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Qe 0@ My Dilemma

B RI CKS 17 Five-Star Reviews on Amazon
This is the new bible for all supply chain executives. It
provides an insider’s perspective that will prove incredibly

valuable to even the most grizzled supply chain veteran.

The Role of Supply Chains This is the next must-have business book.

in Building Market-Driven --Bruce Richardson, Chief Enterprise Strategist,
Salesforce.com

Differentiation

Today, the worlds of social business and supply chain
management have many degrees of separation. |
enjoyed working with Lora to understand what the future
transformation of digital marketing to digital business
could look like.

--Jeremiah Owyang, Research Director, Altimeter

LORA M. CECERE

CHARLES W. CHASE
http://tinyurl.com/bricksmatter
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e<::»® Supply Chain Matters: It is Not Well Understood
.
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Insights"

The Challenge



0c. ;00 Current State

Top 3 Elements of Supply Chain Management Pain for Respondent

Ability to get data 41%

Knowledge & understanding of

supply chain among executive team Top Areas of Pain

Quantity and frequency of new business requirements for Res pondent

Actionable analytics

Shortening lead-times 30%
Dirty data 25%
On-time delivery 25%

Talent: knowledge and availability

Software usability

Supply chain finance (ability to get at and use
financial data in the supply chain decisions process)

Secure online communications with customers and vendors 2%

Other 2% _é Inventory management

Source: Supply ChainlInsights LLC, Logility (Aug-Sept 2012)
Base: Distributors, Manufacturers, Retailers (n=44)
Q5b. When it comes to supply chain management, which of the following are the top 3 elements of business pain for you personally? Selectno more than 3.
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Room for improvement
Inside-out

Push

Fixed

Slow

Reactive

Functional silos

Local

One

Uncontrollable

‘..‘.e,...‘. Companies are not Happy, but They are
.";'. Uncertain What to Do About It.
Supply Chain Descriptors
NEGATIVE POSITIVE
Traditional Modern
Tactical Strategic
Challenges Cautious Risk-taking

%o Pull
36% Agile
6% Fast
7o Proactive
7o Aligned
49% Global
WA Many
/o Controlled

Source: Supply Chain Insights LLC, Cross-Survey Analysis 2012-2014
Base: Manufacturers, Retailers, Distributors, 3PLs answering the question (n=192-278)
For each of the following pairs of words, please pick the one word or phrase that best describes your company’s supply chain. SCALE: 5-point scale with one
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@e: 0@ Functional Excellence is Not the Answer

Conflicting Objectives

Sales /
Customer
Sourcing Manufacturing Logistics Service

» Stable volume * Long runs * Warehousing * Availability
* Large quantities |  Stable volume * Less inventory * Flexibility
+ Large lead time | « High buffer * Smooth flow + Responsiveness

inventory (RMFG) | _ 'I:r;(ralvs\{;;?tf:if)n (order cycle time)

¢ Full truck load
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DX Organizations are Not Naturally Aligned
o0

Team Alignment: Importance vs. Performance
(Rated 5-7 on 7-point scale)

® Importance Performance [OGap (Perf - Impt)

Greatest Gaps
92% . 93y,  9I2% 85%
82% 4% 0
0,
1% 65% o 9% . 3% 7% 99%
0 ° 5%
° 6%
159, -14%
257l | [23%]  [23%] [22%] [21%] [|-21%] [20%] [18% - -
-31%
Sales & Sales Marketing Operations Marketing Sales & Sales & Manuf'g & Finance Finance & CSR &
Operations &IT & Finance &IT &IT Finance Marketing Procuremt &IT Operations Operations

Source: Supply Chain Insights LLC, Cross-Survey Analysis 2012-2014
Base: Manufacturers, Retailers, Distributors, 3PLs answering the question (n=176) — Have IT system operational (n=526)

In your opinion, how important do you believe it is for each of the following pairs of teams to be aligned? SCALE: 1=Not at all important, 7=Extremely important
How aligned do you believe that these same pairs of teams actually are? SCALE: 1=Not at all aligned, 7=Extremely aligned
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Finance

Finance View of Team Alignment:

Importance vs. Performance
(Rated 5-7 on 7-Point Scale)

® Importance Performance OGap (Perf - Impt)
Important, but High Gap
100% 98% 94% 929 90% 86% 86%

8% 3%

3% 3% 71% 71%

7%

5%

5% 55%

1%

-16° -12% 16° -14%
24%] L20%]  [20%] 7 L B = [ o
Finance  Manufact'g Sales Sales Sales Operations Finance Sales Marketing Marketing CSR
& & & & & & & & & & &
Operations Procuremt Operations Finance Marketing IT IT IT Finance IT Operations

Source: Supply ChainInsights LLC, Alignment Survey (Mar - May 2013)

Base: Manufacturers — Finance (n=49)

Q22. In your opinion, how important is it for each of the following pairs of teams to be aligned within your company? SCALE: 1=Not at all important, 7=Extremely important
Q23. How aligned do you believe that these same pairs ofteams actually are with your company? SCALE: 1=Not at all aligned, 7=Extremely aligned
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Information Technology

Information Technology (IT) View of Team Alignment:

Importance vs. Performance
(Rated 5-7 on 7-Point Scale)

= Importance Performance OGap (Perf - Impt)
Biggest
Gap
93% 93% .. 0 ,
0% 0% : 78% 76%
1% 1% 61%
6%
-“12% -12% 7% -15% -“15%
Manufact'g Sales Finance Sales Operations  Finance Sales Sales Marketing Marketing CSR
& & & & & & & & & & &
Procuremt Marketing IT Finance IT Operations Operations IT Finance IT Operations

Source: Supply ChainInsights LLC, Alignment Survey (Mar - May 2013)
Base: Manufacturers —IT (n=41)

