. The goal is to keep the S&OP pro-
cess aligned to the market. As shown in Table 2, this
is a characteristic of effective S&OP processes. As a
result, companies beginning their work on S&OP
should train the financial team and hit this obstacle

early.

I hope this helps you and your team to make the leap.
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Throwing the Light to
Drive Insights

I stumbled through the airport yesterday and found my way
to my seat on the plane from Brussels to Philadelphia.
(The joys of international travel.) While I wanted nothing
more than to close my eyes and sleep, the flight attendant
came down the aisle with a stack of newspapers. Mindlessly
filling time, I flipped through the paper until I landed on an
interesting article on the impact of e-cigarettes on the body.
The question in the article was "Is vaping safe?” The essence
of the article was that the leading expert on smoking, Johanna
Cohen from John Hopkins, in USA Today bravely admitted
that after four years of research that she did not know. I
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clipped her explanation and put it into my purse. I found the
writing beautifully described my dilemma:

"The degree of uncertainty isn't what makes science weak. It's
what makes science strong. You see, science doesn't happen with the
flip of a switch, but rather arrives incrementally as if by dimmer.
It's only completely illuminating when we've fully turned the knob.
And, the truth be told, we're never done turning the knob."”

I think of myself as a scientist. A researcher, of sorts.
When I started the work that I do at Supply Chain Insights, I
termed myself an analyst; and while everyone wants to put me
in the consulting bucket, I resist. To me a consultant works
with a company on a project basis to implement processes or
technology. I, on the other hand, am trying to figure out what
defines supply chain excellence. I invest 25% of the proceeds
of my small bootstrapped company into quantitative and
qualitative studies to understand trends in supply chain excel-
lence and gain insights on the views of business leaders.

In this journey, Johanna Cohen's concept of
the "dimmer" spoke to me. The research I am working on
started as deductive—with a set of fixed hypotheses and a
clear objective function. Over time, it has morphed. Today it
is inductive—where I let the data speak for itself. As I age, I
admit more and more that I don't have the answers.

When I started Supply Chain Insights, I hired a specialist
in consumer research to help me; and over time, 1 have
gained great joy in the design of surveys. While I am not as
good at the design and coding of the surveys as my research
expert, Heather Hart, together I think we make a good team.
Over the past nine years, I have learned a lot on how to de-
sign a survey. The work that we do is exciting, and slowly,

like turning the dimmer, I think that we are making progress.

120



In the larger business world our work is not well under-
stood. It is a new company with a new business model. We
invest in research and give it away freely. People scratch their
heads. We are mavericks.

The commercial model of the company is to make money
through speaking, research studies for others, facilitated
workshops, benchmarking, training, and events. The problem
is that there are many—consulting companies, technologists
and consortia—that term their work "research" and preach
best practices. I find most to have opinions, but little re-
search. There are many pundits and I think that we do not
have "best practices.”" Instead, I think we have emerging prac-
tices. I feel we need to apply research methods to gain an un-
derstanding of the future state.

Figure 1. Research Efforts of Supply Chain Insights

[}
o v0 Insights-
®s® BY THE NUMBERS: 4 YEARS (2012-Apr 2016)
6 322
Reports Global Surveys Webinars Shaman Blog
Summlts Pos
4 6,364 173
Books Training Survey Podcasts Shaman’s
Classes Responses Journals

In Figure 1, I share the work that we are doing at Supply
Chain Insights. To date, we have finished 68 research studies,
published 86 reports, and we sit on 6,364 survey responses.
We take research seriously. I think this why the newspaper
clipping speaks to me so vividly.
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The research that I am doing is very different from that
in academia. Academia looks to history and public citations as
research. It inches along very slowly. In my work at Temple,
to complete my Doctorate of Business Administration (DBA),
in the last year I immersed myself in the world of academia. I
have tried to do deep literature searches on the academic sup-
ply chain research in the journals. My struggle is that the field
of supply chain is relatively new and the research is very lim-
ited. It is weak. The body of research in academia is not up to
the standards of other fields like finance, corporate strategy,
or marketing.

There are also strange nuances. As the supply chain field
matures in academia, oddly, supply chain has found itself as a
strange bedfellow with marketing. Ironically, while great gaps
exist between supply chain alignment and marketing in the
world of manufacturing, in most schools, supply chain man-
agement is a field within the business school often reporting
to a marketing head.

Over sandwiches a couple of days ago at the OM Partners
event in Antwerp, I spoke to a supply chain leader who I ad-
mire. She is serious about training her team on supply chain
concepts and encourages all of her team to take the APICS
certifications. Convinced she needed to do the same, she took
the certification herself. Her dilemma was that she found the
materials old. Her comments were, "APICS is out of date. I
need a source of supply chain insights that is current.” This is
what we are trying to provide in a no-nonsense, Open Con-
tent research-based forum. I offer the research freely to both
APICS and CSCMP, but find each of the organizations im-
mersed in their own issues. I cannot change the world, but I

would like to be the dimmer switch that can slowly help sup-
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ply chain leaders understand how to drive supply chain excel-
lence. This is why we launched our new community, Beet
Fusion.

Let me give you an example. Many people ask me, "What
is the value proposition for Sales and Operations Planning
(S&OP)?" I have tried to answer this question many times
and in different ways. One of the most interesting pro-
jects that we recently completed is a study where we asked
companies to self-assess their S&OP processes on a scale of
1-7 based on perceived effectiveness. When we group the re-
sponses by Effective S&OP responses (scores of 6-7) versus
those that Do Not Feel That They Have an Effective S&OP
(1-5), we see distinct patterns in how they describe their or-

ganization. In Table 1, we share these differences:

Table 1. Characteristics of Effective S&OP

Supply Chain Descriptors*

Effective S&OP Other Gap (Effective — Other)

A B % Point Difference
Room for improvement 55% 79%A -24%
|Agile 45%B 14% 31%
Pull 35%B 17% 19%
Reactive 35% 71%A -36%
(Outside-in 29%B 2% 27%
IStrategic 26%B 10% 16%
Uncontrollable 6% 33%A -27%
Source: Supply Chait LLC, Sales & Oj Study (Jan-Sep, 2015)

Base: and sellitems they have $250M+in revenue, have a S&OP process — Effective S&OP (rated 5-7 on 7-pt scale)
(n=31), Other (rated 1-4 on 7-pt scale) (n=42)

Q32. For each of the following pair of words, please pick the one that best describes your company's supply chain today. § POINT SCALE

*Data show those rating it 1-2 or 4-5 on a 5-point scale; AB Higher than other group at 90% or higher level of confidence

So, would you like to work on a program that could help
an organization be more agile, strategic, and more in control?
A program that could help companies be less reactive? The
answer is an effective S&OP (with a 90% confidence level).
However, what defines an effective S&OP process? Compa-

123



nies rating themselves with stronger capabilities are more
likely to use supply chain planning systems, are more likely to
be able to produce a feasible plan in supply planning, and use
"what-if” analysis. We find that it is not one, it is many ele-
ments. One thing is clear to me, it does not happen without
the use of planning technologies.

Over coffee last week, I asked a supply chain leader to
comment on what makes a successful supply chain planning
organization? His response, "It is inverse to the number of
spreadsheets. Some of my planners have 500 per person. My
goal is to minimize this number." I agree.

So, in closing, I want to thank all of my readers for helping
us on our journey. It is our goal to write thought leading re-
search to help the industry, and with your help, I think that
we are making progress. We think that we are shedding light
on an important subject.
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SECTION 4

Building the Global
Value Chain






If I Had a Magic Wand

As an analyst, when technology providers acquire and di-
vest companies, [ get invited to pre-announcement con-
ferences. In these sessions the technology providers share
their rationale for the investment and invite questions. Re-
cently it was the acquisition of GT Nexus by Infor. The
transaction closes in 45 days.

