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Preface
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INTRODUCTION

A supply chain or logistics network is the system of organizations, people, technology, activities,
information and resources involved in moving a product or service from supplier to customer.
Supply chain activities transform natural resources, raw materials and components into a finished
product that is delivered to the end customer. In sophisticated supply chain systems, used
products may re-enter the supply chain at any noint where residual value is recyclable.
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Supply chain management (SCM) is the oversight ofimaterials, information, and finances as they
move in a process from supplier to manufagturer to Wholesaler to retailer to consumer. Supply
chain management involves coordinatingiand integrating these flows both within and among
companies. It is said that the ultimate goal of any effective supply chain management system is
to reduce inventory (with the assumption that products are available when needed).
Supply chain management flowssean be divided into three main flows:

e The product flow

e The informationflow
e The finances flow

The product flow includes the movement of goods from a supplier to a customer, as well as any
customer, returns or service needs. The information flow involves transmitting ordersand
updating\the status of delivery. The financial flow consists of credit terms, payment schedules,
and consignment and title ownership arrangements.
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What is Supply chain management?

A supply chain is the group of components (suppliers, distribution points,
transportation providers) necessary to bring your product from its raw material state
to the end user.

Supply chain management is the term used for controlling and regulating your supply chain.

A simple supply chain model consists of four components:

» Supplier supplies the raw materials &
o
» Manufacturer produces the pr uct(b

» Warehouse or Distribution Center stores and m roduct
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DDC replaces supply chain copsultants for the Warehouse / Distribution center piece of your
supply chain puzzle. ill talk to you about your needs, assess your current warehousing and
distribution needs ake recommendations on how you can make simple adjustments to save
you time and money while increasing your service levels and efficiency. We even offer transition
assistance t u notify suppliers, vendors, and clients.
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Supply chain management (SCM) is the oversight of materials, information, and finances as they
move in a process from supplier to manufacturer to wholesaler to retailer to consumer. Supply
chain management involves coordinating and integrating these flows both within and among
companies. It is said that the ultimate goal of any effective supply chain management system is
to reduce inventory (with the assumption that products are available when needed).

As a solution for successful supply chain management, sophisticated software systems with,\Web
interfaces are competing with Web-based application service providers (ASP) who promise’ to
provide part or all of the SCM service for companies who rent their service.

Effective supply chain management is an intricate loop, one that begins with the customer and
ends with the customer. In earlier days, the phrase Supply Chain Management meant assembly
lines, warehouses, truckers and time sheets. Traditionally, marketinggdistribution, planning,
manufacturing, and purchasing organizations operated independently aleng the supply chain.
These organizations functioned with their own objectives which were often conflicting. The
imbalance in the entire practice demanded for a mechanism which integrates different functions
together. Supply chain management is a strategy throughswhich,such integration can be
achieved.


http://searchsoa.techtarget.com/sDefinition/0,,sid26_gci213801,00.html
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History

The 1980s the term Supply Chain Management (SCM) was developed, to express the need to
integrate the key business processes, from end user through original suppliers. Original suppliers
being those that provide products, services and information that add value for customers and
other stakeholders. The basic idea behind the SCM is that companies and corporations involve
themselves in a supply chain by exchanging information regarding market fluctuations,
production capabilities.

Traditional logistics optimization to maximize the efficiency of the distribution sides

Starting in the 1990s several companies choose to outsource their supply chain/management by
partnering with a 3PL, Third-party logistics provider
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GOAL OF SUPPLY CHAIN MANAGEMENT
GOAL
» To reduce organization in efficiencies
The process of coordinating activities among
v" SUPPLIER
v PRODUCTION FACILITIES

v' DISTRIBUTION CENTRES AND
v CUSTOMERS

So that you can make and distribute the Right product at the Right time to the Right location at a

Minimum cost

While maintaining a Desired level of service.
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Components of SCM

1. Plan—This is the strategic portion of SCM. Companies need a strategy for managing all the
resources that go toward meeting customer demand for their product or service. A big piece of
SCM planning is developing a set of metrics to monitor the supply chain so that it is efficient,
costs less and delivers high quality and value to customers.