Q22. In your opinion, how important is it for each of the following pairs of teams to be aligned within your company? SCALE: 1=Not at all important, 7=Extremely important
Q23. How aligned do you believe that these same pairs ofteams actually are with your company? SCALE: 1=Not at all aligned, 7=Extremely aligned
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Lack of Alignment on Corporate

Social Responsibility

%
92%
publicly share their
sustainability goals

020
.'.-1,2-.0.
L]
L ® [ ]
Supply Chain Insights
www.supplychaininsights.com

74%

make sustainability
brand promises

=P 20%

apply sustainability
goals to their entire
value network
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@0 0@ S&OP Processes are Not Aligned

Ability to Balance the “S” and the “OP” in the S&OP Process

Balanced
More focu:ed on the betwasrl s More focgs‘l.:ed on the Other/DK
S and the OP 14%

37% 18% Bl
0

The process is out of balance Easily balancing The process is out of balance
with an emphasis on sales plans horizontally with an emphasis on operations
and marketing processes between the sales (logistics, manufacturing, and
and marketing procurement)

teams and the
operations teams

68% are
out of balance

Source: Supply Chain Insights LLC, Global Summit Survey 2014 (July-August 2014)
Base: Supply Chain Insights Global Summit 2014 Registrants — and Have S&OP Process (n=51)
30B. How would you rate your [company’s][typical client’s] ability to balance the “S” and the “OP” in the evolution of the S&OP process?
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020 Companies with Higher Sales-Operations Team Alignment

Qe :o@ :
.-‘- Show Higher Inventory Turns
Relationship Between Sales-Operations Team Alighment
and Inventory Turns (2006-2013)
Average
Inventory
m Negative or 0% Inventory Turns* = Positive Inventory Turns* Turns
Total 3.4%
HIGH
Sales-Operations
Alignment
LOwW
Sales-Operations -2.3%
Alignment

Source: Supply Chain Insights LLC, Cross-Survey Analysis 2012-2014

Base: Manufacturers, Retailers, Distributors, 3PLs answering the question and have required financial data -- Total (n=150),
High Sales-Operations Alignment (n=39), Low Sales-Operations Alignment (n=36)

Alignment question: How aligned do you believe that these same pairs of teams actually are? SCALE: 1=Not at all aligned,
7=Extremely aligned (High = 5-7; Low = 1-4)

Inventory turns: based on corporate annual reports of companies answering question (2006-2013)

“Negative = -68%-0%, Positive = 1%-108%

O Significantly different than other subgroup at a 90% or higher level of confidence

Supply Chain Insights LLC Copyright © 2014, p. 13



Having a Supply Chain Center of Excellence

Improves Organizational Alignment

3 of respondents have a

supply chain center of excellence

but only,

of them rate
theamselves
as successiul
in managing
their centers
of excellence

Those with a supply chain
center of excellence

have 3X higher alignment
between marketing and finance

Irformalicn

Tachnology

Supply Chain Ingighls

Source; Supply Cham Insights LLG, Alignment Survey (Mar - May 2013
Base. Manufacluners — Tetal (=105), Wilh Supply Chain Center of Excellence (n=3),
Report wasw supplychaininsightscommunity comidoss/ DOHC-1443







Qe 2@ Reporting Relationships
o
og®
Functions Reporting Through Supply Chain Organization
Have 6 Functions on Average
Supply Chain Planning (Supply) 88%
Inventory Management 81%
Most ) )
Ccommon Supply Chain Planning (Demand)
Functions Transportation and Logistics
Deliver (Distribution)

Source (Procurement) 60%
Customer Service

Make (Manufacturing)

Contract Manufacturing Management
Operations Finance

Supply Chain Human Resources

Corporate Social Responsibility

Source: Supply Chain Insights LLC, Cross-Survey Analysis 2012-2014
Base: Manufacturers, Retailers, Distributors, 3PLs answering the question (n=755)

Companies define their supply chain organizations in different ways. Please tell us how you define [your][a typical] company’s supply chain by selecting
which function(s) report through the supply chain organization. Please select all that apply.

Supply Chain Insights LLC Copyright © 2014, p. 16



0o :0@ An End-to-End Focus Matters

COMPANIES WITH
Make or Source Reporting Through the Supply Chain

Show Better Resiliency
Average resiliency is 1.12 overall

When the Make (manufacturing) function

O
Q reports through the supply chain,
0 resiliency is better (0.86 vs.1.22).

When the Source (procurement) function

reports through the supply chain,
resiliency is better (0.92 vs. 1.27) 0.92 VS

Source: Supply Chain Insights LLC
Supply chain reporting source: Cross-Survey Analysis 2012-14; Base: Manufacturers, Retailers, Distributors, 3PLs - Total (n=163), 1 2 7
by Function Reporting Through Supply Chain: Make (n=47), Not Make (n=116), Source (n=71), Not Source (n=92) L

Supply chain reporting question: Companies define their supply chain organizations in different ways. Please tell us how you define

[your]{a typical] company's supply chain by selecting which function(s) report through the supply chain organization.

Average resiliency source: corporate annual reports of companies answering the survey question (2006-2013);

Resiliency calculation = Euclidean mean distance at the intersection of Inventory Turns and Operating Margin (lower score means

higher resiliency and less variability in performance)

Supply Chain Insights LLC Copyright © 2014, p. 17




..0.'.2::‘. I“Sights i

Driving Supply Chain

Excellence .



