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This article provides an introduction to Supply Chain Management (SCM
and the imminent need for it in the current business context. SCM is linked tg
finance through value addition, cost reduction and efficient capital
utilization.

currently going through a domestic markets. Even ifprofit is becoming a Global Village with
period of accelerated margins are low, the organizationsmost of the trade barriers having been
turbulent change which has not beerook for a wider spread to minimize removed. From the year 2005 this
witnessed before. the risk of losing market share toaspect gains tremendous
What is the change? inland competitors. importance, as WTO agreements will
A case in point is that many big be fully implemented by the member
companies come to India not forountries.
today's market but for a foothold into Increased Mass Customization

tomorrow. As Drucker puts it "The  Today, individual customers need

T he World of Business is attractive than those available inof liberalization and the entire world

0 Increased global reach.

0 Increased Competition from local
& overseas organizations.

0 Increased Customization market in India or Brazil or Mexico or no longer rely on standardized
0 Increased Commoditisation. Malaysia is not yet big enough to products to meet their unique needs.
0 Increased marketing costs. support a major company and yetFor example to buy a computer
0 Increased uncertainty. you have to move in and must investindividuals are able to specifically

heavily because the market tomorrowarticulate their need in terms of
is going to be 100 million specifications and to get the

World Trade Organization has people”(Peter Drucker, 1985). Thiscomputer built to that specification.
given a positive impetus to everystatement though nearly 2 decades \jass customization will be as
business to try in the global market.old, still holds good in most business
In effect, companies, big and small,areas. first century as mass production was

Lroml the advattnced O?O?hm”es'Increased Global Competition in the twentieth. Levi's offers
teye otpmg cgun nfsta_n 0 erstr?re From reach, we move on to customized jeans, and in US Saturn
ying fa reacn marke's In BVery o ercompetition_ At the user level Will build a custom made car for you.

country — directly or indirectly. In hether industrial f -
many businesses, though not all, théw ether industrial or consumer) for Increased Commoditisation

profit margins available in products with identical or near | goking at the product life cycle
international markets are much moredentical speqflcatlon t'he customerof any product or service, the older
looks for- price, quality, service, generation product is already in the
delivery, and reliability. The maturity or decline stage of the
O BE, PGDBA competition for the manufacturers inproduct life cycle. In the case of
O FICWA India, today, is not only from our own jnnovations, returns have to be

country but the entire Globe becausgealised quickly as the product life

Increased Global Reach

important to business in the twenty-




cycle is getting shorter. We shouldindivi-dualistic and demanding, customers.

bear in mind that there is no suchinter-national political and economic  The integration of the series of

thing as enduring technological adjustments. activities/processes could cover all

superiority any more. Thanks to new s far, businesses have been othe following :

communication tools, technology g fairly stable platform and prediction  sjte selection as where best to

diffuses extremely fast across theof the future was possible; thoughiocate a facility to achieve the most

globe. tough. The present scenario is thatapid response. This includes not only
So, what happens? Productsthe future is extremely uncertain andie manufacturer's facility, but also the

become commodities sooner tharcompanies are not sure which markeypplier's factory, service-centers,

expected. Once a product becomes strategy will succeed. offices, warehouse and distribution
commodity then the question arises | the light of the above 6 factors centers, forecasting the demand for the
-how to compete? the following is deduced: product, which is the activity that sets

Brands are losing their cutting  what is required is a very agile, into motion planning and the material
edge even in FMCG businessesfexiple system, which can cater toflow in the supply chain.

Customers are becoming knowledgethe customer needs. Costs across the Development of an operations
able. Very soon more and ‘MOresypply chain have to be minimized. plan that corresponds to the needs
products will be judged by their real What is Supply Chain Of sales. This includes all the

go to the information sharing made ' development of the master

possible by the electronic SCM includes the collection of production schedule, the material

inati i activities from Procurement of Raw . .
communication revolution. . requirement plan and the operations
materials or components to schedule

’ - production to delivery to the end )
Kotler (2000) identifies the cystomer. Management of raw materials and

following as some of the emphasis in component inventories, work in

current marketing thinking R . ; . _—process and finished goods which
) ) ~coordination or integration of a series . .

