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fierce battle is waged daily

among supply chains com-

peting to meet increasing,
ever-changing customer demands.

Success depends on the ability

to: (1) reach the higher perform-
ance levels customers expect, (2)
conform to customer demands to
reduce costs and (3) provide out-
standing service that meets cus-
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m  Create penalties for a supplier’s
poor performance

®m  Demand shorter lead times
between order placement and
expected delivery

®m  Require technology applications
and information integration
with suppliers

It is difficult to satisfy steeper
customer demands, ever-changing
service standards and, at the same
time, achieve higher per-

...creating disruptive innovation

for competitive advantage

manufacturing and distribution,
but reinvention is a process we are
slowly learning to master.

When you begin to think about
reinventing your business model, it
may help if you try to see your
company the way your customers
and competitors do.

In terms of product, pricing,
quality, function, feature and serv-
ice, many customers find it difficult
to distinguish one supplier from

customer service with supply
chain performance

The question is, will your cur-
rent business model and
customer-response processes allow
you to implement these methods
and meet new customer demands
without adding major costs?
Probably not.

Keep in mind, your company’s
business model was designed to
achieve specific results. Meeting

tomer specifications. the challenge posed by new cus-
formance levels and cost The question is, will your tomer service demands may
What customers want reductions. current business model necessitate a redesign—not only

With so much riding on satis-
fying customer demands and
changing service standards, there
is simply no room for mediocre
service and performance.

Many suppliers already know
this, as more and more of their
customers:

®  Demand lower prices and high-
er service levels

m  Purchase the same quantity
but want to reduce inventory
by pushing it back to suppliers

m  Expect special services without
added costs

The classic methods
many companies have long
used—reducing head count,
increasing inventory levels,
raising prices, adding pric-
ing for new services—no
longer work and are ineffec-
tive when it comes to meet-

and customer-response
processes allow you to
implement these methods
and meet new customer
demands without adding
major costs?

ing today’s challenges.

To gain real ground and hold it,
your company must reinvent some
of its main business models and
processes.

The U.S. is a great nation for

another or one supplier’s product
from another’s.

Methods that can help distin-
guish your company include:

m  Innovating services and new
products

m  Providing the highest level of

of your business model and
processes but of your information
support systems, too.

In fact, you may need several
business models to address the
needs of different customers, mar-
ket channels and industry seg-
ments.

The barriers to new markets

continued on page 3
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National Association
of Manufacturers
Www.nam.org

American Society for Quality
www.asg.com

American Society of Mechani-
cal Engineers www.asme.org

Association for Manufacturing
Excellence www.ame.org

BKD manufacturing audit, tax &
consulting www.bkd.com

Data Interchange Standards
Association www.disa.org

Educational Society for Resource
Management www.apics.org

ESS China www.esschina.com

Expatriate Assignment Solutions
www.expatsolve.com

Hudson Institute, America’s pre-
mier source of applied research
on enduring policy challenges
www.hudson.org

International, global access-local
support www.mri-world.com

Leadership in Manufacturing
www.industryweek.com

American National Standards
Institute www.ansi.org
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73 Planning your exit strategy: right time to sell

by Troy Prewitt, BKD Corporate Finance, LLC,
tprewitt@bkd.com

iming is everything when exiting closely

held businesses. The right time to sell is

when uncontrollable value-driving
forces—healthy economy and industry, availability
of transaction capital and higher valuation multi-
ples—are properly aligned.

Historically, these forces align in a positive
cycle about every five to 10 years.

Presently, merger and acquisition activity is
strong. The economy is at its healthiest since 9/11,
the interest rate environment remains favorable
and an abundance of private equity capital is com-

peting for acquisitions in the coveted middle mar-
ket. As a result, valuation multiples are at their
highest levels since the boom era of the late
1990s.

It’s important to be flexible in the timing of
your exit strategy. Using the current market to
unlock the true value of your business may pro-
vide an unexpected jump on retirement.

If you are within three to five years of exiting

your business, contact

BKD Corporate
Finance for more
Corporate Finance, L.c

information about suc-
cession planning. [J

Telephone excise tax refund opportunity

by Chip Storey, Springfield,
gstorey@bkd.com

anufacturers and distributors that have

racked up long-distance phone bills for

the last three years may have an opportu-
nity for refunds of the federal excise tax paid on
them for the past three years.

The federal government requires telephone
service providers to collect a 3% excise tax on long-
distance services, including 800 numbers and
phone cards.

Various courts have recently ruled that this

E-subscribe to PEAK Advantage

. Lo r
excise tax does not y o=/, .
apply to most modern
long-distance tele- ]
phone plans. -

Although the IRS has appealed some of these
decisions, manufacturing and distribution compa-
nies should act now to preserve refund opportuni-
ties in prior years, before the time limits on claim-
ing refunds expires.

