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Best Supply Chain Management Programs — 2018
AF Supply Chain Management Challenges
What is SCM?

Supply Chain Operations Reference (SCOR) Model
-Plan, Source, Make, Deliver, Return, Enable

Supply Chain Management: Processes, Partnerships, Performance
-Process Links
-Supplier Relationship Management
-Customer Relationship Management
-Demand Management
-Order Fulfillment
-Customer Service Management
-Manufacturing Flow Management
-Returns Management

s Ajr University: The Intellectual and Leadership Center of the Air Force s
Aim High...Fly - Fight - Win
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The AFIT of Today is the Air Force of Tomorrow. m——

The curriculum includes courses in statistics, operations
research, organization and management theory, inventory
systems, transportation and strategic mobility, maintenance
and production management, financial management, and
economics.

4 &
R

Program integrates topics from manufacturing operations,
purchasing, transportation, and physical distribution into a
unified program. The program offers integration among
these critical, value-adding components to enhance global
competitiveness.

Refers to the processes of creating and fulfilling demands
for goods and services. It encompasses a trading partner

Ga rtnelf@ community engaged in the common goal of satisfying end

customers.

The business process of managing the complex interaction

FORRESTER of products, materials, equipment, labor, and cash as they

flow through the supply chain and fulfill customer demand.

Air University: The Intellectual and Leadership Center of the Air Force
Aim High...Fly - Fight - Win
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The AFIT of Today is the Air Force of Tomorrow. Smm——
Listed Areas of Interest

Creating and Fulfilling Demands
Economics

Financial Management

Inventory Systems

Global Competitiveness

Maintenance and Production Management
Manufacturing Operations

Operations Research

Organization and Management Theory
Purchasing

Satisfying End Customers

Statistics

Trading Partners

Ga rtr‘e“D Transportation and Physical Distribution

Transportation and Strategic Mobility

Managing the complex interaction of products, materials,

F o | equipment, labor, and cash as they flow through the supply
ORRE STER chain and fulfill customer demand.

Air University: The Intellectual and Leadership Center of the Air Force wmmm—
Aim High...Fly - Fight - Win
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DoDM 4140.01-V1, February 10, 2014

Supply Chain - The linked activities associated with
providing materiel from a raw material stage to an end user
as a finished product.

Materiel Management - That phase of military logistics that
includes managing, cataloging, demand and supply
planning, requirements determinations, procurement,
distribution, overhaul, and disposal of materiel.

SUPPLY CHAIN STRATEGIES

(4) Use the supply chain operational reference processes of plan, source, make and maintain, deliver, and
return as a framework for developing, improving, and conducting materiel management activities to satisfy
customer support requirements as efficiently as possible.

SUPPLY CHAIN PROCESSES

a. Conduct demand and supply planning to optimize the use of DoD supply chain resources in meeting
established support strategies and collaborate between supply support providers and their customers. Size
secondary item inventories to minimize total DoD supply chain costs while meeting peacetime, war, and
other high tempo requirements.

SUPPLY CHAIN BUSINESS PRACTICES
a. Continually monitor and adopt or adapt emerging business practices to provide best-value, secure materiel
and services, improve DoD supply chain performance, and reduce total life-cycle systems cost.

s Ajr University: The Intellectual and Leadership Center of the Air Force vmmmm—
Aim High...Fly - Fight - Win
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Notable Directed Activities

Structure materiel management to provide responsive, consistent,
and reliable support to the warfighter during peacetime and war.

Consider all life-cycle costs associated with materiel
management, including acquiring, distributing, transporting,
storing, maintaining, repairing, protecting, and disposing.

Employ risk management strategies to identify and assess
potential supply chain disruptions.

Perform materiel sourcing and acquisition, manage sourcing infrastructure, and apply
total life-cycle support management to supply chain materiel management.

Manage requisitions, orders, distribution depots and other storage locations, and
transportation networks and other delivery infrastructure.

Apply the highest levels of materiel accountability and asset visibility to the

stewardship of critical safety items (CSI) and controlled inventory items (CII).
Air University: The Intellectual and Leadership Center of the Air Force
Aim High...Fly - Fight - Win
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SCM Overview Summary
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The AFIT of Today is the Air Force of Tomorrow.