1. A growing emphasis on quality, o activities/processes, which &€ JuSt sufficient to ensure that

. . . . not too much so that costs would

2. A growing emphasis on managingproducts and/or service to . . .

. become unnecessarily high. This
business processes and

integrating business functions.

3. A growing emphasis on global
thinking and local market
planning.

4. A growing emphasis on direct '

Increased Marketing Costs

Supply Chain Management is the

Diagrammatic presentation of Supply Chain
Flow of Value (Goods and Services)
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and online marketing. Flow of information
5. A growing emphasis on ethical
marketing behavior. Procurement Outsourcing and Distribution Stock and Sell Usage and

. Conversion Consumption
The customer all too often gives

more weightage to his own persona| Supplier "Transporter"MaﬂUfaCthef”Transporter” Branch/ "Transporterl P{gltg?lilfr Customer
benefits than to the company's b

benefits. This will bring in pressure Inbound Order Processing Outbound Customer

on the marketing people to reduce Logistics Production Logistics Services

their marketing costs, in spite of Planning

having to fulfill customised needs of Scheduling &

. Despatching

its customers, across the globe. _ ~ ~ ~—7= _|
Increased Uncertainity Flow of information

This dimension measures the<

degree of discontinuous change in
Source : Raghuram, G. Developed for the brochure for Top Management Programme

the IndUStry/market' due to for Supply Chain Restructuring, 1999, 1IM, Ahmedabad.
recession, due to customers who are

Flow of Cash



activity will almost certainly involve to the stakeholders and the share

just-in-time management practices. market as well. activities, products, services, or
Supply Chain Management, Supply Chain Costing : Need of customers consuming overhead
focuses on the need for the entireActivity Based Costing : resources. Product and customer

organisation to look at the end There are two significant Profitability analysis performed by
customer and deliver value to him.cgonstraints for the firms in the firms using ABC has significantly
This would ensure that all corporatepresent days: altered management perceptions.
activity is value creating. The table One such study found that 29% of

. . First, those firms that have not
below gives a few examples of gains. o .~ customers generated 225% of the
.“implemented activity-based costing __ . .
profits, while 70% of the customers

pf some companies through SCM "Neannot provide supply chain-related

ndia. o hovered around the break-even
costs at the activity level. . .
S ) point. The remaining 10% of
ICI: Saved Rs. 1 Cr. in distri Second, the detailed level of cystomers generated a 125% loss
bution costs while increasing information about process steps ang¢cooper & SlagmulderProfitability
service level by 20%. costs of activities that must beanalysis using ABC can focus

shared by the enterprises requires gyanagement effort. High-cost
highly coordinated or integrated products and customers can be
partner relationship between themiargeted for corrective action.
Madura Accessories Ltd. S.uc.h inter firm relationships are applied broadly to supply chain
Reduced cost and improved J/fficult and slow to develop. management, ABC is helping
competitive advantage. Ultimately, restructuring the supply  companies finally understand their
chain to exploit efficiencies also tota| costs (Barr) Thevotential
SCM and Management Accounting - requires a mechanism capable of penefits of improved supply chain
The Necessary Linkage identifying and equitably allocating management are stymied by the
Concurrent with the need for COSts and benefits between the apsence of activity-based financial
adopting Supply Chain Management®@rtners —as changes are gata and the inability to link
strategies, the need for a/mplemented. performance measurement with
measurement metric, which also Direct Product Profitability  cost.
makes sense at the integrated Suppl¢fPPP) an improvement on gross scMm and Finance
Chain level, becomes important.margin costing, determined  p,, (4oh e pelieve that the
Traditionally, ~ organizational profitability by not only subtracting . ..., impact of lean supply chain

departments have been thinkingthe cost of goods from sales but alsg

v within thei i 4 addin direct revenue andmanagement is linked to reduced
narrowly within their own silos an g operating expenses or reduced

