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Summary

“Logistics today is as important for success in the digital economy as it was for Roman Empire
world dominance.”
By Leif Enarsson (2006)
“ Quccessful supply chain management requires cross-functional integration within the firm and
across the network of firms that comprise the supply chain.”
By Douglas M. Lambert (2006)

Many companies initially focus on supply chain management as a way to improve customer
satisfaction and reduce operational inefficiencies. While doing this, the company improves

visibility and control over its supply chain, which also leads to better financia performance.

Supply chain management is essential to the company’s competitive capacity. Nowadays,
especially with the globalization and IT industry development, companies are not competing
as individuals but as part of the supply chain in the global environment. How to cut cost,
improve quality and also operate effectively is every company’s principle through the supply
chain management. With substantially cheaper labor and cost, many companies in the
devel oped countries have started sourcing in the booming economics in China and some other
countries. This is aso the trend of globa supply chain. However, low product price in
emerging economics comes together with more communication efforts, longer delivery time,
bigger purchase quantities and high inventory levd . A minor company therefore finds it rather

difficult sometimes to optimize their strategies, and resolve the quality problems.

Benefit and cost are closely linked with supplier performance. Veda B.V. has half of its
products sourced in China, and they want to have good quality with low price But this
combines with the quality and delivery problem. This paper will analyze the supplier situation
of Velda BV. Beginning with a review of literatures and in order to make the comparison
visible, the paper discusses the approach for the supply chain map and analyzes the supply
chain map for different ways of purchasing in Velda BV. Then it looks at the SCM functions
that impact the financial performance, identify the business processes in the SCM, and
determines what can be done to improve those business processes that will improve both
SCM and Financial performance for VedaBV.

The main research question is “What to improve i n the Supply Chain Management process to
get premium financial performance for Veda BV?' In order to get this question answered,
started from the basic information of Velda B.V., together with the literature review, the

thesis mainly analyzed from SCM process of Velda B.V. and the financia performance



mainly from the control aspect.

The main conclusions of the thesis are that not so satisfactory quality and delivery time issue
requires Velda B.V. involves strongly in the supplier development and improvement. The
strategic product purchase strategy is OK for Velda B.V. according to the Kraljic portfolio
Matrix. While the main problem in the SCM is regarding the OEM production section in
China, in the operational and tactical leve. Some of SCM functions need improving.

Following the analysis in chapter four, the main problems can be darified in the following

table:

The SCM problemsin Velda B.V. are shown as follow table:

SCM function

Main situation or problems

Production (Materia Flow Management)

Monitor the quality and ddlivery time.

Supplier Relationship Management

Strengthen partnership with the key
suppliers. Aware the Chinese busi ness
culture and relationship. Strict the contract
and details.

Inventory (Demand) Management

Have a good forecast of demand

Design (Development and
commercialization)

Specify the requirement and time planning.
Involve the customer and supplier sidein
the new product devel opment.

Transportation (Order Fulfillment)

OK

Customer rdationship management:

OK. Limited analysisin this paper.

Table1l: SCM analysisinVedaB.V.

The paper also emphasized the analysis about the situation with some key suppliers in China.

Corresponding to each problem, there are suggestions and recommendations for Velda B.V.

in the last chapter.
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Chapter 1 Introduction / Basic information of Velda B.V.

1.1 Thehistory and main products of Velda B.V.

Velda has been devel oping products for aquaria from 1970. An aquarium is a closed system,
to which dl kinds of patterns apply. This knowledge of aguaria has been applied to ponds. In
the early eighties, a department was started that specifically aimed at pond department in the
garden centre, which was dtill yet to be developed by then. For production, in order to
optimize quality, Ve da manufactures many products in its own premises by modern means of
production. For logistics, products are transported to garden centers in The Netherlands,
Belgium and the Germany. Finally, the products of Velda are available in amost all garden
centers. Thanks to conveniently arranged shelves you will find all you need for stocking and

maintenance of your pond. The main products of VeldaB.V. are:

Bottom includes bottom soil, substrates, plant substrates, cover substrates, and marsh
substrate.

Water Plant includes Nutrients, plant baskets and bacteria products.

Water includes water testing (Aquatest box, PH, JH, CH, NO2, NO3, PO4, NH3, Fe,
Cu test) and water improvement products.

Fish includes fish feeding food, feeding devices, medicines, scoop nets (pond net),
and protection devices (cover net etc).

Algae includes fibrous and slime (I-Tronic, al clear), green water (UVC filter,
bio-clear, UVC light), beard algae, blue algae and bacterid cultures and water
ornaments.

Filtration includes Pond pumps, Pressure Filters, pond heating, biologica filters,
filter sets, surface filters, UV e, filter material's and accessories.

Air includes air pumps and accessories (air tube and air stones).

Help devices include pond nets, scoop nets, heating (pond hesating), socket (4 way

outlet), and maintenance (pond tool and pond brush).

Of al the products above, dectrical products such as Filtration, Air, Help devices, and some
packages are OEM - produced in China, and the rest are mainly produced in Europe.

In order to maintain competence, Velda BV either purchases materials or produces OEM
products globally, and some of their products are produced and assembled by themselves. It

relies on alot of global sourcing, and a better control of the supply chain process to reduce



total cost is fundamental. Besides, they aso face the problem of purchasing in Asia or within
Europe. Products from Asia can be purchased cheaply, but have a higher transportation and
inventory cost, and longer delivery time, whereas products from Europe are priced higher but
cost less in trangportation and inventory fee, and comparatively shorter delivery time. All of

these factors in Supply Chain influence the company’ s financid performance.

1.2 Sales Revenues and profits for Velda B.V.

Table 1 shows the sdles revenue and profit for Velda B.V. (in Euro) (Source: Income
statement of VeldaB.V. 2002-2007) buit it is excluded from the text due to confidentiality.

1.3 Supplier situation of Velda B.V.

Around half of the products of Velda B.V. are purchased from China, and the rest are
purchased from EU.

Table 2 shows the exact amount of Velda's purchasing from Chinaand EU. in Euros (Source:
Annual Report of Veda B.V. 2002-2007). The table and its conclusions are excluded due to
confidentiality.

Table 3 lists the supplier situation in China(Source: purchase department and aso from
interview with Alexander Daenoort from Velda B.V.). It is not included due to

confidentiality.

Most of suppliers in China are in long-term partnership with Velda B.V. These suppliers
include the producers of Air Pump, water pump, pond tools, fish net, cover net, and packages
etc. Many divisions and functions within the firm are involved in the partnership. They

consider each other strategically important.

Particularly, the supplier in Ningbo that produces UV-C filters, I-Tronics, and Press filters
shares a significant level of integration with Veda B.V.. Each party views the other as an
extension of their own company. The mutual dependence thus diminishes the risks that are

usually present with “only one supplier operational”.

A few suppliers, especialy some new suppliers and the promotion product suppliers are kind

of short-term partnership. They usually expect onetime order from Vedda BV.



Combining the supplier’s situation and the product characteristics in Ching, it isimportant to
have clear understanding of the importance of products and adjust the purchase and supplier

relationship strategy accordingly.



Chapter 2 Resear ch Questions

Supply Chain Management is complex. The approach is to consider each step of the SCM,
and identify these areas offering the greatest potential to affect revenue growth, operating
expense and capital utilization. Considering the previous research results and practical
problems inside the company, the foll owing research question is raised:

What to improve in the Supply Chain Management process to get premium financia

performance for Ve daBV?
In order to answer this question, there are some sub-questions:

1. What' s the basic information of SCM (Supply Chain Management) inVeddaB.V.?
What are the history and products of VeldaB.V.?
What isthe supplier situation of VeldaB.V.?
This question will be answered in Chapter 1.

2. What isthe SCM modéd/theory?
What isthe definition of SCM?
What isthe SCM map?
What are the performance indicatorsin SCM?
Purchasing globally or locally?

These questions will be answered in chapter 3.

3. How to analyzethe SCM of VeldaB.V. according to the mode ?
What isVedaB.V. sKraljic portfolio Matrix?
What isthe purchase strategy for VeldaB.V. according to this portfolio?
What isthein-depth purchasing strategy in VeldaB.V.?
The SCM map and purchase processin VeldaB.V.
What are the problems of SCM inVedaB.V.?
What are the gods and e ements of SCM inVedaB.V.?
What's the SCM situation of SCM inVeldaB.V.?
Main supplier problems and solutions analysis

These questions will be answered in chapter 4.

5. What istheimpact of SCM on financia performanceinVedaB.V.?
Influence of supply chain to financial performancein VeldaB.V.

SCM process which can influence financial performance
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Financial value chain analysisin VedaB.V.
ERP system in the process management of VedaB.V.

Chapter 5 will answer the above questions.

6. What to improve in the SCM process in order to get premium financial performance in
VddaB.V.?

What are the sol utions?

What are the conclusions and recommendati ons?

Chapter 6 will answer these questions and give some recommendations for the company.

According to the above research questions, the paper has the following structure to answer the

research question.

The first chapter introduces the Velda B.V.'s basic information. It answered the first research
question. It outlines the company’s history, business, products, and supplier’s information to

render a basi ¢ image of the company and the field.

The second chapter describes research questions and the structure of whole paper.

The third chapter analyzes the SCM model/ theory based on literature review on the SCM
definition, SCM map and related supplier relationship and performance indicators.

The fourth chapter is the SCM andysis in Velda B.V. First part based on the Kraljic portfolio
Matrix, it analyzes the product categories and the corresponding SCM strategies to explore the
situation in Velda B.V. Second part shows four different SCM maps with explanation, and
describes each scenario in detail. With the SCM map, each step is clear and visible. Afterwards, it
anal yzes the purchase process, and mentions the weakness of these activities in Velda B.V.. The
third part of this chapter andyzes the problems in the SCM, especially those regarding suppliers

and solutions.

The fifth chapter focuses on financial performance to further elaborate the SCM. It is mainly
based on the profit analysis to control the SCM, especially on how to reduce costs. Besides, it also
involves the whole management of SCM integrated with IT, which is the ERP system. It

introduces the advantages of this system, and also analyzes the problems Velda B.V.

The concl usi ons and recommendations are shown in the last chapter.
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Chapter 3 Literature Review

This chapter will answer the sub-research question of “What is the SCM model/theory?’
Some literatures are mentioned herein order to get the SCM mode and the related theory.

This research is aimed at improving SCM of Velda B.V.in order to get better financia
performance. It is important to find out which factors in SCM can influence financia
performance and reated aspects about the supplier’s performance and relationships. Supplier
performance, performance indicators, and supplier’s choosing criteria are crucial in the
financial performance of a company. The following review of literature describes the
definition of Supply Chain Management, Supply Chain Map, the influence of SCM on
financial performance, long-term buyer-supplier reationships and lastly the criteria based on
which suppliers should be chosen. Since Velda B.V. has a great deal of orders in China, this

paper also mentions the researchesin this field.

3.1 Supply chain management (SCM) definition

What's the definition of Supply Chain Management? There are many versions of the definition,
and according to Lambert, Cooper and Pagh (1998): Supply Chain Management is the integration
of key business processes from end user through original suppliersthat provides products, services,
and information that add value for customers and other stakeholders. This definition involves

almost every business activities.

Douglas M. Lambert (2006) has the same definition of SCM in his book <Supply Chain
Management: Processes, Partnerships, Performance>. This book emphasizes that the supply chain
management processes can be used to achieve cross-functional and cross-firm integration, and a
description of how customer relationship management and supplier relationship management form
the critical supply chain management linkages and how their impact on the financial performance

of the organization can be measured.

Among the other definitions, Olsen and Ellram (1997) focused on the buyer-supplier relationship,
and Mattsson (1998) defined the supply chain as a line of factors which are mutually dependent
and through which materia, payment and information flow. Leif Enarsson (2006) mentioned that
in order to keep the chain concept, the most proper concept must be val ue chain. The value chain

focuses oninterna activitiesin acompany and the physica flows as the primary activities.
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Supply Chain Management

Integrating and Managing Business Processes Across the Supply Chain
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Figure: Supply Chain Management (Source: Douglas M. Lambert, <Supply Chain Management:

Processes, Partnerships, Performance>)

Customer relationship management provides the structure for how the relationships with
customers can be deveoped and maintained. Management identifies key customers and
customer groups as part of the firm's business misson. The goa is to segment customers
based on their value over time and increase customer loyalty by providing customized
products and services.

Supplier relationship management isthe process that defines how a company interacts with
its suppliers. Just as a company needs to devel op relationships with its customers, it also
needs to foster relationships with its suppliers. Asin the case of customer relationship
management, a company will forge dose rel ationships with a small subset of its suppliers, and
manage arm-length rel ationshi ps with others. Long-term rel ationships are deve oped with a
small core group of suppliers. The desired outcome is a win-win relationship where both
parties benefit.