Infor,a market consolidator of enterprise soft-
ware, currently has revenues of $2.8 billion in sales and about
$800 million in earnings before interest and taxes in the past
12 months. Despite numerous acquisitions and product de-
velopment efforts, SAP and Oracle are much larger industry
giants. In 2014, SAP posted revenues of $19.5 billion and Or-
acle with $38.3 billion.

Founded in 2002, under the name of Agilisys, Infor re-
branded in 2004. In the period of 2002-present, the company
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acquired/aggregated many applications. The most significant
for the supply chain market are assets from Baan, Formation
Systems, Fygir, Intentia, Lawson, MAPICS, Mercia, and SSA
Global.

The What

On August 13th, Infor announced the intent to purchase
GT Nexus for $675 million. Based on reporting from the
Wall Street Journal, the company hired Morgan Stanley to
shop the company and package it for sale in 2014 with an ex-
pected evaluation of $800 million. At this size there were few
possible suitors for the company. SAP and several other com-
panies passed on the opportunity. Today, G'T Nexus is pri-
vately held with 43% ownership by Warburg Pincus Equity
Firm. The transaction is significant for both the market and
for Infor. It's Infor's second largest acquisition. The largest
was the purchase of Lawson in 2011 for $2 billion.

GT Nexus began operations in 1998 using the name Tra-
diant. The company branded as GT Nexus in 2001 and pur-
chased Tradecard in 2013. With revenues estimated at $150
million, this transaction has a 4-5X multiple.

In the supply chain management technology market, his-
torically, Infor is a market consolidator, buying and integrat-
ing disparate software assets and assembling them into indus-
try solutions. The Infor ION architecture is a canonical en-
terprise model used to integrate disparate applications pur-
chased by Infor over the past decade. Infor's investment in
the Hook and Loop team created Ming.Li, a redesigned user

experience, to improve collaboration and ease of use.
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The So What? If I had a Magic Wand...
When I hung up the analyst call, I struggled with my emo-

tions. The Infor team presented the acquisition as an oppor-
tunity to extend ERP to the value chain, to automate inter-
enterprise order management and to sell more Infor solu-
tions. I think that it could mean much, much more for the
market.

Many of my Fortune 1000 global clients are struggling to
automate value networks. They each have a chartered project
that looks very similar. The goal is deeper analytics to sense
and respond across make, source, and deliver. (Most of them
have invested in both GT Nexus and other B2B solutions.
There is seldom one technology used within a manufacturing
company to connect B2B value networks.) The current mar-
ket offers no solution.

In this post, I share what I would wish for to help my cli-
ents. If I only I had a magic wand...
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I write this post in the form of an open letter to Charles
Phillips, the CEO.

Charles-

I listened to your analyst call yesterday. Congratulations on
Infor's acquisition of G'I" Nexus. The G'I" Nexus platform is an
important supply chain asset, connecting with over 25,000 trad-
ing partners globally. While the majority of supply chains are
connecting to their value networks today through spreadsheets
and email, clients of the G'T Nexus platform have taken an im-
portant step to automate the flows of the network through a ca-
nonical infrastructure supported by a many-to-many network.

In the industry, the G'T Nexus product is the platform of
choice for ocean visibility. With the larger ocean carriers and
port congestion, G'I" Nexus beconnes more and more important to
retail and manufacturing companies. It is clear. GT' Nexus is
one of the strongest providers of transportation visibility for the
global ecosystem. There is little functionality overlap between
G'T Nexus and the other B2B network providers like E2open,
Elemica, GHX, NeoGrid and SupplyOn. This is good news for
you and defines the greater opportunity. Based on the research
that we bave done at Supply Chain Insights, 1 feel the great-
er opportunity is three-fold. If I had a magic wand, these are the
areas I would like for you to attack:

1) Create a Network of Networks. By definition, ERP infra-
structure is inside-out. The movement of data in ERP technolo-
gies is from the enterprise out. Value networks synchro-
nize outside-in flows, using many-to-many architectures (sup-
porting flows from many companies to many companies as op-
posed to point-to-point interaction).

ERP technologies arve rigid and inflexible. Figuratively
speaking, supply chain leaders feel that they have been ERPed to
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death. Maintenance upgrades, high costs of customization, and
the inability to get data ave problematic. The work with GT
Necxus with many-to-many data flows could belp you create true
outside-in process flows for the value chain. It could give you a
vebicle to redefine the company to rise above the declining mar-
ket valuation for ERP solutions.

As shown in Figure 1, the gaps in inter-enterprise visibility
are large. Companies have automated the enterprise, but the
automation of the value chain offers great opportunities. This is
the opportunity.

In your sparve time, examine the market opportunity more
closely. There is a great market for a bolistic solution on supply
chain visibility. Historically, our approaches bave been too lim-
ited in scope and definition.

While many will compare you to SAP, it is not a comparison.
SAP purchased Ariba in 2012 for $4.2 billion, and the company
has been slow to actualize the asset and drive incremental reve-
nue. I am not surprised. The Ariba infrastructure is so beavily
entrenched in indirect procurement processes that it is hard to
adapt to the solution to manage direct materials in the supply
chain. With the G'I’ Nexus acquisition, you have a leg up with a
fully functioning solution that is operating with direct material
shipments. Now is your time to strike to build a network of net-
works.

What would this look like? Interoperability between GT
Nexus and the other B2B networks is the goal. I would like for
you to not look at these other players as competitors. Why? We
bave a market of niche solutions. Most companies use multiple
B2B networks because they have evolved to serve a part of a sup-
ply chain—source, make or deliver within an industry—uversus

a value chain solution that can connect industries.
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To capture the opportunity, if 1 waved my magic wand, 1
would like to see you drive the evolution of an integration stand-
ard to enable the G'T' Nexus platform to become the network in-
frastructure for all supply chain networks. The value chain
needs a solution that enables a network of networks with seam-
less interoperability.

2) Advanced Analytics. Most of the analytics today in B2B
networks are descriptive, and operate with a latency of days and
bours. The traditional EDI approach inserts a day of latency to
open and read documents. Value networks need data more
quickly and with greater insights. The opportunity is to deepen
both the analytics and the capability for G'T Nexus to use real-
time information and drive bigher levels of decision support.
Let's first examine the opportunity to deepen analytics.

The continuwm of analytics runs from descriptive to cogni-
tive. Google and many iPhone applications today offer prescrip-
tive analytics for traffic routing and driving for the consumer
market, but there are few examples in the supply chain technolo-
gy industry for the use of prescriptive and cognitive compu-
ting. Instead, most of the analytics are descriptive, enabling vis-
ualization with no contextual insights. Predictive analytics using
optimization belps companies to see better alternatives, but com-
panies need prescriptive analytics to drive insights and recom-
mendations. And, to take it a step further, cognitive compu-
ting—Ilearning systems to test and learn and adapt over time—
would drive even greater insights.

To accomplish the goal, technology companies need to embrace
the variety of data types. While ERP and current enterprise sys-
tems are transactional systems based on a vational database
structure, capturing the market opportunity requires a focus

on deeper math and rules-based engines, based on structured and
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unstructured data together. Unstructured data types like geo-
spatial maps, weather patterns, digital images, warranty infor-
mation, call-center logs, quality reports and contract document
information are not used today.

It is the opportunity. Build new systems for supply chain visi-
bility, using structured and unstructured data, to drive learning
systemns that can allow the network to test, adapt, and learn.

EDI and early forms of B2B networks define the current
state depicted in Figure 2. You bhave the opportunity to redefine

the solution and accelerate a new era of application.

Figure 2. Current State
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3) Benchmark Data and Early Alerting.

There is also an opportunity for the automated benchmark-
ing and the use of a B2B network as a syndicated data feed.
Companies need a real-time data source on performance. With
a sensing layer placed on the network, you can sense and share
important performance data

So, Charles, in conclusion, I think a great opportunity lies
before you. My advice? Don't stop with the automation of or-

ders, or the extension of ERP. Your customers have limited op-
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tions today. Functionally defined definitions from the past decade
dictate architecture design. It is not what the customer needs.
The functional applications of Customer Relationship Manage-
ment and Supplier Relationship Management are not the
right adapters, or connectors, of the enterprise to the larg-
er value network.

