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Keeping
your focus

The SCOR project roadmap
can effectively integrate
supply chain strategy with
annual business strategy.

by Peter Bolstorff

flashpoints

An effective supply
chain strategy will take
aim at four areas of
potential change:

m customer behavior
m product flow

m system utilization

m CPFR

How do you takeyour company
to the next level of performance? If
you ask Brad Fitzgerad, it starts with
SCOR readiness throughout the entire
organization.

Fitzgerald is supply chain director
for data storage and color management
company Imation (www.imation.com),
a3M spin-off. Back in 1996, when the
Supply-Chain Council was formed,
Imation was an early adopter of the
process reference model, led on by
Fitzgerad's ready-a m-fire approach to
its SCOR deployment.

Firgt, Fitzgerald prepared everyone
in the organization — from the
president on down — to get ready to
use SCOR by understanding itsimpact
on the business. Then, his supply chain
team began to aim portions of SCOR
to selected projects, such as afinancia
infrastructure for performance.

Next, Imation launched a Supply
Chain Program Office, which alowed
the company to achieve parity cost.
And as of this past summer,
Fitzgerald's supply chain team was
ready to fire at the biggest target yet:
defining strategic changes— using the
entire SCOR project roadmap — to
achieve superior cost.

Asyour organization growsin its
knowledge and application of the
SCOR modéd, al levels of
performance can be effectively
improved. You might start by
addressing immediate deficiencies,
then move into establishing a supply
chain continuousimprovement plan.
By then, you're ready for bigger
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What is SCOR?

The Supply Chain
Operations
Reference model,
developed by the
Supply-Chain Council,
provides a standard
methodology for
managing supply chain
projects.

trophies, such as defining investments
to achieve strategic competitive
advantage. Just as arifle proves more
effective at alonger range than a
shotgun, the project roadmap helps
you to aim at the next level of
performance — and bigger supply
chain trophies.

Imation discovered that the biggest
prize of all wasitsintegration of the
project roadmap with its annual
business strategy and planning
processes. The company achieved this
by taking clear aim at four strategic
changes. customer behavior, product
flow, system utilization, and
collabor ative planning, forecasting
and replenishment (CPFR).

Customer behavior
Material flow is either evolved or
designed. A significant part of
evolution comes from your customers
— one contract at atime. A materia
flow strategy provides a set of guiding
principles to align customer/supplier
needs with your company’s
competitive requirements, based on
each contract.

Toillustrate this concept, one of the
SCOR model’s homework
assgnmentsisto produce a set of
invoices that show typical customer
buying behavior and the business
policies driving the behavior. It is
critica to understand theinvoice
elementsthat drive gross-to-net sales,
such as deductions, terms, programs,
credits, etc. Other invoice elements
include direct cogts (standard costs),
warehouse and freight costs, and
indirect costs, such as order
processing, purchasing and planning.

For the Imation team, the
competitive requirements to succeed in
the marketplace required achievement
of superior supply chain costs,

advantage delivery reliability, parity
responsiveness and parity asset
utilization. Using the invoice exercise
as agtarting point, the team identified a
base material flow to support the
company’s competitive requirements
and identified changes by customer to
achieve them. The materia flow was
easily configured to accommodate
customer needs beyond those provided
in the base.

Product flow

Product flow is either smple or
complex. A significant part of the
complexity hasto do with how well
your “go to market” strategy is
synchronized with your product Bill of
Materias (BOM).

Toillustrate, let’slook at another
SCOR homework assignment, which
requires the calculation of the total
number of possible material flow
combinations that need to be planned,
sourced, made and delivered. For
example, 150 finished goods, stocked
in five warehouses, shipped to 1,000
customers, comprised of 1,500
component parts, sourced from 1,000
suppliers, and made in three factories
have atheoretical potential of 750,000
routes to customer locations sourced
from atheoretica potential of 3,000
source routes.

For the Imation team, the asis cost
structure in place supported avery
complex configuration. Driving the
complexity from the demand side were
promotiona planstied to customers
who required packaging changes
supported by new part numbers, which
were sourced from the appropriated
manufacturing locations. Each business
planner had to submit aforecast and
establish asupply plan for each part
number in each distribution center. It
was an uphill battle al the way.



Using thisinformation as a starting
point, along with aleading business
practice called postponement, the
design team devel oped an effective
strategy to meet both the customiza
tion needsin ahighly promoted
market and simplify material flow.
Postponement delays final cus-
tomization of the product until the
order shows up. In this case, it changed
promoted items from make-to-
order/deliver-stocked product to
make-to-or der/deliver-to-order.