Demand management is the supply chain management process that ba ances the customers’
requirements with the capabilities of the supply chain. With the right process in place,
management can match supply with demand proactively and execute the plan with minimal
disruptions. The process is not limited to forecasting. It includes synchronizing supply and
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demand, increasing flexibility, and reducing demand variability. A good demand management
process can enabl e a company to be more proactive to anticipated demand, and more reactive

to unanti cipated demand.

Customer service management is the firm’s face to the customer. Customer service provides
the customer with real -time information on promised shipping dates and product availability
through interfaces with the firm’s functions such as manufacturing and logistics. The

customer service process may a so include assisting the customer with product applications.

Quality, time and cost are the three most important performance factors in the SCM in order
to get customer satisfaction and compl etion strategy. Effective management must coordinate
al the different pieces of the chain as quickly as possible without losing of the qudity or
customer satisfaction, while keeping the costs down. Customer satisfaction is paramount,
included in the supply chain process are customer orders, storage, and customer service. Key
to success of a supply chain is the speed in which these activities can be accomplished with
customer satisfaction. Reduced inventory, lower operating costs, product availability and
customer satisfaction are the effective SCM.

The decisions associated with supply chain management cover both long-term and short-term.
Strategic decisions deal with corporate policies and loot at overall design and supply chain
structure. Operationa decisions deal with daily activities and problem of an organization. The
structure should be through long-term analysis and at the same time focus on the day-to-day
activities. Demand patterns, service level requirements, distance cons derations, cost € ements
and other related factors must be understood well in the structure of SCM.

The present focus of SCM research is mainly about the IT-related research, which includes
IT-based modeling and simulations (Leif Enarsson 2006). This is aso the trend of SCM in the
complex, fast changing and developing world of business. Using IT development in SCM can

create a better useful ness for us.

Globalization in SCM is ancther trend. According to Yip (1998), the benefits of global souring
for companies are cost reduction, improved quality, enhanced customer preference and

increased competitive leverage.

3.2 Supply Chain Map

When the company’s supply and delivery systems become increasingly global, managing the

supply chain becomes more complicated and it's very useful to use the supply chain map to
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visualize, track and manage it.

So what is a supply chain map? There are also alot of definitions. Muehrcke and Muehrcke (1992)
defined it as follows: “A map is spatial representation of the environment. By representation, we
mean something that stands for the environment that it portrays, and is both a likeness and a
simplified model.” So the map is a stand-in for the actual environment according to this definition.
Rouleau (1993) described it as: “As is the case with other graphic constructions, maps employ a

formof visual language to communicate items of information.”

In order to visuaize the whole process, the supply chain Map is drawn. This paper analyzes
four ways of purchasing SCM maps, according to where to purchase and if they purchase raw

material or finished products.

3.3 SCM functions that impact on financial performance

Focused on the core business, smal and mid-size companies relegate supply chan
management solutions to a back-room function, and fail to recognize the impact of SCM on
revenue growth, operating expenses and capital utilization (Valerie Bonebrake, 2007). Even if
they know that improvement in the current supply chain will help reduce cost for goods sold,
days in inventory and overall hidden operational expenses, there are many issues they face to

improve their SCM and get better financial performance.

As explained in the previous part, SCM is the integration of key business processes from end
user through original supplier that provides products, services, and information that add value

for customers and other stakeholders. It includes most business activities.

Academics and practitioners agree that excellence in supply management results in better
guality, customer service and channel performance. The research by Shin & a (2000) found
that an improvement in the Supply Management Orientation improves both the supplier's and
buyer's performance, and its influence on deivery and quality performance is more

significant than on cost and flexibility performance.

3.4 Supplier’s performance and reduced number of suppliers.

Supplier’s performance is important in the Supply Chain Management. Mentzer and Konrad
(1991) stated that performance measurement is the evaluation of effectiveness and efficiency

of completing a given task. Effectiveness is the extent to which goals are accomplished.
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Efficiency is a measure of how well resources are utilized. Venkatraman and Ramanujam
(1986) focused on organizationa effectiveness, and classified business performance measures
as either financial or operational (non-financial). Operationa measures of performance can be
classified in two streams. key competitive success factors (eg., qudlity, ddivery, price,
service and flexibility) and international factors, such as defects, schedule redlization and

cost.

In the current study, the supplier’s performance is an operational measure of key competitive
success factors, which are product quality, delivery performance, price, responsiveness to
change request, service support and overall performance. The supplier’s performance directly
influences the buying firm and is critical for them (C.Prahinski, W.C. Benton, 2004).

Companies are now trying to reduce number of suppliers. In the past, it was common practi ce
for many companies to contract with multiple suppliers. The underlying premises behind this
include 1) competition is the basis, 2) purchasing must not become source dependent; and 3)

multiple sourcing is a risk-reducing technique (Newman, 1989).

Reduction of the supplier base is a unique characteristic of contemporary buyer-supplier
relationship. Several important factors have caused the current shift to single sourcing or a
reduced supplier base. Firstly, multiple sourcing prevents suppliers from achieving the
economies of scale based on order volume and learning curve effect (Hahn et ak., 1986).
Secondy, the multiple supplier system can be more expensive than a single supplier system
(Treeven, 1987). Thirdly, areduced supplier base helps iminate mistrust between buyer and
suppliers due to lack of communication (Newman, 1988a, b). Lastly, worldwide competition

forces firms to find the best suppliers in the worl d.

3.5 Performanceindicatorsin choosing and evaluating suppliers

The impact of outsourcing on supply chain is complex. Five performance objectives
developed by Slack et a (2001) are useful.

Category Content
Quality External quality( product quality)

Internal quality (process quality)
Speed Ddivery time

Production time

16



Response time

Devel opment time
Rdiability | Leve of rdiability
Consistency of reliability
Flexibility | Product flexibility
Mixed flexibility

Volume flexibility

Ddivery flexibility

Costs Cost structure
Costs inflicted by other performance

objectives

Table 4: The five performance Objectives of a supply Chain
Source: Slack et al, 2001

Quality: According to Slack et al (2001), quality has many aspects, external and interna aspects
being the main focus. The external quality means executing tasks correctly and producing reliable
and correct specifications. It's essential to good product quality. Internal quality means when the
manufacturer doesn’t deliver products of the correct quality, subsegquent operation needs to be

compl eted.

Speed: Speed is mainly about how fast the producers can deliver the product after the order is
ordered. The shorter the delivery time, the more chances the goods will be sold; the faster the
speed, the lower the cost, and a so the work in processis lessened. According to Slack et al (2001),
speed also includes response time, i.e,, the time a company needs to answer a customer’s enquiry,
which is related to customer service. Product development time is the last aspect of speed. New
products can be brought to market through the cooperation of the engineering department,
designing department, and \the purchase department. Ghausi (2002) mentioned that market share

goes to whoever gets there first, and so does the margin.

Reliability: Reliability means things are done when they need to be. It is crucid for revenues
since delays kill customer satisfaction instantly. Both the level and the consistency are i mportant

factors.

Flexibility: Hexibility can be subdivided to product/service flexibility, mix flexibility, volume
flexibility and delivery flexibility. Product/service flexibility is the ability to introduce new
products according to market demand. Mix flexibility is the ability to supply a series of different

products. Volume flexibility means the supplier can provide fluctuating demand amount. Delivery
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flexibility requires the supplier change the delivery time requested from the customer.

Costs: Cost structure of a company is essential to a company. Poor cost structure can take away

some of the profits.

All of these performance objectives influence each other in different ways, and they all influence

costs.

Quality performance is the number one priority in selecting supplier. Quality has always been
one of the most important performance criteria even with a conventional purchasing strategy
(Choi and Hartley, 1996). Dickson (1966) stated that three factors: (1) the ability to meet
quality standards; (2) the ability to ddliver products on time; (3) the performance history, are

the most critical determinants in choosing suppliers.

Many studies emphasizing a “quality focus’ of the supply management are aso conceptual
(Manoochehri, 1984; Treleven, 1987; etc.). The basic arguments of these studies are (1)
supplier quality is a critical determinant for overall product quality and cost; 2) information of
the supplier’s quality control system and quality performance helps buyers to select the right
price levd of the components, (3) a close supplier-buyer reationship is requisite of
information sharing. Choi and Hartley (1996) explored supplier selection practices at various
tiers of the supply chain. They defined a new construct called a “ Consistency Factor”, which
encompasses important dimensions of the competitive priorities (conformance quality,
consistent delivery, quality philosophy, and prompt response) except for “Cost”. They found
the “Consistency Factor” to be the most important supply selection criterion in the supply

chan.

3.6 Purchase methods comparison: internationally or locally

As aready described above, Velda BV has 50% of the products cost purchased in China, and
the others are purchased locally, including in Netherlands, Germany, UK, Poland, Italy etc.
How to deci de which way to go?

1. Onereason to purchase globally or locdly is the source availability. For aquarium products
such as water pumps and related products, the production center of the world is located in
South Ching; therefore they have more products with good price there. One of the reasons of
sourcing in China is because of the availability of the product. Together with the local
sourcing, it can meet the increase in product demand. It's also better to keep local supplier

“Sharp” by this way.
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2. Cost is the primary reason to source globaly. Again, for the example of the I-Tronics
product, it is very expensive to manufacture the mould in Europe, so they make it in China.
Let aside the lower labor cost, Veda BV however needs to think of the higher transportation
and communication cost as well as longer delivery time, therefore the transaction cost is
likely to be much higher. Concerning the cost in purchasing, this paper introduces a famous
theory in the SCM, the Totd Cost of Ownership (TCO).

“TOC is a method and philosophy which includes more than just the price in a purchasing
situation. The model is based on the total cost of ownership where the total cost is the real
cost including the purchasing price and all other costsin the chain, related to and created by
the suppliers” (Bhutta, Hug, 2002, Degreaver, Roodhooft, 1999).

Leif Enarsson (2006) also mentioned that the TCO includes al costs for owning a product
during its life cycle, i.e, purchasing cost, working expenses, maintenance costs, repair costs

and disposition costs.

The TCO includes Price, Communication, Service, Delivery, Managing, and Quality. This

model can help compani es choose and eva uate suppliers.

Comparison between Loca and Global Sourcing in VeldaB.V. is shown as follows:

Lead Time Long, unless using expensive air  Short,  with  opportunities  of
transport improvement.

Ability to produce Yes, but large batches to get Yes, with opportunity of more

customized acceptable price flexible production systems. Fast
products transportation.
Workforce Basic, low wages, low demand Skilled. Possibilities of multi training

and improved flexibility.

Levd of High for industrialized countries. Medium to high. Need to invest in
production Low for developing countries, flexible manufacturing and computer
technol ogies basically low to mediumin china.  support task.
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Risk for ded High for developing countries. Low
Low for developed countries.
Low to medium in China.

Information Low to medium in China Need Medium to high. Possibilities of
system for trade office and contracts. improvement through internet with
comparable VAN support.

Future (Vertide Low. Depends on juridica High. Varies possbilities for
and horizontal ~ environment and business culture.  concentrations.
integrations)

Table 5: Comparison between L ocal and Global Sourcing (Leif Enarsson, 2006).

The table above shows that the production period in China is longer because of the
communication and sample confirmation time. Transportation time is also much longer due to
international sea transportation. Because the purchase amount is much bigger in China, the

inventory is also much bigger.

The development of Chinese economy promotes the development of China's Procurement
system. Supply chain management in China today is mainly characterized by three important
chdlenges: infrastructures, regulations and cultural and business constraints (Easton, 2002,
2003).

Old cultures, modest, collectivism and conservative, are important, while new cultureis aso
obvious, materialism, individualism, professionaism, legalism, nationalism, and a quality of
life are obvious new values (Leif Enarsson, 2006). If a foreign company wants to be
successful with China, it has to create long term commitments, local alliances, presence and
competence, and good cooperation.

When trading internationally, at least two cultures meet. Misunderstanding will occur in terms

of how to conduct business. A lot of problems have to be solved to get better cooperation.

This chapter reviewed the literature in the SCM theory and some reated researches. As
aready described in this chapter, SCM function has severe impact on the financial
performance of a company. Next chapter will have a deep analysis of the SCM process in
VedaB.V.
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Chapter 4 SCM Analysisin VeldaB.V.

This chapter will answer the sub-research question of “How to analyze the SCM of VeldaB.V.
according to the mode?’ It will anayze whether Velda B.V. has the correct purchase
strategies for different products based on the purchase strategy - Kraljic portfolio Matrix.
Second part of this chapter introduces the four different SCM maps and the process. The last
part of this chapter will focus on the problem analysis, especially for the supplier problems,

and it gives some solutions in the end.

As described in the previous chapters, products are mainly from China and EU. This chapter
will show and describe each step of the supply chain map of these products in different

scenarios and analyzeit in detail.

