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Abstract

This article presents an approach to the development of a strategic plan for the supply chain.  An article in IIE Solutions defines Supply chain management as “the process of developing decisions and taking actions to direct the activities of people within the supply chain toward common objectives” [5].  The methodology is applicable for purchasing, inventory and materials.  It emphasizes coordination with the purchasing, production, sales, inventory, and marketing plans in order to ultimately increase shareholders value for the Corporation.  It introduces the concept of Strategic Planning and Management for the New Millennium [6] thinking for supply chain integration by the purchasing and materials management team.  The supply chain professional can follow the outline and develop a plan for his or her responsible area.  A number of actual examples and experiences are discussed to bridge the gap between theory and practice.  This planning approach has been used successfully in a number of organizations.  The Appendix gives the reader actual examples and provides a worksheet for developing the plan for their responsible area.  
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I. Introduction
This article discusses how purchasing and materials management plays an increasingly important role in the performance of a firm with many facets to consider.  This is evident from the pursuit of the best value when selecting suppliers, establishing quality standards, to negotiating payment terms that best affect a firm’s cash flow.  In the April 2001 Purchasing Today, Supply Management’s Response section to the New Economy states:  “That supply managers can expect a greater emphasis on cross-functional teamwork.  Departments such as supply management, accounting, marketing and operations will need to understand each other’s role in the organization to maximize its product and service offerings” [1].  Since this particular function can be such an intricate factor, long-range functional planning can create a competitive advantage for the firm who masters it. 

A recent reader survey conducted by the National Association of Purchasing Management (NAPM) indicated one of the developing trends in industry was the growing importance of Supply Chain Strategic Planning (Savole, 1998).  This trend now is the standard for growing shareholders value.  At present, ISO 9000, 9001, and 9002 quality assurance programs formulated by the International Standards Organization are methods for a firm to use to demonstrate to others that it has a system for developing, sustaining, and managing quality [4].  The Corporation’s decision to implement Supply Chain Management or Alignment (SCM) process is to not only improve the flow of products to their Customers but to also improve the cash flow.

It is important as we go through this paper to understand that all enterprise functions play major roles in the success of implementing a SCM process that improves both the product and cash flow.  Communications, measurements, and development of workable process will ultimately determine the success and achievement of improving shareholders value.

II. The Strategic Planning/Management Model

Just as important as knowing where you want to go is having a way to get there.  The Strategic Planning/MBO model as presented in Strategic Planning and Management for the New Millennium [6] provides such a road map, whether for the overall organization or operational.  It is necessary that the overall strategic plan of the company be established before attempting to develop a plan for a specific functional area.  The reasoning for this is the functional plan should directly support the larger plan.  Ideally and in many companies, Purchasing and Material Management will have an active role in the creation of the overall plan.  (See Figure 1.)
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(Figure 1)

Step 1: Developing the Purpose or Mission
The purpose or mission statement of a Supply Chain Management Plan defines and describes the role played by the purchasing and materials department.  It states the department’s reason for being, that is, the service provided to the organization by the department.  This statement, though conceptually simple, provides the basis for the plan as well as a reference for decision-making.  An example of such a statement is presented in Example 1.

EXAMPLE 1:  BAMA COMPANIES PURCHASING DEPARTMENT MISSION STATEMENT

Our focus is to Procure Raw Materials from Partners who practice a Quality Process of Continuous Improvement, who provide us with Quality Products and Responsive Service with Fair and Competitive Pricing.  With Integrity and Open Communication, we will instill Trust and encourage the exchange of Creative Ideas.  We will foster a Challenging Work Environment of Cooperative Synergy.

Step 2: Environmental Analysis 

The environmental analysis helps set the stage for subsequent steps.  Fortunately, purchasing is positioned well to perform an environmental analysis.  “Due to purchasing’s external interaction, the function occupies a unique position for monitoring the external environment on a macro and a micro level. Purchasing can monitor the company’s external environment for competitive advantages/disadvantages by providing input on forecasted supply market changes, which may result in supply advantages or disadvantages. On the micro level, purchasing provides input on specific suppliers, materials, and potential supply problems” [2].