It is an opportunity to define value-chain architectures
which can work. As a vesult, I would love to see you use this ac-
quisition to capture a lavger technology market opportunity.
While you can envich the functionality by adding prediction and
interoperability, you will destroy the value of G'T Nexus if you
try to make it the platform to extend Infor. Good luck in your
journey. Let me know how I can help.

Congratulations and Good Luck!

The Shaman

Companies are seeking B2B solutions that offer interoper-

ability and depth of analytics. They need a new and deeper

capability for supply chain visibility. The race is on to enable
the network of networks. Infor, with the acquisition of GT

Nexus, has a powerful asset to deliver against the promise.

The question is, “Will they succeed?”

There is no clear answer.
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If Only I Could See Past
the Firewall

Supply Chain Operating Networks: The building of supply chain
applications using many-to-many architectures to connect multiple
parties to multiple trading partners to improve multi-tier supply
chain visibility, planning and execution to improve relationships in

extended value chains.

he winds of a recession are whipping. Trade winds are

changing. Globalization and localization are happening
simultaneously. Growth has slowed and customers are more
fickle. Yet, the supply chain organization cannot see. The
supply chain is safely tucked behind the firewall operating on
data that is late and out of sync with the market.
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My time on the European continent is busy. I am strug-
gling with jet lag. Last Thursday, I flew to Munich to meet
with SupplyOn. The company is a B2B Supply Chain Oper-
ating Network supporting automotive and aerospace indus-
tries. I like the SupplyOn functionality; and with great refer-
ences, I wanted to know more. My goal of the trip was to gain
new insights.

Today and Friday, I met with large European consulting
firms. Each are pushing very functional visions of the future
under the guise of the digital enterprise. Each sees supply
chain as a function within a functional enterprise. The vision
of the extended effective value network from the customer's
customer to the supplier's supplier is lost. The lack of vision
saddens me.

The large consulting partners are reeling looking for sig-
nificance with the downturn of the ERP market. Each has a
bench of ERP consultants and they are seeking the next new
thing. They are also struggling with internal politics. With
strong Indian outsourcing capabilities, they are pushing the
automation of processes through labor arbitrage strategies for
cheap labor for manual data manipulation. They are not driv-
ing new insights through the automation of the burgeoning
opportunities with new data types and technologies that ena-
ble streaming data and cognitive learning. Sadly, I find each
to have a limited view of supply chain analytics.

BPO concepts limits their thinking.
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An Old Gal on a Mission

I 'am on a mission to spark a new discussion to evolve sup-
ply chain concepts. In the next three months, I will speak at
over 20 events. The majority of manufacturing and retail
companies want better performing supply chains. The desire
and focus are to drive alignment, proactive processes and agil-
ity. The current state is reactive, slow and inside-out. The
vision of the tightly integrated efficient supply chain has
failed. The statement of, "Doing the same thing over and over
and expecting new and different results is insanity” is attributed to
both Franklin and Einstein, but I think is relevant to this dis-

cussion.

Current State

Today, the supply chain is evolving into a value network.
Companies are more dependent on third-party relationships.
However, automation enables enterprise efficiency not value
network effectiveness. Most companies cannot see beyond
their firewalls. I feel that it is ime to rewire our supply chain
thinking. This does not happen through conventional think-
ing. Instead, it happens through the adoption of new technol-

ogies and outside-in thinking.
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In our research, discrete industries—aerospace, automo-
tive, hi-tech, and semiconductor—rate themselves as per-
forming better, being more proactive and having greater
alignment. They are more mature on supply chain visibility.
Process industry leaders—chemical, consumer packaged
goods, food/beverage—have greater issues using data, with
software usability, and building effective connections to align
and build effective relationships with trading partners. Is it a
coincidence that process industry leaders have standardized
on SAP and blindly followed the SAP I'T-centric definition of
supply chain automation without holding SAP accountable to
build effective supply chain solutions for the extended value
network? I will let you draw your own conclusions. My view
is that both SAP and the large consulting organizations per-
petuate a very functional view of supply chain management
which is detrimental to building effective value networks.
Since most companies invested in the automation of the en-
terprise not the value network, visibility within the company
and the transportation network is a strength.

However, visibility of channel relationships—customer
orders and consumption/purchase—in the demand network
or the use and consumption of materials in the extended sup-
plier network is an ongoing issue. Consequently, the supply
chain is out-of-step with the market. The processes are large-
ly batch using data with great latency (orders and purchase
orders).

We have automated the enterprise, but not the network.
As a result, we have induced and exaggerated the bullwhip
effect in the value chain: there is great waste and opportunity
for automation of effective value networks (see Figure 2).
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Figure 2. Current State of Supply Chain Network Visibility

Supply Chain Visibility: Importance vs. Performance
(Rated 5-7 on 7-point scale)
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Source: Supply ChainlInsights LLC, Cross-Survey Analysis 2012-2015

Base: Manufacturers, Retailers, Distributors, 3PLs answering the question — Area is applicable, varies (n=252-259)

Please think about supply chain visibility. How important is it for your company to have visibility of the supply chain in each of the following areas?
How well do you think your company performs on having supply chain visibility in each of these same areas?

How sad of a statement is Figure 3? Despite two decades
of investment in enterprise solutions, companies today are
only good at email, fax or postal mail, but not in the automa-
tion of the extended network. Let's say this again. Good at
email? Spreadsheets? How sad is this?

Figure 3. Current State of B2B Connectivity

B2B Solutions: Importance vs. Performance
(Rated 5-7 on 7-point scale)
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Base: Manufacturers, Retailers, Distributors, 3PLs answering the question— Use solution (65-116)
For each of the B2B solutions that your company uses below, please indicate how important it is to your company.
And for these same B2B solutions, please rate its performance foryour company.
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Many companies that have depended on the extension of
ERP architectures to build value networks are dependent on
ERP messaging and portals, but this form of B2B automation
lacks bidirectional communication and an inter-enterprise
system of record. Let me explain the issue. Macy's is under
market attack. They are pushing back on suppliers. It is a bru-
tal environment. The changes for supplier trade are ever-
changing with greater punitive implications. However, Ma-
cy's communicates to suppliers through portals. The infor-
mation changes daily. As a result, without a persistence layer,
it is tough for suppliers to work through issues and track
needs. Macy's feels good about their portal strategy, but it is
ineffective for supplier coordination. As a result, out-of-
stocks reign and supplier teams spend endless hours debating
deductions.

Let me give you another example, I was speaking to a sup-
plier critical to delivering materials to the Caterpillar heavy
loader division last week. The supplier commented that it was
impossible to know what Caterpillar needs for direct materi-
als requirements at their factories. Why? They get over 5000
spreadsheets daily with each plant changing the requirements
multiple times a day. The issue? There is no system of record
with bidirectional agreements on supply.

Strong value networks and strong relationships go hand-
in-hand. In the building of global supply chains, in the last
decade, across value networks, outsourcing to third-party lo-
gistics, and contract manufacturing accelerated. While the
leaders that forged these relationships promised innovation
and acceleration of B2B networks, what happened was quite
different.
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As shown in Table 2, the contract manufacturing industry
is a weak model, and a risk for the hi-tech value chain. In the
building of the contract manufacturing model, brand owners
in the hi-tech value chain pushed cost and waste backward
into the value network creating issues with fair labor and so-
cial responsibility.

They did not automate the value network or take owner-
ship for their demand signal. The low margins, the transac-
tional nature of the relationships, and the lack of innovation
is a barrier for the hi-tech value network to move forward.
The process industry's reliance on the 3PL transportation

model is a similar dilemma.

Why Did We Not Evolve Value Networks in
the Last Decade?