SCOR Practices http://www.apics.org/docs/default-source/scc-non-research/apicsscc_scor_quick_reference_guide.pdf
A practice is a unique way to configure a process or a set of processes. The uniqueness can be
related to the automation of the process, a technology applied in the process, special skills
applied to the process, a unique sequence for performing the process, or a unique method for
distributing and connecting processes between organizations. All practices have links to one or
more processes, one or more metrics and, where available, one or more skills.

SCOR Practices are classified to simplify identification of practices by area of interest:

Business Process Analysis/Improvement Planning and Forecasting

Customer Support Production Execution

Distribution Management Product Lifecycle Management
Information Management Purchasing /Procurement

Inventory Management Reverse Logistics

Material Handling Risk/Security Management

New Product Introduction Sustainable Supply Chain Management
Order Engineering (ETO) Transportation Management

Order Management Warehousing

People Management (Training)
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Supplier Side Activities

Supply Chain Operations Reference -\ 1
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The AFIT of Today is the Air Force of Tomorrow.
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)
Upstream Activities _ Downstream Activities
Focal Firm <€ >
@
c
| SCOR Model Core Processes | 2
S
Plan Source Make Deliver Return Enable )
=
2}
Business Process Analysis/Improvement Planning and Forecasting %
Customer Support Production Execution S
Distribution Management Product Lifecycle Management Q
Information Management Purchasing /Procurement <
Inventory Management Reverse Logistics ?T;
Material Handling Risk/Security Management 7
New Product Introduction Sustainable Supply Chain Management
Order Engineering (ETO) Transportation Management
Order Management Warehousing
People Management (Training)

e Ajr University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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--Outsourced manufacturing was seen as a
way to minimize or eliminate those
manufacturing functions which were not
considered a core competency or which did
not directly add to competitive advantage.

35-year Outsourcing Shift ... and Anticipated Manufacturing Shift

Outsourced Manufacturing Opportunity Spectrum

Overseas Qutsourcing
(e.g., China) /

Nearshore Outsourcing /
(e.g., SouthAmerica) /
/
7 Rearshore Outsourcing / ‘?6??
I (e.g., North America) L
z0 't &
D I
6‘:6 National Qutsourcing II §'~‘ 9
(Within U.S.) / &
) 1 25
Regional ;¥ q§‘
Qutsourcing / ésl

Local
Qutsourcing

Focal Firm
(Insourcing

SCOR Model - Example

Research Baseline
The AFIT of Today is the Air Force of Tomorrow.

ECHNOLOGY

Outsourcing Drivers (23)
-Contract Strategy
-Cost Savings/Reduction
-Focus on Core Competence
-Global Supply Chain Risks
-Globalization of Business
-Human Resources
-Improve Productivity
-Integration of Info. Technologies
-Just-in-Time Complexities
-Leverage Supply Chain Management
-Need for Expertise
-Outsourcing Risks
-Performance Consequences
-Proprietary Systems Profitability
-Quality
-Rapid Growth
-Regulatory Change
-Service Improvement
-Supplier Market Power
-Supply Chain Infrastructure Investment
-Supply Chain Integration
-Technical Advances
-Upgrade Information Technologies

s Ajr University: The Intellectual and Leadership Center of the Air Force s
Aim High...Fly - Fight - Win
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The AFIT of Today is the Air Force of Tomorrow. S——
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Protocols:

Sampling Strategy — Participants (Firm-level Unit of Analysis) and cases were
selected within the manufacturing and manufacturing material support industries for
analysis as a means for controlling for variation across industries.

23 Executive-level Research Collaboration Partners:

AerodJet, American Axel Manufacturers, Boeing, Chrysler, Cox Manufacturing,
Deere & Company, Evenflow, E&R Industrial, GEXPRO, Grainger, Kimberly Clark
Professionals, Lockheed Martin, M2 Global Technologies, PEPSICO, Pratt &
Whitney, Royal Australian Air Force, Stanley Proto, Storeroom Solutions, Sulzer
Metco, The Triumph Group, Westinghouse and WESCO.