This chapter can be categorized into three parts. In the first part, it will analyze and start with
the supplier strategy, then it shows the SCM maps of different scenarios according to whereto
source and assembl e the products. In the second part of this chapter, the article will describe
in detail each step for the first kind of products, which are produced and assembled in China,
and compare the different scenarios. The third part of this chapter anal yzes the whol e process:
the factors involved which can influence the cost, time, and quality. The core questions that
will be answered are; Is it OK to do this and are there weaknesses of the company to do that

or/and how to improve?

4.1 Thepurchasestrategy in VeldaB.V.

In order to analyze the SCM, especialy the purchase process, knowing the products well is
fundamental, and one should adopt suitable purchase strategies for different products.
According to Capgemini, the procurement processes can be described as strategic, tactical and

operationa .
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~ Dperational

Figure 1: Standard Procurement Processes (Source: Capgemini SRM training)

4.1.1 TheKraljic portfolio Matrix
According to supplier relaionship module introduced by Kraljic, category products in a
matrix and sensible guiddines are important for managing supplier relationships.

In this module, they have 4 categories of products; each one has a different level of supply
risk and purchase impact on financial result, which is mainly about how expensive each item
is.
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Figure 2: Kraljic's portfolio Matrix
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Routine products mean they have a low unit value and can usually be provided by many
aternative suppliers. Normally they have few technicd or commercial problems from
purchase point of view. These products have more handling cost than the product value itself.
The purchasing strategy should be focused on reducing administrative and logistics
complexity. Simple, efficient ordering and administrative routines with suppliers in the forms
of systems contracts are important for buyers. Systems contracting or stockless buying is the
establishment of the arrangement with supplier. It is better to have the whole product group
provided by only one specialized supplier (Leif Enarsson 2006).

Bottleneck products represent a relatively limited value in terms of money, but they are
vulnerable in regard to their supply. The supplier is dominant in a relationship that results in
high prices, long delivery time and bad service. The purchasing strategy should focus on the
security of continuity of supply, and reduce the dependence of the suppliers. Of course, the
costs involved may exceed the price profits obtained. Risk analysis to determine the most

important bottl enecks in short-, middle- and long-term supply is necessary.

L everage products can be purchased from various suppliers and normally at standard quality
grades. They represent a rdaively large share of the cost-price of the end product, and a small
changein price has rdatively strong effect on the cost-effect for the end product.

The purchasing policy should be on the principle of bidding or tendering. Buyers need to look
for suppliers with the minimum price while maintaining the required quality level and

continuity of supply.
Strategic products are products that are often supplied to customer specification. Only one
source is available and this can’'t be changed in a short-term without incurring considerable

costs. The product normally represents a high sharein the cost-price of the end product.

The purchasing policy for these products should be partnership or collaboration, and the goal
is to create mutual participation based on planned co-operation.

4.1.2VedaB.V. sproductsportfolio Matrix
Water, Bottom related products can be the routine products of VddaB.V ., as they have small

value per item especialy the cost itsdf, but the handling cost is higher. Normally these

products have many alternative suppliers for the materials.
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For bottleneck products, in Velda BV, some products are not expensive themselves, but the
supply risk is high because of the dominating supplier. Most of the time, they have delay in
the products. For exampl e the bottles for the water test and some labels on the bottles.

For the leverage products, in Veda B.V., most of the products like the air pumps, water
pumps, help devices such as the fish net, cover net and also the pond tools can be categorized
into this group. These products can be supplied by many companies with qualified products,
and the price is the main factor to choose from these suppliers.

For strategic products in Velda B.V. the supply risks are high. The products include the
[-Tronics, UV-C filters, Press Filters, and Pond Skimmers. These products only have one
supplier, and usualy they have very expensive mold fee, so it's very costly to change the
supplier. Besides, these products are quite expensive in themselves. So, Velda B.V. should
keep very good rd aionships with these suppliers to form sound cooperation.

According to the supplier andysis from above, we can get the Krajic's portfolio Matrix of
Veda BV. We can see the products purchased in China are normally strategic products and
leverage products.

Strategic Products:

Filtration, UV-C filters, |-
Tronics, and Pond
Skimmers

Leverage Products:

Air pumps, help devices,
package bags.

Routine Products: Bottleneck Products:

Fish food, pond soil, package bottles and
water test products lables

e e E == e

sEsa By U el BUISEUDAG LB

Byt supply Bisk High

13

Figure 3: VddaBV's products in Kraljic's portfolio Matrix

4.1.3VeldaB.V. ssupplier strategy
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According to the previous analysis, Velda B.V. should have the following supplier strategies
with different products:

Routine Products (Fish food, pond soil, water test products): The purchasing strategy should
focus on reducing administrative and logistics complexity. Simple, efficient ordering and
administrative routines with suppliers in the forms of systems contracts are important for
buyers. Systems contracting or stockless buying is the establishment of the arrangement with
supplier. It is better to have the whol e product group provided to just one specialized supplier
(Leif Enarsson 2006).

For bottleneck products (package bottles and labdls), the purchasing strategy should focus on
the security of continuity of supply, and reducing the dependence of the suppliers. Of course,

the costs involved may exceed the price profits obtained.

For leverage products (Air pumps, water pumps, helping devices), the purchasing palicy
should focus on the principle of bidding or tendering. Buyers need to look for suppliers with

the minimum price whil e mai ntaining the required quality level and continuity of supply.

Strategic products (Filtrations, UV-C devices, I-Tronics, and Pond Skimmers), the purchasing
palicy for these products should be partnership or collaboration, and the goal is to create
mutual parti cipation based on planned co-operation.

4.2 Four different SCM Scenario maps.

In order to distinguish different SCM maps for further analysis, we need to know where the
products are produced or assembled. Most of the products Velda BV purchased are already
finished products, but there are a few that need to be assembl ed in the company. Besides, they
also have different purchase areas, and it is distinguished as in China or in EU. According to
these two criteria, four different supply chain maps can be defined, which are: purchasing and
production in China, purchasing in China and assembly in Velda, purchasing and production

in EU, and purchasing and assembly in Vel da.

4.2.1 Scenario 1: SCM map for the products which are completely produced in China

For the first group of products, they are completely produced in China, and when these
products arrive in Velda BV, they are aready finished products. Most of the drategic
products and aso leverage products beong to this type. Filtration, UV-C filters, I-Tronics,
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Air pumps, helping devices, such as fish net, pond cover net, and package bags are
categorized to these products.

The whole SCM map can be shown in the following figure, followed by a simple explanation
for the map.
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Figure 4: SCM map for products produced and assembled in China

Who is involved in this map? The SCM map for these products is formed with 8 factors:
Design, Purchase and Finance Department in Velda B.V., Supplier of Velda B.V. (Factory in
China), International Forwarder (Boat and Truck transportation), Warehouse Department in
VddaB.V., Ddivery Company, and also the Customers of Velda B.V. (Garden Center). We
can see there are mainly 5 factors in the chain if we consider the Design, Purchase, Finance,
and Ddlivery factorsinside VeldaB.V. as abig one.
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How do these factors link to each other? There are three flows here. These factors are
connected and integrated with each other by the instruction of information flow, the products
and money flow. The whole map is integrated as a circle, with the products flowing from
producer of Velda B.V. through the transportation company and warehouse management in
Velda B.V. to the customers, and at the other aspects, with the money flowing from the
customer of VeldaB.V. to Vdda B.V. and then to the suppliers of VeldaB.V.. It runs as a

complete circle and needs to be well connected and integrated in order to run smoothly.

How to manage this chain to run smoothly is crucia for the company, and the second part of
this paper will deal with this. Firstly, we still need to look at the other three kinds of SCM

maps.

422 Scenario 2. SCM map for the products with parts produced in China, and
assembled in Velda

Among the products produced in China, some are assembled in Velda BV’s warehouse and
some are packaged in Velda BV. Pond skimmer and cross flow filter are the only two
products to be assembled in Velda BV. They do fina assembly in Velda BV because the
products are difficult to transport and store in an assembled state. The SCM map is similar as
in the previous steps, except that when they arrive the warehouse, they will go to the area for
assembling, and production/assembling department will assemble these products, and move
these products to the order ddivery areas. The Pond cover net is packaged in Veda BV, so

the procedureis similar to the pond skimmer and cross flow filter.

Other procedures such as transportation and sales ddivery arethesame.  The SCM map is as

follows:
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Figure 5: SCM map for products with parts produced in Chinaand assembled in VeldaB.V.

It can be seen that the factors are the same as before except the Assembling Department.
There are 9 factors involved in the map: Design, Purchase and Finance Department in Veda
B.V., Supplier of Velda B.V. (Factory in China), International Forwarder (Boat and Truck
transportation), Assembling and Warehouse Department in Veda B.V., Ddivery Company,
and also the Customers of VddaB.V. (Garden Center). The only difference with the previous
oneisthe Assembling Department here.

How do these factors link to form a chain? There are three flows here. These factors are
connected and integrated with each other with the instruction of information flow and also the
products and money flow. The whole map is integrated as a cirde, with the products flowing
from producer of Velda B.V. through the transportation company, assembling and warehouse
management in VeldaB.V. to the customers, and at the other aspects, with the money flowing
from the customer of Velda B.V. to Velda B.V. and then to the suppliers of Velda B.V..
Therefore, for the product and information flow, prior to storage in the warehouse, thereis the
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assembling procedure different from the previous one; thereis no difference in money flow.

We have drawn the SCM maps for the products which are purchased from China, and now we
will have alook at the products from EU.

4.2.3 Scenario 3:  SCM map for the products which completely produced in EU.

Not so many products are completely produced in EU, as most of the products purchased in
EU arefinaly assembled or produced in VeldaBV.

Purchase in EU is much easier in terms of communication, payment term and delivery. It is
agreed that payment has be completed within 30 days after receiving the products, and Velda
BV will have 2-3% discount for prompt payment within 8 days. The transportation is
normally done with trucks in a much shorter delivery time, and there is no import and export

customs issue.

Among the purchase from EU, not so many products are finished products upon arriva. This

is because of the cost control, inconvenience and a so the core business.

We can draw the SCM map in the following figure for the products purchased in EU and with

asimple explanation of the map following.
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Figure 6: SCM map for products produced and assembled in EU

Who is involved in this map? The SCM map for these products is formed with 8 factors:
Design, Purchase and Finance Department in Velda B.V., Supplier of VeldaB.V. (Factory in
EU), Forwarder (Truck transportation), Warehouse Department in Veda B.V., Ddivery
Company, and aso the Customers of Vdda B.V. (Garden Center). We can see there are
mainly 5 factors in the chain if we consider the Design, Purchase and Finance factors inside
VedaB.V. asabig one. The main difference of factors with SCM map with the onein China
is the Supplier and Forwarder is inside EU, and no boat transportation is involved, which
makes it much easier.

How do these factors link to each other to be a chain? There are also three flows here. These
factors are connected and integrated with each other with the instruction of information flow
and the products and money flow. The whole map is integrated as a circle, with the products
flowing from producers of Velda B.V. through the transportation company and warehouse
management in VeldaB.V. to the customers, and at the other aspects, with the money flowing
from the customer of VeldaB.V. to VeldaB.V. and then to the suppliers of VddaB.V..
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All of these three flows are simpler than the flows in China. Product flow will be faster, as the
distance from supplier to VeldaB.V. is shorter, and thereis no boat transportation, so thetime
is adso shorter. The money flow is simpler, as there is no T/T payment terms and the

information flow is aso smoother, because of the comparably easier communication.

Thelast SCM map for Velda B.V will beintroduced below.

4.2.4 Scenario 4: SCM map for products with partsmaterial produced in EU and
assembled/produced in VeldaB.V.

Most of the products purchased in EU are assembled or produced in Velda BV. These are
mostly routine products, and bottleneck products. For example, pond soil, the water test
products, package bottle etc are all purchased from different companies, and fina assembled
inVedaBV. There are many suppliersin EU, so it’s also important to manage the map well

in order to get everything done well.

After the material is purchased, they will make the filling or packaging in Veda BV's

production area. Then the products will be moved to the warehouse.
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Figure 7: SCM map for products with parts/material produced in EU and assembl ed/produced
invVeddaB.V.

Who is involved in this map? The SCM map for these products is formed with 9 factors:
Design, Purchase and Finance Department in Velda B.V., Supplier of VeldaB.V. (Factory in
EU), Forwarder (Truck transportation), Manufacturing/Assembling and Warehouse
Depatment in Veda B.V., Ddivery Company, and also the Customers of Vdda B.V.
(Garden Center). We can see thereare mainly 5 factors in the chain if we consider the Design,
Purchase and Finance factors inside Velda B.V. as a big one. The main difference of factors
with SCM map with the previous one is the manufacturing and assembling procedure is
involved before moving the products to the warehouse management.

How do these factors link to each other to be a chain? There are also three flows here. These
factors are connected and integrated with each other with the instruction of information flow
and also the products and money flow. The whole map is integrated as a cirde, with the
products flow from producer of Vdda B.V. through the transportation company and
warehouse management in Velda B.V. to the customers, and at the other aspect, with the
money flow from the customer of Velda B.V. to Velda B.V. and then to the suppliers of
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VeddaB.V.. The product flow will be first to the manufacturing/assembling department, and
then to the warehouse department, with the money flow the same as the previous map.