There are many reasons, let's start with the investments in
technology. In the period of 2000-2005, the trading exchange
model was over-hyped, and the software largely under-
delivered against the business goals. In the heyday, there were
more than 80 trading exchange solutions. In 2000-2002, 1
used to get a press release weekly on the launch of new B2B
network models. i2 Technologies marketed industry-specific
solutions under the brand TradeMatrix that were largely
hype; but in this period, industry consortia evolved to push
industry-specific applications. The concept was that supply
chain leaders could collaborate within an industry to deliver
B2B capabilities for trade. Procter & Gamble led an initiative
for Transora. The solution implemented by PWC failed.
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During the initial round of funding, 49 leading consumer
products companies—The Coca-Cola Company, Diageo
PLC, The Earthgrains Company, Kraft Foods, Inc,
The Procter & Gamble Company, Sara Lee Corporation,
and Unilever, NV—contributed more than $250 million to
fund Transora. The solution failed. In automotive, Covis-
int—established by American automotive manufacturers of
General Motors, Ford and DaimlerChrysler—formed. In
2004, Compuware purchased Covisint.

Today, the company has changed the model and now fo-
cuses on OnStar automation and the Internet of Things. Sim-
ilarly, the Worldwide Retail Exchange (WWRE) sold to Ne-
ogrid in 2012. I could go on and list many more industry con-
sortia exchange models that failed, but I will not bore you.
Today, the Supply Chain Operating Networks, funded by
consortia investment, remaining are GHX, Exostar, E2open,
Elemica and SupplyOn. Hence my interest to understand
what drove success in the building of the business models of
the trading exchanges that are evolving in Supply Chain Op-
erating Networks.

My first take? I think it is a story of leadership. Dell drove
the E2open model. Airbus, Bosch and Siemens adopted and
evolved the SupplyOn model. Elemica strategies—driven by
the rubber manufacturers and BASF—were more success-
ful. I could go on and on. My second belief is that there are
too few business leaders. Prove me wrong. This is my mis-
sion.

I firmly believe that the concept of Supply Chain Operat-
ing Networks (a model that connects many partners to many
partners) makes sense and is the future backbone of the con-

nected value network. However, it is also clear to me that we
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have had lots of starts and stops, and few successes. I want to
learn why. My goal is to help business leaders sidestep the

issues.

Recommendations?

Lesson #1

My first learning is that we have a blind loyalty and belief
in ERP as the enabler for the extended value chain. There
have been too few leaders. The Gartner vision for ERP II in

2002 was destructive.

Figure 4. Confidence in ERP to Drive B2B Connectivity

100%

80%

60%

40%

ERP Confidence*

20%

0%

Visibility Performance*

Source: Supply ChainInsights LLC, Supply Chain Visibility Study (Oct 2013- Jan 2014)
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Q15. Please think about supply chain visibility. How important is it for your company to have visibility

of the supply chain in each of the following areas? SCALE: 1=Not at all important, 7=Extremely

important; Q16. How well do you think your company performs on having supply chain visibility in

each of these same areas? SCALE: 1=Poor, 7=Excellent; Q17. How confidentare you that your ERP

provider can give your company the supply chain visibility it needs in these same areas we asked

about before? SCALE: 1=Not at all confident, 7=Very confident

As shown in Figure 4, despite the fact that supply chain
leaders do not believe that ERP extensions will automate the
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value chain, they struggle to fight the ERP consolidation
momentum within the enterprise led by the CIO and the
CFO. The limited vision of the system integrators perpetu-
ates the belief in ERP as the backbone for the extended value
chain. We need to step back and fight this vision and invest in
emerging Supply Chain Operating Networks. Traditional
APS and ERP are enterprise data models and lack multi-tier
capabilities. Don't confuse the two.

For example, as much as Kinaxis talks about the building
of value networks and a control-tower vision, Kinaxis is an
enterprise data model automating one-to-one and not one-
to-many or many-to-many value networks. In contrast,
E2open is a Supply Chain Operating Network.

Lesson #2. Lack of Adaptors for the Extended Value
Chain.

The enterprise definitions of CRM and SRM do not ena-
ble the natural connection of value networks. To drive suc-
cess in value networks, build multi-tier capabilities in channel

and sourcing relationships side-stepping the use of both tradi-
tional CRM and SRM concepts.

Lesson #3. Build Strong Relationships in the Value Net-

work.

Own the network and build win-win relationships. We
have spent the last decade building win/lose transactional data
models. Supplier viability is an issue, and currently companies
give lip service to social responsibility. (Over 90% of compa-
nies have a social responsibility statement, more than 70%
have marketing claims on managing social issues (recycled,
lower energy, less waste), but only 22% of companies are au-
tomating and owning the value network where there is con-

sumption of 65% of non-renewable resources). Change the
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dynamic by owning the value network and automating bi-
directional flows and enabling systems of record between
trading partners. Make the world a better place. Reduce risk.
Don't just talk about reducing risk and improving collabora-
tion. It starts with defining win/win business model and au-

tomating network flows. It is time to act. Just do it!
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Insights on Building a
Customer-Centric

Supply Chain

‘Chin Music’ Definition: Idle Chatter, 1dle Talk or
Vague Explanations - Urban Dictionary

In my work as a supply chain analyst, and Founder of Sup-
ply Chain Insights, I attend many supply chain confer-
ences. On a day like today, when I am struggling with jet lag
and recovering from sleep deprivation, I tell my friends that I
attend more conferences than I would like to attend. Howev-
er, when I am well-rested and in a better state of mind, I re-
mind myself that supply chain conferences are a great way to
connect with people in a meaningful way. I treasure the dia-

logue and the connections. This is true even though it is a
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wicked toll on my body. (The impact of late planes with rain
delays and a midnight arrival is slowly dissipating as I write
this article.)

Customer segmentation, and building a customer-centric
supply chain, is a popular topic at conferences. When I sit
through sessions on building a customer-centric supply chain,
I am looking for case studies on how companies have applied
the concepts to drive greater value. The words from the
speakers sound good. The audience interest is high. Howev-
er, I usually leave the room disappointed. Why? The explana-
tions are vague and largely not implementable. “Chin music,”
I mutter, as I hear hollow words without concrete advice. To
help, and to start a more meaningful dialogue, in this blog
post I share my thoughts on building a customer-centric sup-

ply chain organization.

Reflections

My insights on the topic are now a decade old. In the fall
of 2008 I attended a major consumer packaged goods compa-
ny’s global customer team meeting. The topic was “Customer
First.” Excited to attend, I volunteered for the assignment.
Few companies have global customer councils. When 1
showed up as a speaker my first red flag was there was no
sales or marketing representation in the room. My second
signal was that the group was not clear on who was their cus-
tomer.

As the session progressed it became clear to me that the
leader’s vision was to do whatever the customer wanted, when
they wanted it, at whatever cost. (Sales-driven and customer-
driven concepts are often wrongfully used interchangeably.
They are distinctly different.) It was a very regional, sales-
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driven culture, and there was no clarity between a sales re-
quest and a customer requirement. As the session progressed
I became very uncomfortable. Why? The organization had
intense pressure from their financial team on costs, their cus-
tomer service (on-time delivery and case fill) was unreliable,
and the supply chain systems were not designed to manage

one-off customer requests.

The First Step in Building the Customer-
Centric Supply Chain Is Reliability

A frequent mistake on the journey is selecting the starting
point. I am firmly convinced that the first step in the delivery
of a customer-centric supply chain is reliability. A supply
chain that cannot fulfill promises will never get high marks
for customer service. Let me illustrate why with a story.

A month after completing this strategy session I was doing
a series of strategy days with two chemical companies in
Houston. They were competitors. (The names are not shared
due to NDA restrictions.) When it came to shipments, one
company (Company A) did whatever the customer requested,
while the second company (Company B) held the customer to
the contractual requirements. Company B, not Company A,
won the award for the most valuable supplier of the year.
Company B, not Company A, had the lowest costs. This may
sound illogical, but simply put, if a supply chain promises to
deliver many “one-off requests” and cannot deliver, it is
worse than ever saying “Yes” at all.