Our Belief

A Supply Chain
IS a Complex System
with Complex
Processes
with Increasing
Complexity

Supply Chain Insights LLC Copyright © 2014, p. 19



The Promise

10 - Best Scenario

Inventory Turns

0.00 0.03 0.06 0.09 0.12 0.15
Operating Margin

Source: Supply Chain Insights LLC
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@0 0@ Desired Corporate Performance

= Resilient and predictable

=» Balanced across the set of metrics
to maximize value

=» Showing year-over-year strength
against peer group

Supply Chain Insights LLC Copyright © 2014, p. 21



The Supply Chain Effective Frontier:
Second Representation

In most supply chains, complexity has risen throwing the
supply chain out of balance. We find that nine out of ten
companies are stuck at the intersection of inventory turns

and operating margin.

Supply Chain Insights LLC Copyright © 2014, p. 22



Industry Overview

Industry Snapshots (2000-2012)

Revenue per

Operating | nyentory | Cashto. | "Employee | SG8A Ratio

Pharmaceutical Industry (n=24) :1;9% *g% 3?09/0 1:;23/0* ,rzzz:ﬁ;)*
Medical Device Industry (n=6) 4?5‘;6% +3% ;:Z/o +2579,2/0, fg:;:n

Retail Apparel Industry (n=3) ON::4 1‘15 0" 1~6297%” g,gg%/on 1:195“;)4\
Brand Apparel Industry (n=3) 1?4'11; ¢g°/o T 15% 1;{;:/0* @i?&n
Consumer Packaged Goods (n=14) :1173% 13% 4,22% ,'.:;:g/o* *i‘;z;o*
Combined Food & Beveragelndustry (n=32) 1?1111/0 NSC Jﬂ;;% 1.:2?25%- 4:3%2;),
Chormicat ndusicy
Hospital Indusitry (n=8) $itow A53% 32150 posoir & 245
Mass Retail Industry (n=33) :2%2/0 *187% 4'?;% *14783?%. 349.:2.

Automotive Industry (n=39) :é[;‘:b ;55% ¢g‘;% 1,.16;96%. 4,38,;/:%.
Grocery Retail Industry (n=37) $33% m: 2% Va8% mgf;gfo* $16%

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2012

Industry Average comprised of public companies (automotive industry: NAICS 336112), (brand apparel industry: NAICS 31522% where % is any number from 0-
9), (combined food & beverage industry: NAICS 3112% where % is any number from0-9, 311320, 311520, 311821,311941 & 312111), (chemical: NAICS 325188
& 325998), (consumer packaged goods: NAICS 3256% where % is any number from 0-9), (grocery retail industry: NAICS 4451 1), (hospital industry: NAICS
62211), (mass retail industry: NAICS 452% where % is any number from 0-9), (medical device industry: NAICS 339112), (pharmaceutical industry: NAICS
325412), (retail apparel industry: NAICS 44812% where % is any number from 0-9) reporting in One Source with 2012 annual sales greaterthan $5 billion
“Calculated from 2001-2012 due to data availability;*Calculated from 2002-2012 due to data availability; *Calculated from 2003-2012 due to data availability;
NC=no change

Supply Chain Insights LLC Copyright © 2014, p. 23



020 Intersection of
og'e Operating Margin and Inventory Turns

Percentage of Companies Demonstrating Consecutive Improvement on Both
Inventory Turns and Operating Margin (2000-2012)
Chemical (n=22) 32% 9% 0%
Communications Equipment (n = 94) 33% 13% 2%
Consumer Electronics (n=11) 18% 0% 9%
Pharmaceutical (n=17) 12% 6% 0%
Household & Personal Products (n=27) 37% 7% 0%
Packaged Food (n=48) 25% 6% 2%
Packaging & Containers (n=19) 26% 0% 0%
Semiconductors (n=76) 33% 5% 1%
Specialty Chemical (n=48) 31% 8% 2%

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2012
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* .0 Companies Get More Serious
LY ) With A Recession

120

100

80

60

40

Approximate Dates of Recessions :
March-November 2001 & December
2007-June 2009 per National
Bureau of Economic Research

Number of Companies Demonstrating
Improvement n=362
N
o

N o ™ o © A ® ) o N
P i P X & X P P Y NS N N
v v v v S v v v ¢ v v !
& oY ¥ N K & & & & & S N
> > > P DY P DS X P > P o
Year

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2012, National Bureau of Economic Research

Morningstar peer groups: chemical, communication equipment, consumer electronics, drug manufacturers- major, household & personal products, packaged food, packaging &
containers, semiconductors, specialty chemicals available at Ycharts.com
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Mining 20 Years of Financial Data

Common Shares

Financial Metrics

Profitability

Cash

Cash-to-Cash Cycle

Complexity
Altman Z

Employee Growth

Cash Change in Period

Days of Finished Goods

Capital Turnover

Employees

Cash on Hand

Days of Inventory

Current Ratio

Market Capitalization

Cash Ratio TTM

Days of Payables Outstanding

Quick Ratio

R&D Margin Cash Ratio Quarter Days of Raw Materials Return on Assets

R&D Ratio Cash Ratio Year Days of Sales Outstanding Return on Equity

R&D to COGS Ratio Cost of Goods Sold Days of Work in Progress Return on Invested Capital
Revenue EBITDA DPO/DSO Return on NetAssets

Revenue Growth

Free Cash Flow Ratio

Finished Goods Inventory

Revenue per Employee

Revenue Growth TTM

Gross Margin

Inventory

Working Capital Ratio

Revenue TTM Gross Profit Inventory Turns
SG&A Margin Net Profit Margin Receivables Turns
SG&A Ratio Operating Cash Flow Ratio Raw Materials Inventory

SG&A to COGS Ratio

Operating Margin

Workin Progress Inventory

OPEX Ratio

Pretax Margin

Source: Supply Chain Insights LLC
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. Household
Morningstar Sector Discount & Personal Packaged |Communication| Medical Percentage of
Stores Medical Care |Pharmaceutical| Products Chemical Food Equipment Devices 9