System utilization

System utilizationisidentical (in
manufacturing terms) to machine
utilization. Rather than taking raw
materials and producing widgets, a
system takes raw dataand produces
transactions. Aswith amaching, itis
the combination of people doing work
and the system running well that
produces good outpuit.

Four key transactions align with the
SCOR elements:. sales order (deliver),
purchase order (source), work order
(make) and planning events (plan).
There are two important planning
events as well: forecasts and
replenishment (or planned orders).

System utilization is comprised of
similar concepts to that of machine
utilization. Run-time (or up-time) is
the percentage of hours over a period
of time where the machine is actualy
producing transactions. Cycletimeis
the rate with which transactions are
produced (including manual work-
arounds). Yidd is calculated by
dividing the good transactions (no
rework, edits, inaccurate data, etc.) by
thetotd transactions. Productivity is
defined by good transactions produced
over adefined period of time. Run-
time, cycletime and yield all
contribute to overall productivity. Of
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course, productivity relates directly to
cost and indirectly to a company’s
ability to e-enableitsdlf.

Asan example, the Imation team
discovered that pricing complexity
impacted overal system utilization in
two ways. Firgt, it negatively impacted
the cycletime of SCOR'’s Process
Inquiry and Quote because system
functionality was not turned on; each
guote was amanual exercise.

Second, and more importantly, it
negatively impacted overall sales
order yield. Inaccurate pricing,
manual entry and rework contributed
to poor sales order yield, which
impacted costs, receivables and
gross-to-net sales.

CPFR

Sales strategy must support — and be
supported by — supply chain strategy.
It isimportant to design strategy
around leading practices— such as
CPFR — that can support both.

In short, CPFR is a business growth
modd to improve gross margin
return on investment (GMROI) at the
customer (retail/distributor) level and
increasing sales at the manufacturer
level through more effective use of
inventory. The core concept issimple:
Jointly create business rules to develop
aforecast, and automatically replenish
products to maintain a service level of
zero stock-outs.

CPFR consists of nine steps:

1) Develop front-end agreement
(annually);

2) Cresate joint business plan (semi-
annually/quarterly);

3) Collaborate with sales forecast
(monthly/weekly);

4) |dentify exceptionsfor sales
forecast;

5) Resolve/collaborate on
exception items;

Points to ponder

®m Understanding customer
behavior through invoice
illustrations helps align
your customer needs,
business policies and
competitive requirements.
It's all there: delivery, lead
times, costs and assets.

®m Having the SCOR mentality
in place makes projects go
faster. You can execute
the project roadmap 25%
faster by having the
SCORcard and P&L
(profit-and-loss) hotlinks
already in place.

m The SCOR roadmap can be
synchronized about four
months in advance of your
planning and budgeting
process to facilitate
program-based forecasts.

m The SCOR project roadmap
can help with big and
small issues; you don’t
need to use it all to
save money.

"
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6) Order forecast collaboration planning event a more productive
(monthly/weekly); process.
_ 7) ldentify exceptions for order
Related articles forecast; | o
8) Resolve/collaborate on exception Hitting the target
Peter Bolstorff's entire Keeping items; and The SCOR project roadmap can be
SCOR series is available in the 9) Order generation (weekly/daily). effectively used at multiple performance
Article Archive at SCOR is able to take these steps and levels: diminating deficiencies,
www.supplychaintech.com engineer the necessary work and establishing a continuous improvement
Author search: Bolstorff information flow to accelerate the process, and defining strategic supply
implementation of the practice. The chain investments to support competitive
Imation team used the SCOR roadmap in  advantage.
the context of a collaboration aready The Imation team took aim at defining
begun at one of its key accounts. It also avery smple set of strategic changes for
provided a roadmap for appropriate taking the company to the next level of
technology investments to make the superior performance. <

1 Peter Bolstorff is senior management consultant with Minneapolis-based
PRAGMATEK Consulting Group Ltd., an e-business and management consulting firm
offering supply chain performance services. He chairs the SCOR Integration Committee
and the Supply-Chain Council’s Technical Committee, and designed the Supply-Chain
Council’s executive education series to aid in the successful implementation of SCOR.

To reach Peter Bolstorff: peter.bolstorff@pragmatek.com
For more about PRAGMATEK: www.PRAGMATEK.com
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About SCOR

The Supply Chain Operations Reference model (SCOR) has been developed by the Supply-Chain Council and
is SCTN's recommended implementation model for SCM initiatives. While the author of this article is
affiliated with the Supply-Chain Council, this article was prepared under the direction of SCTN and was not
subject to prior review or approval by the Supply-Chain Council or any of its members/affiliates.
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