Understanding End-to-End Supply Chain Costs:
Unlocking Competitive Advantage

Since the emergence of COVID-19, supply chain Aside from merely the cost-saving potential, in
costs have occupied the main stage across several today’s turbulent economy, examining your supply
industries. Now, as inflationary pressure continues chain cost structure is key towards sustained

to grow globally, coupled with greater scrutiny business growth — there exist unimagined benefits
around business’ ability to fulfil ESG initiatives, it is including gaining an inherent understanding of
ever important for executives to gain a thorough your competitive advantage and adapting your

end to end overview of their supply chain cost supply chain model to best-fit your overall
structure, where each cost component may carry growth strategy.
incremental cost-saving opportunities.

Here’s an illustrative example of an end-to-end supply chain cost tree:
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Supplier Mapping and Risk Assessment
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As the first step of your supply chain, common areas of analysis
include supplier evaluation, supplier onboarding and negotiation, and
supplier audits. In optimizing your supplier portfolio, it is important to
note it is never one-size-fits all: for some, it could be increasing the
use of localized suppliers, for others, it could mean consolidating
suppliers, or even strategically turning towards 3PLin select markets.

In addition to that, effective supplier evaluation acts as a crucial
element in reducing supplier costs and increasing resiliency. A
previous Kaiser engagement revealed companies with a stringent
supplier selection and evaluation model are more likely to achieve
greater cost-savings. By evaluating suppliers using the following
scorecard, companies can minimize their supplier roster and build
lower-cost and more trusted relationships with suppliers:

* Delivery Timeliness

*  Fulfilment %

* Consistency in Quality

* Track Record of Productivity Improvements (~3-5% annually)
* ESG/ CSR metrics

* Location

Production/ Manufacturing Costs
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As one of the largest cost components across the entire supply chain,
it is natural for businesses to home in on specific cost categories
within production and manufacturing. However, a broader
perspective, allows for the consideration of technology and
automation tools to unlock benefits across categories.

Automation is often one of the most focused-on levers of for cost-
saving initiatives in production. A recent Kaiser engagement found
that while Logistics and Pharmaceuticals industries currently
showcase some of the best-in-class development and adoption of
manufacturing automation, this potential can be replicated in other
industries such as food and beverage, when applied to
manufacturing steps such as processing, primary packaging, and
material movement application areas.

Furthermore, while financial investments towards supply chain
optimization are inevitable, they are not the only solution to unlock
greater efficiencies. When evaluating the manufacturing cost
structure of a packaging client, Kaiser discovered investments in
strengthening workforce culture were likely to be more cost-
effective than adding salaried employees. This is especially apparent
when relating to reduce spoilage/finished goods scrap, improved
adaptation speed to product and packaging modifications, as well as
enhancing overall plant utilization.

Additional cost-saving strategies can include the use of back labelling,
equipment standardization and re-design buffer management
processes.
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Transportation and Warehousing
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Meticulous planning behind transportation and warehousing network
design is fundamental towards cost optimization. Outside of
minimizing site selection and rental/ leasing costs, or maximizing
sales & distribution efficiencies, other adjacent costs including site
repairand maintenance, and site security and surveillance costs can
also generate substantial cost and should not go unnoticed.

As a result, while each company individually designs their own
transportation and warehousing network with respect to their
strategic priorities (e.g., maximization of customer reach, reduction in
customer delivery times), examining industry best practices can
inform operational and strategic decisions. Top competitors often
evaluate and develop new growth strategies (e.g., new market-entry,
new product development and launch) based on their understanding
of their internal supply chain characteristics and pre-empt
competitive dynamics by estimating competitor supply chain
responsiveness.

For instance, Kaiser previously completed a supply chain network
design and benchmarking engagement for a fast-moving consumer
good (FMCG) client. Upon receiving customer feedback that the
client lagged its peers in terms of delivery responsiveness, Kaiser
explored dynamics behind manufacturers’ selection and utilization
of existing service routes to identify solutions for improvement. In
this study, stakeholders commonly noted most companies would
turn to high-cost lanes to fulfil quicker customer deliveries, and
avoid the possibilities of fines, missed promotion windows, and
general loss in sales volume.

In a similar study across global tool manufacturers, it was discovered
manufacturers leveraged a multitude of strategies to optimize cost-
saving potential. Kaiser observed a variance in service differentiation
& pricing models (e.g., one size fits all based on ordering efficiency
(with set levers), customized customer agreement, or establishing
pricing tiers within brackets), and smart deployment of
“postponement” strategies to minimize supply chain complexities.
Large, global companies are also able to leverage transportation
management centers to optimize global transportation strategies.
With heavy use of digital tools, these companies can execute:

e Network, cross dock, and hub design & analysis

* Define and implement standard routes

* Dynamic load balancing, execution of transportation, and
deviation management

* Automation of sell billing procedures to offset expensive freight
costs
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Delivered Cost
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In the management of fleet costs, it is important to maintain a full
asset lifecycle view, covering all elements of vehicle acquisition,
financing, and disposal. However, maintenance, repair and
operations (MRO) components can often be overlooked — here are
some key questions that might create additional cost-saving
opportunities:

* Do we need ourown fleet oris leasing more cost effective?