Industries

Number of Companies ------ Demonstrating

Formula Correlation (r2) - Corr:r:::ir?; oot
Current Ratio (CR) X X X 63%
Days of Inventory (DOI) X X X X X X X 88%
Days of Payables Outstanding (DPO) X X X X X X 75%
Days of Sales Outstanding (DSO) X X X X X X X 88%
DPO/DSO (DPODSO) X X X X 50%
Free Cash Flow Ratio (FCF) X X X X 50%
Operating Margin (OM) X X X X X 63%
Return on Assets (ROA) X X 25%
Return on Invested Capital (ROIC) X X X X X X 75%
Return on Net Assets (RONA) X X 25%
SG&A to COGS Ratio (SGAC) X X X X 50%
\Working Capital Ratio (WC) X X X X X 63%
Year-over-Year Revenue Growth (YOY) X X 25%

Source: Supply Chain Insights LLC

Equations based upon data from 2006Q1tc 2011Q4

Note: The number of companies is the number listed in the Morningstar sectorwhen the peer group was defined between March and June 2013. The number of companies included in the analysis may be smaller
due to data availability issues.

Supply Chain Insights LLC Copyright © 2014, p. 27



Orbit Chart: Wal-Mart

o
Qe ;0@
..... - -
o3 (Inventory Turns and Operating Margin)
1 - Best Scenario
Here, we plot inventory turns (y-axis) —
. . . ach orbit chart denotes the “Best Scenario”
vS. operatlng margin (x-a)us). indicating where companies should aim their

10 - trajectory. In this example, companies should focus
2 WMT on increasing both inventory turns and operating
é 0.06,7.8 margin, moving towards the upper right corner.
>
= 9
S
c
e
E Trace the line from

8 1 ?&?:‘;ihzgwto 2013 The diamond shows the company’s average

erformance over over the period. Ex: Wal-Mart Stores, Inc.
f:me (WMT) has an average of 0.06 for operating
: margin and 7.8 for inventory turns from 2000 to
7 - 2013.
2000
6 w .
0.05 0.06 0.07

Operating Margin

=+—-Wal-Mart Stores, Inc.

Average (Operating Margin, Inventory Turns)
Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from One Source
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Orbit Chart: Apple

(Inventory Turns and Operating Margin)

400 11 Here, we plot inventory turns (y-axis) Best Scenario
250 | vs. operating margin (x-axis). ach orbit chart denotes
the “Best Scenario”
indicating where
companies should aim

The diamond shows the

g company’s average overthe their traiect In thi
e period. Ex: Apple Inc. (AAPL) has eir trajectory. In this
- an average of 0.16 for operating example, companies
5 margin and 96 for inventory turns should focus on
= from 2000 to 2013. increasing both |_nventory
() turns and operating
E margin, moving towards
- 2000 the upper right corner.
Trace the line from
2000 to 2013 to AAPL
follow the 100 0.16, 96 ’
2013
performance over
time. 50 - % o A
-0.10 -0.05 0.00 0.05 0.10 0.15 0.20 0.25 0.30 0.35 0.40

Operating Margin
+Apple Inc. <> Average (Operating Margin, Inventory Turns)

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from One Source
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Qe 2@ Orbit Charts: Dow Chemical Company
og®
9 - Here, we plot inventory turns (y-axis) Best Scenario
vs. operating margin (x-axis).
Each orbit chart denotes the “Best Scenario”

2 8 - indicating where companies should aim their

'5 Trace the line from trajectory. In this example, companies should focus

- 2000 point to 2013 on increasing both inventory turns and operating

- point to follow the margin, moving towards the upper right corner.

-g performance over /

J time.

—

- The diamond shows
the company’s average
over the period. The

6 - Dow Chemical
2000 Company (DOW) has
A an average of 0.06
2013 | operating margin and
6.5 for inventory turns.
5 v v v v .
0.00 0.03 0.06 0.09 0.12 0.15

Operating Margin

=4—-The Dow Chemical Company

<> Average (Operating Margin, Inventory Turns)
Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from One Source
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@e: :0@® Ericsson
@
() o
O
Here, we plot inventory turns [ Best Scenario
(y-axis) vs. operating margin Each orbit chart denotes the “Best Scenario” indicating
(x-axis). where companies should aim their trajectory. In this
8 - example, companies should focus on increasing both
» inventory turns and operating margin, moving towards the
g upper right corner.
=
-y 6
O
e
c
()
>
£
4 -
Trace the line from
2000 to 2013 to 0.07,5.2
follow the 2000
performance over 2 - The diamond shows the company’s average over the
time. period. Ex: Ericsson (ERIC) has an average of 0.07 for
operating margin and 5.2 for inventory turns from 2000 to
2013.
-0.15 -0.10 -0.05 0.00 0.05 0.10 0.15 0.20 0.25

Operating Margin

=s=Ericsson <> Average (Operating Margin, Inventory Turns)

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

Supply Chain Insights LLC Copyright © 2014, p. 31



LXK Carlsberg
o
®e
8 1| Here, we plot inventory turns (y-axis) Best Scenario
vs. operating margin (x-axis). Each orbit chart
denotes the “Best
7 - Scenario”
) indicating where
c Trace the line companies should
= from 2000 to aim their
> 6 2013 to trajectory. In this
o follow the example,
g performance companies should
> over time. focus on
c . .
- increasing both

inventory turns
and operating
margin, moving
towards the upper
right corner.

4 J | The diamond shows the company’s average over the period. Ex: Carlsberg Group
(CARL) has an average of 0.11 for operating margin and 6 for inventory turns from 2000
to 2013.