Some items to consider are:

a. Economic Trends—Economic activity is continuing to bring changes in our economy such as company consolidations (HP and Compaq) and Federal Reserve interest rate changes:  “The Fed is prepared to continue cutting interest rates, a quarter point at a time, until signs of recover emerge, according to comments by Fed officials” [10].  Mid-2002:  It appears we are coming out of the recession.

b. Emerging Technologies—Supply managers now have the ability to send correspondence via telecommunication devices and Web-enabled applications, as well as attach supporting documentation along with it.  While the “traditional” communications avenues such as the telephone, pager, fax, and mail should not be considered ancient forms of communications, it’s clearly a sign of the times that supply managers now have additional resources at their fingertips that allow them to intercept correspondence from nearly anywhere at anytime. [1].

c. Mark IV Automotive watches not only the commodities they use but also the commodities their suppliers use.  This attention has allowed them to identify periods when a supplier price reduction was appropriate and has been used as a negotiation tool to acquire lower prices.

d. Government/Regulatory Trends—The regulatory environment plays a very large role in many organizations.  This is especially true for government contractors and subcontractors.  For example, strengthened or weakened affirmative action supplier requirements may further restrict or allow a greater degree of freedom in selecting suppliers.

e. Labor Agreements—Purchasing professionals must keep current on labor agreements affecting their suppliers and other external companies like transportation.

f. Expected Quality Levels—When searching for new suppliers for current or new product, it is wise to choose suppliers with documented business quality plans that have been regularly adhered to ensuring long term dependable performance.  There are many suppliers in today’s market with ISO certification, which proves their own level and commitment to continuous improvement.  According to The International Quality Systems Directory:  Often, just having an ISO 9000 certification will automatically qualify an organization as a potential supplier to companies that demand strict conformance to specified requirements.  These standards have now become accepted around the world as the benchmarks for all quality management systems [9].
g. Financial Implications—The Cash Flow Model (Appendix 4) helps define the overall objective in order that all departments are working towards the same goal of shareholders improvement.  The “C-level” executives, the chief executive officers and chief financial officers, must be made to see supply chain management in a new light—not just as a technique for lowering operating costs but also as a powerful enabler of the key drivers of financial performance.  When—and only when—the financial-supply chain connection is made will supply chain management be able to complete the transition from the backroom to the boardroom [8].  Appendix 4 graphically shows how the processing model integrates all business functions to improve both product and cash flow.  Appendix 5 displays the impact of a Supply Chain Alignment process on increasing the Shareholders Wealth or the Corporation’s major goal.
h. Business Cycles—Traditional business cycle theory of expansion, peak, contraction, cash flow, and recession should be incorporated in the environmental analysis as economic indicators apply to your specific business.

Cross Manufacturing, Overland Park, Kansas, uses Cycle Forecasting to predict economic trends.  Over the past 15 years, the Cycle Forecasting Model has been very accurate.

Step 3: Strengths and Weaknesses

Standardization by its nature is neither an easy nor in many cases a fast process.  But it is the huge benefits, not only for the participants but most importantly for the prosperity and convenience of mankind in general, that drive international standardization forward [3].

A compilation of internal strengths and weaknesses allows the firm to strengthen its competence and address potentially self-inflicted barriers.  This examination should look not only within the Supply Chain Management group but also at the other functional groups within the firm whose performances could affect the outcome of the functional plan.  Functional areas of responsibility must create a supportive plan for the entire company’s strategic and cash flow plan.  In some cases, the Supply Chain Management Group may be unable to address a particular weakness.  In such cases, a collaborative effort between functions is necessary.

Step 4: Assumption

Unfortunately, the most thorough of environmental and internal analysis of the past and current situations cannot predict the future.  Therefore, it is necessary to make certain assumptions about things outside the firm’s control that could have a significant effect on the outcome of your plan.  For this particular step, your plan should identify several factors over which you have no control.  This will allow you to incorporate this later in the strategy and operational planning stages.  For example, if a commodity type material experiences wide price fluctuations during a time period, your plan should allow for a marketing adjustment (example:  sell less/more of this family of parts, or increase/decrease sales price thereby changing the product mix necessary to sustain profits or capitalize on positive fluctuations.)

Examples of assumptions made in the Mark IV plan:

a. The prices for linerboard have reached their bottom, so price increases of 4-6% are expected in 1999.

b. Sales growth for auto filters, belts, and hoses will continue at a 6% per year pace.

c. Petroleum related products would continue to have soft prices throughout 1999 due to low oil prices.

Examples of assumptions made in the ASEC plan:

a. Foreign exchange rates are assumed at certain levels for the development of standard cost internationally.

b. Assume legislation requiring catalytic after treatment of vehicle exhaust will remain in place and strengthen over time requiring technological advancements. 

c. In purchasing, it must be assumed the forecasts provided by marketing environmental analysis are correct.  The favorable PPV (Purchase Price Variance) is based on controlled savings per unit but variations in demand volumes will affect total PPV for all material.
Step 5: Objectives

In establishing objectives for Supply Chain Management, we begin at the highest level of the strategic planning process. Here we first develop specific, measurable goals necessary to support the overall objectives of the firm, which are identified in the corporate strategic plan.