*  When did we last evaluate our vehicle service schedule?

* Should we in-sourcing/ outsourcing MRO processes?

* How do we optimize our fleet coverage?

Lastly, with flexibility being a top priority for the customer today,
greater utilization of a customer pick-up optionality can become a
potential cost-saving avenue for companies. For companies
interested in extending a customer pick-up option, beyond obtaining
a clear understanding of customer preferences, a thorough review of
existing infrastructure capabilities to offer such an option, and
potential trade-offs from reducing scale of current delivery fleet or
that from lower utilization of bidding systems is recommended.

Installed cost, particularly in the Industrials sector, is often a
significant portion of supply chain costs, and one that many
manufacturers have poor visibility to since this work is often
performed by third parties. Cost elements can include anything from
on-site solution assembly/ integration, servicing, support, training
services, and testing & validation costs.

Kaiser developed a framework to estimate the installed cost of key
exterior building products. This type of exercise can help companies
understand total cost to the end customer, the positioning of their
products and identify specific cost components along the value chain
that need fine tuning. Starting from the delivered cost one must
account for independent distributor mark-ups, freight, installer mark-
up and the labor costs associated with the installer to understand
total installed cost (TIC). Through primary research, Kaiser can collect
these often difficult to know cost components which can shed light
on how distributors and installers and their associated stacked
margin may be impacting price positioning and product perception in
the marketplace.
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Operating Cost

6 \/ Main sub-components within operating cost includes inventory

%\:;j' carrying/ storage/ obsolescence, aftermarket repairs and service,
reverse logistics and customer service. Other cost components,
including call center costs, or customer satisfaction measurements
are usually minor, but should not be neglected.

Operating Cost

| In managing inventory obsolescence, stakeholders generally overlook
Inventory Carrying/ its correlation with ongoing product lifecycle strategies. Without a
Storage/Obsolescence sound transition planning strategy in place, companies may
| potentially add a large volume of inventory risk.
Aftermarket

- A A prior Kaiser engagement focused on retailer dynamics revealed
(Repairs, Service)

different reverse logistics models deployed by FMCGs, where some

| requested products, and others relied on retailers to destroy
products. A similar variety of methods were observed with how those
FMCGs handled refunds (e.g., near-immediate transfers, tying credits
| to the next invoice, lump sum payments with set points, or setting a
returns allowance).
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While regulatory, compliance, and insurance costs are likely unavoidable, there can be significant opportunity to
streamline supply chain operations through partnering with 3rd-parties, and the adoption of technology
solutions. Outside of the initial investment, longer-term rewards are likely to be justified. Technology is the key
towards creating a nimble and modular supply chain.

In the same supply chain benchmarking study across global tool manufacturers, Kaiser discovered the potential risks
of laggard technology implementation. One manufacturer suffered from high inventory management costs and risks
as all demand forecasting was manual. These manual forecasts did not provide sufficient visibility on raw material
lead times which led to delays in finish good shipments. Meanwhile, other observed competitors were able to
leverage heavy digitization to avoid supply chain risks by introducing Al-enabled demand forecasting, and a globally
standardized inventory visualization & production planning system. While the adoption of technology platforms do
not always yield fully optimized results, they can minimize downside risk.

While supply chain improvement activities can fall by the wayside during periods of prosperity, taking a deeper look
at each cost component can yield powerful results regardless of the economic climate. As evidenced throughout our
various case studies in this exercise, it is valuable to look outside the organization for best practices and new
approaches to making your supply chain more cost effective and fit-for purpose. Undoubtedly there is no one size
fits all solution as the path towards greater cost-optimization will vary across industries and business models,
however, the results can be long lasting. Ultimately, those who choose to do the work and gain a deeper
understanding of their supply chain cost will be better positioned to compete and win in a marketplace where
supply chain continues to hold center stage.
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About Kaiser Associates

Kaiser Associates was founded in 1981 with a simple yet powerful mission: to help executives make more
informed strategic and operational decisions by incorporating external insight and analysis. Today, Kaiser
has a highly selective and elite client base comprised of many Global 500 corporations, private equity
firms, and government entities. Our fact-based strategy, rigorous analytics, and implementation expertise
generate original, granular insights that help our clients turn their most difficult challenges into game-
changing growth and productivity opportunities. Kaiser serves clients globally from our offices in
Washington, DC and London.

KAISER’S SUPPLY CHAIN & MANUFACTURING BUSINESS

Kaiser’s Supply Chain & Manufacturing Practice has broad expertise across operations in the industrial,
consumer goods, and consumer durables sectors. Leveraging our global research capabilities, we are
exceptionally positioned to identify opportunities to improve operations and reduce costs. Our approach
is multifaceted, incorporating qualitative and quantitative analysis, original primary research, and
customized benchmarking. Our distinctive talent for creating entirely novel and precise factbased insights
enables us to excel in addressing complex questions that go beyond off-the-shelf and database-driven
research solutions
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