0.05 0.10 0.15 0.20
Operating Margin

+Car|sberg Group <> Average (Operating Margin, Inventory Turns)

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from One Source
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‘.?.‘ Inventory Turns vs. Operating Margin
.'3‘. (2000-2013)

8 - Best Scenario
ERIC

Inventory Turns

-0.15 -0.10 -0.05 0.00 0.05 0.10 0.15 0.20 0.25
Operating Margin

-a-Ericsson =e=Philips

<> Average (Operating Margin, Inventory Turns)
Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from One Source
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‘.?.‘ Inventory Turns vs. Operating Margin
(2000-2013)

8 - CARL Best Scenario
2000 0.11,6.0

(o2}

S

Inventory Turns

0.13,3.4

0.05 0.10 0.15 0.20
Operating Margin

-«-Carlsberg Group =e=Heineken International

<> Average (Operating Margin, Inventory Turns)
Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 from One Source
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Supply Chain Metrics That Matter Reports

Supply Chain Metrics That Matter Reports
(March 2012 — April 2014)

Supply Chain Metrics That Matter:
A Focus on Retail

Supply Chain Metrics
That Matter: T4

A Focus on the
Pharmaceutical Industry

Supply Chain Metncs
That Matter:

A Focus on l

the Chemical Industry .

Supply Chain Metrics
That Matter:

Driving Reliability
in Margins

A Focus on
) Brick & Mortar Retail

Su ply Chain Metrics That Matter:
ocus on Consumer Electronics

Supply Chain Metrics
That Matter: :
Contract

Supply Chain Metrics That Matter:
A Focus on Apparel

Supply Chain Metrics
That Matter:

A Focus on Hospitals

Supply Chain Metrics
That Matter: D
b,

A Focus on #71
Medical Device °

@
Manufacturers l o l

~N—
) L-.

Supply Chain Metrics That Matter:
A Focus on the Automotive Industry

Supply Chain Metrics
That Matter:
Third Party Logistics Providers

="

w S0
Supply Chain Metrics That Matter.
Improving Supply Chain Resiliency

@)

-
<| X
Supply Chain Metncs."hk %
That Matter:

A Critical Look at Operating Margin

Supply Chain Insights LLC Copyright © 2014, p. 35

Supply Chain Metrics That Matter
A Focus on Aerospace and Defense

Supply Chain Metrics That Matter:
A Focus on Semiconductors and
Hard-Disk Drives




o
:e® Our Answer? For Supply Chain Excellence?

+

Performance Improvement
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Mining 20 Years of Financial Data

Financial Metrics
Profitability Complexity
Common Shares Cash Cash-to-Cash Cycle Altman Z
Employee Growth Cash Change in Period Days of Finished Goods Capital Turnover
Employees Cash on Hand Days of Inventory Current Ratio
Market Capitalization Cash Ratio TTM Days of Payables Outstanding Quick Ratio
R&D Margin Cash Ratio Quarter Days of Raw Materials Return on Assets
R&D Ratio Cash Ratio Year Days of Sales Outstanding Return on Equi
R&D to COGS Ratio Cost of Goods Sold Days of Workin Progress | Retum on Invested Capital |
Revenue EBITDA DPO/DSO
Free Cash Flow Ratio Finished Goods Inventory Revenue per Employee
Revenue Growth TTM Gross Margin Inventory Working Capital Ratio
Revenue TTM Gross Profit
SG&A Margin Net Profit Margin Receivables Turns
SG&A Ratio Operating Cash Flow Ratio Raw Materials Inventory
SG&A to COGS Ratio | Operating Margin [ Workin Progress Inventory
OPEX Ratio
Pretax Margin

e: Supply Chain Insights LLC
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XL Supply Chain Index:
¢’i’s A Measure of Supply Chain Improvement

S U P P LY A new way fo measure relative

supply chain performance by

industry, based on the components
of balance, strength and resiliency.

Overall Ranking per Company

« Balance: Return on Invested Capital & Revenue Growth Vector Trajectory
« Strength: Inventory Turns & Operating Margin Vector Trajectory
* Resiliency: Inventory Turns & Operating Margin Mean Distance

Supply Chain Insights LLC Copyright © 2014, p. 38



AR, oSuppIy Chain Metrics That Matter Reports
O

What is Resiliency?

Tightness of the Pattern
on the Orbit Chart for

Operating Margin and Supply Chain Metrics That Matter:
Improving Supply Chain Resiliency
Inventory Turns

Supply Chain Insights LLC Copyright © 2014, p. 39



@c: 0@ Resiliency 2000-2012

Mean Distance Analysis of Orbit Chart Performance (Inventory Turns & Operating Margin)

Industry Mean Maximum | Minimum Standard
Deviation
Medical Device Manufacturing (n=108) 0.7 1.9 51.9 0.2 55
Consumer Packaged Goods (n=133) 0.8 2.8 118.6 0.2 119
Cereal Food (n=209) 2.1 5.3 141.1 0.1 13.2
Pharmaceutical (n=489) 1.0 9.7 1556.1 0.2 75.9
Chemical (n=181) 12 9.8 644.2 0.2 59.3
Consumer Electronics (n=120) 16 11.8 697.8 0.1 68.8
Contract Manufacturing (n=1,087) 1.5 15.1 10253.2 0.1 3135
Communications Equipment (n=431) 2.0 35.7 9915.0 0.2 484 4

Source: Supply Chain Insights LLC, Corporate Annual Reports 2000-2013 as available

Based on cooperative work between Arizona State University & Supply Chain Insights LLC

Industry Average comprised of ALL public companies (cereal food: NAICS 3112% where any % is any number from 0-9), (chemical: NAICS 325188 &
325998), (communications equipment: NAICS 3342% where % is any number from 0-9), (consumerelectronics: NAICS 33431% where % is any
number from 0-9), (consumer packaged goods: NAICS 3256% where % is any number from 0-8), (contract manufacturing: NAICS 33441%), (medical
device manufacturing: NAICS 339112), (pharmaceutical: NAICS 325412) reporting in One Source
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Food

