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Extended Supply Chain Visibility and Control:  Can You Risk a Best of Breed Solution?
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Summary

ARC did a study of the Supply Chain Event Management (SCEM) market a few years ago.  We expected this market to take off because of the strong potential benefits of this solution and because surveys of supply chain executives showed a high degree of interest in extended supply chain visibility and control.  The high growth rates we expected did not occur.  One reason SCEM has grown slower than anticipated was that in this emerging market users faced a choice of working with start-ups, who might not be around in the long run, or large established companies whose solutions lagged the best of breeds.  In this Brief, a case study is provided of a company that selected Viewlocity's SCEM solution.  The description includes the reasons they selected a best of breed supplier, how they protected themselves, and the benefits they have achieved.  

Analysis

ARC defines Supply Chain Event Management as an extended supply chain visibility solution that provides visibility, alerts, and alert workflows and resolution logic.  The visibility and alerts are based on supply chain events.  For example, if a shipment has not left the trading partner's dock within a preset time period the pertinent supply chain manager can be notified.  In a 2002 study, ARC forecast that the market would grow by over 20 percent a year.  This high growth forecast was based upon the strong benefits SCEM can provide.  These benefits include:

1)  Better ability to insure that plans actually get executed by monitoring and affecting the supply chain performance of key suppliers, contract manufacturers, and 3PLs.  We particularly expected that companies with heavily outsourced supply chains would choose to use SCEM.  

2)  Better customer service to clients.  SCEM can be a core tool for helping companies to improve their Perfect Order metric performance.

3)  The ability to cut large amounts of inventory out of the supply chain by using SCEM data to drive both more consistent and quicker lead times.  US drug store retailer CVS provides perhaps the best case study surrounding SCEM used in this manner.

What ARC did not anticipate, but has often proven to be true, is that SCEM is often not acquired by companies that have already moved to an outsourced supply chain, but rather is often purchased by companies prior to network reconfiguration.  The SCEM serves as a key catalyst that enables network reconfiguration to occur and then helps to manage and control the resulting "outsourced" supply chain.  Dell had followed a more traditional model of warehousing spare parts inventory, fulfilling replacement parts for customers as needed, receiving the faulty parts and shipping back to their suppliers for testing and repair.  Dell utilized Viewlocity's SCEM solution to retain control over customer service processes while enabling suppliers to ship repair parts directly to Dell customers and receive faulty parts back directly for testing and repair.  Dell improved service levels while simultaneously cutting inventory and reducing transportation costs.

But probably the biggest reason that the SCEM has not grown as fast as predicted, is that most of the best of breed suppliers of SCEM were not perceived to be viable, stable, long-term partners.  There was truth in that perception.  At one point there were over 20 SCEM start-ups.  At least 15 of those companies have disappeared.  The following case study examines how a leading Third Party Logistics (3PL) provider dealt with the issue of wanting to buy a best of breed solution but also wanting to work with a company that had legs.  

The Wallenius Wilhelmsen Case Study

Wallenius Wilhelmsen is an asset-based, global 3PL for the finished vehicles market that is headquartered in Oslo.  The company primarily owns ships, but also owns inland vehicle processing depots and trucks that carry finished vehicles.  Starting in the year 2000,  the company decided to offer higher value-added services for their customers that included supply chain consulting, network reengineering, and the role of lead logistics provider for the finished good vehicle supply chain stretching from the port of discharge to dealers in Europe.  

In the case of Wallenius Wilhelmsen, SCEM was seen as necessary for both helping them reconfigure their customer's supply chain, and as a key supply chain execution solution that helps the 3PL to effectively execute activities for their customers.  These activities included monitoring the activities of other third party service providers involved in customs clearance, car hauling, storage of vehicles in yards, and the processing of vehicles including providing final customer configuration services.  

Because SCEM was core to what Wallenius Wilhelmsen was attempting to accomplish, they went through an extensive two year search process.  Viewlocity was selected for two reasons.  First of all, from a functionality point of view, the solution performed the best.  Simpler track and trace solutions were not enough, they needed a solution with the intelligence to provide for predictive alerting.  Secondly, they assessed the potential SCEM suppliers from a partnering perspective.  Which executive team were they most comfortable with?  Whose roadmap did they like the best?  And who could they work most collaboratively with?  This was at least 50% of the decision criteria and here they also concluded Viewlocity was the best.  

When Wallenius Wilhelmsen concluded that larger, better established software companies would not be able to meet their needs, the issue of supplier viablity was something that had to be considered.  The company did look at SCEM vendors balance sheets, but did not expect a company entering an emerging market to have a mature balance sheet.   Because of this, they also looked at who was investing in the company and how much these firms were investing and used that as a clue to indicate whether the company would be sustainable.  They also talked to existing reference customers.  Finally, in trying to understand which suppliers would be best able to attract customers, they also relied on their own analysis of the various supplier's strengths and weaknesses.  Wallenius Wilhelmsen does admit that in this kind of analysis a degree of subjectivity is impossible to avoid.

Wallenius Wilhelmsen also protected itself by acquiring the rights to Viewlocity's source code and by using an IT offshore outsourcing supplier.  While Viewlocity is in a much better position today, with new ownership and a much stronger balance sheet, a quarterly earnings report released during the WWL due diligence period did raise viability concerns.   To address those concerns, they acquired the rights to the Viewlocity source code.  The company also works with Cognizant Technology Solutions, a vendor with Indian software development and support centers.  Cognizant provides support down to Level 3 for all the main software solutions Wallenius Wilhelmsen uses.  While working with Cognizant is mainly driven by financial considerations (it is cheaper to get support out of India), working with this offshore IT company also provides the company with a third party capable of further developing the source code should that step ever be necessary.  

Wallenius Wilhelmsen reports that they are very happy with their selection.  Viewlocity has proven to be a company that was easy to work with.  The company has implemented SCEM four times, for four different clients.  SCEM was implemented in 3 to 6 months each time based on the complexity of the supply chain they needed to control.  SCEM helps the company determine what inventory will be late, or is forecast to be late; monitors supplier lead times; monitors whether the process is being followed; and finally monitors whether information is flowing from suppliers when it was supposed to.  Historical SCEM data is used to help analyze where supply chain improvement opportunities exist.

Recommendations

· If vendor viability is a concern when considering Best of Breed solutions, placing the applications source code in escrow offers substantial protection.  The growth of offshore technology companies in conjunction with protecting the source code can provide an important hedge.

· SCEM can be a very powerful tool for driving process improvements and supply chain continuous improvement programs.  Far too few companies are using SCEM in this manner.

ARC Briefs  are published and copyrighted by ARC Advisory Group.  

The SCEM market has not grown nearly as fast as predicted.  One reason, is that many of the suppliers have been smaller companies who users worried might not be around in the long run.  This Brief offers a case study of how one user selected a best of breed SCEM while providing themselves a protection path.
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SCEM has moved from being a general purpose application, to becoming more process specific.  Viewlocity, for example, offers specific solutions for Distributed Order Management, Network Inventory Management, Service Logistics, and Multi-tier Transportation. 





Viewlocity in the first half of 2004:


- A private company with 85 employees


- A revenue run rate of $15-20 million


- An ongoing cost basis of $12-13 million












Thought Leaders for Manufacturing & Supply Chain

©" • ARC • 3 Allied Drive • Dedham, MA 02026 USA • 781-471-1000 • ARCweb.com
©" • ARC • 3 Allied Drive • Dedham, MA 02026 USA • 781-471-1000 • ARCweb.com