Process:
Semi-structured Interviews — Participant assessment of 23 ‘outsourcing’ drivers and
relationship to ‘insourcing’ decision(s) — Digitally Recorded and Transcribed.

lterative Coding, 14 Unique Case Studies, Within / Cross Case Analysis Performed

Air University: The Intellectual and Leadership Center of the Air Force v
Aim High...Fly - Fight - Win
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% Research Findings

The AFIT of Todav is the Air Force of Tomorrow. s
Insourcing Drivers (14 Case Studies)

Tactical Influences—factors closely linked to firm-level achievement of near-term customer
service, financial management, production, and resource utilization goals:
-Cost Savings/Reduction; Performance Consequences; Improve Productivity; Need for Expertise;

Quality

Strategic Influences—factors for which the firm’s managers develop and position resources
in response to anticipated mid-term changes in internal or external conditions:

-Focus on Core Competence; Service Improvement; Supplier Market Power; Technical Advances;
Global Supply Chain Risks; Outsourcing Risks; Just-in-Time Complexities; Supply Chain
Infrastructure Investment; Regulatory Change; Rapid Growth

Enabling Influences—factors which support achievement of the firm’s long-term, intra- or

inter-firm objectives:

-Leverage Supply Chain Management; Supply Chain Integration; Contract Strategy; Human
Resources; Proprietary Systems Profitability; Globalization of Business; Integration of Info.
Technologies; Upgrade Information Technologies

ECHNOLOGY

Influential Grouping
Insourcing Justification Tactical Strategic Enabling
#1 Influence 11 3 0
#2 Influence 9 5 0
#3 Influence 13 1 0

Aim High...Fly - Fight - Win

s Ajr University: The Intellectual and Leadership Center of the Air Force v
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a. Manufacturing relocation decisions are primarily made in response to one or more trigger
events: unanticipated costs increases from the manufacturer, inability of the manufacturer
to consistently meet quality and delivery standards, and the need to improve the firm’s
internal equipment and capacity utilization to better distribute overhead costs

Tactical Influences Strategic Influences Enabling Influences
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b. The current manufacturing relocation shift is not perceived by manufactures as a long-term
business strategy (as is/was outsourcing)—seeking cost, quality, productivity improvements
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Industry Perspective / Lessons Learned: Manufacturing relocation
decisions based exclusively on models such as Total Cost of Ownership
(TCO) will not deliver anticipated near-term costs savings

Financial Factors

Cost-hased

Total Cost of Ownership Decision Relocate
Making

Re-evaluate
Assumptions

No

Some TCO models may include upwards of 20 or 30 different data elements
which are required in order to populate the full model. For large firms, with
experienced staffs qualified to create the objective financial data or develop
assumption-driven financial data, running full-scale TCO models may be
appropriate (Ellram and Voss, 1995)
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Firms must have access to information concerning the complexity of the
outsourced manufacturer’s manufacturing and supply chain processes
in order to fully evaluate ‘as-is’ outsourced functions against ‘to-be’
manufacturing relocation opportunities.

Financial Factors

Multi-tiered upstream supply
chain structures become
more complex the longer
N Timely, Accurate a.nd ReIo<.:a.tion they are in place and tend
Process Complexity Factors SRR e to add significant costs to
Engineering Design and manufacturing processes
Manufacturing (Bozarth et al., 2009).

Total Cost of Ownership

Supply Chain Structure

Industry Perspective / Lessons Learned: Firms lacked a detailed
understanding of process complexities embedded in their outsourced
manufacturing relationships--needed to access process-related information
in order to fully evaluate the ‘as-is’ manufacturer against any ‘to-be’
relocation opportunity.
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< Plan Source Make Deliver Return Enable @
10 )
N Business Process Analysis/Improvement Planning and Forecasting %
5 Customer Support Production Execution >
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics Z'-T;
2 Material Handling Risk/Security Management 7

New Product Introduction Sustainable Supply Chain Management

Order Engineering (ETO) Transportation Management

Order Management Warehousing

People Management (Training)

L J & J
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The AFIT of Today is the Air Force of Tomorrow.

) )
Upstream Activities Downstream Activities
> Focal Firm <€ >
n @
2 | SCOR Model Core Processes | 2
> o
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< Plan Source Make Deliver Return Enable @
10 )
N Business Process Analysis/Improvement Planning and Forecasting %
CTJ Customer Support Production Execution S
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics ?T;
2 Material Handling Risk/Security Management 7
New Product Introduction Sustainable Supply Chain Management
Order Engineering (ETO) Transportation Management
Order Management Warehousing
People Management (Training)
L J & J

Structure materiel management to provide responsive, consistent, and reliable support

to the warfighter during peacetime and war.