2. Source—Next, companies must choose suppliers to deliver the goods and services they need
to create their product. Therefore, supply chain managers must develop a set of pricing, delivery
and payment processes with suppliers and create metrics for monitoring and improving the
relationships. And then, SCM managers can put together processes for managing theiggoodssand
services inventory, including receiving and verifying shipments, transferring them tQ the
manufacturing facilities and authorizing supplier payments.

3. Make—This is the manufacturing step. Supply chain managers schedule‘the activities
necessary for production, testing, packaging and preparation for{delivery.“Fhis is the most
metric-intensive portion of the supply chain—one where companies arejable to measure quality
levels, production output and worker productivity.

4. Deliver—This is the part that many SCM insiders refer to,as"ogistics, where companies
coordinate the receipt of orders from customers, developia network of warehouses, pick carriers
to get products to customers and set up an invoicing System to receive payments.

5. Return—This can be a problematic part of the supply chain for many companies. Supply
chain planners have to create a responsivefandflexible network for receiving defective and
excess products back from their customers and’supporting customers who have problems with
delivered products.
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SUPPLY CHAIN MANAGEMENT FLOWS

we can be divided into three main flows:

SUPPLY CHAIN

MANAGEMENT FLOW

The information

\‘u'
(b&

» The product flow includes the movement of goodsyfrom a supplier to a customer, as well
as any customer returns or service needs.

The product
flow

flow

» The information flow involves transmitting arders and updating the status of delivery.

> The financial flow consists of ¢

ownership arrangements.&

rms, payment schedules, and consignment and title
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Elements of the Supply Chain

A simple supply chain is made up of several elements that are linked by the movement of
products along it. The supply chain starts and ends with the customer.

e Customer: The customer starts the chain of events when they decide to purchase a
product that has been offered for sale by a company. The customer contacts the
sales department of the company, which enters the sales order for a specific-quantity
to be delivered on a specific date. If the product has to be manufactured, the,sales
order will include a requirement that needs to be fulfilled by the produétion facility.

e Planning: The requirement triggered by the customer’s sales ordetwill be
combined with other orders. The planning department will create a production plan
to produce the products to fulfill the customer’s ordews. Tolmanufacture the
products the company will then have to purchase thie raw,materials needed.

e Purchasing: The purchasing department receivesalist of raw materials and
services required by the production department tol complete the customer’s orders.
The purchasing department sends purchase /orders to selected suppliers to deliver
the necessary raw materials to the manufacturing site on the required date.

« Inventory: The raw materialstare-reeeived from the suppliers, checked for quality
and accuracy and moved into theywarehpuse. The supplier will then send an invoice
to the company for the items they delivered. The raw materials are stored until they
are required by the productien department.

« Production: Based-on aproduction plan, the raw materials are moved inventory to
the production area. The finished products ordered by the customer are
manufactured using'the raw materials purchased from suppliers. After the items
have been.completed and tested, they are stored back in the warehouse prior to
delivery, to\the customer.

« _Transportation: When the finished product arrives in the warehouse, the shipping
department determines the most efficient method to ship the products so that they
are delivered on or before the date specified by the customer. When the goods are
received by the customer, the company will send an invoice for the delivered
products.
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Supply Chain Management LEVELS

To ensure that the supply chain is operating as efficient as possible and generating the highest
level of customer satisfaction at the lowest cost, companies have adopted Supply Chain
Management processes and associated technology. Supply Chain Management has three levels of
activities that different parts of the company will focus on: strategic; tactical; and operational.