So far, this paper has drawn and explained SCM map of different routes, and the next part of
this paper will describe each step into detail for the whole process about how to do it. The
paper will focus on the first route into detail, and with necessary compares with other routes.

4.3 The detailed SCM processdescriptionin VedaB.V.

In order to understand the complete process of the SCM map, we will start from the new

products and go back to the SCM map of thefirst route

Vedda BV continually searches new products for both existing and new customers. New
products usually command a higher profit margin. Pond cover net is a pond protective device,
and it was marketed in 2007. After the supplier is fixed, and the following step for the

following up orders will be easier.

Thefirst step in the SCM map is the purchase process. We will use Capgemini and van Wee e
(2002)' s purchase process modd to analyzeit.

Procurenant
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Strategic
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"o & Payment

Figure 8: Supplier Relationship Management closes the loop (Source: Capgemini SRM training)

Van Wesdl e (2002) uses the following Mode to explain the purchase process.
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Figure 9: Purchase Process Model (Source: van Weele, 2002).

In van Wede (2002)'s purchase process mode, there are sourcing and supply, and the

complete process includes: Internal customers, Deermining specifications, Selecting

suppliers, Contracting, Ordering, Expediting and eval uation, Follow-up Evauation and then

to the supplier.

Internd customer means the management board in the company who makes the decision.

After made this decision, the purchase department will determine the specification and also

start the supplier sel ection and then have the contract and place the order.

The purchasing processin VedaB.V. covers the activities:

Purchase department in Velda BV determine the specification, including quantities and
quality, needs to be bought.

Purchase department in Velda BV Selects the most suitable supplier (Assure adequate
supplier)

Marketing department makes the design of the product. (Designing)

Purchase department in Velda BV communicate with the supplier about the requirement
and negotiate in order to establish an agreement. (Prepare contracts)

Purchase department in Velda BV place an order with the selected supplier (Establish
ordering)

Purchase department monitors and controls of the order (Establish routine, expediting
troubl e shooting)

Purchase department in Vedda BV makes follow-up and evaluations, including setting
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claims, keeping product and supplier files up-to-date, supplier rating and ranking (Assess
supplier)

The following part will describe the most important steps in this process.

Stepl: Supplier Selection—Supplier Relationship Management.

Thereis also involvement of product devel opment and commercialization in this stage. “It is
the supply chain management process that provides the structure for deve oping and bringing
to market products jointly with customers and suppliers. The product deved opment and
commercialization process team must coordinate with customer rel ationship management to
identify customer articulated and unarticulated needs; select materials and suppliersin
conjunction with the supplier relationship management process; and, devel op production
technology in manufacturing flow to manufacture and integrate into the best supply chain

flow for the product/market combination (Douglas M. Lambert, 2006)”.

According to Douglas M. Lambert (2006), “Supplier relationship management is the process
that defines how a company interacts with its suppliers. Just as a company needs to develop
relationships with its customers, it aso needs to foster relationships with its suppliers. Asin
the case of customer relationship management, a company will forge close rel ationships with
a small subset of its suppliers, and manage arm-length relationships with others. A PSA is
negotiated with each key supplier that defines the terms of the relationship. For segments of
less critical suppliers, the PSA is not negotiable. Supplier relationship management is about
defining and managing these PSAs. L ong-term re ationships are devel oped with a smdl core

group of suppliers. The desired outcome is a win-win relationship where both parties benefit.”

After made the decision of issuing a new product pond cover net, the purchase department in
Velda BV has to find and choose the suitable supplier. Thereis no existing system for Velda

B.V. to follow to look for suppliers, but normally they do as the following ways.

1. First of dl, look for suppliers. There are several ways to find the suitable suppliers.

A. Offidd manufacture yellow page and online trade webpage. There is a lot of

information on the webpage now, and how to make full use of them is important.

Offidad manufacture yellow page is important. Normally www.alibaba.com is very

useful online trade webpage. Besides, there are specia products category webpage for

specid discussion. It's aso useful to find them.
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B. Trade shows. These should be deemed as the pilgrimages needed if you are serious
about being in the know and being the first to issue latest products. China export and
import fair (Canton fair); which is hdd twice a year is a very important method to
find suppliersin China. Besides, China international pet and aquarium show (CIPAS)
is aso a good one for pond industry. On the trade show, you can aso talk with the
people and communicate.

C. Online forums. Join online forum has multiple benefits. First, you can get the
information where the source of product come from, and second, you can have the
feeling which company or supplier is doing well in this industry. Furthermore, you
will get to know what kind of products the consumers like and want.

D. Tradejourna and magazines. Good trade journal is aso one way to collect the latest

products information from manufactures if can’t join the trade show.

When Veda BV wants to issue a new product, and look for suitable suppliers, it normally
goes through the above ways to collect the suppliers’ information. Actually for the biggest
supplier of VddaBV, it was through the Canton fair, and the others mai nly through the online

trade webpage such as www.alibaba.com.

2. After get these suppliers information, Velda BV needs to choose which one is the most
suitable one. Price is an important determining factor when choosing the supplier, while
quality, lead time and reliability are also crucial to the company. After get the quotation and
also sample from some suppliers, Velda BV will compare and choose the most suitable one
according to price, quality, delivery time and aso reliability. From literature, there are
following aspects the company needs to consider when choosing a supplier, and Velda B.V.
also follows these aspects.

A. Quadlity is crucia to a company. For poor quality product, company need to replace or
repair theitem, and it can also damage the perceived image and can further reduce the
sales opportunity. Velda B.V. has me many times of poor quality products from
China. For example, the Velda brand Cover Net in 2007, as the sample was good, and
everything was OK, but for the final products, the supplier didn’'t do exactly the same
quality as the sample, which is a big damage for Velda B.V. This is caused by the
quality and aso the supplier's reliability, because the supplier could make it better,
but they didn’t do.

B. Rdiability is important but difficult to evaluate especialy for a new supplier. It is

worth to investigate from past or current customers or from this industry to seeif the
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supplier can supply consistent product quality on time. Rdiability includes the
credibility of a supplier and also the ddivery rdiability. Information from internet
maybe nat true, and sometimes, company may meet the peopl e who want to chesat the
customers. Velda BV has also met these problems during the past years. It is difficult
for Velda BV to guarantee this since it doesn’'t have branch office in China to hep
investigate. The second part of reliability means the delivery rdiability. This maybe
from a faithful supplier, but it's a larger supplier, and it may place Velda BV’s order
in a lower priority when it’'s busy and if Velda BV is its smdl customer. This can
cause the ddivery delay, so Velda BV needs to have extra stock or otherwise the
delay to deliver the products to its customer, which can cause the higher costs for
Veda It's better to have a reliable ddlivery at the expense of longer lead time in

order to have other activities well planned in advance

. Lead time. Lead timeis the time needed from place the order until the supplier deliver
the products. The longer the lead time, the higher the cycle inventory and safety stock

must be meet the requirement. Higher inventory means high cost to maintain it.

. Flexibility. This is about if the supplier can supply the amount Veda want and if it
can respond quickly to the change. Forecast can be wrong, and there maybe a rush
delivery, so the mechanism should exist for these changes. It is very common that
forecast can be wrong; especidly for new products and rush delivery is normaly
caused by the bad planning, which is not so frequently. When the forecast is wrong,
then the inventory is too high or too low, and this may cause the high inventory cost
or the inefficient inventory to supply for the customers. So it's important that a

supplier can supply flexibly.

. Transportation cost. Transportation cost associate with delivering the products to
Veda's location is part of the purchase cost. The purchase department needs to
calculate the quantity in a container and also the cost. This part is involved with the
forwarders. On Time express and HST are the forwarders of VeldaBV. From the port
in China to Rotterdam is done by boat and for samples by air. From Rotterdam to

Enschedeis transported by truck.

Pricing term and payment term. Normally Veda BV uses T/T 30% payment terms to
do business with suppliers in China, which means 30% of deposit payment and 70%
of balance payment after the shipment. For the pricing terms, suppliers normally offer

guantity discount for larger batch sizes. But the inventory cost should be considered if
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the quantity is much bigger than requirement. Some suppliers also offer additional
discount if thereis early payment. It can be beneficial to the company if the company

to utilize its working capital.

G. Language and technology ability. The supplier needs to be easily communicated by
English language ability and also the internet operation ability. There are no fixed
criteriain Velda B.V. to measure about this aspect, but normally when the supplier

can be easily communicated, it isthe basic requirement.

The above are all the factors to consi der when choosing a suitable supplier. After choosing the
suitable supplier, purchase department of Velda BV needs to negotiae with the supplier about

the terms, and place the purchase order (P.O.).

Step 2: Purchase Order and deposit payment—Order Fulfillment M anagement.

“The order fulfillment process involves more than just filling orders. It indudes all activities
necessary to define customer requirement and to design a network and a process that permits
a firm to meet customer requests while minimizing the total delivered cost as well as filling
customer orders. This is not just the logistics function, but instead needs to be implemented
cross-functionally and with the coordination of key suppliers and customers. The objective is
to devdop a seamless process from the supplier to the organization and to its various

customer segments (Douglas M. Lambert, 2006)”.

After confirmed al the product, payment information and received the Proforma I nvoice from
supplier, purchase order will be issued by purchase department of Vdda BV. Purchase order
acts as the contract in business procedures. It's important to place the purchase order at the
suitable time, and with the suitable content. There are severa aspects Velda needs to be
careful aboui.

A. The timing in issuing the purchase order is important, considering the vendor
(supplier) needs time to prepare and delivery the products on time. Velda B.V.
doesn't have a time table to follow this, while they just put this in head. This is

difficult to control since you can't remember everything cearly.

B. The cover letter of purchase order. Veda BV uses a very simple purchase order, and

it doesn’t include purchase order cover letter, the terms and conditions of purchase.
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C. Content and form of purchase order. Currency of purchase, Terms of delivery, Total
Amount, Terms of payment, Item No. Description of goods, Quantity, Unite price,
Amount, Packing, Delivery date, Ddivery to, Inspection, Samples, Marks and
numbers, and Production completed date are al the contents needs to be on the

purchase order.

D. Theinspection and samples content. It should write: 1) Vendor to notify Velda BV
and submit Velda BV detailed Packing List in triplicate (10) days prior to ddivery to
arrange for Velda BV'’s or independent surveyor’s ingpection of the merchandise. 2)
Transportation and other expenses will be on vendor's part if inspection after
confirmation by vendor is not available. Sample part: 1) Samples must be approved
by Velda BV prior to production. 2) () samples of each of this shipment shall be
supplied to Vdda BV’s authorized representative for his’her keeping on actual
inspection of the finished production. 3) Above samples shall be included in this P.O.
and shall be supplied to VedaBV at no charge (According to www.export911.com).

Above are the aspects a Purchase Order need to be involved. After issued the purchase order,
the production will start in the supplier’s factory. A sample purchase order made for Velda
will be included in the appendix.

For the payment term of T/T payment, after issuance the Purchase Order, it's still not enough.
The vendor will start the production after they confirmed the deposit arrived. Velda BV needs
to consider this timeinto the whole ddlivery time. Normally, the purchase department will pay
the deposit after the issuance of purchase order. Normally it takes 4—7 days for the vendor to
get the money. This is because of the financia department will send the instruction to Velda
International (HangK ong) side, and then they will pay it. HongK ong side will pay the money
to the vendor by USD. It takes approximatey 2 working days for the international transfer to

arrive.

Step 3 Production and product inspection—M anufacturing Flow M anagement

“Manufacturing flow management is the supply chain management process that includes all
activities necessary to move products through the plants and to obtain, implement and manage
manufacturing flexibility in the supply chain. Manufacturing flexibility reflects the ability to
make a wide variety of productsin atimdy manner a the lowest possible cost. To achievethe
desired level of manufacturing flexibility, planning and execution must extend beyond the

four walls of the manufacturer in the supply chain (Douglas M. Lambert, 2006)".
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Most of the production in China is the form of OEM (Original Equipment Manufacture),
which means the factory produce a given product. Velda has the specia requirement on the
product. So the OEM supplier should exactly follow the specification, quantity, design,
packing and labeling from VeldaBV.

Since the products are produced in manufacture' s factory, it's difficult to control the quality
of the product and thus guarantee the fina products will meet Velda BV’ s requirement. It may
necessary to tour the supplier's production plant. And the pre-shipment inspection is
necessary and needed to do. Thisis an important step Velda BV neglects or with difficulty to

do in the purchase procedure

The purpose of product inspection is to ensure the vendor’s consignment complies with the
contractual requirements. Safety, performance, appearance, and packing are the aspects of
products inspection. According to the defect seriousness, they have defect classification.
There will be an inspection report, including the information of Lot size, sample size, and

AQL %( accepted quality level), and also the inspection result.

