








Case study

NUANCE OPTIMIZES INVENTORY TO SERVE
CUSTOMERS ON THE MOVE

The Nuance Group is one of the world’s top airport retailers with opera-
tions spread across five continents.’ In its line of business, Nuance may
only get one chance to make a sale. Maintaining the right inventory is
critical.

Unfortunately, the company’s Australian duty-free stores were regularly
confronted with stock outages and, conversely, excess inventory. To serve
its customers better — and realize more growth — Nuance decided to
replace its manual inventory tracking and ordering approach with a smarter
forecasting and inventory optimization system. The solution analyzes actual
sales data, along with sales trends, customer buying preferences, planned
promotions and projected airline passenger traffic, to calculate and submit
replenishment orders.

Starting with its largest duty-free store at Sydney Airport in October 2007,
Nuance has now equipped other Australian stores with this new system. In
addition to drastically reducing the time required to replenish stock, the
solution has also enabled more accurate demand forecasts, inventory
reductions of 10 to 15 percent and increased sales.
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the smarter supply chain of the future

@ GLOBAL SUPPLY CHAINS REQUIRE INTEGRATION

AND OPTIMIZATION

To date, globalization has resulted in higher profits mainly because of rapid
revenue growth. But as supply chains get smarter, companies will be able
to address efficiency issues as well. For example, increased visibility from
highly instrumented and interconnected supply chains will help companies
identify and eradicate global delivery bottlenecks and quality problems.

In addition, decisions about manufacturing locations and suppliers will no
longer be dominated by a single cost element like labor. Smarter supply
chains will have the analytic capability to evaluate myriad alternatives in
terms of supply, manufacturing and distribution — and the flexibility to
reconfigure as conditions change. This will allow executives to plan for
contingencies and execute amid economic and political volatility without
reverting to protectionism or reverse globalization.



Are you ready?

How are you addressing the negative consequences of
increased global sourcing?

With volatility rising, do you have the analytical capabilities
to determine the optimal global configuration for your
supply chain?

Do you have the agility to seamlessly switch to other
manufacturing, supply or logistics partners when needed?
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Instrumented

Interconnected

Intelligent

Smarter global integration

Sense-and-respond event management for end-to-end supply chain activities
Sensors and actuators: manufacturing, logistics, and process control

Realtime interconnection with sensors to detect product and shipment locations
worldwide

Sensor solutions connecting the expanding global trading partner infrastructure
for increased supply chain visibility

Global “centers of excellence” to optimize capability and delivery

Right-sourced global logistics network

SOA-based integration of heterogeneous systems

Collaboration tools embedded into performance management system

End-to-end supply chain collaboration tools and methods

Integrated dashboards for KPIs and event alerts, driven by business rules

Demand, supply and distribution network planning and execution:
Simulation models and scenario-based strategies for planning
Optimization of inventory throughout all phases of pipeline activity
Integration of risk management and mitigation approaches

Integrated production planning and execution



Case study

GROHE’S GLOBAL SUPPLY CHAIN BECOMES
GLOBALLY INTEGRATED

Grohe AG is a leading manufacturer and supplier of sanitary fittings — hold-
ing roughly 10 percent of the global market. With 5,200 employees, 6 pro-
duction plants, 20 sales subsidiaries and a presence in more than 130
countries around the world, Grohe is clearly a global company.

In 2005, Grohe faced limited growth in developed markets, increasing
competition worldwide and rising product complexity. Responding to these
challenges was difficult because the company’s supply chain processes
were not well integrated and were plagued by a high ratio of fixed costs.

To escape this gridlock and gain efficiencies from better global integra-
tion, Grohe initiated a company-wide transformation program called
“World Class Grohe.” This program of initiatives included alignment of
supply chain strategy with business strategy, supply chain integration
and harmonization, reduction of parts proliferation, make or buy strate-
gies, logistics network optimization, globalization of the manufacturing
footprint and increased global sourcing.