:rr:e measurement metncslsodmat.cheﬁquﬁgfls\g:kﬂzzgtgfrcgiggtchzsétsihgtnﬁworking capital. Granted, these
d e same h e.g.l, rl(a) UCt',Onma”Jed to recoanize overhead andcontribute financial benefits, but they
epartments have always been give . 09 represent only a part of the story. The
credit for the number of units administrative expenses, and,

real leverage of lean supply chain is
manufactured and Sales for thetherefore, could not be used fortotalCreating capacity for growth.

number of units sold. This will not company costing purposes. DPP,

P h h . dalso required a great deal OfCapacity accommodates demand
suffice when you have an integrate q 9 variation. Lean supply chains create

Supply Chain in place. Such metricssupporting data about the physical, .\ ih "1 matching capacity to
have necessarily to be linked to thecharacteristics of products that] .. - yemand throuah fate_gased
financial metrics to make sense to alicontinually required updating. planning and execufcilon (RBPE)
the participants within an  Activity-based costing (ABC), RBPE tools help supply chains use
organisation. which emerged in the 1980s, thejr capacity more efficiently, which
The first step in such an exerciseimproved on DPP by recognizing gjjows companies to reallocate
would be to establish a common cosboth direct and overhead costs. ABCcapacity to new growth products.
base. The next step is to evolvegoes a step further by tracing therhis produces a more efficient and
financial indices, which are activity costs to objects consumingproductive use of inventory and
meaningful not only to all the those activity costs. ABC analysisresources, which is the foundation
departments in the company but als@llows managers to pinpoint thefgy financial benefits at both the
company-wide and product-line

Maruti: Reduced inventory by
50%.




level. Under RBPE, demand variation

Providing a superior return is

articulate the real value of their

is accommodated with changes inbecoming more complex because of solutions at the C-level.

capacity rather than inventory. Toincreasingly demanding customers,

A company must offer a

use an analogy, consider snow-heightened competition and evercompetitive return in the financial

capped mountain and the farmer inchanging technologiesC- level"

the valley. In the natural world, the managers (CEOs, CFOs and so
snow on the mountain melts into aforth) are seeking new solutions to
river that is used by the farmer in themeet this challenge. SCM has the
valley. The imbalance between thepotential to provide these solutions -
rates of supply and demand isand, in doing so, move SCM from the

managed by building dams "backroom to the boardroom". At

throughout the river system. This ismany companies, however, at least

similar to building inventory in a two factors inhibit SCM's

supply chain. That is the imbalanceboardroom debate:
between supply and demand is. Fjrst, many C-level managers

handled by releasing "inventory" or
building "inventory". In contrast, the
lean supply chain does not use
"dams". Rather, the water flow rate
in the riverbed is increased or
decreased to match the demand for
water by the farmer. The use of
tactical capacity in the supply chain
is increased when demand increases
and reduced when demand falls.
(James M. Reeve)

The "C-level" executives, the
chief executive officers and chief

hold a traditional view of SCM and
do not fully recognise its potential
impact on all areas of financial
performance (growth, profitability,
and capital utilisation).
Unfortunately, the traditional view
is narrowly defined in terms of
SCM's effect on only one aspect
of overall financial performance
-operating costs