Strateqgic

o Strategic network optimization, including the number, location, and size of warehouses,
distribution centers, and facilities

o Strategic partnership with suppliers, distributors, and customers, creating communication
channels for critical information and operational improvements such as cross docking,
direct shipping, and third-party logistics

o Product lifecycle management, so that new and existing products can be optimally
integrated into the supply chain and capacity management

« Information Technology infrastructure, to support supply chain operations

e Where-to-make and what-to-make-or-buy decisions

« Aligning overall organizational strategy with supply strategy

At this level, company management will be looking to high level strategic decisions concerning
the whole organization, such as the size and location of manufacturing sites, partnerships with
suppliers, products to be manufactured and sales markets.

Tactical

e Sourcing contracts and other purchasing decisions.

e Production decisions, including contracting, scheduling, and planning process definition.

« Inventory decisions, including quantity, location, and quality of inventory.

o Transportation strategy, including frequency, routes, and contracting.

« Benchmarking of all operations against competitors and implementation of best practices
throughout the enterprise.

e Milestone payments

e Focus on customer demand.

Tactical decisions focus on adopting measures that will produce cost benefits such as using
industry best practices, developing a purchasing strategy with favored suppliers, working with
logistics companies to develop cost effect transportation and developing warehouse strategies to
reduce the cost of storing inventory

Operational

« Daily production and distribution planning, including all nodes in the supply chain.

e Production scheduling for each manufacturing facility in the supply chain (minute by

minute).

e Demand planning and forecasting, coordinating the demand forecast of all customers and
sharing the forecast with all suppliers.
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e Sourcing planning, including current inventory and forecast demand, in collaboration
with all suppliers.

o Inbound operations, including transportation from suppliers and receiving inventory.

e Production operations, including the consumption of materials and flow of finished
goods.

o Outbound operations, including all fulfillment activities and transportation to customers.

o Order promising, accounting for all constraints in the supply chain, including all
suppliers, manufacturing facilities, distribution centers, and other customers.

Decisions at this level are made each day in businesses that affect how the products move along
the supply chain. Operational decisions involve making schedule changes to production,
purchasing agreements with suppliers, taking orders from customers and moving products in the
warehouse.
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WHY SUPPLY CHAIN MANAGEMENT?

In the 21st century, changes in the business environment have contributed to the development of
supply chain networks. First, as an outcome of globalization and the proliferation of
multinational companies, joint ventures, strategic alliances and business partnerships, there were
found to be significant success factors, following the earlier "*Just-In-Time", "Lean
Manufacturing™ and "Agile Manufacturing™ practices. Second, technological changes,
particularly the dramatic fall in information communication costs, which are a significant

component of transaction costs, have led to changes in coordination among the members of the
supply chain network

Supply Chain Decisions Are Made
Across Many Time Horizons, Facilities
and Organizations

LN
e S DN

S

Supply Manufacturing Distribution Demand


http://en.wikipedia.org/wiki/Just_In_Time_(business)
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Benefits of SCM
Companies implementing Supply Chain Management may realize benefits of SCM as:

+ Reduced inventory

+ Reduced distribution costs

#+ Reduced time to market

#+ Reduced market risks through effective co-ordination and communication
+ Improved quality of product/service

# Improved inventory management

# Increased ability to implement just-in-time delivery
# Increase in on-time deliveries

+ Increased factory responsiveness

« Order cycle time reduced

# Increased revenue

# Increased visibility of processes

< Increased customer service

+ Create competitive advantage
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Supply Chain Management Technology

If a company expects to achieve benefits from their supply chain management process, they will
require some level of investment in technology. The backbone for many large companies has
been the vastly expensive Enterprise Resource Planning (ERP) suites, such as SAP and Oracle.

Since the wide adoption of Internet technologies, all businesses can take advantage of Web-
based software and Internet communications. Instant communication between vendors and

customers allows for timely updates of information, which is key in management of the(supply.
chain.