It's important to have inspection before the products are shipped, so Veda BV needs to add
this procedure in the process. Trust is not enough in the business, and some restrictions are
needed in order to get the good quality product. In the previous orders, there had product
quality problems, which might be avoid if they did inspection before the shipment. Velda BV
can have ther own representative or ask the independent third party to do this for them.

Step 4 Transportation and shipment

The trade term from Velda BV with the vendors in China is FOB or CIF. This means the
supplier needs to prepare al the export documents and clear the export customs, or ask a
customs broker to do that. Velda BV has its specified freight forwarder, so the supplier aso
needs to contact Vdda BV's freight forwarder about 1 week in advance before the ddivery to
book the shipping date.

Supplier will transport the product to the port by truck, and the freght forwarder is
responsible to deliver the goods from the exporter’s port (Shanghai, Ningbo, Qingdao, and
Guangzhou) to Rotterdam. After the delivery of the goods, exporter (supplier) will get the
documents such as hill of lading, packing list and other documents. They need to fax to Veda
BV, and then Velda BV will pay the balance. Receiving the baance, the supplier needs to
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send all of the original documents such as the Bill of Lading to Vdda BV by express post. It
takes 26-28 days for the goods to arrive Rotterdam port from China port.

After the goods arrive Rotterdam, Veda BV will clear the import customs and an externa
forwarder will use truck to transport the goods to Veda BV's warehouse in Enschede. The

use of container in the shipment makes the transport and handling easier and faster.

It's important to have a reliable and efficient freight forwarder. Besides, Veda BV needs to
communicate with the freight forwarder and the supplier both in order to know the accurate
shipping date and make sure the cargo will arrive on time. And it's also important to get all
the documents Ve da BV needs for the import.

Step 5 War ehouse M anagement—Demand M anagement.

“Demand management is the supply chain management process that balances the customers’
requirements with the capabilities of the supply chain. With the right process in place,
management can match supply with demand proactively and execute the plan with minimal
disruptions. The process is not limited to forecasting. It includes synchronizing supply and
demand, increasing flexibility, and reducing demand variability. A good demand management
process can enabl e a company to be more proactive to anticipated demand, and more reactive
to unanti cipated demand (Douglas M. Lambert, 2006).”

Warehouse management is influenced by the demand management in Velda B.V.. After the
products arrive the warehouse of Velda BV, how to move them and where to storage them is

important. The process also includes shipping, receiving, put away and picking.

Warehouse management system often utilizes Auto Data Capture technol ogy, such as barcode
scanners, mobile computers, and wireless LANs to efficiently monitor the flow of the
products. Once the data has been collected, there is real-time transmission to a central

database. The database can provide useful reports about the status of goods in the warehouse.

The objective of the warehouse management system is to provide a set of computerized
procedures to handle the receipt of stock and returns into a warehouse facility, model and
manage the logical representation of physical storage facilities, manage the stock within the
facility and enable a seamless link to order processing and logistics management in order to

pick, pack and ship product out of the facility.
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Warehouse management systems can be stand a one or modules of an ERP system. It can data
track products during the production process and act as an interpreter and message buffer
between existing ERP and WMS systems.

VedaBV uses the Unite 4 system as the whole ERP management system, and the warehouse
management is aso involved in it. Warehouse planning is very important for Velda BV since

the pond biol ogy businessis very seasonal.

Every product has its location, and there is aso code for location marking. Every day, there
will be a check from the order and see if there is product replace and make a list to do, after
they replaced these products, the information in the system will change. There are two areas,
one area is the place for small order, and which should be dways filled with products, and
another area is for big order and aso for the space storage, which can move to small order
area when needed. 3 people are in charge of the warehouse management, and they use mobile

computer to update theinformation in the system, and it works smoothly.

However, it is hard to accuratdy estimate the demand from customer, and this has severe
influence on the warehouse management. Especially the Bullwhip Effect is common issue for
VeldaB.V.

Step 6 Sales process—Customer Relationship M anagement
The sales process is mainly about the Customer Relati onship Management in SCM.

“Customer rd ationship management provides the structure for how the relati onships with
customers will be devel oped and maintained. Management identifies key customers and
customer groups to be targeted as part of the firm’s business mission. The goal is to segment
customers based on their val ue over time and increase customer loyalty by providing
customized products and services. Cross-functiona customer teams tailor Product and Service
Agreements (PSA) to meet the needs of key accounts and for segments of other customers.
The PSAs specify leves of performance. The teams work with key customers to improve
processes and €liminate demand variability and non-val ue added activities. Performance
reports are designed to measure the profitability of individua customers as well asthe

financial impact on the customer (Douglas M. Lambert, 2006)”

After got a sdes order from the customers, Velda BV will transport the products to the

customer’s location by truck. The transportation is done by a logistic company. When thereis
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an order, there will be automatically email information send to the logistic company, and they

will cometo pick up the goods and transport to the customer.

The payment term normally is 30 days after the order delivery. There is no discount if thereis
early payment before 30 days. Often there is a specia discount when customer pay within 8

days.

So far, we have described the whole process of the SCM from products in China into detail,
and in the other 3 kind of production, we have also mentioned at the beginning. In the next
part, we will analyze the whole process especially the purchase process combined with the

cost, time and quality factors and try to find the weaknessin Velda B.V and how to improve.

The above content and yzed the process in detail about the SCM in Veda B.V. In order to

make the process more visible, afigure has been drawn.

4.4 Purchase process Management in VeldaB.V.

Purchase process is an important part and also the basic part of the SCM. Different
departments are involved in the whole process. The detailed management flow can be showed

beow. The whole process starts from the top down. Until so far, we can draw the purchase

process management in VddaB.V. in the following figure.
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The whole purchase process can be shown in the figure above. It's for the completely new

product purchase process, and when it’ s the routine products, it will be simpler.

There are 6 parties involved in the whole process, and they are the Management board of
Veda BV, Purchase department of Vedda BV, Design depatment, Supplier, Finance
department and also the Transportation Company.

This purchase process can match with the Purchase Process Mode from van Wedl e (2002).

This process is just more customized and moreto detail.

45 Theanalysisof SCM in VeldaB.V.

Quality, time and cost are the three most important performance indicators in the SCM in
order to get customer satisfaction and compl etion strategy. Since Veda BV needs to increase
the competition in the global market, it needs to react quicker to changing market condition,
to squeeze out costs with greater focus, launch new products faster and ensure that no
prevailing opportunities go unmissed. Effective management must coordinate all the different
pieces of the chain as quickly as possible without losng of the quality or customer
satisfaction, while keeping the costs down. Customer satisfaction is paramount, included in

the supply chain process are customer orders, storage, and customer service.

Key to success of a supply chain is the speed in which these activities can be accomplished
and with customer satisfaction. Reduced inventory, lower operating costs, product availability
and customer satisfaction are the effective SCM.

The decisions associated with supply chain management cover both long-term and short-term.
Strategic decisions deal with corporate policies and loot at overall design and supply chain
structure. Operational decisions are those deds with daily activities and problem of an
organization. The structure should be through long-term anaysis and a the same time focus
on the day-to-day activities. Demand patterns, service leved requirements, distance
considerations, cost dements and other related factors must be understood well in the
structure of SCM.

There is a serial-process mode. If the supplier of a critical component can't deliver on time,

and entire operation can go dark. The SCM is an all encompassing term for the processes that
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make up a complex sequence of events, so the goa of this part is. Minimize the impact of a
weak link, maximize resources and creste an environment in which profit and loss can be
measured by hour. Analysis and aso reporting solutions to get greater visibility operational
areas of the business, decrease the variability across the SCM and get more accurate planning

capabilities areimportant.

The SCM process is complex across the five key areas: Demand, logistic, manufacturing,
design and supply. All the processes that make up the SCM have one end game: opti mi zation.
The goal is to deliver goods and services to customers in the most time and cost efficent
manner. We need to analyze each component of the SCM and see which link is the weakest

and how to improve.

There are five key e ementsin the SCM map as we described before:
Design: Product devel opment and commercialization
Supply: Supplier Relationship Management
Production: Manufacturing flow Management
Transportation: Order Fulfillment
Inventory: Demand Management

Ddlivery: Customer Relationship Management

The main functions of these e ements are as follows:
a) Design requires the design department can make the design of the new product outlook or
packaging timey. This requires the department can develop and bring the products to

market jointly with customers and suppliers.

b) Supply means if the fadility is able to produce high quality product. It is also the Supplier
Relationship Management. If the supplier is qudify enough for outsourcing. The focus on
choosing supplier should be on developing reliability, quality and flexibility while aso
reducing cost and maintain low cost level. From the previous description that VeldaB.V.
chooses suppliers, we know that this link is quite weak in Veda B.V.'s SCM
management because it's hard to get the reliable supplier in China with limited
information. It is important to set up a system or criteriawhich VedaB.V. can follow to

choose the suitabl e supplier.

Production focus on what the customer wants and the market demands, which is aso the

Manufacturing flow Management. It also involved outsource to capable suppliers. It must
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c)

d)

focus on capacity, quality and volume of goods keep in mind the customer satisfaction
must be met. Qudity control and workload balancing are issues which need to be
considered when making decisions. It's the weakest link in the chain for Velda B.V. as
the product quality couldn’t reach Velda B.V.’s expectation. The reasons are because of

the supplier and a so the lack of inspection before ddivery.

Transportation decisions are closdy reated to inventory decisions, as well as meeting
customer demands. It is about the order fulfillment management. How to get the best way
of transportation to transport the product from supplier to Velda B.V. and also to the
customer. Using air transportation obviously gets the product out quicker and to the
customer expediently, but the costs are high as opposed to shipping by boat or truck.
Using sea or truck often means having higher leve of inventory in-house to meet quick
demands by the customer. It's wise to remember that for bigger items since 30% of the
cost of a product is encompassed by transportation, and small items 10%, using the

correct transport modeis critical strategic decision.

Inventory strategic decision focus on inventory and how much product should bein-house,
which is demand management. The balance should be between too much inventory and
not enough inventories. There should have optimal levels of stock to ensure customer
satisfaction as the market demands fluctuate.

The location decision depend on market demands, and it focus on the placement of
production plants, distribution and stocking facilities. Once customer markets are
determined, long-term commitment must be made to locate production and stocking
facilities as close to consumer as is practical. Tax and tariff issues should also take into
consideration especially in worldwide distribution. Besides, Information is crucid from
the point of end-user and throughout the chain to resources. Internet and also some

software are used to hel p the management of information flow.

45.1What arethe SCM problemsin VeldaB.V.?

In order to know which part in the Supply chain has problems, and what are the problems, this

paper analyze and get the finding through interviews with some employee in Velda B.V.,

especialy with Alexander Dd enoort, from experience of the purchase department and aso

combine with the literature analysis.

4.5.2 The possible problemsin the SCM.
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What could be the problems and where can go wrong? It’s important and also hard to find out
which dement in the link is weak and crucial. Each dement can have problems, from design

until deliver to customers. But some of the problems are serious, and can have severe impact.

The prablems in the whol e chain may be as follows:

1. Inproduct devel opment and commercialization, the design has problem in the product.
For the new products, sometimes, Velda B.V. has a not so dear design or is not so
clear about the product itself. The design has ddlay. The design for the new products
has excess the required time.

2. Inthe SRM, in choosing the supplier, the supplier is not reliable, and not capable to
deliver the products. This means the supplier doesn't have enough production
capacity or can't reach the quality requirement from Velda B.V. The supplier doesn’t
know the requirements from Velda B.V. because of lacking communication. This is
can cause quality problem.

3. In the production monitoring sector, the production is not well organized and
scheduled. This can also cause quality and delivery time problem. The production
lack of quality inspection. This may cause the supplier not paying enough attention to
VedaB.V. s quality requirement.

4. In order fulfillment management, the logistic company has delay or wrong destination.
This is caused by the supplier’ s wrong information on the papers or the mark.

5. In the warehouse management, or demand management, the warehouse may have
limited space or there is too much inventory. It is very difficult to estimate the real
demand from customers, and thus the inventory is not good size.

6. Order fulfillment management; deliver the products late to customers. Normally this
is caused by the late delivery from suppliers.

7. In the Customer Rdationship Management, the customers don’'t satisfy with the
products from suppliers. This may be caused by quality or delivery time or high cost.

Which problem is mgor problem? How often and how serious the problem is? What’s the
impact of the problem? With these questions, | interviewed Alexander Da enoort in Velda
B.V. Since it's difficult to get the accruate data about the defect rate of products each year
through the order and al so the frequency, so the data | use here is by experience from the staff
invddaB.V.

As described above, every aspect can have problems in the link, according to the analysis, this

paper gets that the most important problem which needs to be strengthened is the production
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in China, which also involves the supplier communication, and this is also confirmed by
Alexander Dalenoort,. He said the following: “ We don’'t have any idea what they are doing
there and sometimes, they are not clear about our requirements especially for new products.”
He explains that lack of checking and miscommunication is very crudia in this € ement.
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Figure 11: The SCM analysis of products from Chinafor VeldaB.V.