Air University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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The AFIT of Today is the Air Force of Tomorrow.
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Upstream Activities Downstream Activities
> Focal Firm <€ >
n @
2 | SCOR Model Core Processes | 2
> o
= . 3
< Plan Source Make Deliver Return Enable @
10 )
N Business Process Analysis/Improvement Planning and Forecasting %
CTJ Customer Support Production Execution S
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics ?T;
2 Material Handling Risk/Security Management 7
New Product Introduction Sustainable Supply Chain Management
Order Engineering (ETO) Transportation Management
Order Management Warehousing
People Management (Training)
L J & J

Consider all life-cycle costs associated with materiel management, including acquiring,

distributing, transporting, storing, maintaining, repairing, protecting, and disposing.

Air University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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The AFIT of Today is the Air Force of Tomorrow.

) )
Upstream Activities Downstream Activities
> Focal Firm <€ >
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2 | SCOR Model Core Processes | 2
= @)
= ] 3
< Plan Source Make Deliver Return Enable @
10 )
N Business Process Analysis/Improvement Planning and Forecasting %
CTJ Customer Support Production Execution S
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics ?T;
2 Material Handling Risk/Security Management 7

New Product Introduction Sustainable Supply Chain Management

Order Engineering (ETO) Transportation Management

Order Management Warehousing

People Management (Training)

L J & J

Employ risk management strategies to identify and assess potential supply chain

disruptions.

e Ajr University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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Upstream Activities Downstream Activities
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2 | SCOR Model Core Processes | 2
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10 )
N Business Process Analysis/Improvement Planning and Forecasting %
CTJ Customer Support Production Execution S
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics ?T;
2 Material Handling Risk/Security Management 7
New Product Introduction Sustainable Supply Chain Management
Order Engineering (ETO) Transportation Management
Order Management Warehousing
People Management (Training)
L J & J

Perform materiel sourcing and acquisition, manage sourcing infrastructure, and apply

total life-cycle support management to supply chain materiel management.

Air University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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CTJ Customer Support Production Execution S
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics ?T;
2 Material Handling Risk/Security Management 7

New Product Introduction Sustainable Supply Chain Management

Order Engineering (ETO) Transportation Management

Order Management Warehousing

People Management (Training)

L J & J

Manage requisitions, orders, distribution depots and other storage locations, and

transportation networks and other delivery infrastructure.

Air University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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The AFIT of Today is the Air Force of Tomorrow.
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Upstream Activities Downstream Activities
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N Business Process Analysis/Improvement Planning and Forecasting %
CTJ Customer Support Production Execution S
= Distribution Management Product Lifecycle Management Q
S Information Management Purchasing /Procurement <
- Inventory Management Reverse Logistics ?T;
2 Material Handling Risk/Security Management 7
New Product Introduction Sustainable Supply Chain Management
Order Engineering (ETO) Transportation Management
Order Management Warehousing
People Management (Training)
L J & J

Apply the highest levels of materiel accountability and asset visibility to the stewardship

of critical safety items (CSI) and controlled inventory items (ClI).

Air University: The Intellectual and Leadership Center of the Air Force wmm—
Aim High...Fly - Fight - Win DoDM 4140.01-V1, February 10, 2014
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SCOR Model Summary

s Ajr University: The Intellectual and Leadership Center of the Air Force wmmm—
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The AFIT of Today is the Air Force of Tomorrow.

Supply Chain Management:
Processes, Partnerships,
Performance

© Supply Chain Management Institute. Source: Supply Chain Management: Processes, Partnerships, Performance

e Ajr University: The Intellectual and Leadership Center of the Air Force
Aim High...Fly - Fight - Win
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The AFIT of Today is the Air Force of Tomorrow.

Information Flow
f f Manu%cturer x X

Tier 2 Tier 1 Consumer/
Supplier Supplier Logistics Customer End user
Purchasing Marketing & Sale

PRODUCT FLOW

Production
H-' " -~

CUSTOMER RELATIONSHIP MANAGEMENT

SUPPLIER RELATIONSHIP MANAGEMENT

CUSTOMER SERVICE MANAGEMENT

DEMAND MANAGEMENT

ORDER FULFILLMENT

MANUFACTURING FLOW MANAGEMENT

PRODUCT DEVELOPMENT AND COMMERCIALIZATION

RETURNS MANAGEMENT

Supply Chain Management Processes

© Supply Chain Management Institute. Source: Supply Chain Management: Processes, Partnerships, Performance, p. 3.
Air University: The Intellectual and Leadership Center of the Air Force ==

Aim High...Fly - Fight - Win
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The AFIT of Today is the Air Force of Tomorrow.