Company A got all the rush shipments and one-off re-
quests while Company B delivered reliably during normal
cycles and charged a higher rate for one-off hot-shot and
team shipments. Reliability matters. In my work with supply
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chain leaders I am firmly convinced that the leader must start
the customer-centric journey with a focus on reliability and

then execute the outside-in customer segmentation strategy.

The Second Step Is Understanding the Cus-
tomer. Map the Supply Chain from the Cus-
tomer/Channel Back.

Unfortunately, our inside-out enterprise architectures
constrict the flow of customer data to the supply chain organ-
ization. In the words of a supply chain leader that I had lunch
with yesterday, “The pipes of the organization from the cus-
tomer to the supply chain are constricted. It is hard to get
good information on the customer.” What do I mean by
mapping customer processes? Here we share seven places to

start.

1 - An Order Is Not an Order. A Customer Is Not a
Customer. Visibility Is Key.

In Figure 1, I share recent research on supply chain visibil-
ity. Channel visibility is an issue for most supply chain lead-
ers. An order is not an order. A customer is not a customer.
However the differences are not clear in today’s normal tech-
nology implementation. An order has many types: a rush or-
der, a turn order, new product launch fulfillment, a special
order, or a sales order to stuff the channel to fulfill a sales bo-
nus target. Fach should have a different priority; but, it is
hard to have an operational discussion without visibility.

Improving order visibility to enable action is one of the

first steps to improving reliability.
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Figure 1. Current State of Supply Chain Visibility

Supply Chain Visibility: Importance vs. Performance
(Rated 5-7 on 7-point scale)
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Q15. Please think about supply chain visibility. How important is it for your company to have visibility of the supply chain in each of the following areas? SCALE: 1=Notat
all important, 7=Extremely important

Q16. How well do you think your company performs on having supply chain visibilty in each ofthese same areas? SCALE: 1=Poor, 7=Excellent

2 - Define What Matters to the Customer. Align the Or-
ganization on the Tension between Special Requests

versus Delivery Reliability.

Sales teams are incented on volume. In contrast, the sup-
ply chain team is typically incented on costs. The two organi-
zations do not naturally align.

One-off campaigns add to supply chain complexity. The
greater the complexity of the campaign, the greater the chal-
lenge to deliver reliability. The dilemma is how to manage
through the issue. Many supply chain leaders feel like they
are in the vice-grips of special requests. If the supply chain
leader consistently turns down “special requests,” the organi-
zation sees the supply chain group as always saying “No” in
the face of the need for volume growth. Being “Dr. No,” and
seen as an obstacle to overcome, is problematic. It is less than
career enhancing.

How to get around the issue? Don’t hit this political issue
head first. Instead, go outside-in and learn from the custom-

er. Complete a customer assessment to understand the im-
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portance of one-off campaigns versus delivery reliability. Af-
ter the assessment, try to focus groups cross-functionally on
what really matters to the customer. Facilitate a clear under-
standing of the choice between responding to customer re-
quests versus sales programs. Then execute a program on
what really matters to a customer.

On this journey you will clearly see customer segments—
industries you serve, the size of customers, regions/geo-
graphies—have different requirements and expectations. Try
to define customer service policies around these “need states.”
Examples are lead times, minimum order quantities, type of
delivery service, return policies, and ASN documentation. In
the definition of policies, think creatively about incenting the
customer for good behavior. Here are some examples I have
encountered:

e Data Sharing. A major food company gives discount
pricing for data sharing by retailers. The greater the
frequency and data granularity, the deeper the dis-
count.

e Forecast Accuracy. A contract manufacturer shares
discount pricing based on forecast accuracy of the
customer. Forecast accuracy, and compliance to the
projected order pulls, is the basis for pricing.

e Shipping Standards. A major consumer packaged
goods company gives discounts for full trucks, even
layers, and preferential timing for dock door ac-
ceptance. Others provide discounts for slip sheets to
avoid the hassle of pallets.

e Pay-on-Performance Promotions. “Pay for per-
formance” promotions, or gain sharing, in the execu-

tion of trade promotions drives pricing.
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e Hands-Free Orders. A discount is given if the order

can flow hands-free with no touches.

To help companies with ISO 9001 compliance, and what
matters to the customer, we have been doing customer as-
sessments and comparing the voice of the customer to inter-
nal belief structures. An example, shown in Figure 2, demon-
strates the differences between the internal views of the sup-
ply chain teams and the customer. (If interested in doing this
type of survey, check out our capabilities on the Supply Chain
Insights website.)

3 - Use Scorecards Cross-Functionally.

Scorecards are a valuable piece of customer information.
In our research on scorecard usage, we find 2/3 of suppliers
actively review scorecard results cross-functionally. It is a
mistake to hold the scorecard within the sales or commercial
organizations.

When I review scorecards I find it useful to keep the key
elements of Figure 3 in mind. Why? In consumer products,
despite two decades of retail scorecard sharing, we have only
improved on-time delivery and shipment conformance.
Companies still have a long way to go in resolving bill-
ing/deductions, providing excitement in assortment, and re-
ducing costs. Like retail, in most industries the scorecards are
a great starting point for a discussion and yield great input,

but do not give teams a complete answer.
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Figure 3. Current State of Retail Scorecards

Primary Relationship Elements: Importance vs. Performance*
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Source: Supply Chain Insights LLC, Retail Scorecards Study (Jan— May 2014)
Base: Suppliers/Manufacturers and Retailers Who Work with Retail Scorecards (where retailer evaluates supplier) (n=61)
Q16. When you think about your primary [supplier][retailer] relationship, how important is each of the elements listed
below? SCALE: 1=Not at all important, 7=Extremely important (Rated 5-7 on 7-point scale); Q17. How would you rate
your primary [supplier][retailer] relationship on each of these same areas? SCALE: 1=Poor, 7=Excellent(Rated 5-7 on 7-
point scale); Q18. Please pick the 3 areas where scorecards have had the greatest positive impact on the your primary
[supplier's][retailer's] performance. Please pick no more than three.
*Rated 5-7 on 7-point scale

While scorecards are useful, they are not sufficient. A
more complete answer to manage/implement a customer-
centric supply chain is mapping the processes outside-in, and
gaining/using customer insight to drive supply chain design
and policy development.

4 - Implement Cost-to-Serve Analysis to Drive Actiona-
ble Results.

An effective way to align commercial and operational
teams is the implementation of cost-to-serve analysis. I firmly
believe that the successful implementation of cost-to-serve
analysis is one of the reasons for 1.’Oreal’s improvement.

What is cost-to-serve analysis? It is the analysis of supply

chain cost drivers by customer.
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An example, as shown in Figure 4, demonstrates that the
elements of supply chain costs vary widely by customer. In
the evaluation and alignment of these cost differences teams
can align and start to build the framework for a customer-
centric supply chain.

The implementation of a cost-to-serve analysis in con-
junction with a Sales and Operations planning effort im-
proves sales and operational alignment and helps to balance

one-off programs with customer needs.
5 - Get Good at Available-To-Promise (ATP).

ATP is an important element in ensuring reliability in cus-
tomer shipments. It sets the expectation on product arrival
with the customer. As the organization grows, and covers
more geographies, a good ATP signal becomes more critical.

To understand reliability compare the ATP given on an
order to actual performance and chart the reason codes for

deviations.
6 - Establish Listening Posts.

Social data, rating and review data, warranty data, custom-
er comment data, and distributor data comes to the organiza-
tion but is not used by most supply chain leaders. The design
and use of listening posts—to mine and use unstructured da-
ta—helps in market sensing for new products and channel
programs.

While the techniques to use Sentiment Analytics are new,
they are very promising. Anthony Volpe shared a great
presentation on this topic at our recent conference. Reference
our recent work with Lenovo to gain an understanding of

how this approach can help you.
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Figure 4. An Example of a Cost-To-Serve Analysis
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7 - Recognize the Differences in Supply Chains and De-
sign Buffers.

Within a company there are usually 5-7 supply chains with
distinctly different rhythms and cycles. In the mapping of
these differences use supply chain design technologies. This
analysis will use the cost-to-serve data as an input and will
evolve over time into customer-centric supply chain policies.

