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How The CFO Can

Be A Change Agent
In The Supply Chain

Introduction

Managing cash flow, planning the financial outlay, keeping the
balance sheet in order, and ensuring all financial compliances
are met are a CFQO’s core job function. But this is not all that a
CFO does.

The CFO is also responsible for identifying opportunities to
reduce operating costs without sacrificing the quality of the
products and services offered by the company.

Supply chain and transportation are two of the biggest cost
centers in an organization. The cost for these functions is
measured as a percentage of sales and differs from industry to
industry.

However, according to this McKinsey Study, most industries
report supply chain and logistics cost in the range of 1.8% to
10%.

Wouldn’t the supply chain and the organization as a
whole benefit if the CFO is a part of the supply chain
decision making?
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SUPPLY CHAIN AND TRANSPORTATION ARE TWO OF
THE BIGGEST COST CENTERS IN AN ORGANIZATION

When costs remain within the industry parameters, supply chain
and logistics are usually given the leeway to make their financial
decisions.

The CFO steps in only when the cost rise above the set industry
norms or in case any other financial abnormality is noticed. But
is it a good strategy to wait for things to go wrong to ask the
CFO to step in?

In all actuality, the supply chain is suffused in every aspect of
your business. As such the supply chain needs to be viewed
between all participating companies and suppliers throughout
the supply chain, with solutions applied from a holistic
approach.

Partnering with a third party logistics provider (3PL) like
BlueGrace is one of the easiest ways to turn valuable

iNnsights into actions that can help your business outstrip
the competition.
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What Does The Corporate World Think of
CFO Involvement In The Supply Chain?

The necessity of CFOs involvement in supply chain is not a recent
phenomenon. A 2013 study by Ernst & Young aptly highlighted the
importance of CFO’s involvement in the supply chain. Ernst & Young
surveyed 423 CFOs and heads of supply chain around the globe to
understand their view of a CFO’s contribution to the supply chain.
According to the results of the survey, of all the respondents:

“ONLY 26% FINANCE EXECUTIVES AND 21% SUPPLY CHAIN
EXECUTIVES SAID THAT THE CFO’S CONTRIBUTION TO THE
SUPPLY CHAIN IS BASED AROUND A BUSINESS-PARTNERING
MODEL”.

But this trend seems to be gradually changing as:

“70% of CFOs and 63% of supply chain leaders responded
that their relationship has become more collaborative over
the past three years”.

The survey also revealed that those organizations that have a collaborative
relationship between the CFO and supply chain also tend to perform better.

“Among survey respondents with an established business partner
model in place, 48% report EBITDA growth increases of more

II than 5% in their company over the past year, compared with just
22% of those that have not yet adopted this approach.”

In the past five years, the demand for CFO’s involvement in the supply
chain has only grown. Last year, an article in the European Financial
Review spoke about the book What CFOs (and Future CFOs) Need to
Know About Supply Chain Transactions by X. Paul Humbert, Esq.
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According to the article, the book showcases not only the necessity

of a collaboration between the CFO and the supply chain but also
demonstrates how the company’s finances and its books are impacted by
the decisions taken by functions within the supply chain:

“an organization’s financial results are intertwined with the

i‘ performance of the purchasing function. Purchasing and
purchased inventory affect the balance sheet and capital
allocation.”

Another article in Smart Industry Update published in 2018, speaks on
behalf of the CFOs seeking answers to supply chain issues which the CFOs
may not have first-hand knowledge of. For example, the article lists the
following three critical questions that CFOs should ask of their supply chain
to be able to make better decisions regarding their supply chain and create
better business strategies:

e How accurate is our supply-chain visibility?

e How quickly can we identify and address challenges
in response to disruption?

e How well can we respond to changes in the industry?

The survey and the two articles leave no doubt of how crucial it is for CFOs
to be involved in the supply chain function and work in collaboration with
the head of supply chain. In fact, it is not only the supply chain that needs
the CFO, the CFO also needs the supply chain.
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How The CFO Can Be A Change Agent For

The Suply Chain

An article titled ‘How Brilliant CFOs Use the Supply Chain to Drive
Business Value - Do You Know the Questions You Should Be Asking?’ in
Innovation Enterprise targeted at CFOs lists down possible areas that can
benefit from the CFO’s involvement.

[Source: Innovation Enterprise]

I Questions

What KPIs and reports do we have that measure and
manage our supply chain? Are they sufficient? Do
they provide insight for management and help drive
decisions?

What role does finance play in key strategic initiatives
for the supply chain?

What role does finance play in key strategic initiatives
for the supply chain?

Does our cost center structure allow us to compare
operations across different products, geographies,
facilities, and channels? What are the insights?