Tier 3 to Tier 3 to
Initial Tier 2 Tier 1 Tier 1 Tier 2 Consumers/
suppliers Suppliers Suppliers Customers Customers End-users
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Managed Process Links . Focal Company

= == == == |onitored Process Links .
I:' Members of the Focal Company’s Supply Chain
Not-Managed Process Links

________ Non-Member Process Links |:| Non-members of the Focal Company's Supply Chain

EEEEEEE———— Ajr University: The Intellectual and Leadership Center of the Air Force =
Aim High...Fly - Fight - Win
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The AFIT of Today is the Air Force of Tomorrow.

linked with each of these
S{Vo]o] AL ETl, \key supply chain members?

Management
Processes

2) What processes should be}

Supply Chain Supply Chain
Management Network
Components Structure

1) Who are the key supply
chain members with whom
to link processes?

management should be appliep

{3) What level of integration an
for each process link?

© Supply Chain Management Institute. Source: Supply Chain Management: Processes, Partnerships, Performance, p. 21.

IEEEEEEE——————— A jr University: The Intellectual and Leadership Center of the Air Force I
Aim High...Fly - Fight - Win
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GRADUATE ECHOOL OF ENGINEERING & MANAGEMENT

Increase product quality I

Improved order fill rates -

Profit from
Operations

1 Net Profit
Economic

Value
Added

Improve manufacturing processes _I COGS

Reduce cost of direct material I
Improve plant productivity —I

Increase productivity ™= Total
Reduce freight and indirect labor/warehousing costs = Expenses

Optimize physical network/facilities T
Reduce order management costs =

Reduce information systems costs = _ I
i . Il I I D D DS S S
Reduce HR costs/improve effectiveness
Reduce overhead/management/admin. costs ™= | ...y
. . Current
Reduce purchased goods inventories m Assets —
Reduce work in process inventories

Capital Charge

Reduce finished goods inventories = +

Other
Current
Assets

4 Total Cost of
Assets Capital

Fixed —
Assets X %

© Supply Chain Management Institute. Source: Supply Chain Management: Processes, Partnerships, Performance, p. 63.

Improve asset utilization and rationalization

Improve investment planning and deployment




N/ How CRM Affects EVA®  “1-A[ ||

AIR FORCE INSTITUTE OF TECHNOLOGY

SALES Strengthen relatif)nships with profitable customers
— Sell higher margin products
GROSS I Improve “share of customer”
MARCIN = Improve mix ( e.g. align services and costs to serve)
NET PROFIT I CGS
NET PROFIT I B 1 — Improve plant productivity
pancl — Targeted marketing
- I . JiSAla N — Improve trade spending
NET SALES — Eliminate or reduce services provided to low-profit
ECONOMIC 1 customers
VALUE I \ — Optimize physical network/facilities

ADDED — Leverage new or alternative distribution channels

s e e e e e mem mm | REDUCE CUStOMeEr sclarvice&order.management costs
— Reduce HR costs / improve effectiveness

nvEnTory —— Reduce overhead / management / admin. costs

— CURRENT .
ASSETS  ped 1 — Improve demand planning

— Reduce safety stock

CAPITAL CHARGE = l

-+ — Make to order, mass customization of inventories
COSTOF TOTAL OTHER
CAPITAL  ASSETS + C;%QFEEQT
FIXED i
=1 % | « 1 jrasaau I 1 Reduce accounts receivable
a — Improve asset utilization and rationalization
1 Improve product development and asset investment

Improve investment planning and deployment

© Supply Chain Management Institute. Source: Supply Chain Management: Processes, Partnerships, Performance, p. 19. Slide 31
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Affects EVA® AL

GRADUATE SCHOOL OF ENGINEERING & MANABEMENT

A V..
\/
QQ?