Second, many SCM professionals
do not speak the "the language of
finance". Thus, they fail to

markets to attract the funds it needs
to maintain its existing business and
provide for future growth. For a
publicly traded company, a
competitive return is measured by
"total shareholder return" (dividend
plus the change in stock price
measured as a percentage of price
paid for the stock). In the near term it
is not always clear what drives a
company's stock price. Some
speculate it is investors' emotions,
while others claim it is animal spirits.
However, over time, stock price tends
to be driven by the financial
performance of a company's
operations, which is related to three
key factors:

e Growth - How fast revenues are
growing year-over-year

* Profitability -How much is left
over in profits per dollar of
revenue after deducting operating

financial officers, must be made to

see supply chain management in ja
new light -not just as a technique for
lowering operating costs but also g
powerful enabler of the key drivers
of financial performance. When-and
only when- the financial-supply chain
connection is made will supply chain| 0
management be able to complete th
transition from the backroom to the| [
boardroom. 0

One of the greatest business ’
challenges today is providing a
competitive return to investors. A
company may not directly compete
for customers against return-rich
organizations like General Electric,
Cisco Systems. But all companies
compete against each other in the
financial markets. Those companies
offering a competitive returntendto | O
prosper and grow. Those thatdon't | O
are limited in their ability to grow 0
and many times cease to exist. 0
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expenses (procurement, manufacexpenses, taxes and capitaluseful tool for today's supply chain
turing, transportation, distribution, investment from revenues. executive, known as thdu Pont

etc ). This is often also called privers of Market Value model, or the strategic profit model,
operating profit margin All Cash Elows are not createdWh“e he was working for E.l.du Pont

« Capital Utilization -How many equal when it comes to boosting theg?e Na?tmgrl:tr?n iggfl(éh;rﬁj?;rl;r'?'[]g
dollars of revenue are generatednarket capitalization. Cash flows P :

i i i financial analysis technique Brown

(Stephen Timme & Christine Williams and cost reduction are taxed, oftenused involved tying together the

: ) profit and loss statement and the
Timme) heavily. However, cash flows created :
) ) from greater capital efficiency - balance sheet so that the changes in
Sevgrgl drlvers.: eXISt- for through supply chain im rovementsthe working capital could be
determining and increasing a Ugh supply P associated with changes in sales (See
company's value. Revenue growthtO higher inventory turns or lower

3 ) . 'DSO (accounts receivable da S_of_Figure). Brown's creation provide du
rate, operating income margm’sales—outstandin ) -are untgxed Pont executives with a consistent
effective tax rate, and working and g methodology with which to evaluate

fixed capital investment rates a'lreTh'S means that 100 per cent of thesg _ operating unit's performance,
among the most popular. In realItty,;roeii?pfopvggﬂ]‘;:ﬁ:{ e otiomxis locate sources of deficiencies, and
owever, true stock value emanate i

from capital efficiency improvements. improvement in the ROl due to ]E)Or;pczrsisand adjust budgets and

Growth, in other words, must be release of excess working capital ' _ _
profitable to be of value. How locked up in receivables/inventories. ~ The du Pont model is a reliable
profitable? Profitable enough to (Gene Tyndall et, al) tool to aid supply chain managers in

generate healthy free cash flows: thef'he DU Pont Model : %‘2:2??;3%;g?oc))ubcsoi?eﬂ?; %%lgglt
money left over after subtracting E ponaldson Brown created a ' 9 ’
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Figure 2 .

Illustration of du Pont Model

Net Sales

3

(All Amounts in RS '000) Gross Margi
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Figure 3

Impact of reduction of inventory & receivables on ROE
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financial simulations are easy tobehaviors between the partners, from can also produce the leverage and
construct that reveal the impact ofa customer trying to bargain down competitive advantage to increase
possible supply chain decisions onprice and a supplier focused on cost revenues and the supply chain's share
the firm's financial performance. reductions to avoid or defer price of market.