Design and product devel opment management can have problems, and this is only for some
technical products, for example the eectrical skim. This product has quality problem is
because of the design is not OK fromVddaB.V.’sside. So the producer can't understand and
produce it well.

Logistics, which is the order fulfillment, is OK in the link according to the anaysis and the
interview from Alexander Dalenoort. There maybe once in a month the logistic has a mistake.
Veda B.V. has many logistic companies to choose from, and normaly when the price is
higher, the service is better. These are very mature companies. Logistic won't be a problem
for VeldaB.V.

45.3 Thecompare of different SCM map analysis.
For the products purchased from EU, the SCM is different from the products purchased from
China.  The main difference can be the transportation, and also payment terms. The chain is

much better when they purchase from EU, because of the better quality and shorter
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transportati on time.

The SCM analysis of the products from EU can be shown in the following figure:
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Figure 12: SCM anadysis for products from EU for VeldaB.V.

“ There are 300 suppliersfrom EU, and with 150 of them Velda B.V. can change freely. 10%
of the products may have delay.” according to Alex.
The overall chain and communication is much better than the chain in China, because of the

easier communi cation, and short distance for transportati on.

According to the interview with Alexander Dalenoort, we get that the link is much better than
the chain of products from China. So the main problem is from the products purchased in
China. We get some suggestions for the way to purchase from China.

45.4 Thedetailed analysis about SCM Problems

Each sector in the whole chain is analyzed in the following part. Production (Materia flow
management), Supplier (SRM), Design (Product development and commercialization),
Logistic (Order Fulfillment), Inventory (Demand management) and Customer (CRM) are all
andyzed, and the paper analyzed each one by its influence to the quality, ddivery time, and
also cost.

45.4.1 Production (M aterial flow management) management analysis.
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Since the production is mainly done in the suppliers sides, Veda B.V. needs to have the good
monitor on the delivery time and quality during this process. There is alack of monitor after
place the order to the supplier fromVedaB.V. sside. Thereis no monitor of ddivery time or

guality, which is normally the quality inspection before delivery.

The biggest supplier from China is Ningbo Mine Metals and Jebao from Guangzhou. These
two companies produce 80% of the products. Ningbo Mine Metals has the products with
quality problem, and the products qualities are not stable. Jebao has the problem of deay.

Every year, thefirst order is on time and the second and third orders have severe delays.

It's important to know what the real problems that causes the dday or poor quality. Discuss
with each other for the two parties is necessary. Punishment is not a good choice for the long
term cooperation, and how to control the business with other party is very important.

Therefore, it's important to keep good and long-term relati onship with the suppliers.

Hailiyais avery good supplier with good product quality and good delivery time. VeldaB.V.
needs to learn from this, and find out why this company has better quality and delivery time.
VedaB.V. hasn't redly studied yet the reason why Hailiya has better performance.

First, how about the quality? Qudity is improving as we can see, although the products
from Ningbo are still not stable in quality. The primary product quality problem comes from
Ningbo Mine Metal Company, which can dso be found in new products. According to
Alexander Ddenoort, the poor quality is mainly because of the cheap materia the supplier
uses. “5-10% of products imported from China are concerned with poor quality; however, it's

improving.” according to Alexander Dalenoort.

Secondly, concerning the ddlivery time, there are 4 suppliers out of 8 have delay problems. As
stated by Alexander Dalenoort, approximately up to 50% of the orders from China have been
delayed for at least 2 weeks to 2-3 months.

Firstly, the quality aspect in the production is anal yzed.

During production process (the OEM production in China), it is difficult to guarantee the
premium quality products. Products are occasionally ddivered without inspection from Vel da
B.V. It is very often than not unclear to the company of the quantity of shipments and actual

guality is not as good as that of the samples.
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Doing business only by trust is not viable. Even a qualified supplier without check and high
requirement can become lazy. This is the reason the final products are not as good as the

sample. This situation may happen at least twice a year, so inspection is very important.

Secondly, time aspect in the production analysis. This may be because of the planning from
VedaB.V.'s side, but most of the time, production delay is due to the fact that the supplier
was too busy in production and they didn’t put VeldaB.V.'s order as high priority because of
the limited size of the order.

It dso may be because of the communication, especialy with the frequent job change in
China. Some employees who know well of the business and the order situation leave the
company, and newcomers don’'t know much about it. This has caused a mess in the factories
in China, and the worst thing was that they didn’t inform Velda B.V. immediatdy, who as a
result had not finished the production by the ddlivery time.

Therefore, Velda B.V. needs to have a strict order or contract to guarantee this and aso

monitor the order timdly.

45.4.2 The Supplier Relationship M anagement (SRM).

This includes the criteria based on which the supplier and a so the communi cation to place the

order. How to get thereliable and quaified supplier is crucial in the company.

According to Douglas M. Lambert (2006), “Supplier relationship management is the process
that defines how a company interacts with its suppliers. Just as a company needs to develop
relationships with its customers, it aso needs to foster relationships with its suppliers. Asin
the case of customer relationship management, a company will forge close rel ationships with
a small subset of its suppliers, and manage arm-length relationships with others. Long-term
relationships are developed with a small core group of suppliers. The desired outcome is a

win-win relationship where both parties benefit.”

Table 6 shows the detailed problems of suppliers of Velda B.V.. It is not shown due to
confidentiality. To sum up, firstly, for the quality of supplier’s analysis, how to guarantee that
the supplier is good enough in a short time? It is extremely important to get hold of as much
information about the supplier as possible. This may be difficult for Velda B.V. because of
the language issue. Especialy for many products in this industry is not big companies, soit's

hard to get theinformation in English even.
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There should have a system to measure and value the supplier. Vdda B.V. needs to set up a
system to follow when decide which supplier is good enough to cooperate and then aso set a
follow-up evaluation system for each supplier. The order management and the contract is not
strict and to detail enough. The moment VeldaB.V.'s don't have contract with suppliers, only
have purchase order. So the order can have the function as a contract, and must be very strict
and to detailed, it should have specify if there is delay and quality problem, the supplier
should be responsible for that and pay the cost to Ve daB.V.

Second, the time aspect in choosing supplier until place the order is aso weak. Speed is
cruda in communication with the supplier. It's hard to remember each project the time, and
make sure everything is on time. How to guarantee this? Set up a time table about the new

product process, but not only by remember in head. Do according to thetimetable

Set up the partner ship for the major suppliers.

For the main supplier, such as Ningbo Mine Meta and Jebao, a partnership should be set. It is
atailored business relationship based on mutual trust, openness, shared risk and shared
rewards that results in business performance greater than would be achieved by the two firms

working together in the absence of partnership.

Drivers are the compelling reasons to partners: Improvement in asset/cost efficencies,
improved customer service enhanced marketing advantage and profit growth/stability.
Manageria controllable € ements of a partnership: planning, joint operating contrals,
communications, risk/reward sharing, trust and commitment, contract style, expanded scope

and financia investment.

Facilitators are: Environment factors which increases the likelihood of partnership success:
corporate compatibility, compatible management phil osophy and techniques, a strong
perspective of mutuality, symmetry between two parties.

This represents an expectation-setting session that is critical for partnership success. The
partnership, if appropriatdy establish and effectively managed, should improve performance
for both parties. Profit enhancement, process i mprovement and increased competitive
advantage as likely to be the outcomes of effective partnerships. Partnerships are not
appropriatein all situations. General guidelines exist to determineif a partnership is

appropriate.
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4.5.4.3 Design sector analysis---Product development and commer cialization.

This is mainly about new product and also the speed in the design. Since Veda B.V. has
new products each year, they need to have s strong team in the design department, and they
are not only responsible for the package design, but should & so able to have the new product
design. The moment it’s hard for VeldaB.V. to get the new product design by itself.

Besides, speed is crucia in the process of design and aso communication with suppliers.
Many times, the design takes more than 10 days or even 2 weeks to finish, and the supplier

has to wait to confirm, and all the process makes the time much limited.

45.4.4 Theinventory management analysis—Good For ecast

“Demand management is the supply chain management process that balances the customers’
requirements with the capabilities of the supply chain. With the right process in place,
management can match supply with demand proactively and execute the plan with minimal
disruptions. The process is not limited to forecasting. It includes synchronizing supply and
demand, increasing flexibility, and reducing demand variability. A good demand management
process can enabl e a company to be more proactive to anticipated demand, and more reactive
to unanti cipated demand (Douglas M. Lambert, 2006).”

Only onething in theinventory is about the amount, and this i s from the estimation from sal es.

This is the cause of the good forecast.

Velda B.V. has the good forecast problem. It is hard to estimate the real demand from
cussomers. Thus can cause the over stock or stockouts. Forecast errors, overreaction to
backlogs, lead time variability, no communication and no coordination up and down the
supply chain, delay times for information and materia flow, batch ordering (large orders
result in more variance), raioning and shorting gaming, price fluctuations, product
promotions, free return policies, inflated orders can al cause the false forecast. Excessive
inventory investment: it makes the demand more unpredictable, Velda B.V. needs to
safeguard itself against the variations to avoid stockouts.

VedaB.V. has prediction from the whole seller about the amount of the product demand, but
it's not accurate. Besides, in many situations, Velda B.V. needs to order a big quantity, and

this cause the over stock. There are some measures to counter the forecast problem.
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Countermeasures to the Forecast problem:

Establish the monitoring of actual demand for product to as near ared time basis as possible.
Understand product demand patterns at each stage of the supply chain. Increase the frequency
and quality of collaboration through shared demand i nformation.

Minimize or eiminae information queues that create information flow deays, centralize

demand information.

45.4.5 Thel ogistic management is comparatively good or strongin the company.

The logistics management from the outside company and Velda B.V. uses different partners

to work on different task. It works well.

45.4.6 The CRM analysisin the company.

They have sufficient people to work in different market.  “Customer reationship
management provides the structure for how the rdationships with customers will be
developed and maintained. Management identifies key customers and customer groups to be
targeted as part of the firm's business mission. The goa is to segment customers based on
their value over time and increase customer loyalty by providing customized products and
services. Cross-functional customer teams tailor Product and Service Agreements (PSA) to
meet the needs of key accounts and for segments of other customers. The PSAs specify levels
of performance. The teams work with key customers to improve processes and eiminate
demand variability and non-value added activities. Performance reports are designed to
measure the profitability of individua customers as well as the financial impact on the
customer (Douglas M. Lambert, 2006)”

Because of thelimited information, this paper doesn’t have much analysis on this point.

45.4.7 Thecost analysisin the SCM of Velda B.V.

All the factors we analyzed above can influence the company’s cost and revenue. This can be

andyzed as following.

In the production process, good product quality and on time deivery can get customer
satisfaction, and this can get higher sales revenue. On time ddivery can also decrease the

emergency transportation fees.
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In the supplier relationship management, good supplier reationship can have efficent
communication and is capable to produce the good quality product on time This can save a

lot of cost on the quality and communi cation.

In the design procedure, correct and accurate design with clear information to the supplier can

save the production and communi cation time and can improve the product quality.

In the inventory management process, the good prediction of the accurate need can save the

inventory cost.

Thelogistic process, good service can get the product to the destinations on time.

The good CRM, can get the higher sales revenue through the better customer satisfaction.

For example, if there is production deay, then the ddivery have to use air, which will
increase alot of cost for the company, so it can cause the whol e process dark.  If the product
has quality defect, then the sdes is not good, and this maybe cause a huge repair or return fee,

whichisabig cost to the company.

For the inventory, if the company can estimate the accurate amount the company need, then

the inventory can reach a premium amount and it can lower the inventory level and save cost.

All the factors above can influence the cost and revenueintheVedaB.V.

4.6 Main supplier problems and solutions analysis.

In order to have clear understanding about the supplier problems and solutions, three tables
were created.. Thefirst table (Table 7) is the general supplier problems analysis. Table 8 and
9 are the tables which are more detailed andysis for the two main suppliers: Ningbo Mine

Metal and Jebao. These tables are not shown in the paper as they are confidential.

Table 7 describes the main suppliers from China, anal yzes the possible problems and gives the

possible solutions.

Table 8 analyzes the supplier rdationship with Veda B.V.’s primary supplier in China. The
table lists the standard and actual analysis from three stages: before the production, during

56



production and after production. The actual analysis has three columns: performance, problem
reason analysis and the solution. Performance means the fiddd of problems. The possible
solutions are respectively from Velda B.V. and supplier's side. Table 9 is the analysis ofthe
second biggest supplier for VeldaB.V. in China.

Three tables analyze the supplier problems in China, and with some solutions. From the
andysis we get that Veda B.V. needs to specify the requirement and set the clear time
schedule for the planning and inform the supplier, during the production, Velda B.V. needs to
strengthen the monitor of the quality and delivery time, and after the production, Velda B.V.
should improve the complaint handling ability together with strengthen the partnership
cooperation. About how to do in order to get better performance, the paper will give the

answer in the last chapter, the recommendation part.