The AGIT °fsTaf;£’ay ! = Increase customer loyalty and repeat business
—— Improve product availability
I Improve market share due to “fresher” product
ﬁrOS_s — Reduce returns and markdowns
argin
2 - — Improve ‘“share of customer”
— I m CGS
Era from ~—— Lower cost of raw materials
perations . )
L L__ Reduce manf. costs due to improved scheduling
Net Frofit I o == Reduce storage and handling costs
"‘ - o EX;Z:Ias'es —— Fewer transshipments and lower redist. costs
Taxes Fewer split orders
Economic - o - -
Value 1 Leverage transportation and freight consolidation
jacded I —— Fewer expedited shipments
e Reduce non-cost-of-money components of inventory

I TN I N S D B S . carryingcosts

Inventory
- Current
fssots B l — Lower safety stocks
Capital Charge l == Reduced obsolete inventory
+
Cost of Total
. Other
Asset
Capital Ssets + Current
(y Fixed Assets
Y X Assets :
] l . Reduce accounts receivable
1 . Improve asset utilization and rationalization

Air University: The Intellectu: Improve investment planning and deployment

© Supply Chain Management Institute. Source: SdﬂW&’iﬂ"Maﬁé&eﬁfeMIﬂréc%@s, Partnerships, Performance, p. 100.
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High

Demand Variability

Low

Nz Forecasting Approaches

The AFIT of Today is the Air Force of Tomorrow.

Make-to- People-Driven

Order

Forecasts

Environment

X X

Low

Demand Volume

High

GRADUATE SCHOOL OF ENGINEERING & MANABEMENT

EEEEEE———— A jr University: The Intellectual and Leadership Center of the Air Force =

© Supply Chain Management Institute. 30uréU.’§Jﬁ9}'Cf/§I¥ MgiggéﬁvmnProcesses, Partnerships, Performance, p.95.
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N7 Order Fulfillment  “<AF[[

The AFIT of Today is the Air Force of Tomorrow. —
Strategic Sub-Processes Processes Interfaces Operational Sub-processes

. . Customer Relationship )
Review Marketing Management Communicate and
Strategy, Supply “ Generate Order

Chain Structure &

Customer Service Suoplier Relationshi
| upplier Relationship
Goals Management Enter Order

Define Requirements Process Order
for Order Fulfillment ‘
L I\

Handle
Documentation

Evaluate Logistics
Network

Fill Order

Define Plan for

Order Fulfillment Product Development Deliver Order
& Commercialization

Develop Framework Perform Post Delivery

of Metrics Returns Management & Measure
Performance

EEEEEEE———— Ajr University: The Intellectual and Leadership Center of the Air Force =

© Supply Chain Management Institute. %uré@%d}!{ﬂ}’cﬂ% MgigaémM?Processes, Partnerships, Performance, p. 109.



Economic
Value
Added

1

Order Fulfillment Affects EVA®

Net Profit

Profit from
Operations

Gross
Margin

Sales

gl |

1

CGS

Obtain repeat business

— Increase share of market and/or customer

— Retain and strengthen relationships with profitable
customers

1

Total
Expenses

Impact component cost through efficient network design

1]

Increase orders shipped complete
— Reduce damage and tracing

— Reduce services provided to less profitable customers
— Reduce handling costs

[ Reduce general overhead/ mgmt. / admin. costs

Capital Charge

Cost of
Capital

Total
Assets

%

a|

L ]

[ Reduce outbound freight

— Optimize physical network/facilities

— Leverage new and/or alternative dist. channels
[ Reduce errors, claims and customer returns
— Reduce order cycle time

— Reduce HR costs/improve effectiveness

— Reduce finished goods inventory

Inventory
Current
Assets p— l
l' +
Other
+ Current
Fixed Assets

Assets

]

- Reduce obsolete inventory

Reduce accounts receivable through faster payment

]

Improve asset utilization and rationalization

© Supply Chain Management Institute. Source: Supply Chain Management: Processes, Partnerships, Performance, p.115.
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‘\*; ;j How CSM Affects EVA® L[]

The AFIT of Today is — Retain and strengthen relationships with key accounts
Sales . .
I Sell higher margin products

G — Improve “share of customer”
ross
Margin — — Avoid lost sales
_ I CGS
Profit from Reduce number of last minute production changes
Operations
— Reduce returned goods
Net Prof I —— Eliminate claims and reduce customer complaints
et Profit - . . . . .
— - —— Streamline order processing and information flow with customer
| L o Expenses
Taxes —— Reduce cost to serve the customer
Eoapaies —— Improve management of warranty, replacement and repair
N rograms
Added prog
—— Reduce tracking and tracing costs
I —|EEEN EINE EINN EENN EEEN EEEN BN B | | cverage transportation and consolidate shipments
—— Prevent stockouts and expedited shipments
Inventory —— Reduce order processing & transportation costs
- Current Improve system accuracy-billing, quantities, products
Assets — _ _
—= |mprove forecasting and demand planning
Capital Charge
d i 1 - Reduce safety stock
Cost of Total Other Identify and eliminate quality control problems
Capital Assets + c
urrent
11 o Fixed Assets
7o X 1 Assets .
- l Reduce accounts receivable
Improve product development and asset investment