Performance and Improvement

_ Operating Margin Inventory Turns ROIC Supply Chain Index Rankings

Company 2006-2013 | 2009-2013 2006-2013 | 2009-2013 | 2006-2013 | 2009-2013 | 2006-2013 | 2009-2013
Conagra .07 .08 4.96 5.35 6.26% 6.58% 16 2
Campbell Soup .16 16 5.83 5.91 12.81% | 12.82% 19 16
Danone 14 14 8.71 8.78 6.63% 6.90% 21 19
General Mills 17 A7 6.76 6.74 9.12% 9.67% 8 9
JM Smucker 14 .15 4.32 3.95 6.14% 6.08% 5 4
Hershey .16 A7 5.68 5.90 14.14% | 15.55% 1 1
HJ Heinz 14 14 5.1 5.29 13.64% | 13.91% 5 12
Kellogg .15 .15 7.2 6.97 12.54% | 12.48% 14 13
Nestle 13 14 5.07 5.24 9.11% 7.93% 9 5
Food

Average of 21

Companies 0.16 0.17 6.49 6.73 9.69% 9.70%
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Food

Performance and Improvement

_ Operating Margin Inventory Turns ROIC Supply Chain Index Rankings

Company 2006-2013 |  2009-2013 2006-2013 | 2009-2013 | 2006-2013 | 2009-2013 | 2006-2013 | 2009-2013
Conagra .07 .08 4.96 5.35 6.26% 6.58% 16 2
Campbell Soup .16 .16 5.83 5.91 12.81% | 12.82% 19 16

General Mills

JM Smucker 14 15 4.32 3.95 6.14% 6.08% 5 4
Hershey .16 17 5.68 5.90 14.14% | 15.55% 1 1
HJ Heinz 14 14 5.1 5.29 13.64% | 13.91% 5 12
Kellogg 15 15 7.2 6.97 12.54% | 12.48% 14 13
Nestle 13 14 5.07 5.24 9.11% 7.93% 9 5
Food

Average of 21

Companies 0.16 0.17 6.49 6.73 9.69% 9.70%
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Focus

Supply Chain Network Modeling and Design Work

Types of Work Do with Supply Chain

Network Design
4 types of work on average

Work with Biggest Opportunity for
Improvement

Distribution Facility Footprint

Sourcing / Manufacturing
Footprint

Transportation Routes
Cost to Serve
Inventory Optimization

Product Flow-path

Sales Policies with
Customers

Other

S —
| 22% I 75

| T 59

51%
ET— 1%
—
_— 19%

F 8%

mAny Work
= Most Work

Sourcing / Manufacturing
Footprint

—
N 22%
I 14%

W 8%

W 8%

B 5%

Don't know F 11%

Cost to Serve

Inventory Optimization

Distribution Facility
Footprint

Sales Policies with
Customers

Product Flow-path

Source: Supply ChainInsights LLC, Network Design Technology Study (May-June 2014)

Base: Manufacturers, Retailers, Wholesalers/ Distributors / Co-operatives, and Third Party Logistics Providers who use supply chain network designtools (n=37)
Q14. Which of the following types of work does your company currently do with supply chain network modeling and design? Please selectall that apply.

Q15. In which area does your company currently do the mostwork? Please selectjust one.

Q16. Where does your company have the biggest opportunity forimprovement? Please selectjust one.
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Qe 0@ Self-Assessment

Company Performance at Managing Supply Chain Talent
Compared to Peers

Better Same Worse
14% 34% 43%

Source: Supply ChainInsights LLC, Talent(June - August 2014)

Base: Manufacturers, Retailers, Distributors, and 3PLsin Supply Chain Management (n=35)

Q4. Overall, how well do you think your company performs at managing supply chain talent comparedto its peers? Please think about all aspects of talent management
— recruiting/hiring, training, retaining, etc.
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Challenges

Top 3 Supply Chain Talent Problems:
Today vs. In 5 Years

30% e Lack of Change n Unclear
" college SK',” career .
5 Hard recruit req’ts . path
> finding High skills g talent - _
S talent in turnover ulled away Lack of exec  Lack of key sKills
e emerging. . C support .
= 20% .
= countries
0 . Problems ot enough Won'’t embrace
o Not enough using tech people new ways
-E experience & software
% Key people
10% retire Hard to attract
o LESSER -
In specific Q
countries )
. Lack of HR
0% support
0% 10% 20% 30% 40%

Top 3 Problems Today

Source: Supply ChainlInsights LLC, Talent(June - August 2014)

Base: Manufacturers, Retailers, Distributors, and 3PLs in Supply Chain Management (n=35)

Q5. Which are the top 3 issues facing your company when it comes to supply chain talent? And what do you think will be the top 3 issuesin 5
years? Please select no more than three for each column

NOTE: Scalesare truncated to highlight differences
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@ ;2@ Greatest Issue

Level with Greatest
Supply Chain Talent Shortage

GREATEST
TALENT
SHORTAGE

54%

26%

9%

B

Executive level

Entry level Middle-
management level

Source: Supply ChainlInsights LLC, Talent{June - August 2014)
Base: Manufacturers, Retailers, Distributors, and 3PLs in Supply Chain Management (n=35)

Q13. To the best of your knowledge, what employee level is currently experiencing the greatest talent shortage at your company? Please answer
only for supply chain management positions.

