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Agenda

What do we mean by “Supply Chain Risk Management”?

B Define our philosophy and “vocabulary”

What are the top challenges to manage Supply Chain Risk?

B 3 key problem areas

Considerations to address those challenges

B How you can participate / collaborate
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The Basics are Still Relevant:
Closed-Loop SCM

RESPOND

(Recover after event)
EXECUTE
(Re-) PLAN
LEARN

SENSE
/

RESPOND

(Avoid before event)
LEARN
(Re-) PLAN
EXECUTE

~—
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~——

EXECUTE

What is the RIGHT level of Risk Management YOU need?
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Factors That Influence Risk

Management (and SCM Strategy)

Industry / Business
model volatility

B Structure
B Products

Position in end-to-end
supply chain

® Bullwhip effect
Compliance

® External: Regulatory
Standards

B Internal: Policies and
Processes

Functions / Processes
® Maturity / Stability
Culture

B Region / Company
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Strategi
(Design

Tactical
(Plan f

Execution

How can the CFO/CRO
help prioritize risk and
the resources to manage
it?

Which avoidance and
recovery strategies
should | choose?

Do | know where my risk
events are happening?



Globalization Creates
Both Opportunity and Risk

CREATE SOURCE MAKE SELL SERVICE DISPOSE
MOVE and STORE
o Should | make sales
o)) Should | increase
@ R&D spend to reps / channels
- P S accountable for
® counter sth""k'"g,, forecast accuracy
- product lifecycles? by product?
© Should | make a What processes ggr?]I ﬁ::::e
o forward-buy on a can | implement to res gnsibility tom
‘s component to protectmy IP in a su P liers for y
C protect against contract mfg c oﬂﬁtry-spe cific
e oS h ”
= volatility? environment? disposal rules?
6
] Can | rank my Are we seeing a
= carriers by level of higher level of
8 compliance to my support requests
% logistics contracts? than anticipated?
L
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Supply Chain Risks
Have Significant Impacts

Stock Price Declines 25% After The
Annocuncement Of A Supply Chain Glitch

-125 0 25
0

Average Shareholder
Returns (%)

Source: Prof. Vinod Singhal, DuPree College of
Management, Georgia Institute of Technology
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Supply Chain Risks
Have Significant Impacts

Stock Price Declines 25% After The
Annocuncement Of A Supply Chain Glitch

-125 0 25
0

Average Shareholder
Returns (%)

()
=)

Source: Prof. Vinod Singhal, DuPree College of
Management, Georgia Institute of Technology

Green Compliance Costs 2% of Revenue,
Could be Completely Offset

Compliance without Design for
Supply Chain Program

~2% of Revenue

Compliance with Design
for Supply Chain Program

~1% of Revenue

Costs

Costs offsets

Source: AMR Research, 2006
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Supply Risks are Effecting all Key KPIs
Impact of Supply Outages and Risks

Customer Relations 79%
Stockouts 77%
Earnings 75%
Time-to-market
cycles B 73%
Customer wins 61%
Brand perception 56%
0 40 80

Source: Aberdeen Group, September 2005

Economist Intelligence Unit:

“During the past 12 months, one in
five of the companies surveyed
had suffered significant damage
from a failure to manage risk and
over half had experienced at least
one near miss."

Source: Taking Risk On-board, 2006



Where Are the Risk Events /

Vulnerabilities? N
Risk Is this an exception or the “new normal”?
Thresholds

Development Sourcing Production Demand Service Disposal
Risk Risk Risk Risk Risk Risk

B Where is it happening?

B When is it happening?

M How often is it happening?
W Etc.

Need to capture risk events via an
event management platform / repository
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What Are the Best Avoidance
and Recovery Strategies? —

Risk
Thresholds

Avoidance... R Recovery...
BEFORE the event AFTER the event
i HIGH
® Eliminate risk v. Worst
~ Option
B Transfer risk Cost A
B Share risk Best —h
Option '
B Etc.
LOW HIGH

Recovery Time

Need for a disciplined approach to develop, evaluate,
rank, and deploy risk mitigation strategies
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Risk Management Strategies

CREATE SOURCE MAKE MOVE STORE SELL SERVICE DISPOSE
% Business Continuity Planning J
o
‘E Network Design J

. Postponement J

Sales and Operations Planning J
.g Inventory Optimization J
b
é Design for X ] Demand Visibility / Shaping|

Contract / Liability Mgmt J Global Trade Services J

g Event Management J
ig Extended Visibility (EPC Serialization/RFID) J
0
g" Supplier Scorecards J ot / Serial Traceabilityj
w WEEE |
RoHS J env. Heath and SafetyJ
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How Do | Get Funding and
Support from the CFO / CRO?

Strat_%

A
Maturity . . q .
Informal Reactive, Consolidation Operational
Ad-hoc Phase Fragmented Phase Excellence Phase
Implementation
Phase I
A
Continuous
Create inventory ims:g\c::fnsent
of Governance, Risk 74
and_ C?c?m_pllance Start on a unified
initiatives GRC approach
Most_
Ad-hoc, “must-do” :ﬁ—},_,_ c:rrr;p::rfs
activities only '
v Rush projects to
react to mandates
Time
< 2 - 5 years >
Today

Source: SAP Research
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Get Agreement on Risk Appetite S—
and Thresholds for Supply Chain

® For each supply chain
initiative, identify compliance
requirements: environmental,
financial, corporate, customer,
supplier

B Develop KPI targets and
thresholds based on risk
appetite

® End result: Executive
agreement on boundary
conditions that support
corporate risk appetite and

@&l appetite compliance
and thresholds
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Identify and Assess All Key Supply —

Chain Risks

N\

, ,~/

oss the enterprise

Identify &
Analyze

Q
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B Perform supply chain risk
assessment (leverage loss-
incident repository, BOM
analysis, audits, etc.)

B Quantify each risks: type,
impact, probability (leverage
repository), timeframe, and
mitigation strategy/costs

¥ Feed supply chain vulnerability
maps into enterprise-wide risk
maps



Choosing the Most Critical S
Risks and the Resolution Strategies

® Risk inter-dependencies
identified (e.g. demand
fluctuations and exchange-rate
hedging)

Highest priority risks are
selected based upon risk-
adjusted return on capital

and opportunity

°

c S

o sk avoidance
?

0

(4

Optimum avoidance and
recovery strategies are
executed
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Build Proactive Monitoring into —
Your Current Business Processes

Monitor

B Requires supply chain risk
scorecards

® Incorporate risk management
into your current (including
manual) supply chain
processes and include
previously disconnected
partners

B Set up process controls to
achieve continuous monitoring

Q
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Benefits of Best-in-Class
Supply Chain Risk Management

Supply Chain Risk Management Performance Improvements

% change in key
performance areas

50 -

40.5

12.2

B
|

31.5

7.3

‘ 1.1

40.7

11.1

& Bestin Class
= Norm
_| Laggards

28.6

9.6 9.3

B

-10 -

Supplier quality
improvement
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Improvement in
lead-times

—

-6.6
Improvement in Reduction in
on-time delivery supply crises

Source: Aberdeen Group, September 2005

SAPd



Supply Chain Risk Management
Is a Focus for SAP

SAP is Investing Heavily Embed Risk Mgmt in Existing Processes

Benchmarks

SCM

Best Practices

Strategic ISV and Sl Ecosystem
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Thank You for Your Time

Questions
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registered trademarks of SAP AG in Germany and in several other countries all over the world. All other product and service names mentioned are the trademarks of their respective
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