Air UnivirsryaThe Intellectual k== Optimize equipment utilization
© Supply Chain Management Institute. 30uré!=,i!§d3£ﬂf'cr/§l¥ Mgf.geéﬁ‘lmyProcesses, Partnerships, Performance, p. 79.




*\/ Role of Technology ZAFIT

GRADUATE SCHOOL OF ENGINEERING & MANABEMENT

The AFIT of Today is the Air Force of Tomorrow. ——

* Technology can help throughout the operational process.

1. Streamlining the process
= Takes days out of the order-to-cash cycle, improving cash flow
= Improves customer service
= Allows for inventory reductions

2. Allows companies in the supply chain to integrate effectively
= Reduces labor requirements
* Improves customer service
= Reduces error rates

* The value from the technology has to be measured against
the cost.

 The people and the processes are ALWAYS critical.

Air University: The Intellectual and Leadership Center of the Air Force ==
© Supply Chain Management Institute. Afm High...Fly - Fight - Win



\,f Forces for Change AAFIT

GRADUATE SCHOOL OF ENGINEERING & MANABEMENT

The AFIT of Today is the Air Force of Tomorrow.

Globalization
Technology

Shifts in channel power
Growth in outsourcing

New mentality
* From: “We sell what we make”
e To: “We make what we sell”

Supply chain management

Air University: The Intellectual and Leadership Center of the Air Force ==

QigudhiglenfinrFighheKiRstiute.



\ 4 Strateqic Manufacturing Flow - i+
\J g g d
o Management Process Bég ~~~~~ P “

The AFIT of Today is the Air Force of Tomorrow.
Process Interfaces Strategic Sub-Processes Activities

Review Manufacturing, Establish preparedness for future market changes
Sourcing, Marketing, and Forecast expertise needed
Logistics Strategies Forecast/study laws and regulations

_ Determine customer tolerance time
Determine Degree of Establish quality policy and controls
Manufacturing Define minimum batch size and cycle time
Flexibility Requirement Plan capacity growth

Establish make vs. buy decisions

= Review customer service goals
= Determine inventory/stocking points
= Evaluate postponement opportunities

\"k Determine Push/Pull .
“/‘ Boundaries

Document capabilities
Determine stock quantities and location
Develop disposal/disposition requirements
Develop contingency plans
Develop supplier development strategy
Develop acceptance criteria
Develop communications mechanisms

- to other processes supporting requirements
e - to “order acceptance” guidelines

Identify Manufacturing
Constraints and
Determine Capabilities

= Develop measurement framework

Develop Framework of
{ = Establish communication and feedback loops

Metrics

EEEEEEE———— A jr University: The Intellectual and Leadership Center of the Air Force I

© Supply Chain Management Institute. Souré@@cﬂ[ﬂﬁ@hgﬂ’ Mfﬁ.ggérﬁ(y”i."i’rocesses, Partnerships, Performance, p. 125.
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\ Lean Manufacturing AFIT

o

GRADUATE SCHOOL OF ENGINEERING & MANABEMENT

The AFIT of Today is the Air Force of Tomorrow. E——
» Characteristics:
* Focus on perfect, first-time quality (zero defects)
« Waste minimization
* Overproduction
« Waiting
* Unnecessary transport
« Overprocessing of parts
* |Inventories
* Unnecessary movement by employees
» Defective parts
* Focus on continuous improvement, minimizing variability

 Typically relies on short production plans

» Best applied to: Standardized, price-sensitive products with
stable demand and long life cycles

Air University: The Intellectual and Leadership Center of the Air Force ==
Aim High...Fly - Fight - Win



Agile Manufacturing ZRAFIT

The AFIT of Today is the Air Force of Tomorrow. ———

(/r
| \\»

 Characteristics:

* Flexible demand accommodation
* Flexible manufacturing
» Flexible workforce
 Arbitrary lot sizing

* Reconfigurable operating architecture

* Integrated product design and manufacture
» Short supply chains

* Intense information sharing

* Postponement

* Best applied to: Non-standardized or customized, high-margin
products with volatile demand and short life cycles

EEEEEEE—————— A jr University: The Intellectual and Leadership Center of the Air Force ==
Aim High...Fly - Fight - Win



Similarities and Differences _. ALl

The AFIT of Today is the Air Force of Tomorrow.