Beow are some points Velda B.V. should aware in the business process with Chinese

suppliers.

When analyze the re ationship with suppliers, we need to know if the supplier is dependent on
the Velda B.V. or other way around. For the supplier who isn't dependent on Velda B.V., it is

important to have strategic way of cooperation.

1. Business is cultural. The understanding of business relationship is different from Chinese
supplier to the western companies. The Chinese suppliers take business reationship more
personal. They take clients first to be friends. Problems with orders, request are al personal.
Although Chinais changing fast and it different alot from different area, western companies
should always aware that the business culture is different. Velda B.V. is aware of this aready

since they have cooperation with Chinese suppliers for more than 8 years.

2. Close cooperation. The Chinese supplier may not pay enough emphasize to the order if the
control is loose by the customer side. Close cooperation can stimulate the understanding of
Velda B.V.'s requirements and aso act as monitoring. Supporting team or a least one
observer from Velda B.V.’s side will be efficient as the Chinese supplier consider it to be
closer relationship with Velda B.V.

3. Contract and details. The moment, Velda B.V. doesn’'t have strict contracts with the main
suppliers. Company can choose to go to court when it has issue with suppliers, but it won't
help much. The practical questions are who represent the company in China, and even if you

go to court, the Chinese court system favors the domestic devel opment over international law.
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Besides, it's time and energy consuming. So the bottom line is that the company does not
want to go to court. But Velda B.V. should work under consumption that the contract is
binding and will hold up in court. Vdda B.V. should take al the legal precaution for the
Chinese supplier as the way with western suppliers. The contract should bein detail.

4.6.1 Conclusion of this chapter

This chapter analyzed the Supply Chain Management of Velda B.V. Started with the Kraljic's
portfolio Matrix, the paper analyzed purchase strategy in Velda B.V. according to different
products. The conclusion isthat Velda B.V.’s product strategy is OK. Afterwards, this chapter
described the SCM process in Veda B.V. from the four different supply chain maps and
described each step in the SCM. The purchase process was emphasized here by the purchase
process management. Thelast part is the SCM andysis with problem andysis, and it analyzed

the problems with the key suppliersin China, and gave some possible sol uti ons.

The purchase process was analyzed in this chapter, and we can give a figure to conclude the
purchase process problems. The figure has the X-axis represents for the problems: Supplier
Choaosing, Order Management, Product Inspection and Order Monitor. The Y-axis represents
for the importance and the serious the problem, with 10 is the most serious, and 1 is least

serious.
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Figure 13: The problem in Velda purchasing process

This chapter can get the following table for the main problems in the whole Supply Chain
Management in Ve daB.V.

The SCM problemsin VeldaB.V. are as follow table:
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SCM function

Main situation or problems

Production (Materia Flow Management)

Monitor the quality and ddlivery time.

Supplier Relationship Management

Strengthen partnership with the key
suppliers. Aware the Chinese busi ness
culture and relationship. Strict the contract
and details.

Inventory (Demand) Management

Have a good forecast

Design (Development and
commercialization)

Specify the requirement and time planning.
Involve the customer and supplier sidein
the new product devel opment.

Transportation (Order Fulfillment)

OK

Customer rdationship management:

OK. And not much analysisin this paper.

Table10: SCM problemsinVeddaB.V.
The table shows the main problems in the Production, Supplier Relationship Management,
Inventory Management, and Design.

This chapter analyzed the problems in the SCM in Velda B.V, with the emphasis of the
supplier relationship, and next chapter will analyze the financial aspect influenced by SCM,

mainly from the control aspect to anayze.
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Chapter 5 Financial Perfor mance analysis and control

This chapter is mainly from the financial performance aspect analysis to analyze what can be
controlled in the SCM in order to get a better financial performance. The main financial
performance indicator this paper uses is the net profit. The sub-research question of “What is the
impact of SCM on financial performance in Veda B.V.?7’ will be answered in this chapter.
Besides, this chapter will dso include the financial value chain and the ERP systemin the end
of this chapter.

5.1 SCM linked to financial performancein Velda BV

The basic purpose of financial measurement system is to provide feedback, reative to the
company's goals, and to increase the chances of achieving the goas efficiently and
effectively.

Improvements in the current supply chain will hdp reduce the cost of goods sold, days in
inventory and overall hidden operational expenses. For Velda B.V., there are many issues it

face that keep it from embarking on improved supply chain management.

To support profitability objectives, companies need to optimize supply chain performance.
Companies are challenged to continuously improve their financial performance indicators.
Ratio analysis is the basic way to eva uate the financial performance in a company. Financia
ratios addressing related venture attributes are often grouped together. There are liquidity (the
ability to meet short term obligations), conversion period (the time taken to convert another
asset into a cash receipt), leverage (the use of debt), and profitability and efficiency. Some of
these ratios are severely influenced by the SCM, especially the conversion period and also the
profitability and efficiency ratios. Here this paper uses the profitability and efficiency ratios
for the analysis. Using these ratios, we can have trend analysis, cross-sectiona analysis and
also have industry comparable analysis (Leach, Midicher, 2006). Because of lack
information from other companies’ data, this paper doesn't have the trend analysis,

cross-sectional anadysis, neither the industry comparable analysis.

Supply chain management extends wider girths of the value chain, and it includes inventory

cost, logistic cost, and the purchase cost, and other cost incurred to service customers.

The other factors linked to financia performance include asset utilization, product quality,

and operational flexibility. Asset utilization, such as inventory turns, measures how effective
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assets are being utilized and how they contribute to the financia status of a company. Product
guality is a traditional measure, it is also critical to a company’s long term survival and
growth, and evidence show it directly linked to finandad performance. Operating flexibility
measures a company’s ability to cope with the uncertainties and therefore improves the
company’s ability to win financially in a highly-uncertain and super-competitive environment.
The ratio of this paper emphasize is the profitability and efficiency ratios. For the quality

factor, this paper doesn’t have analysis herein the financia performance part.

Profitability and efficiency ratios: Indicate how efficiently a company controls its expenses

and uses its assets.

Gross profit margin: = (Net sales-COGS)/Net Sales

Operating profit margin =EBIT/Net sales

Net Profit Margin= Net Profit/Net Sales

Return on asset (ROA)= Net profit/ Average Total Assets = Net Profit Margin * Asset
Turnover = (Net Profit/ Net Sales)* (Net Sales/ Average Total Assets)

Return of equity (ROE): = Net Income (Profit)/ Average Owner’s Equity = ROA*
Equity Multiplier= ROA* Total Assets/Average Equity

Table 11 indicates the financid data of Velda B.V. according to the definitions above. It is not
shown due to confidentiality. It shows the gross profit margin, operating profit margin, ROA
and ROE. It is a bit difficult to get performance analysis because there is no data to compare
in the same industry. We do find the gross profit margin is very high around 44%-49%, but
with a low operating profit margin. This means the cost for other reasons are also very high
besides the COGS; therefore, it's important to control them. This paper already mentioned
what these costs are in the previous chapter. The ROE is not available here because there is

some transaction between Velda B.V. and the mother company each yesr.

5.2 Control of factorsin SCM to get better Net Profit

Factorsthat influencethe Net Profit in Velda B.V.
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Figure14: Factorsthat influence the Net Profit

From the above figure, it shows that in order to get a good net profit, Velda B.V. needs to
control well of each factors involved: Saes Revenue, Cost of Goods Sold, Commercial cost,
salary and Machinery and inventory cost. Therefore, how to control these factors is essential
to get agood Net Profit. The following will anal yze the contral of each factor.

5.2.1 The control of Sales Revenues

The sdes revenue is mainly approached by the CRM, customer relationship management.
There are two different control factors in the sales revenues, controllable and uncontrollable.
Controllable factor includes the good quality of products, on time delivery, good sales

services, which lead to satisfactory of customers and a so with excellent sales people.

Uncontrollable factor is the weather issue and economics factor. Wesather influences a lot
about the sales of the pond products, and rainy days in the weekend in spring and summer is
bad for the sdes. According to Alexander Da enoort, the weather can influence 20% of the
salesrevenuein thereally bad year.

The second uncontrollable factor is the economic situation. Unlike the daily necessities, when
the economics is not in good situation, people are not willing to spend money on pond
products. Thisfactor is aso uncontrollable.

From the above analysis, it shows that Velda B.V. needs to have better control of the products

guality, excellent sales people, and some encouragement policy to have better sales revenues.
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5.2.2 The control of Cost of Goods Sold

It is more or less controllable by Vdda B.V., Since Velda prices products according to the
COGS plus the profit margin. They can dso control the COGS through comparison with

different suppliers.
5.2.3 The control of Other Costs

This category includes commercial cost, saary, machinery and inventory costs. It is very
difficult to contral this, because it is influenced by a lot of factors, especially with logistics
cost. Factors that can influence this cost might be product delay, ways of transportation, new
product research, advertising, and inventory costs. These factors combine to influence. Budget

and cost track are very important. Velda has to improve on this.

In the commercia cogt, logistic cost is the highest. SCM function can influence these factors.
Good product quality can get better sales revenues, which can be explained in the following

figure.

Figure Factors in the SCM that infl uence the Sales Revenues
Good, strategies

supplier
communication

$

Good Quality, .
Fast Delivery Better Customer Higher Sales
Time Satisfaction Revenues

Figure 15: Factors in the SCM that influence the Sales Revenues

The second part of getting high net profit is by lower the cost, which includes the Cost of
goods sald, and the logistic cost etc. Thiswill be analyzed in the cost control section bel ow.

The net profit margin is quite low for Velda B.V. According to CFO of VeldaB.V., there might
be theinvestment is high:

1) VedaB.V. constantly launches new products and widens the new market. The market in
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Netherlands is full, and Velda B.V. is investing a lot in the new market, for example in
UK.

2) Cost isvery high these years for the new buildings.

3) Transportation (Logistic) cost keep going high, because of the higher gas cost.

In order to improve the net profit, Velda B.V. needs to raise the products price, which might
be difficult for the customers to accept. For lower cost, Velda B.V. maybe needs to better

control the purchase process and if necessary cut the unnecessary cost.
5.3 Cost control in SCM on influence of financial performance

Cost control involves the planning and budgeting systems, forecasting and cost tracking. In
the beginning of each year, the financial department will make a forecast about the total cost,
and at every month, the financial department will compare the cost of this month with the
estimation and also the cost from last year to check if there is some problem in the cost and

try to find out the reason.

Table 12 describes the cost e ement of Velda B.V. from 2002 to 2007 (Source: Annual Report
of Velda B.V. 2002-2007). It is not shown due to confidentiality.

It can be concluded that besides COGS, Salary, the biggest cost is Other Cost, but it is not
clear what these costs are from the annua report. This is the cost that Velda B.V. needs to

control much better.

According to the financial department, the other cost includes the flowing:
1) Building repair and energy cost
2) Machinery maintenance and inventory cost
3) Commercial cost, which includes:
I Logistic cost
1 Advertising cost
I New products research and design cost
1 Trave cost and trade show cost

Table 13 ind udes the influence of net profit margin when 1 percent decreases on the cost. It is

not shown due to confidentiality.
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5.4 Financial value chain analysis

Financial vaue chain anaysis is mainly about the money flow in Velda B.V. It is about the
account payable, account receivable management, and how many days it takes Velda to
transfer the money to the customer and how many days to get money from the customer. This
paper doesn’t have deep analysis here as this is not complex procedurein Velda BV. But Velda
B.V. needs to pay attention to the days of money transfer as it can dso influence the delivery

time from suppliers.

FSC (Financial Vaue Chain) optimization will achieve significant cost and <trategic
advantages. FSC brings high supply chain savings, working capitd efficiencies and overall

improvements in earning/cash forecasts. (Killen & Associate. Inc)

“Financia Supply Chain Management makes a substantial contribution to optimizing existing
financial processes within a company and between enterprises’, explains Hans-Dieter
Schueurmann, senior vice president of SAP’s Genera Business Unit mySAP Financials. “The
results are more accurate cash management, a reduced volume of outstanding debt, lower
invoicing costs, earlier processing of incoming and outgoing cash flows and improved

customer relationship management.”

The financial value chain in VddaB.V. is fine, and only with the accounts payabl e takes a bit
more time to transfer. The normal way of account payable payment is through the instruction
of financial department of Velda B.V.to the bank in Hong Kong. After placing the order, it
takes 5-7 days to finish this procedure. If Veda B.V.can makes the account payable less time

to transfer, then the delivery time from supplier’s side will be better assured.

5.5 ERP system in SCM the system

The reason we use the ERP system in the SCM analysis is because of ERP system can hdp
the efficient management of SCM. How to manage the whole process more efficiently? ERP
(Enterprise Resource Planning), which integrate the date and the processes of the organization
into one system is commonly used to improve the management of the busi ness process these

days.