Market offers/customer value proposition

If you have an online product offering do you know
whether the range is too broad/narrow? What is the
cost of our service offer and is it optimized (same day/
next day etc). Should we charge for freight?

Are there particular products/channels that appear
marginal?

Do key costs that indicate inefficiency such as
expediting, unplanned air freight, container detention
get properly reported? Are controls in place? Can they
be reduced?

How did we build up our budget for the supply
chain?

Considerations/comments I

Customer service levels / DIFOT
Forecast accuracy

Inventory turns and analysis
Costs of expediting (air freight, branch transfers etc)

Could finance skills be leveraged for strategic projects?

Do we know cost-to-serve for key channels, customer
groups, and products? Is this used to optimize trade-off
decisions?

Cost comparisons for key metrics often provide insight for
performance improvement.

Has the finance department done appropriate analysis of
margins and costs of different market offers (lead times,
inventory costs, product cost)?

In each of these areas, there are key implications for the
cost of running the supply chain. Whilst certain offers
may benefit the customer are we making money given the
incremental costs?

How can finance work with supply chain to understand the
key cost drivers? Should these be rationalized?

Often we find these key issues are not highlighted in
reporting and sometimes the information can be hard to
find. Regularly controls/accountability are not clear.

Was it a decrease/increase on last year or was it based on
proper costing of planned activities?
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It says “If the answer to any of these questions highlights a
potential issue then it is important to engage with the head
of supply chain and agree a process to address the issue.

It may also indicate that there is an opportunity to partner
more closely with supply chain/operations to leverage the
knowledge and skills of the finance team to enable better
decision making in the business.”

All the above areas are crucial from the financial, product, and delivery
point and can benefit from a collaborative effort from the CFO and the
supply chain. For example, let’s take a look at the second, sixth and eighth
qguestion. Freight costs are pegged around 3 - 5% of supply chain costs.

Freight contract negotiation is one of the most important activities of
the logistics function. It has an impact on the budget, affects the cost
reduction KPI given to the logistics department. In B2C businesses, to
a certain extent, the transportation offered also influences customer’s
buying decisions. How can the function benefit from CFOs insight?

On the cost reduction and financial front, the CFO, with their fact-based
view of the organization, can help the logistics team negotiate better
freight contracts. The rates negotiated in these contracts are based on a
multitude of factors like government policies, fuel prices, political relations
between trading countries, and global business environment.

Freight costs are pegged around 3 - 5%
of supply chain costs. Freight contract
negotiation is one of the most important
activities of the logistics function.
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Logistics may or may not have insight into these issues, but the CFO
and his team will have knowledge of what is going on in the business
world. So, if they know there is a possibility of fuel prices changing in the
next six months or a recessionary trend is being noticed, they can advise
the logistics team to negotiate a short term contract and revisit it later.

Similarly, in the case of B2C shipments (ref Q6), the CFO and the supply
chain head can negotiate for contracts with different delivery options in
order to serve different customers. But this can only be done if the supply
chain knows the financial viability of these options and that information
can be gained only from the CFO of the organization.

When the CFO is involved in this decision-making from the start, it
increases the possibility of improvement in contract terms and in cost
reduction.

Long gone are the days when the CFOs limited themselves to matters
pertaining to managing company finances. Today, to be effective in their
job and to create a competitive supply chain, CFOs need to lend their
expertise to the supply chain and seek their inputs in the setting the goals
and objectives of the company.

10 | How The CFO Can Be A Change Agent In The Supply Chain ©2019 BlueGrace Logistics ¢ All Rights Reserved



bluegrace))

Conclusion

We have found that working with organizations where CFOs
are directly involved has helped turn over a new leaf and make
significant cost reductions, positively impacting the supply
chain of that organization.

We provide quarterly business intelligence reports that give
updates on the savings targets you give to us, key performance
indicators (KPIs), and special project updates. The CFO of a
company, in particular, is able to use these metrics to budget
and forecast for the organization moving forward.

Connect with us to find out how we can work with you to build
an efficient and optimal supply chain.

Connect with our team at BlueGrace to learn
more about our BlueShip TMS.
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ABOUT BLUEGRACE

Founded in 2009, BlueGrace Logistics is one of the largest third-party logistics (3PL) providers in
the United States. With over 500 employees and working with over 10,000 customers to provide

successful shipping solutions, the company has achieved explosive growth in its 10-year operating
history. Backed by a $255 million investment by private equity firm Warburg Pincus, the company
operates 12 locations nationwide, and its headquarters are in the sunny Tampa Bay area of Florida.

For more information, visit www.mybluegrace.com

2846 S. Falkenburg Road Email:

bl ® Riverview, Florida 33578 contactus@mybluegrace.com
ueg ra Ce) Phone: 800.MY.SHIPPING Web:

Fax: 813.626.7447 www.mybluegrace.com
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