Don't know / Other not shown
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s'lzgm Supply Chain Positions to Fill: Customer Service & Transportation

Ease or Difficulty of Filling Supply Chain Positions

EASY DIFFICULT Not Applicable
Customer Service Manager
Transportation Planner = EASIEST
Financial Analysis for SC 49% 3%
Manufacturing Planner 31% 20%
Procurement Buying Manager 29% 11%

Supply Planner 51% 9%
Network Planning Analyst 46% 17%
VP, Procurement 37% 26%
VP, Manufacturing 40% 23%
VP, Supply Chain 46% 14%

Manager, S&OP 51% 17%
Director, SC Planning 54% 11%
5 = HARDEST
Demand Planner 57% 3%
IT Manager, SC Projects 63% 6%

Source: Supply Chain Insights LLC, Talent(June - August 2014)
Base: Manufacturers, Retailers, Distributors, and 3PLs in Supply Chain Management (n=35)
Q14. How difficultdo you believe it is for your company to fill each of the following supply chain-related positions? Your best estimate is fine.
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Co-Production with 3D Printers




3-D Printing of Human Organs
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IT Trends Excited About (Top 3)

Top Three Trends Excited About
Before Global Summit

After Global Summit

Big data 57% Big data 49%
Demand sensing 57% Top 3 Demand sensing 46%
Trends
Data visualization 51% Data visualization 32%
Increased visibility into 30% Digital manufacturing 24%
supply chain 0
. Corporate social responsibility - 22%

Supply sensing 19%
Corporate social Mobile technologies 19%

responsibility .

Internet of things - 16%

Machine learning Increased visibility into supply 149

. . chain 0

Mobile technologies
Supply sensing 1%
Internet of things .
Sharing economy* 11%
Digital manufacturing Machine learning 8%
Use of unstructured data Maker's movement* 8%
Source: Supply Chain Insights LLC, Global Summit Survey 2013 (April - August 2013)
Base: Supply Chain Insights Global Summit 2013 Registrants — Before (n=47), After (n=37) Use of unstructured data 5%

Q15. What are the three supply chain trends that you are most excited about, when it comes
to driving supply chain excellence by the year 20207

Mot asked in Pre-Event survey
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Structured * Transactional
Data - Time phased data

Definition

* Social
Unstructured RYeERIE
Data » Customer Service
* Warranty

- Temperature

Sensor « RFID
Data * QR codes
* GPS
New * Mapping and GPS
* Video
Data * Voice
Types - Digital Images

Challenges:

Volume

Velocity

Variability
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10 % of Products Sold are Counterfeited

Global Counterfeiting Hotspots
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X Temperature Sensitive Labels

a0 Wahl
Wahl TEMP-PLATE® TEMP-RECORDER 101.4V 7
; ~@® @°

l l l l ) C, ) Temp-Plate ®

160 170 180 190 F
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Building Export Pallets — Group by
First In or Shelf Life?

ALL GOOD BERRIES, BUT - they have different remaining shelf life when received from growers

Currently berries come in from growers, pass QC, and are put on export pallets on a First In Basis (traceability control)
WHICH RESULTS IN MIXED SHELF LIFE ON MULTIPLE PALLETS....

€ 3
€ :
e €
124 I |
13+ L

Having different remaining shelf life mixed on pallets, causes problems later. Sending short shelf life berries on
longer delivery cycles turns Good Berries into BAD Berries for the retailer and others. More yellow & red pallets in
Philadelphia & Southern California ~ More shrink at the retailer ~ Lower customer satisfaction

If we can group berries by shelf life, we avoid problems on multiple pallets — and send pallets to the right destination...

—

= 10% ]

12+

€ € 3 2 C |-
— 11F

121]
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e2e  The Long Tail of the Supply Chain:
o0 Growing Complexity

Volume

Level of Predictability

Predictability based on forecast accuracy vs Actual Order Profiles
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Data Latency and Distortion

Across the Network

Store

Trivial

Instant

Variable

Retailer DC

Easy

3-10 Days
7-20 Days

20-45 Days

Suppliers

Almost
Impossible

20-50 Days
45-80 Days

Demand
Signal

Accurate
Weekly
Forecasting
IS ...

Delay from
Purchase to
Signal

Red Represents Emerging Economies with Distributor Trade
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Ratings and Reviews: Giantnerd.com

TOMMASO MARANELLO ROAD
BIKE (RACE CARBON) A

EERER ) 5 0w

o] -7\ $2,799.99

You Save 53% - Retail Price $5.999.00

Choose your Color/Size v ||,||, Sizing Chart

1 | Qty In Stock & Ready To Shipv/

AR & R\’ A% L Add Genius Build(?) for an additional $79.95
— ADD TO CART
- n Add To Gear List

Nerds: Save 5% L
Earn 140 Nerd Dollars Free Shipping

Eﬂﬂﬂﬂ 16 Review(s] - Write a Review | 01 & A 0 Questions - Ask a Nerd

one
& peaple love, want or own this.

W love < 3 |[EBWant < 3 | 0wn | 2

4 Color | Details: Tommaso Maranello Road Bike (Race Carbon) Phato [ 2 Help Center m Email Us a Guestion




Listening: Newell Rubbermaid

Waste of Money

Ouerall Rating
Tk loutofs Date: July 11, 2003

Appearance smmmmm | was so disappointed in the Praduce Saver. | purchased the 14 cand the 5 ¢

Durability - sizes. | filled both with clean, freshly torn romaine lettuce and also filled a
regqular Tupperware with the same lettuce. After 2 davs, the lettuce in the
Produce Saveris limp, wet, and starting to turn brown. The lettuce in the
Ease of Use mmmm regular Tupperware container is crisp and delicious. The Produce Saver has
done just the opposite that it claims to do. [ would like a refund as | will not
use again.