In this process use customer data; however, in this process,
trust, but verify. What do I mean? Don’t use customer data
blindly. For example, use customer forecasts only when you
understand the error and bias. As companies mature, network
design activities using customer data becomes a monthly pro-
cess.

I hope as you read this blog post that you believe these
seven points are more than just “chin music.” Building a cus-
tomer-centric supply chain happens through hard work, un-
derstanding what matters by customer segment, and building
customer-centric policies. We want to help. Let us know
your thoughts. We would love to continue the discussion in
the Beet Fusion community.

What is Beet Fusion? Beet Fusion is a community de-
signed for supply chain leaders around the world to have
healthy conversations on the evolution of supply chain prac-
tices. Our goal is to make it the Facebook, LinkedIn, Yelp,
and Monster for the supply chain community. Feel free to
post jobs in the community, engage in a discussion, or add
content. We hope to see you there. Visit the community at

www.beetfusion.com.
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Is Inventory Waste
or an Asset?

I am sitting in seat 4E on an evening flight to San Francisco
thinking about my day. It is Labor Day weekend in the
United States, and the plane is full. While many have a three-
day holiday this weekend, I will celebrate this Labor Day by
working.

Next week is the annual Supply Chain Insights Global
Summit, and Summit preparation is on my agenda for the
weekend. At the Summit it will be great to network with old
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friends, and share insights, but there will be no play for me
this weekend.

In the preparation phase for the Summit, I schedule plan-
ning calls with the speakers and panelists. This is a series of
preparation calls. This morning, I unexpectedly found myself
in the middle of a debate between my two panelists on the
Planning Benchmarking panel for the Summit. We were dis-
cussing the results of the planning benchmarking work that
we have just finished, and I was sharing some insights on in-
ventory management when one of the panelists emphatically
stated, "Inventory is a waste to manage. We feel so strongly about
this that we do not have an inventory planning role.” The other
panelist retorted disagreement. His feeling was that inventory
is an asset to manage. A heated debate ensued. The answer, 1
feel, is that "it depends.” Inventory is both. Companies need
to carefully manage the asset and mitigate the waste. The
successful answer depends on supply chain strategy and the
building of strong processes to manage supply. Each company
is different. Planning is not planning.

My Insights

While I agree that companies need to right-size inventory
to maximize ROIC and improve customer service, there are
many underlying decisions that I feel many companies do not
make consciously. The goal is to become consciously compe-
tent in managing the role of inventory in supply chain strate-
gy.

Inventory management is a complex subject. Recently,
through my analysis of the planning benchmarking work, I
have become fascinated with the role of inventory in the mar-

ket-driven value network. Before the benchmarking work, 1
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believed companies that were better forecasters would be bet-

ter at inventory management. This is no longer my belief. Let

me tell you why:

Shifts in the Form and Function of Invento-
ry. While forecast accuracy, if used well, can reduce
safety stock, what I find in the study of the global
multinational is the rise of cycle stock due to in-
creased item complexity, and the increase of in-
transit inventories due to longer freight lanes and
longer cycles in ocean transportation. Most supply
chain leaders hear the word inventory and instantly
think about safety stock management, but this is too
simplistic. The management of form and function of
inventory is essential to improve inventory turns in
this increasingly complex world.

Cycle Stock is an Opportunity for Most. Cycle
stock is most effectively managed through the suc-
cessful implementation of production planning. (Cy-
cle stock is the management of stock required to cycle
through production runs and procurement buys effec-
tively. It involves complex logic on batch size,
change-overs and production sequencing.) This plan-
ning technology is tricky to implement and many of
the technologies are not up to the task. With many
companies adding items to the product line, the man-
agement of the production rhythm wheel increases in
importance. The modeling of a feasible plan includ-
ing buffers and constraints is also critical.

Inventory Is the Most Important Supply Chain
Buffer. There are two buffers in the supply chain: in-

ventory and manufacturing capacity. The reduction
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of cost and improving asset utilization is usually the
charter of the supply chain team. As assets become
more and more utilized, manufacturing loses the abil-
ity to buffer volatility through manufacturing capacity
optimization. In parallel, with more and more manu-
facturing outsourcing, companies lose the capability
to buffer through the use of manufacturing capacity.
As a result, inventory becomes the critical buffer to
absorb demand and supply volatility.

Technology Cannot Help If We Don't Support It
Organizationally. More and more companies are
purchasing inventory technologies, but failing to give
planners time to plan. There is more and more need
for an inventory planning role to manage the form
and function of inventory and develop inventory
strategies. Buying the technology and not having clear
processes and accountability does not help. We are
still in our infancy in the use of multi-tier inventory
optimization technologies.

Rising Volatility. Most companies are not measuring
and adapting with volatility. Analyzing forecastability
of the item portfolio is a good starting place. The
second analysis is the measurement of the long tail of
the supply chain. As items proliferate, and markets
shift, the demand plan becomes more volatile. This is
the case for most, but it is not recognized. Embracing
demand and supply volatility is critical. Learn to
dance with uncertainty.

Forecast Consumption Logic Is an Opportunity
for All. The variation in error at the distribution level

in forecast consumption logicin the benchmarking



analysis was higher than I thought. It was shocking to
this old gal. I recommend that all companies measure
the MAPE of the forecast at the item level for the dis-
tribution center, and then ask themselves the ques-
tion "Why have we not implemented demand sensing to
improve replenishment?"

e Executive Understanding. One of the surprises for
me in the benchmark data is the gap in understanding
of inventory strategies by the supply chain executive
team. The concepts of planning and the management
of form and function of inventory are not well under-
stood. It takes training. The strategy requires careful
definition with finance. However, it is worth it. In-

ventory turns correlate to market capitalization.
Join the Debate...

I love an active debate and look forward to hearing your
feedback on the supply chain planning benchmarking work.
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Time for Value
Network 4.0?

“We can see the computer age everywhere, but in the
productivity statistics.” - Robert Solow, Economist, 1987

It’s a lazy day for me in Singapore. I spent a jet-lagged day
reading by the pool. I dragged The Rise and Fall of American
Growth by Robert J. Gordon to the Far East and digested 700
pages of economic analysis while enjoying the sun.

I know. Admittedly, I am a geek. Reading the old-
fashioned way is a joy for me.

As I closed the book, and prepared to go to bed, my mind
raced. I struggle with a hard cold fact. The impact on Total
Factor Productivity from the second industrial revolution—

fueled primarily by two inventions the combustion engine
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and electricity—stretched 50 years from 1920 to 1970. The
surge in Total Factor Productivity (I'FP) growth from the
third industrial revolution—associated with computers and
digitization was much shorter in duration lasting only ten
years during the period of 1994-2005. The third industrial
revolution was much shorter and smaller in impact. This res-
onated. Born in 1954 and a baby-boomer, I experienced both
of these periods.

I read Chapter 17 in the book on the difference in produc-
tivity impact of the two industrial revolutions many, many
times. It is worth the read. Gordon’s reason for the difference
in impact of the two industrial revolutions? His belief is that
there was less follow-on innovation from the third industrial
revolution. The impact of the third industrial revolution was
more limiting in its effect on the sphere of human activity.
The effect was primarily on office productivity and enter-
tainment, but not on manufacturing. The period of 2004-
2014 had a .4 percent TFP annualized growth rate down
from 1.03 percent for the period of 1994-2004. Gordon
writes, “The problem created by the computer age is not 1mass un-
employment, but the gradual disappearance of good, steady, middle-
level jobs that have been lost not just to robots and algorithms but
also to globalization and outsourcing to other countries using low
wages.”

I turned down my bed, amused by the coverage of the
primary election results of South Carolina and Nevada on
CNN. (Watching CNN in global travel is a bit comical.) As I
watched Donald Trump take the stage and thank South
Carolina and promise to make America Great Again, I
thought of the work of the German government on “Industrie
4.0.” The vision of industry 4.0 was presented in 2013. 1
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thought, “at least Germany has a vision.” Six design princi-

ples form the core of the mission:

1.