SAP Supply Chain Management

Features & Functions

SAP SCM delivers a complete set of features and functions for building adaptive supply chain
networks. The application enables:

e Supply chain planning and collaboration — WithhSAPJSCM, you can model your
existing supply chain; set goals; and forecast, gptimize, and schedule time, materials, and
other resources. Supply chain planning functionality-enables you to maximize return on
assets and ensure a profitable match ofisupplysand demand.

» Supply chain execution — SAP SCM gnahles you to carry out supply chain planning and
generate high efficiency at the lowest pessible cost. You can sense and respond to demand
through an adaptive supply chain network in which distribution, transportation, and logistics
are integrated into real-time planning/processes.

e Supply chain visibility design and analytics — SAP SCM gives you network wide visibility
across your extended supply chain to perform strategic as well as day-to-day planning. The
application also enables collaboration and analytics, so you can monitor and analyze the
performance of yaur extended supply chain using predefined key performance indicators
(KPIs).

SAP Supply Chaig.Management (Business Benefits)

SAP SE€M tan help you transform a traditional linear supply chain into an adaptive network with
the f@llowing benefits:

e Faster response to changes in supply and demand — With increased visibility into the
supply chain and adaptive supply chain networks, you can be more responsive. You can
sense and respond quickly to changes and quickly capitalize on new opportunities.

* Increased customer satisfaction — By offering a common information framework that
supports communication and collaboration, SAP SCM enables you to better adapt to and
meet customer demands.


http://www.sap.com/solutions/business-suite/scm/featuresfunctions/planningandcollaboration.epx
http://www.sap.com/solutions/business-suite/scm/featuresfunctions/execution.epx
http://www.sap.com/solutions/business-suite/scm/featuresfunctions/visibilityandanalytics.epx
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Compliance with regulatory requirements — You can track and monitor compliance in
areas such as environment, health, and safety.

Improved cash flow — Information transparency and real-time business intelligence can lead
to shorter cash-to-cash cycle times. Reduced inventory levels and increased inventory turns
across the network can lower overall costs.

Higher margins — With SAP SCM, you can lower operational expenses with more timely
planning for procurement, manufacturing, and transportation. Better order, product, and
execution tracking can lead to improvements in performance and quality — and lower costs.
You can also improve margins through better coordination with business partners.

Greater synchronization with business priorities — Tight connections with tradi
partners keep your supply chain aligned with current business strategies and pri@kities,
improving your organization's overall performance and achievement of gob

o
N
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ISSUES TO SUPPLY CHAIN MANAGEMENT SUCCESS

Supply chain success just doesn't happen. It takes focus and effort across the entire company
organization and with outside suppliers and service providers. Logistics touches every part of a
company. So supply chain management must be multidimensional in its approach and scope.
And this takes process, people and technology. This is true whether you are a wholesaler, retailer
or manufacturer. And it is true if you are lean and need to be agile, flexible and collaborative.

Supply chains can be long and complex, stretching between different countries. A firm may)have
many customers, each with different order and shipment requirements and destinations. There
can be many suppliers, sourced from different cities and many countries. Each supplier may:
require instructions and planning as to lead times. All this work is done have produet available
when customers order.

There are internal needs too. These include where warehouses should be lgcated, both in the U.S.
and internationally; how inventory is forecast and allocated to eaclvwarehouse; how orders are
handled and shipments prepared and how production is assigned among plants and suppliers.

PROCESS. Process means a practice, a series of actions, donesfor a specific purpose, such as
satisfying customers. Customers demand and expect more from their suppliers; that is a fact
regardless your size or industry. And supply chain managementis critical to that customer
satisfaction.

Supply chain process is a flow of activities with the,goal of meeting the requirements of a
customer. It includes all internal functions, legistics,\distribution, sourcing, customer service,
sales, manufacturing and accounting. It in¢ludes,external companies. The series flows backward-
-from delivering each customer order eagh‘order as demanded back through the performance of
suppliers to provide needed finished4produets, components, parts and assemblies.