Examples of key supply chain areas are:

a. Delivery performance of suppliers, as well as to customers.  

b. Inventory levels and turns of not only your raw materials, Work in Process (WIP), and Finished Goods (F.G.) but also that of your suppliers and customers in order to determine the product and cash flow through the supply chain. 

c. Obtain favorable PPV through negotiation, supplier partnerships, component commodity tracking, technological advance releases from suppliers, and information share of MRP forecast and inventory levels.

d. Establish excellent inventory accuracy through cycle counting programs and controlled issues and receipts to the system.

e. Education and development of supply chain personnel.  Staff developing a life and career plan and negotiating the career plan with their bosses to ensure continued growth of the department. 

f. Establish and maintain ISO 9000 and/or QS 9000 compliance.

g. Establishment of Financial and Cash Flow measurements.  These are the “toll gates” of the success of the improved alignment processes. 

See Appendix 1 and 2 for examples of actual objectives for companies we have worked for.  Some objectives are samples and not actual for confidentiality purposes.

Step 6: Strategy 

In developing the strategies to meet objectives, we enter the thinking stage of the Purchasing and Materials Management Strategic Plan.  This involves the development of programs and/or policies aimed at building the framework for the operational plans.  Many firms have developed Preferred Supplier programs as part of their purchasing strategy to provide incentives to the supplier through certain guarantees earned when performance reaches a certain level.  These programs benefit the firm by enticing the supplier to improve performance.  

Purchasing and supplier partnerships or joint study teams working to improve shared processes have gained popularity as a strategy.  These arrangements have allowed the purchaser and supplier to deal at a positive level, acting in collusion rather than in confrontation.  Another benefit is the improved communications and understanding that can be accomplished as perceptions are shared and unknown barriers are exposed and eliminated.  

An example of a strategy in motion is the trend of many companies moving toward Internet based commerce.  American Express set a strategy of channeling the multitude of office supply purchases through their financial service.  

Examples of strategies used by ASEC MFG.:

a. Track key commodities of suppliers’ products, which influence your pricing.

b. Develop preferred supplier program including quality audits based on ISO-9000 standards, price reductions, and on-line deliveries and reject rates—Vendor Leadership Initiatives.

c. Increase frequency of delivery of items to reduce inventory—Flexible Replenishment Strategies.

d. Demand management of customer’s inventory turns.

e. Share MRP forecast to support inventory level.

f. Measure and graph PPV working toward a goal.

g. Measure and graph cycle counting results toward goal.

h. Take classes and certify as a CPIM and CPM.
Step 7: Operational Plans

Developing the operational plans requires entering the trenches to examine the fundamental activities necessary to implement the strategies.  This particular activity reaches deeply into the SCM integrated function.  Within the department, it is critical that the strategies become integral to the way the department functions and are pursued individually and jointly to gain synergy.  To ensure this occurs it is imperative to involve the members of the department in the development of the operational plan and establishment of enterprise financial measurements.  

An example of an operational plan in action is the use of purchasing cards.  American Express set a strategy of channeling the multitude of office supply purchases through their financial service.  

Step 8: Evaluation, Control, Performance Appraisals, and Reward

The step of evaluation involves the presentation of functional plans to the firm’s management team.  The presentations of every function plan, not only Purchasing and Materials Management, but also Marketing, Operations, Human Resources, etc., launches the discussion and debate about how the plans fit one another and eliminate the “silo phenomena” that precludes full supply chain alignment.  The outcome of this discussion and debate should be a modified plan that conforms and connects with the other plans and supports the firm’s overall strategic direction.

Control and performance appraisal fit with the old adage:  “What gets measured, gets done.”  It is clear, to reach a destination, improved shareholders value, one should employ the proper tools of navigation to determine position, direction, and speed.  These tools for the purpose of strategic planning and management are the metrics a firm would refer to when determining whether objectives are being met.  What should be measured are those things the firm can act upon or things outside the firm’s control that may explain certain situations.  Put another way, a firm should measure and display information that detects changes that may hurt or help the firm.  How often a firm measures these should depend on the availability of the information and the benefit of the measurement in relation to the cost and the potential exposure to the firm as a result of a change.  

Caution must be taken establishing supply chain objectives to ensure they are not driven in a vacuum.  For example, the purchasing department in a Midwest manufacturing company changed suppliers of lubricants.  They were able to cut the total lubricant costs by over 50%.  In the short term, the purchasing department met cost reduction objectives and the firm’s profit position improved in that year.