Interoperability: the ability for plant equipment (i.e.
workpiece carriers, assembly stations and products),
humans and Smart Factories to connect and com-
municate with each other via the Internet of Things
and the Internet of Services

Virtualization: a virtual copy of the Smart Factory
created by linking sensor data (from monitoring phys-
ical processes) with virtual plant models and simula-
tion analytics

Decentralization: the ability of cyber-physical sys-
tems within Smart Factories to make decisions on
their own

Real-Time Capability: the capability to collect and
analyze data and provide the derived insights immedi-
ately

Service Orientation: offering of services (of cyber-
physical systems, humans or Smart Factories) via the
Internet of Services

Modularity: flexible adaptation of Smart Factories to
changing requirements by replacing or expanding in-

dividual modules.

By definition, the networks and process definitions in the

German vision is currently limited to a single factory, but

there is recognition of the need by the committees to inter-

connect multiple factories across geographical regions. The

focus is on building 6C systems: connection (sensors with

networks), cloud (computing and data on demand), cyber

(models and memory), content/context (meaning and correla-
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tion), and community (sharing and collaboration and custom-
ization (personalization and value)).

Let me start by giving the Germans congratulations. Their
answer to the fall in growth and decline in productivity is so
much more attractive to me than United States politicians’
promises.

However, I don’t think even the German vision goes far
enough. Globally, why is there not a vision for Supply Chain
4.0? Or better still a vision for Value Networks 4.0? For me it
would enable the use of digital innovation to drive greater
value in value networks. It would improve the interoperability
between and among networks. The impact would be outside-
in from the customer’s customer to the supplier’s supplier;
and the signals would be real-time and bidirectional with a
focus on sensing and minimizing waste.

Stuck today, nine out of ten companies struggle to im-
prove performance at the intersection of operating margin
and inventory turns. Despite a focus on projects, continuous
improvement programs and functional process design, supply
chain leaders are unable to drive improvement in both of
these two important metrics. Corporate investments are in
operational (transactional processing) and productivity sys-
tems (email and office systems). Overall, companies lag in the
understanding of the potential of new forms of analytics. We
are very early in our journey to define the digital supply chain
and extend the concepts to building a digital, outside-in value
network(s).

Let me give you some examples. T'oday’s supply chains do
not sense. They respond. The processes are largely batch and
out of step with markets. Currently employees within compa-
nies hard-code master data. While supply chain leaders talk
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about being customer-centric, they cannot see and use cus-
tomer data. In fact, only 12% of companies can easily get to
total cost data. Digital innovation has transformed the office
and marketing, but not the supply chain. This is my mission.

My goal? Drive change to change the equation. Join us in
making a difference.
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SECTION 5

Supply Chain Metrics
That Matter






A Question from
the Audience

his month I presented research on the Supply Chain

Metrics That Matter to an audience of 500 at a logistics
conference in Mexico. At the end of the presentation, the
questions in Spanish came fast and furious. One from the
center of the audience stuck with me. A man in his early thir-
ties asked, "How long does it take to make real improvement on
the Supply Chain Metrics That Matter?"”

I smiled. The answer is analogous to "How long is a man's
legs?" Everyone wants a definite question, but the answer
is, "It depends.”

My response, "The average time to see improvement is

three years. However, it can take five and many do not see
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improvement at all." What makes the difference? Here is my

complete answer.

Background and Perspective

As I formulated the answer to the audience in my head,
the flashbacks were fast and furious. In the 1990's when I
worked for a software vendor and built presentations for the
sales groups, I firmly believed that it was twelve-to-sixteen
months. As an analyst at AMR Research and Garter Group
in the last decade, I believed that supply chain metrics im-
provement was possible in two-to-three years. However, in
this period, I was not actively studying balance sheet infor-
mation. Now, I am. In my work as the Founder of Supply
Chain Insights on the Supply Chain Metrics That Matter, 1
can see that it is much slower, and with more issues, than I
thought before. In my first decade as an analyst, I was naive.

In the past four years, at Supply Chain Insights, the team
focuses on understanding the patterns and drivers of the Sup-
ply Chain Metrics That Matter. As an organization, we sit on
ten years of supply chain income statement and balance sheet

data for global public companies and we are constantly trian-
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gulating the data and correlating the balance sheet data to
quantitative research projects to understand the trends. The
research is not easy. In the course of four years, we have
learned a lot, but are still refining the research methodolo-
gies.

As I talk to supply chain leaders, I find many misconcep-
tions. Surprisingly, I also find that while the majority of com-
panies want to improve cost and inventory, only 10% of pub-
lic companies are making progress on inventory and cost met-
rics at the same time. Few supply chain organizations recog-
nize this fact.

The results fly in the face of conventional wisdom. Most
companies feel that the supply chain is making great progress
on cost, customer service and inventory. They may be making
progress within a function, or project-by-project, or tracked
objectives in continuous improvement programs, but it is not
translating to the balance sheet and income statements.

Why is this? The supply chain is a complex system requir-
ing holistic thinking in the management of metrics. What we
see in the research is that a project may drive improvements,
but it is hard for the organization to drive systemic improve-
ments through a project-based focus. An improvement in
project X may offset improvements in project Y. In a similar
manner, many companies operate continuous improvement
programs, and believe that they are driving great improve-
ments on the Supply Chain Metrics That Matter, but an im-
provement in cost in a continuous improvement project can
quickly be offset by a shift in complexity.

In the research, we find that success cannot happen
through a project-based focus, a continuous improvement

program-based focus or a functional metric focus. Instead, it
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requires cross-functional alignment on the Supply Chain
Metrics That Matter. What are the Supply Chain Metrics
That Matter? These are the metrics that have the highest
correlation to an objective measure of value. We use market
capitalization (price of shares outstanding by the number of
shares outstanding in public markets) and Price to Tangible
Book Value in our research, and believe that companies
should manage the metrics of growth (year-over-year revenue
progress), operating margin, inventory turns, Return on In-
vested Capital (ROIC) and customer service (unit fill rates
shipped on time).

My Answer

The fastest progress of a company happens when there is:

e Continuity of Leadership. Progress is faster when
the leader stays in place for the journey. Leadership
disruption can halt progress. For example, in the time
that I have been an analyst (2000-2015), P&G has had
three leaders while Dow has had nine.

e Holistic Vision. When the leader understands that
the supply chain is a complex system with increasing
complexity, the rate of progress is faster. In contrast,
when the metrics are managed in isolation and com-
plexity is allowed to proliferate unchecked, supply
chain progress against the goals is slower.

e Alignment in Reporting Relationships. As shown
in Table 1, when source, make and deliver report to
the same leader, the progress is faster. There is faster
progress when there is a supply chain organization

that has been in existence for at least ten years.
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Thable 1. Characteristics of Supply Chains That Are Working Well

Characteristics of Supply Chains That Are “Working Well” vs. “Room for Improvement”*

“Working “Room for
Well” Improvement”
”m<m=:m ><m~m©m revenue
Process 57% 48%
Industry -
Discrete 27% 42%A
Have a supply chain organization 98%B 92%
Average # of functions reporting to supply chain 6.1 59
Supply Make (Manufacturing) 43%B 27%
. ake ianutacturing /o0 o
Chain
Supply Chain Planning (Supply) 83% 95%A
SC leader reports to C-Level / President 68% 2%
Supply chain visibility 41% 57%A
Cross-functional alignment 30% 55%A
M._Ot Five Have pain | Increasing regulations and compliance 28%B 14%
ements due to 3 % W
3 Product quality and supplier reliabili 28%B 12%
of Business Issues y Y i
Pain with... Executive team understanding of the supply chain 25% 38%A
Ability to use and access data 23% 48%A
Organizational change management 20% 38%A

Source: Supply ChainInsights LLC, Cross-Survey Analysis 2012-2015
Base: Manufacturers, Retailers, Distributors, 3PLs answering the question — Working well (varies, n=61-116), Room forimprovement (varies, n=77-178)

*Supply chain descriptors rated 1-2 or 4-5 on 5-point scale; AB Higher than other group at 90% or higher level of confidence



¢ Technology. Companies rating themselves higher on
using data, and supply chain visibility make faster
progress. In addition, companies that are better at
supply chain planning make faster progress.
The next question was, "How can companies make faster
progress?” My answer is:
e Build a guiding coalition.
e Align with sales and finance, and drive data-driven
discussions on complexity and cost-to-serve.
e Define a balanced portfolio and hold functional lead-
ers responsible for corporate metrics.
I hope this helps! I am almost done with my spring tour. I
have presentations in Barcelona, Peru and South Africa left in
May/June. I hope to see you in my travels.
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Activists at the Gate

Last week was my final road trip for the year. When the
plane touched down in Philadelphia I gave thanks to not
have to travel again for the next three weeks. While I love
working with clients, and gave thanks for the face-to-face in-
teraction, I am looking forward to a couple of quiet weeks of
downtime.