Ouality mm

Written by: Eliz

P review helpful to waouy Yes  BNo  (Report as inappropriate)

ssponse frorm Rubbermnaid:
¢ Froduct Management Team, July 28, 2002

' are somy to hear your experience with Produce Saver was not positive. You
entioned that you used Produce Sawer to store tom lettuce. This product
mener is biest for un-cut produce that is still in the same form 25 when you
Irchased it. Additional information on the best ways to use Produce Saver can
¢ found in the Use & Care Instructions link on this page or aft:
tp:/fblog.rubbermnaid .corhorne, S 200207 fprod uoe-saeer- himl

s review: ] 5 g ©

#Futurel5SB @bwdumars
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0.2 Levi’s uses the Like button so shoppers can

.o.o. share products on their Facebook wall (1/2)

J

Kl Like 6

—"\
Relaxed Boot 527™ Jeans L ] jaz™
- Oceanna You like Low Square Boot 597™ Jeans - Rigid Tumble. ok

$69.50 . Just bought these jeans on Levi's!|

c’ Fe
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SHIP OUTSIDE THE BOX

A TRUSTED NETWORK OF DRIVERS ALREADY EN ROUTE

I'm Shipping ¥ I'm Driving A
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What is an Ontology?

= An Ontology is a state-of-the-art way
of modeling real-world, complex
business problems by forming a

highly-interconnected knowledge %%%éf N
base of concepts and relationships. Bt Q@k\
RSN RN e A
= Fundamentally different than the Ay "4""‘/ 2z

regularity enforced by traditional,
relational databases.

= Allows for subtle relationships — e.qg.,
usually, rarely.
= When paired with rules and an

inference engine, enables the
underpinnings of cognitive reasoning.
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Analytics

Sense. Act. Learn.

Cognitive

Highly automated solutions that get
smarter over time

What should we do about it? Sensitivity Analysis.

Prescriptive

Collaborate for maximum business
value, informed by advanced analytics

What will Happen? Exception Management.

Predictive

Understand the most likely future
scenario, and its business implications

What happened? Let me run areport.

Descriptive

Get in touch with reality, a single source

of the truth




c 8- |

Develop a product to compete with Kettle
Tias! Nacho Cheese’s Doritos-style chip
that uses the McCormick flavor profile,
fused with a micro-demographic under-
standing to find the best flavor
combination that maximizes the sales
potential.

The map shows the winning flavor for each
micro-demographic. Population demo-
graphics are overlaid to attempt to
maximize the number of puchasing
consumers.

Volume Sales (lbs)

Brand Not Flavored by MKC  Brand Flavored by MKC

Micro-Demographic Analysis

|11

@E=EX Enabled Candidate Products
i, n

Cheddar Sharp  Cheddar Buttery

Overlaying Population Demographics
it

33%

26%

11t

19%

13%

10% =

Chedder Healthy

ENTERRA

8§0LUTLO:NS

Cheddar Jack Chedder Mild

-~
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oo Y Tallored Assortment

(- 2 | @ www.enterrasolutions.com ¢ | |28~ Google Pl
|2l Most Visited I} Getting Started = Latest Headlines E3 Bookmarks
Calphalon €3 STORE LEVEL PRODUCTIVE INVENTORY =
TTT T A Q 1 A OXFORD VALLEY STORE DEMOGRAPHICS
WILLIAMS-SONOMA  OffoRovAueY
z ; LANGHORNE, PA 19047
| North Philadelphia, PA | (215) 891.0230 HouseHoLD SIZE
& < N r more
«ﬁo"'““ ’ AGE o INCOMES
t Blut n-u 4 people
h Norrlﬂown %‘55% ——— : ;‘3:’ :;“
g3 eeier
gg g“) | s o
BEE — b o
Bw 5 =
Be i
fom i3
3nd
s 1 person L
% Male B9 Famale IFESTYLE
Category: [ Cookware : Pans " ] Healthy 18%
H 0,
CURRENT lNVENTORY (35) - 73% PRODUCTIVE Xegata"a" 8%
N i osher 3%
ﬁ/ @‘i’%’ ‘ ./ ETHNICITY
Calphalon Contemporary Calphalon Tri-Ply Stainl Calphalon C_ommer_cxa] Calphalon C_omme.rClal Calphalon Tri-Ply Copper o Hispanic
;‘?SﬁCR 12-pe. Cookware Stesl 13(-);&200]\(\\';“5::5 g:;::‘::;ed A2 g:'lr:l-e’t\tneo:;:z\ed 8-in. 10-pe. Cookware Set 26%
REMOVE (3) ADpD (3)
— Wihite Black 2%
K W 589% “Indian 1%
/ : ‘/ /'< Asian 10%
- —Islander 0%
Calphalon G alphal Iy Calphal |'=Cther 0%
Calphalon Contemporary Calphalon Simply Calphal phalon Contemporary Calpl alon Simply Calphalon "
.\'o:su'ck 10-in. Sti‘: Fry Pan Nonstick “_5.‘;,. Panini Pan ::;;?:r?\l? in. Panini Pan  Nonstick 4-c. Egg Poacher ENTERRA M;:;;h;;"l
SOLUTIONS =
x &
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About Lora Cecere

« Founder of Supply Chain Insights BRICKS

« Invited to be a “LinkedIn Influencer” MATTER

in Beilding Morket-Driven

* Invited to write a guest blog for Forbes

» Author of 2 books: Bricks Matter (2012) and
Metrics That Matter (to publish Fall of 2014)

« Partner at Altimeter Group (leader in open research)

« 7 years of Management Experience leading Analyst Teams at Gartner and
AMR Research

» 8 years Experience in Marketing and Selling Supply Chain Software at
Descartes Systems Group and Manugistics (now JDA)

» 15 Years Leading teams in Manufacturing and Distribution operations for
Clorox, Kraft/General Foods, Nestle/Dreyers Grand Ice Cream and
Procter & Gamble.

Supply Chain iy | Contact Information:

PowerInfluencers Email: lora.cecere@supplychaininsights.com
Blog: www.supplychainshaman.com (6000 pageviews/month)

Forbes: http://www.forbes.com/search/?g=lora+cecere
Twitter: Icecere (4800 followers)
LinkedIn: linkedin.com/pub/lora-cecere/0/196/573 (7000 in the network)
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