Before ERP systems, each department in an organization would most likdy have their own
computer system, data and database. Unfortunatdy, many of these systems would not be able

to communi cate with one another or need to store or rewrite data to make it possible for cross
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computer system communication. So it makes more intensive and complicated to process

certain functions.

ERP's main god isto integrate data and processes from all areas of an organization and unify
it for easy access and work flow. ERP’'s usualy accomplish integration by creating one single
database that employs multiple software modul es providing different areas of an organization

with various busi ness functions.

The ided ERP system is when a single database is utilized and contains dl data for various
software modules. The modules can include: Manufacturing, Financials, Human Resources,
Supply Chain Management, Projects, Customer Relationship Management, and data

warehouse.

VeldaBYV aso uses the ERP system to manage the whol e business process. For many products,
they only have the assembling in the company. The logistics and supply chain concept shifted
from a focus of manufacturing to the focus on the chain. How much material to buy for the

production and how much in stock is al managed by the ERP system.

After using the ERP system, it has the ability to streamline different processes and work flow.
It can share data across various departments in an organization. It can improve efficiency and
productivity. It has better tracking and forecasting, and it also lower the cost, have better/

improved customer services.

But it's expensive to install and implement the system; the company need adequate training,
and skilled staff to adapt quickly to the new environment. The customization maybe limited,
and sometimes, they need to reengineer the business processes, and maybe it's too rigid in

some organi zations to move in anew areain the future.
Slack (2001) has illustrated the different information areas (figure bellow) which build the

integrated database that can be seen as the heart of the ERP system. It has a very high degree

of integration. It means that everyone linked to the server can access required information.
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Figure 16: Application of an ERP system (Source: Slack 2001)

What's the future extension of ERP? ERP will be more involve more collaboration with
supply chain partners, such as suppliers, and customers. It will enable business partners from

multiple companies to exchange information posted on an e-commerce exchange.

Although ERP is very efficient for the company’s management, it can't manage every aspect
of the business process. For example, the order can still be ddlayed and with quality problem

even if the company is using ERP system.

This article mainly focuses on the SCM process, and the factors in that process which can
influence financial performance. It has very limited research about the financial value chain

andysis in the company.

This chapter is mainly about the financial performance influenced by the Supply Chan
Management, and ana yzed the financid performance mainly through profit aspect. In order
to get premium profit, this chapter analyzed the revenue and cost aspect, and how to control

thesefactors. It answered the last research question.
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5.6 Conclusion of this chapter

In this chapter, the sub-research question “What is the impact of SCM on financia
performance in Velda B.V.?’ is answered. The main financial performance indicator this
paper usesis the net profit.  1n order to get a good net profit, Velda B.V. needs to control well
of each factors involved: Sales Revenue, Cost of Goods Sold, Commercia cost, salary and
Machinery and inventory cost. Therefore, how to control these factors is essentia to get a
good Net Profit. From the analysis we get the sdes revenue and the cost are the most

important el ement to control in order to get agood financial performance.

About the control of sales revenues, the sales revenue is mainly approached by the CRM,
customer rdationship management. There are two different control factors in the sales
revenues, controllable and uncontrollable. Controllable factor includes the good qudlity of
products, on time ddivery, good sales services, which lead to satisfactory of customers and
also with excellent sales people. Uncontrollable factor is the weather issue and economics
factor.

About the control of Cost of Goods Sold, it is more or less contrallable by Velda B.V., Since
Vel da prices products according to the COGS plus the profit margin. They can aso control the
COGS through comparison with different suppliers.

About the control of the commercia cost, it includes commercia cost, salary, machinery and
inventory costs. It is very difficult to control this, because it is influenced by a lat of factors,
especialy with logistics cost. Factors that can influence this cost might be product delay,
ways of transportation, new product research, advertising, and inventory costs. These factors
combine to influence. Budget and cost track are very important. Velda has to strengthen the

control of this.

SCM function can influence these factors. Later in this chapter, financia value chain and ERP

system was anal yzed.

Next part, this paper gives the conclusion and some recommendations.
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Chapter 6 Conclusions and Recommendations

This chapter will answer the main research question: “What to improve in the Supply Chain
Management process to get premium financia performance for Velda BV?' This chapter

will make the conclusion and give some recommendations.

I mplementing i mprovements in a supply chain does not need to be a major investment in time
and money. However, it does require an understanding that the supply chain has significant

impact on the financial performance of the company.

Improving supply chain management will improve the company’s operational efficiencies and
increase productivity. Increased customer satisfaction will help the company achieve revenue
and growth projections. Quite simply, better supply chain management can have a direct
impact on revenue growth, profitability and capital utilization and ultimately help Velda B.V.

create a competiti ve advantage in the marketplace.

The paper firstly introduced the basic situation of Velda BV, then described and analyzed
SCM in Velda B.V. With the main research question of what to improve in the SCM process
in order to get premium financial performance, the paper firstly have the literature review in
SCM, then draws the picture of the SCM map for the different routes of products, described
each steps and analyzed them.

Better financial performance comes from higher sales revenue; lower COGS and lower Other
Costs, which includes the logistic cost, inventory costs etc. All of the factors can influence the
financial performance, especidly the gross and net profit margin. SCM is essentid in order to
keep good customer satisfaction, good product quality, good sales revenue, and with the cost
control in SCM is aso important in order to get COGS down. No ddlay in SCM can lower the
logistic cost and improve the customer satisfactory. Therefore, it's essential to get good

control of each sector in SCM and get a good financia performance

The conclusion of this paper isasfollows:

Velda B.V. sources haf of its total products in China, and it requires the good quality at low
price. Not satisfactory quality and delivery timeissue requires Velda B.V. involves strongly in
the supplier development and i mprovement. The conclusion of this paper is that according to

Kraljic portfolio Matrix, strategic product purchase strategy is OK for Velda B.V., whilein the
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operational and tactical level, main problem in the SCM isin the OEM production sectionin
China, and aso includes other SCM functions. With the strategy, Velda B.V. tries to create
long term relationship with stable fulfillment of requirements. Close cooperation and
stimulation understanding of Vdda B.V.’s requirements emerge to be important factors
leading to successful relati onship. Realizing the business difference in Chinais also cruciad in

the success in the cooperation.

The main cautions can be seen in the following table.

The SCM problems in Velda B.V. can be shown in the follow table:

SCM function Main situation or problems

Production (Material Flow Management) | Monitor the quality and ddlivery time.

Strengthen partnership with the key
suppliers. Aware the Chinese busi ness
culture and relationship. Strict the contract
and details.

Supplier Relationship Management

Inventory (Demand) Management Have good forecast of demand

Specify the requirement and time planning.
Involve the customer and supplier sidein
the new product devel opment.

Design (Development and
commercialization)

Transportation (Order Fulfillment) OK

Customer rdationship management: OK. And not much analysisin this paper.

Table14: SCM problemsinVedaB.V.

Analyzed each main supplier, and get the idea how to improve it. In the problem areas of
guality and delivery delay, products delay is a very serious issue. With too much order from
the suppliers side and not good planning production schedule and lower emphasis of Velda's
order is the main reason of the delay or quality problem from these suppliers. Strategic
cooperaion and better communication is important to improve the situation and with better

management and control. Velda B.V. needs to | et suppliers aware the importance of Velda B.V.

Some recommendations are given in order to get better financial performance in Veda B.V.
As VddaB.V. increasingly emphasizes cooperative relationship with critical suppliers, Velda

B.V. needs to use supplier evaluation to ensure their performance objectives can met.
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Improving supplier performance and capabilities is urgent for Velda B.V. Increase effort of

cooperation and commitment can influence supplier’s commitment.

Recommendations are as follows:

Recommendations can be categorized into long-term and short-term based on Veda B.V.’s
supply chain situation — the core issue being occasional poor product quality, frequent delay

in ddivery and the loose cost control.

Short-term recommendations are as follows:

1. Close cooperation and strengthen the control. This can be done by investing in HR
capacity and more time in supplier rdationship management. A support team or one
observer should be sent to China to be responsible for the relationship management.
Enhance the communi cation and cooperati on between suppliers and Velda B.V. Egtablish
efficient partnership and close cooperation with key suppliers, so that product quaity can
be improved since they are better tailored according to the exact needs and requirements
of Velda B.V.. In the beginning of each relationship, an explanation should be given to
the supplier, and give the supplier understanding why quality is required and how it can
be attained. Engineering team should have site visits. The ddivery time can aso be
shortened because of a better understanding of Velda B.V.’s need and a resultant priority.

The cost associated can also significant for the sound benefits it introduces.

2.  Strengthen the monitor (inspection) of product quality before ddivery, which can be
done satisfactorily by either Velda B.V. itsdf or third party companies. The former
gpparently costs more for frequent internationa travel expenditure. On the other hand,
third party companies cost moderately, but they are likdy to lack a profound
understanding of the involved products, which makes the inspection process
guestionable. Generally spesking, a third party company that has a long-term
reationship is necessary, and in many cases, mandatory. Send an observer from Velda
B.V.’s side might be a good measure. The observer should have a good understanding of

Chinese thinking and d ase monitoring.

3. Enlarge the safely storage capacity due to quite often delay in ddivery so that timdy
ddivery from Velda to its customers can to the largest extent be assured. This has no
influence on product quality. However, it is very costly. Recently Velda has increased its
stock by 1 million Euros, and the storage capacity is expected to be extended to 1 year

71



compared to 3 months previously. As aresult, delivery is kept in time and cost is arisen

dramatically.

4. Try to have an accurate sde prediction so that the amount of order can be tailored.
However, a sound prediction on sales is by no means non-trivial as multiple factors
contribute e g. weether, economics, etc. An elaborate market survey conduces to a good
prediction. This measure helps optimize the amount of order and cut down cost
henceforth.

5.  Strengthen and track the cost by financia department, in order to save the cost and get

lower cost.

6. Strict contracts and details. Contract is very important especially when there is severe
delay and also quality problems, then we can claim for the payment according to the
contract. Use a detailed and strict order formation, and set up the system of time table
about the project management and monitor the whole progress according to the time
table.

Besides the short-term recommendation, there are a so long-term recommendations, which are

more from strategic analysis, are listed below:

1. Evduate purchase strategies regularly for products with different Kralijc's portfolios. For
routine products, bottleneck products, leverage products and strategic products, supply
risk evaluation is strongly recommended, in particular for strategic products, since Velda
has only one supplier for this product, and it is highly risky to count on one particular
supplier, especidly if its performance is not good. It is thus important to have strong
partnership and collaboration with the supplier to create mutual participation in order to
boost the supplier’s performance. If this fails to work, new suppliers should be looked for,
or a least the amount of order from this supplier be lowered gradualy. This can assure

product quality and delivery time, as well as enhance cost control.

2. Set up supplier performance criteria, based on which suppliers can be sdected and
evaluated: quality, delivery time, cost and flexibility. In terms of quality, the following
factors are to be concerned: performance, features, reiability, and conformance to
specifications, durability and serviceability. Ddivery speed, reliability and production
lead time are important for delivery. For cost, production costs and production lead time
should be examined. With regard to flexibility, process flexibility and volume flexibility
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5.

should be considered. A regular evaluation of suppliers should be performed and they
should be selected accordingly.

Utilize the ERP system cautiously and efficiently. This system is very efficient in
improving management of business process, but it should be noticed that this system
cannot satisfactorily manage all aspects of the business process; therefore communication
and control over suppliers still need to be taken care of additionally. Employees should be
adequatdy trained for using this system.

In the long run, appropriate communicetion strategies are critical in developing and
mai ntaining good rd ationships with suppliers so that their performance can be optimized.
Good strategies indude indirect influence strategy, formaity, feedback, and they hdp
devd op long term relationships with crucid suppliers. Ve da has to improve its formality
and feedback communication, especially in terms of purchase order management and
inspection. In addition, Veldais recommended to strengthen its feedback activity, in order

to inform them about the done business so that improvements can be madein the future

An extra effort should be put into considering cultural difference when dealing with
overseas companies. It has to create long term commitments, local aliances, local
presence, local competence and good cooperation in order to win. But misunderstanding

and different culture should be pay special attention to when do business with China.

Long term cooperation with critical suppliers is emphasized by Velda B.V. It's dangerous to

rely on an untested supplier without first taking time to build an effective rdationship to

ensure specific performance objectives. For the suppliers which can't confirm Velda B.V.'s

expectations, Velda B.V. must determine the most appropriate action to resolve the issue. To

maintain the working relationship, Velda B.V. must find a way to communicate the problem

and motivate the supplier to improveits performance.

Although many methods are given to suggests for Velda B.V.,, it dtill not easy to get

everything under control. Barrier can be the motivation from the supplier’s side and the often

changing employee. The cooperation also depends on the size of the supplying company. The

smaller the order is for the supplier, the more it leads to lack ddiver reiability as the order is

prioritized lower.
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