Process has structure. This compares'what some companies call "process” which may be a series
of repetitive, standalone transactions. Process has standardization with its understanding of what
must be done. With that4q plage, it also has flexibility to handle exceptions and changes that are
a reality of doing busifgss!

PEOPLE. People\make organizations and are important to supply chain success. They need to
have functional'expertise and skills. They need to know how to manage and operate warehouses,
inventorygtransportation, purchasing. They need both a tactical view for everyday business and a
strategi€,vision of where and how their function fits in the supply chain and how to make it
bettet,

People success is a function also of the corporate culture, how the company sees itself, defines
itself and operates, both internally and externally. The culture can be a facilitator of processes or
an inhibitor. If the company has myopia, then it negatively impacts its ability to respond in all
areas required.

Similarly, organizations, with their hierarchical design, create barriers to supply chain process,
which is horizontal. Organization silos can short circuit the supply chain process. Each silo can
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have its internal goals that can work cross-functionally to the process. Even though the focus of
the supply chain process is the customer, merchandising, logistics, finance and others may work
to optimize their role, but which may sub optimize the process.

TECHNOLOGY. Supply chain management is sometimes define, or incorrectly defined, in
terms of technology. Process can be defined as technology, with an overemphasis on hardware
and software, and not on the purpose of the process.

Software may be "sold" as the answer, the means, to supply chain nirvana. That can lgadito’an
over expectation by the user, which in turn can lead to disillusion with what is required to Set up
and operate the system and with the results actually achieved.

AN EXAMPLE WITH SUPPLIER MANAGEMENT

Every company has a position in Supplier Management. You arg“dealing with suppliers and/or
you are a supplier. This is a vital part of the total supply chain. And it must be aligned with the
goal of meeting customer requirements.

Supply chain visibility is a desired means to supply chaipeffectiveness. And that visibility need
may be greatest with the inbound part of the supply chain. This part of the total supply chain is
very complex and involves a significant financial obligation. Many purchase orders with many
supplier shipping diverse products from multiple plantsjand warehouses, both from the U.S. and
various countries and ports or airports canfe a stgnificant management challenge. Add in
different cultures, time zones and business/praetices the visibility need with a global supply
chain can be daunting. And the pressures imsupplier performance are great for all, wholesalers,
manufacturers, retailers and suppliers.

Supplier management as part ofxinbound supply chain requires process, people and technology. It
demands a process, not a seriessof purchase order transactions. It requires people with vision and
skills to manage the complexity'and to build the collaboration and deal with the flexibility
needed as sales and other events change the purchasing demands.

The people need 1o be linked. It requires technology to gain the needed visibility of purchase
orders, supplierssand transportation of what is going on and to use event management and
exception management to deal with all the vagaries that can occur.
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THEORIES OF SCM

o Resource-based view (RBV)

e Transaction Cost Analysis (TCA)

o Knowledge-based view (KBV)

o Strategic Choice Theory (SCT)

e Agency theory (AT) &
« Institutional theory (InT) O

e Systems Theory (ST)

o
« Network Perspective (NP) @
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ADVANTAGES OF A GOOD SUPPLY CHAIN

e The management gets to concentrate on core issues rather than distribution and supply as
it controls the supply chain from above rather than from within.

e The stock is stored lower in the supply chain, i.e closer to the consumer.

e Higher discounts can be made available to the intermediary as volumes are high.
e Short Lead Time for retailers.

e Retailers can concentrate on smaller operations.

e Transportation is cheaper.
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CONCLUSION

Supply chain success involves process, people and technology. It gives definition to the company
purpose. It enables all participants to know what is required. This in turn provides agility to
handle exceptions and to adapt to changes.

Having those three elements is important to having metrics, ones that are useful across the
organization. All three working together in a company provides coordinated, unified effortto use
supply chain management as a driving force in customer satisfaction and in having competitive
advantage, with service and productivity.
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