During my last trip of 2015 I spent a couple of days with a
publicly-held company in the Midwest. The company is out-
performing its peer group on operating margin, but the com-
pany is underperforming their competition in the areas of
growth and inventory turns.

In the morning we reviewed the team's strategy for 2016.
The focus was on costs (their area of strength), but not on
inventory or Return on Invested Capital. I find this often to
be the case. (Their inventory levels were three times that of
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their peer group.) When I pushed back, the team started to
remark that inventory growth was the result of complexity
and manufacturing strategies that they had no control of;
however, by the end of the session the group changed their
mind. They formulated a plan to bring their metrics back into
balance. They found they had more power than they thought.
The issue was focus. The problem is that teams often get la-
ser-focused on singular metrics and struggle to deliver on a

balanced metrics portfolio.

The Power of Supply Chain Strategy

Their stock is also underperforming to market, and during
the strategy day we discussed my recent article in Forbes on
the merger announcement of Dow/DuPont. I think supply
chain performance has a direct impact on market capitaliza-
tion. I also believe that if the company outperforms there is a
lower probability of shareholder activism. We find the high-
est correlation to market capitalization when companies de-
liver on a balanced portfolio of metrics, as opposed to a more
singular focus.

Why is this important? The team at the company is fearful
of shareholder activism. History is rich with lessons. R.J.
Reynolds. Nabisco. Kraft. Heinz. All of these companies
learned this lesson the hard way. Each company succumbed,
and was redefined by shareholder activism. This is also the
story of the Dow/DuPont merger. Both Dow and DuPont
struggled with activism over the course of 2015.

With the winds of recession gathering, investor activism is
increasing. Jana is currently attacking Conagra arguing that
the prior merger with Ralcorp Holdings was a strategic mis-
take. Activists argue that the companies have under-

184



performing stocks and restructuring could improve results.
Who will be next? Could it be the client in the Midwest?
Possibly. That is the fear of the group. I think that delivering
on a balanced portfolio is fundamental to this strategy.

What Can a Supply Chain Leader Do to De-
ter Activist Takeover?

In 2014 the S&P 500 and Nasdaq generated double-digit
returns while the Dow Jones Industrial Average returned
8.2%. Stock performance below these levels is considered an
"underperforming stock.” The longer the stock is underper-
forming against the peer group, the greater the risk of share-
holder activism.

Supply chain metrics have a high correlation to market
valuation. Market capitalization or valuation is the price of
the stock against the number of shares outstanding. In 2014
we tested which metrics have the highest correlation to mar-
ket capitalization.

In Table 1, note that across all industries days of inventory
has a high correlation with market capitalization. In our re-
search we find that the combination of high values of inven-
tory turns, Return on Invested Capital (ROIC) and operating
margins drives the highest levels of market capitalization.
While not a sure bet, and acknowledging that markets are not
rational, I believe that the higher performing supply chain

can improve market capitalization.
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However, this is hard to do. The supply chain is a complex
system, and the delivery on these results requires cross-
functional alignment, the management of complexity, and a
holistic strategy focused on the delivery of a balanced portfo-
lio of metrics. Most companies lose performance by focusing
on functional metrics and sub-optimizing overall perfor-
mance.

If we take a look at history, in the process industries, as
shown in Table 2, companies have elongated payables to im-
prove working capital and accelerate the cash-to-cash cycle;
but the progress on inventory turns in consumer products,
beverage, and pharmaceutical companies is deteriorate-

ing. What can we learn? What can a supply chain leader do?
Focus on Inventory.

This client, like many I work with, interchanges the term
inventory with working capital. The first step is recognizing
that they are not the same. Working capital is current assets
minus current liabilities. The cash-to-cash cycle is a contribu-
tory factor to freeing working capital. Cash-to-cash (C2C) is
a simple formula: days of receivables plus days of inventory
minus days of payables. While the supply chain leader cannot
do much to control receivables, the supply chain strategy is a
strong contributor to the inventory levels.

At this company, during this holiday, they are celebrating
and rewarding improvement on working capital with bonus
incentives; but, what they have really done is extended paya-
bles, but not improved inventory levels. In fact, the team has

gone backward in the management of inventory.

187



SUeYD A WOy paAus( ‘gL oz siybisu| urey) Addng :@2inog

%S A %8L¥ %92 %GW o\FN.Q %6EW ja1eddy jiejoy
%LC gee 89 S 6€0 %81

%84 %2V %Ly AN %9 LA ..\gmN.@ %LV |eannaseuneyd
%LZ ZLS GGl € €20 %8

%v A %CLW %91V %ELA %2V %8EW

%ve 1G€ 90¢ Z L0 %9 92IA3Q [E2APIN

0 o

%9V %W %0SA %L W %LEA %LEW

%vL SOy ol Ll €00 %9 ey Aiasolo
%8 LA %GSW % %LL ¥ %6 LW %GSW poo4
%02 125 oy L 0L0 %SG

%64 %y LV %LLV %C8V AN %ELVY %GV SpooY
%92 €ee ZL 8 L0 %S pabeyoed Jawnsuo)
%LTAN %ETV %ETA %tV %01V %SV

%L 18S 18 9 0L0 %8 IEAIMIRND
%9 LA ON %9v A %A ..\ow_.. v %LV abeionag
%vC 43 €6 4 6L°0 %6
%EIW %GSEW %8N %89W %2V %28V 6 dd
%LT 0ov o5l g 10 %l U ey

ymoln
enueAsy Aiysnpu|
1ea)\-18AQ-1B8 A

€102-9002) jJuswaAoidwi| pue aduUBW.IOLD :SalIISNpU| SS820.d

($)) @ekojdwzg o19h) suiny uibiep

194 eanuanay | ysen-oj-ysesn Kiojuanu) bupesedo

SILNISNPUT SSI00.1 JO 9183 JU2.LINT) *7 9[gE T,

188



To improve inventory levels the team needs to focus on
the form and function (see Table 3) of inventory with a clear
focus on having the right inventory in the right location to
maximize customer service. In this case the client's oppor-
tunity is in the area of cycle stock management in manufac-
turing planning. If they can tie the manufacturing schedule to
inbound customer orders they can do more direct plant

shipments and reduce overall inventory levels (and costs).

Table 3. Form and Function of Inventory

Form , Function

In-transit Inventories: Inventory that is on trucks, barges and containers. The
longer the trade-lanes and the slower the mode, the larger the requirements for
in-transit inventory.

Supplier owned
inventory: raw materials

Cycle Stock: In the planning of production, finished good production is cycled to
ensure that the production lines are fully utilized. The average rotation between
products on production lines in consumer packaged goods is three weeks

Company owned
inventory: raw materials

Work in process

inventory Safety Stock: Inventory requirements to buffer demand and supply volatility.

Finished goods at the

Seasonal Inventories: Inventories required to support seasonal builds.
company warehouse

Finished goods in the Promoted Items: Inventories to support the promotional lift to support a
channel promotion.

Back-Off on Payables.

While most clients speak of working capital and use the
term interchan