Over the next few years, however, the company began to experience progressively worse equipment wear and breakdown problems.  The effect was poor manufacturing efficiency and customer deliveries became a significant problem.  Management was slow to react to the problem.  Every measurable area indicated there was a problem:  breakdown, repair costs, etc.  After the cause of the problem was finally determined, the company returned to the higher grade, more costly lubricant.  A combination of improved preventative maintenance, check maintenance and running maintenance along with the superior lubrication dramatically improved the plant operation.  This example illustrates the issue that arises when a metric is examined in isolation rather than in conjunction with others to produce a more robust examination of benefit-cost analysis.  

Another adage proclaims, “What gets rewarded, gets done well.” This statement demonstrates the simple philosophy that people perform best when their contribution is recognized and rewarded.  Many different options exist when trying to determine the best method of reward but the selected option should provide incentives for current and future performance.  

One should not only limit this to within the organization.  For example, a division of Mark IV Automotive hosted a Supplier Recognition Day in order to honor their top suppliers in the areas of quality and customer satisfaction.

III. Review

Cross Manufacturing, Overland Park, Kansas, has used this planning process for years.  The plan is reviewed quarterly.  Progress on the overall plan is reviewed by Cross President, John Cross.  Each functional area presents their plan and gives a status report on progress toward meeting each of the objectives.  

All members of the management team have the opportunity to ask questions and give their input.  This interaction gives the opportunity for teamwork among all the functional areas.  When adjustments are needed for Cross Manufacturing, all areas, including material control, have the opportunity to adjust their plans.  The key is a coordinated effort.

IV. Conclusion

The authors have a combined 100+ years’ experience in manufacturing, operations, finance, engineering, and supply-chain management.  We believe SCM, and the vital role that purchasing and materials plays in SCM, needs to be a key part to the Enterprise strategy to improve shareholder value.  This article encourages all functions of the supply chain, either internal or external, to think strategically and maximize the contribution of the supply chain professional to the support of firm mission and objectives.

Appendix 1
THREE-YEAR OPERATING PLAN—MATERIAL CONTROL DEPARTMENT

SAMPLE OBJECTIVES FROM A CLIENT PLAN

(Data altered in some cases for confidentiality.)
	OBJECTIVES
	FY 1993
	FY 1994
	FY 1994
	FY 1994
	FY 1994
	FY 1994
	FY 1994

	Objectives #1

Material Cost
	Last year reference
	Current year 1st quarter
	Current year 2nd quarter
	Current year 3rd quarter
	Current year 4th quarter
	Total Year
	3rd Year

	Obtain % material cost as a % of net sales for the cylinder line
	
	
	
	
	
	
	

	Target
	41.0%
	44.9%
	43.5%
	43.4%
	43.2%
	43.8%
	41.0%

	Actual
	43.1%
	42.5%
	40.3%
	42.1%
	44.8%
	42.6%
	—

	Variance
	  2.1%U
	  2.4%F
	  3.2%F
	  1.3%F
	  1.6%U
	  1.2%F
	—

	Objectives #6

PPV
	Last year reference
	Current year 1st quarter
	Current year 2nd quarter
	Current year 3rd quarter
	Current year 4th quarter
	Total Year
	3rd Year

	Achieve 0% variance on Lewis PPV each quarter
	
	
	
	
	
	
	

	Target
	0.0%
	0.0%
	0.0%
	0.0%
	0.0%
	0.0%
	0.0%

	Actual
	2.2%U
	  .14%U
	1.4%U
	1.8%U
	2.0%U
	1.4%U
	—

	Variance
	2.2%U
	  .14%U
	—
	1.8%U
	2.0%U
	1.4%U
	—


SAMPLE OBJECTIVES FROM CLIENT PLAN

	OBJECTIVE PLAN
	1998 PLAN
	1997 ACTUAL
	% CHANGE

	1. R/M Back Order (to mfg.) 
	0
	4
	100%

	2. R/M Back Order (X-number)
	25
	31
	20%

	3. R/M Inventory Turns
	5.5
	5
	10%

	4. R/M Parts Shipments Reject
	10
	36
	72%

	5. Net Savings
	$2.0 mil
	$2.5 mil
	20%

	6. Total RM Vendor Base
	325
	376
	14%

	7. VPI
	95%
	88%
	8%

	8. VCAR Performance
	15 days
	N/A
	N/A

	9. Payable Days Outstanding
	40
	35.5
	13%


Appendix 2

MORE SPECIFIC SAMPLE OBJECTIVES

YEAR 2000 PURCHASING OBJECTIVES

MATERIAL PRICING 

Potentials to reduce material cost 5%

Achieve $5,000,000 Reduction for Year 2000

How-Negotiations

Consolidation of supply base

Standardization of materials

WORKING CAPITAL IMPROVEMENTS 

Terms

Extend payable terms by 5%

Reduce raw material inventory by 10%

Work with logistics, and supply management, on the following:  

Improved lead-times and supplier delivery performance.