8 ) Lean vs. Agile: A T TA
\7 J Z]AFIT

» Both approaches have the same objective:
Meeting customer demands at the least total

cost

* Lean tends to focus on process — precise, efficient
execution; internal perspective

» Agile tends to focus on products — precise,
effective accommodation; external perspective

EEEEEEE———— A jr University: The Intellectual and Leadership Center of the Air Force =
Aim High...Fly - Fight - Win
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How MFM Affects EVA ZAFTT

Reduce damage and handling
Reduce packaging
Reduce human resources costs/improve effectiveness

1 e e o

o R ArS ¥ W W3
The AFIT of Today is the Air Force of Tomorrow.
SALES : .
- Obtain repeat business
"‘ Increase product availability
GROSS Provide desired product features
MARGIN — , :
= Reduce direct labor and materials
NET PROFIT ' - Improve manufacturing processes
— L Increase plant productivity
NET PROFIT I Reduce waste and rework
ek Increase labor utilization
— "‘ -~ TOTAL . .
- y EXPENSES - Increase order fill and orders shipped complete
NET SALES .
ECONOMIC — Reduce order cycle time
gl —— Reduce expedited shipments
ADDED

B & | BEENT gIVENTORY Reduce general overhead / mgmt. / admin. costs
— 1 Reduce component, WIP & finished goods inventory
CAPITAL CHARGE p— 1 — Reduce obsolete inventory
+ —= Buy to order, make to order, or JIT
CABITAL  ASSETS + [ current
ASSETS
=11 % | x 1 §'§<§§TS U 1 Reduce accounts receivable through faster payment

1 Improve asset utilization and rationalization
Air Uni dThe Intellectu: === IMprove investment planning and deployment

Aim High...Fly - Fight - Win




\ Returns Management  “AF| |

The AFIT of Today is the Air Force of Tomorrow.

Strategic Sub-Processes Processes Interfaces  Operational Sub-processes

Determine Returns
Management Goals and
Strategy

Receive Return
Request

Develop Avoidance, Determine Routing
Gatekeeping & Disposition
Guidelines

Receive Returns

Develop Return Network
and Flow Options

Select Disposition

Develop Credit Rules

Credit
Consumer/Supplier

Determine Secondary
Markets

Analyze Returns and

Measure

Develop Framework of Performance

Metrics rsity: The Intellectual and Leadership Center of the Air Ford
Aim High...Fly - Fight - Win




How RM effects EVA®

The AFIT of Today is the Air Force of Tomorrow.

SALES

GRADUATE SCHOOL OF ENGINEERING & MANABEMENT

— Obtain repeat business

= Increase sales volume

1

CGS

]

Increase customer loyalty

— Resale of product in secondary channels

—— Fewer markdowns, therefore higher sales price
— Asset Recovery

— Reduce direct materials through recycling

Duty Drawback
— Remanufacture, Refurbish

— Reduce environmental or waste disposal costs
— Reduce customer service costs

GROSS
MARGIN
PROFIT FROM '
OPERATIONS
NET PROFIT I
i B TOTAL
EXPENSES
ECONOMIC TAXES
VALUE
ADDED

1l

Reduce freight bill
— Reduce receiving, handling and storage
— Reduce documentation and credit processing

Fewer returns because of improved quality

Reduce obsolete inventory

INVENTORY
B CURRENT
ASSEmg I _| 1
CAPITAL CHARGE - 1
+
COSTOF  TOTAL + SSEEENT
ASSETS
CAPITAL A ASSETS
ASSETS
% |« l

— Reduce raw materials inventory through recycling

Reduce Accounts Receivable

JniverIlm@W Improve asset utilization and rationalization

Aim High..-l ly =1 lylll. = wvvin



The AFIT of Today is the Air Force of Tomorrow. S——

Discussion / Questions

William A. Cunningham, Ph.D.

e Ajr University: The Intellectual and Leadership Center of the Air Force v
Aim High...Fly - Fight - Win