Grohe’s transformation has produced tremendous value, including
improved cash position, efficiency, speed, process excellence and quality.
Through this comprehensive program, the company expects to achieve its
strategic objective of becoming one of the leanest and most demand-
driven companies in its industry worldwide.




CHAPTER
THREE







56

BUILDING THE SMARTER SUPPLY CHAIN

As executives chart the future course of their supply chains, they will
have several simultaneous objectives: They must align their supply chain
strategies with rapidly changing business strategies. Then, to execute
those strategies, they’ll need to innovate and make the supply chain
more sustainable, flexible and responsive through increased instrumenta-
tion, interconnection and intelligence. This transition to the Smarter
Supply Chain of the Future must be seamless, without operational inter-
ruptions or performance slips. It's a strategic balancing act — one that
requires a C-level leader.

THE EMERGING ROLE OF THE CHIEF SUPPLY CHAIN OFFICER

The role of Chief Supply Chain Officer is emerging as a cross-line-of-
business position reporting directly to the CEO (see Figure 12). This testi-
fies to the pivotal role supply chain executives play in the success of their
companies. But as supply chains evolve and become much smarter,
what does that imply for the executives who manage them? What kind of
capabilities will be required?



building the smarter supply chain

Right now, most senior supply chain leaders are overseeing traditional
functions like distribution and logistics (77 percent), demand/supply plan-
ning (72 percent), and sourcing and procurement (63 percent). But some
are beginning to play a role in strategy development (38 percent) and risk
management (26 percent). We believe this involvement at a strategic level
will grow. The Smarter Supply Chain of the Future will be a rich source of
insights that inform other business functions and strategic decision mak-
ing. The Chief Supply Chain Officer will be responsible for positioning the
supply chain to make these critical contributions.

Since supply chain networks are rarely the responsibility of a single entity
or decision maker, the Chief Supply Chain Officer will also need to be chief
collaborator. He or she will need to be an expert at bringing together stake-
holders (even those outside the extended supply chain, like regulators,
activist organizations and governments) and facilitating joint planning and
risk mitigation. Negotiation and stakeholder management skills will be
important complements to market knowledge and supply chain expertise.

FIGURE 12 WHO DOES THE TOP SUPPLY CHAIN EXECUTIVE REPORT TO?

46%
CEO |
23%
€00 |
12%
cFo |
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“This role will continue
to gain importance to the
overall organization. It
is a critical success factor
and will require more
sophisticated talent and
expertise in the future.”

Gary MacDonald, Senior Vice Presi-
dent, Supply Chain and Logistics, Hbc
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building the smarter supply chain

Chief Supply Chain Officers must also be diligent optimizers. Smarter sup-
ply chains will present decision makers with more choices and alternatives,
and higher-precision controls and levers to achieve desired outcomes.
Supply chain leaders must be capable of optimizing global networks of
assets and talent — their own as well as those of partners and customers.
These responsibilities also extend to environmental stewardship — main-
taining the balance necessary to protect the earth’s natural resources.
Perhaps more than any other C-suite role, the top supply chain executive
must have an end-to-end understanding of the business, a broad view of
external risks and the ability to manage holistically to produce optimal
outcomes.

WHY BUILD A SMARTER SUPPLY CHAIN NOW?

Why are we so convinced that supply chains are about to become much
smarter? After all, the underlying technologies that enable this sort of intel-
ligence have been around for some time. Why such a dramatic change
now — especially with so much uncertainty ahead?

Actually, that’s precisely the point. Globalization and growing supply chain
interdependence have introduced a heightened level of volatility and vul-
nerability that is unlikely to subside. Uncertainty has become the norm.
This new environment demands a different kind of supply chain —a much
smarter one.



building the smarter supply chain

With such a clear mandate for change, supply chain executives owe it to
their organizations to reevaluate current strategies and initiatives (see
Figure 13). Which investments are simply making processes faster or more
efficient? And which go a step further — making the supply chain decidedly
more intelligent and resilient in times of unprecedented instability and
risk?