Supply chain executives oftenincrease, to collaborative, supply Improved collaboration between
have responsibility for a significant chain behaviours where gains from  the finance and the other business and
portion of the cost of goods sold andProductivity and costimprovements  supply chain functions is necessary
operating expenses, and, thereforeafe  shared. An  accurate to facilitate the process to develop
have a major impact on marginunderstanding of activity and processactivity Based Costing. This
management. Decisions andcosts is a requisite for implementingcollaboration should help overcome
expenditures associated withdgain sharing programs. Cycle timethe seemingly wide spread inability of
procurement, inbound transporta-compression is one of the majorsupply chain managers to articulate the
tion, production planning, and emerging logistics strategies that haveosts and benefits of supply chain
materials management are directlysignificant financial impact on supply activities.
related to the net prOfitS of the firm. chain performance (La Londe & Itis the Chief Financial Ofﬁcer'sjob
Supply chain executives haveMasters) to make sure that a company's financial
responsibility for a sizable array of SCM & ERP: performance provides a competitive
assets- inventories, faCiIitie-sa Many companies use enterprisereturn to investors. He or she should
handling equipment, transportation egoyrce planning (ERP) systems téake a holistic view of solutions to
equipment, and computer andaqqress supply chain issudhile provide this return. The CFO
communication systems -used in theerps are integral to managing the constantly is searching for new
operation of the business. Thelrsupp|y chain, they are not a panacea. answers to such guestions as:

decisions on asset acquisition,They can't design, implement, ands How can return on the existing
utilization, replacement and disposalgyecyte practices. ERP systems capture business be improved?
affect the r'a.1te of asset turnover. ~ information from functions throughout + \here will the company get the
The .ablllty of the supply chgln the enterprise and format data for ,nds to run the business and
executive to perform financial decision-making purposes. Many f,nd growth?
analysis affecting supply chain executives and managers become
decisions is critical in competing for frustrated with the expense and time
funds and adding value to the firmrequired to successfully implement ERP o
and the supply chairThe supply solutions. Yet used well, ERP and other /N Our opinion, the answer to the
chain executive must be able to forms of electronic communication can@P0Ve questions lies in the effective
implement the often-competing have enormous benefits -improved>UPPly ChainManagement.
strategies of cost minimization, data, streamlined effort, and real-timeReferences :
value-added maximization, and communication -that can reduce costs Heizer and Render, Production and
control/adaptability enhancement and boost productivity. Operations Management, Allyn & Bacon
(Speh & Novack). This requires the  conclusion - Sahay, Supply Chain management in

use of financial tools the 21st Century, Macmillan
' Supply chain activities affect the = Raghuram and Rangaraj, Logistics and

Role of varipus entities through the  pofit and loss statements, balanceSupply Chain Management
Supply Chain: sheets and the costs of CapitaL S|g_ Mohan Sahngy and Jeff Zabin, T:']ﬁ
Profits generated by operationsnificant opportunities exist for the S€Ven steps to Nirvana, Tata McGraw Hi
improvements are typically containedcompetent supply chain manager to re,-\/lar';:t"s’aé? g‘:lse'”ess Review Book Series,
within the firm can be found in the duce expenses, generate better returns ) . .
"o . . . . James M. Reeve, The Financial
growth of "gain sharing” between on invested capital, and improve cashygyantages of the Lean Supply Chain
companies and third-party logisticsflows. Controlling supply chain ex- Stephen Timme & Christine Williams
providers to which they outsourcepenses improves profit margins. Timme The Financial-SCM connection
their logistics operations (Richardson).Reducing the levels of assets (both  Gene Tyndall et, al., Supercharging
Under gain sharing, as the businessurrent and fixed) improves returnon  Supply Chains: New ways to increase value
partners ' improvements result in lowerassets. Continuing to shorten cycle through global operational excellence
costs, both share the savings in atimes can enhance cash flows. _ James S. Keebler, Financial Issues in
itabl Thi h th S . Iv chai f Supply Chain Management - Chapter 12
equitable manneiThis changes the ~Superior supply chain performance  ¢'s\, /51 chain Management Edited by
John T Mentzer, Response Books, 2001.
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How will the company meet
investors ' expectations?