Inventory consignment programs.

Elimination of remaining MOQs.

Pull systems.

Work with technical teams to standardize product/materials.

Maintain 100% either ISO-9000 or QS 9000 certification of suppliers.

Appendix 3

SUPPLY CHAIN MANAGEMENT

PURCHASING/INVENTORY/MATERIALS/LOGISTICS WORKSHEETS

PURPOSE/MISSION/REASON FOR BEING:

Who are your “customers”?

Why are you needed?

What service do you provide?

WRITE OUT YOUR PURPOSE STATEMENT:

ENVIRONMENTAL FACTORS:

What is going on external to your company in the Supply Chain Management area?

What are the latest technological advances utilized by the industry?

YOUR DEPARTMENT STRENGTHS:

1.

2.

3.

YOUR DEPARTMENT WEAKNESSES:

1.

2.

3.
ASSUMPTIONS (Things over which you have no control.):

1.

2.

3.

KEY RESULT/OBJECTIVES/TARGETS:

AREA






OBJECTIVE 

Last year 
2002

2003

2004

2005

1.

2.

3.

4.

5.

STRATEGY (Game plan to achieve objectives):

1.

2.

3.

4.

5.

OPERATIONAL PLANS:

MAJOR PROBLEM FACING YOUR DEPARTMENT:

ANALYSIS:

ALTERNATIVES TO SOLVING THE MAJOR PROBLEM:

1.

2.

3.

RECOMMENDATIONS:

Appendix 4

Example of Cash and Product Flow for Supply Chain Management
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This chart represents a pictorial view of what we have been sharing today.  As you can see the Customer wants a product to meet his requirements and in the time frame needed to meet their market requirements.

Although this chart appears to be overwhelming, in reality it is what you do everyday to meet demand.  The question is how well do you manage your revenue, cost, and asset management processes.  Do you know the interactions and how they impact each other and the bottom line?

Appendix 5

Supply Chain Alignment process on increasing the Shareholders Value

[image: image3.png]1 % 2 3 X .
PURPOSE ENVIRONMENTAL]___,| STRENGTHS ASSUMPTIONS
OR ANALYSIS AND
MISSION WEAKNESSES
5 K 6 W 7 8
OBJECTIVES stRategy | | OPERATIONAL EVALUATION
PLANS
CONTROL
PERFORMANCE
l T APPRAISAL &
REWARD
5A ) 5C
]
INDIVIDUAL STRATEGY PERFORMANCE
OBJECTIVES ACITON PLANS APPRAISAL &
TO <—  REWARD

LOWEST LEVEL





References

1. Duke, C. L., 2001, ‘Communicating in a Virtual World,’ Purchasing Today, April 2001, 10.

2. Ferguson, W. C., and Hartley, M. F., 1996, ‘Purchasing Role in Corporate Strategic Planning,’ International Journal of Physical Distribution and Logistics Management, 26(4), 51.

3. Frost, R., 2000, ‘International Standards for Peace and Prosperity—31st World Standards Day,’ International Organization for Standardization, Press Release retrieved from www.iso.ch/presse/WSD2000.htm, October 14.

4. Johnson, J. C., Murphy, P. R., Wardlow, D. L., and Wood, D. F., 1999, Contemporary Logistics (7th ed.), Upper Saddle River, NJ:  Prentice-Hall.

5. McCormack, K., and Johnson, B., 2001, ‘Business Process Orientation, Supply Chain Management, and the E-Corporation,’ IIE Solutions, October, 33.

6. Migliore, R. H., 2002, Strategic Planning and Management for the New Millennium, Tulsa:  Color Graphics.

7. Savole, B., 1998, ‘The Last Word on Supply Chain Involvement,’ ITE Solutions, October, 29-32.

8. Timme, S. G., and Williams-Timme, C., 2000, ‘The Financial—SCM Connection,’ Supply Chain Management Review, May/June, 33-40.

9. The International Quality Systems Directory, 1999, retrieved from www.iso9000.org/learning_desc_titre.asp.

10. The Wall Street Journal, 9/4/2001, 1.