Often, when massive shifts are predicted, “change or perish” pronounce-
ments pile up. But we do not see things in such a harsh light; the future we
see is much brighter. Here's why: Executives have at their disposal the
necessary ingredients to make their supply chains substantially smarter.
But perhaps more important — from our interviews with 400 of them world-
wide — we also know executives are determined to make their supply
chains strategic enablers. They understand how critical their function is to
their companies’ success, and they relish the opportunity to create change
that matters.

Thoughts and opinions on the smart supply chain concept and the business
possibilities enabled by this kind of imbedded intelligence are evolving
quickly. We look forward to discussing the Smarter Supply Chain of the
Future with you in more detail — and working with you as you build it.
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building the smarter supply chain

FIGURE 13 THE “SMARTMAP” TO THE SUPPLY CHAIN OF THE FUTURE

INSTRUMENTED

INTERCONNECTED

INTELLIGENT

Which capabilities are most critical to your organization?

SCM COMPETENCY AREAS

STRATEGY

Visibility and performance
mgmt

SC optimization and
transparency

Sensors and simulators of
customer demand

Alignment of business and
SC strategies with partners

Integrated sustainability
strategies

Variable cost structures
that fluctuate with market
demand

Segmented cost-to-serve
analytics

Sustained SC cost
reduction via advanced
analytics

Risk-based impact analysis

PLANNING

Realtime demand mgmt
and inventory optimization
Realtime inventory pipeline
visibility

Early warning detection:

supply and demand
synchronization

Collaborative planning and
execution

Integration of financial and
operational analysis

Integrated S&OP with
external metrics

S&OE (where “e” is
execution)

Risk-adjusted inventory
optimization

Networked S&OP with
optimized decision support

LIFECYCLE
MANAGEMENT

Predictive analysis
and simulation design
techniques

Embedded systems

Sensors for preventative
maintenance

Collaborative development
and engineering with
customers and partners

Customer insight driving
brand brilliance

Knowledge sharing for
continuous improvement

New product development
innovation and analytics

Sustainable, “green”
considerations throughout
lifecycle

Model-driven systems
engineering

SOURCING AND
PROCUREMENT

Risk and compliance sensors
and modeling

Proactive and realtime supply
network event monitoring

Global sourcing and import
logistics KPIs and detection

Realtime visibility of
multitiered supply

Contract management and
strategic sourcing

Outsourcing to share risks
across the global network
and create variable structures

Predictive buy-sell analytics

Sustainable procurement
practices

Intelligent spend analysis
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OPERATIONS

Optimized inventory
controls and event
detection

Sensors and actuators
in production for carbon,
water, waste monitoring

Visibility for operational risk
management and control

Networked design for
manufacture, supply, use
and reuse

Trade terms mgmt linked to
partner KPls

Demand-driven production
and postponement

SC models to manage
capital expenditure

Disaster response models

Simulation model to
evaluate flexibility factors:
service levels, costs, time,
quality

ASSET
MANAGEMENT

Total cost mgmt
dashboards

Environmentally sustainable
asset monitoring

Integrated probability-
based risk assessment

Integrated asset and
resource management

Geographic information
systems

Dynamic and variable asset
cost structures

Cost-of-ownership analysis

Tax and compliance
modeling

Proactive redeployment/
reconfiguration/ divesting
of assets

LOGISTICS

Event-driven logistics
alerts

Realtime sensors for
optimized network

Ease of network on-
boarding and automated
data feeds from logistics
partners

Realtime visibility to
logistics providers

Network integration with
variable contingency plans
and policies

Agile, on demand logistics
network

Carbon footprint
management

Data-driven reverse
logistics

Network and distribution
strategy analysis and
modeling

ENTERPRISE
APPLICATIONS

Monitoring and realtime
detection and alerts

Inventory optimization

ERP to MES integration

Collaboration platforms:
customer, provider,
supplier

ERP to ERP integration

Enterprise and network
performance management

Business intelligence and
integrated analytics

Predictive analysis and
advanced analytics applied
to events

KPI trends linked to
training and change mgmt
program
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o
Yo
WITH ANNUAL REVENUES
BELOW US$500 MILLION
o
Yo
WITH ANNUAL REVENUES
ABOVE US$20 BILLION

o
Yo
WITH MORE THAN 1,000
SUPPLY CHAIN EMPLOYEES
o
Yo
WITH LESS THAN 100 SUPPLY
CHAIN EMPLOYEES

STUDY METHODOLOGY

Over the past decade, we have conducted periodic surveys to understand
the most pressing challenges and objectives of supply chain managers
and staff. However, in recognition of the increasingly strategic role of the
supply chain, we decided in 2008 to embark on our inaugural Chief Supply
Chain Officer Study, based on in-depth, face-to-face interviews with com-
panies’ highest-ranking supply chain executives.

We spoke at length with 393 executives located in 25 countries across
North America, Western Europe and Asia Pacific. These leaders head sup-
ply chains that serve 29 different industries, including Retail, Industrial
Products, Food and Beverage, Pharmaceuticals, Telecom, Electronics and
Government.

As part of our research, we examined how responses from the world’s
leading supply chains differed from the remainder of our study population.
We defined leading or top supply chains as the subset of our respon-
dents — 17 of them — whose companies are listed in “The AMR Research
Supply Chain Top 25 for 2008.”

1

[ [ 1
WESTERN EUROPE 40% NORTH AMERICA 22%

ASIA PACIFIC 38%
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ABOUT IBM GLOBAL BUSINESS SERVICES

With business experts in more than 170 countries, IBM Global Business
Services provides clients with deep business process and industry exper-
tise across 17 industries, using innovation to identify, create and deliver
value faster. We draw on the full breadth of IBM capabilities, standing
behind our advice to help clients implement solutions designed to deliver
business outcomes with far-reaching impact and sustainable results.

IBM GLOBAL BUSINESS SERVICES SUPPLY CHAIN MANAGEMENT
PRACTICE

IBM Global Business Services offers one of the largest Supply Chain
Management (SCM) practices in the world, with more than 8,000 profes-
sionals. Our SCM practice fuses business process and technology insights
to help organizations across multiple dimensions — supply chain strategy,
planning, product lifecycle management, sourcing and procurement, oper-
ations, asset management, logistics and enterprise applications. Through
our own portfolio and an extensive network of alliances, we can combine
IBM consulting expertise with leading supply chain applications, including
SAP, Oracle, Dassault Systemes, Maximo and ILOG.

THE IBM INSTITUTE FOR BUSINESS VALUE

The IBM Institute for Business Value, part of IBM Global Business Services,
develops fact-based strategic insights for senior business executives
around critical industry-specific and cross-industry issues.
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GLOSSARY

ERP Enterprise resource planning software
GPS Global positioning system

KPI Key performance indicator

MES Manufacturing execution system
RFID  Radio-frequency identification

S&OP Sales and operations planning
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To find out more about this study, please send an e-mail to the IBM
Institute for Business Value at iilbbv@us.ibm.com, or contact one of the

IBM Supply Chain Management Services leaders below:

Global Sanjeev Nagrath
Japan Katsuto Maehira
Asia Pacific (excluding Japan) Yeonho Yoo
Northern Europe Garth Impey
Southern Europe Roland Bemelmans

IBM Institute for Business Value  Karen Butner

sanjeev.nagrath@us.ibm.com
ZENPEI@jp.ibm.com
yeonho.yoo@kr.ibm.com
garth.a.impey@uk.ibm.com
roland.bemelmans@nl.ibm.com

kbutner@us.ibm.com
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