Refunds could potentially be as much as 3% of
long-distance phone bills for the last three years.
Of course, you will need to weigh the costs of filing

in deciding whether or not to pursue refunds. (]

n e-subscription to PEAK Advantage is free, just a click or two away and has live links, both
to writers’ e-mail addresses and to every URL our articles and items reference. There's

no need to act if you’re happy with your current subscription, but to receive your next
issue electronically, follow the simple online sign-up instructions at www.bkd.com/enews/.
Your e-mail address and other personal information will always be kept in strict confi-
dence and will never be sold to vendors or shared with anyone outside BKD. O
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Battle of supply chains. . .

continued from page 1

are falling away because nearly all
products and competitors can cross
market and industry channels.

However, different and more
highly customized supply chain
models and business processes will
be required to respond effectively to
customers in many new markets.

The entire supply chain and all
its players need to participate in the
design and implementation of the
new business models.

Industry consolidation
stressiul, challenging
The dynamics of the continuing
consolidation among industry com-
petitors support the need to review
the adequacy of your current sup-
ply chain and business processes:

m  Customers acquire each other
to gain market share and create
greater leverage with suppliers

m  Competing manufacturers
acquire each other to increase
their brands, products and mar-
ket share and

Customers are getting larger
and stronger to grow their busi-
nesses, add share and grow their
products and markets.

The consolidation of industries
and players in the supply chain
creates significant pressures and
challenges on every player in the
chain.

Disruptive innovation is
a creative process

To provide products and serve
customers at the least total landed
cost, be prepared to make dramatic
changes in your business model.
This means you may have to rein-
vent it from the ground up.

In fact, the battle waged today
by competing supply chains is won
by those that can be effectively
reinvented. Creating “disruptive
innovation” is key to this process.

Disruptive innovation is a jour-
ney that begins with a supply chain
vision and strategy. It’s when a
totally unique concept or business
model is implemented in the mar-

ketplace, one that focuses

create greater
leverage with
customers

m  Customers
acquire suppli-
ers to ensure
their supply
source, lower
costs and cre-
ate leverage

on the customer.

It’s also when “break-
point changes” (giant leaps
and crucial shifts in the
rules that govern success)
occur in:

m Methods of doing busi-
ness with the customer

m Business practices, poli-

with their own
customers

m  Manufacturers acquire distribu-
tors to ensure a customer base,
own the supply chain all the
way up to the customer and
create leverage with customers

m  Distributors search for new
value-added offerings for their
customers as the supply chain
consolidates and the value
proposition that distributors
offer manufacturers becomes
less distinguishable

cies and procedures

Supply chain vision and strate-
gy is where disruptive innovation
begins. From there, high-
performance supply chains, busi-
ness processes and information
support systems must be success-
fully combined end to end across
the supply chain.

This involves the use of en-
abling information-support tech-
nologies that will help you inte-
grate across the supply chain and

enable disruptive innovation to be
systemic.

As you begin to reinvent your
supply chain business model and
business processes and practices,
you also must have harmonious
key performance measurements in
place to help drive the right behav-
ior, improve performance and solve
problems.

Just how do you create disrup-
tive innovation? Begin by improv-
ing your:

Supply chain vision and
strategies - to exploit market
opportunities and meet customer
requirements by adding more
value, e.g., continuous product
replenishment at the rate of cus-
tomer use without the customer
having to reorder.

Process designs - to eliminate
nonvalue-added operations and
improve supply chain performance
and customer service, e.g., the cus-
tomer has no inventory, and the
manufacturer manages product
flow up to consumption. The cus-
tomer pays for the product when it
is used.

Business policies - develop
those that encourage customers
and suppliers to collaborate, which
enables more efficient, cost-
effective processes to serve cus-
tomers and operate the supply
chain, e.g., net pricing and elimina-
tion of returns, damage allowances
and unauthorized invoice deduc-
tions and invoice hold backs.

Business processes - to elimi-
nate waste, reduce lead times,
improve quality and provide prod-
ucts and services at the least total
landed cost with the lowest work-
ing capital investment, e.g., contin-
uous replenishment and “pull-
based” demand product flow.

Information support systems -
to integrate across the supply chain

and provide visibility on demand to
the supply chain’s performance.

Key performance measure-
ments - to work in harmony to
help drive the right behavior and
improve supply chain processes.

Education and training - which
is vital in creating a highly skilled,
educated and customer-focused
workforce.

Supply chain collaboration - to
enable players to work in harmony
so customers can receive better
service.

Achieve henefits
& economic gains

When you create disruptive
innovation with high-performance
supply chains, the competitive
advantages that result can provide
large and systemic business gains.

Order-of-magnitude business
benefits and economic gains that
result from disruptive innovation
generally exceed those achieved by
executive performance-gain man-
dates, which are typically short
term and unable to create the sys-
temic changes many businesses
need to win the war.

Today’s battles must be fought
from one end of the supply chain
to the other, with close attention
paid to both the consolidation
strategies of competitors and the
ever-changing demands of cus-
tomers and untapped new markets.
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For more information about
creating disruptive innovation and
reinventing your supply chain
business model, contact your BKD
Manufacturing & Distribution
Group advisor.[



Occupational fraud targets most businesses

by John Mallery, Kansas City,
jmallory@bkd.com

2004 study concludes oc-

cupational fraud and

abuse is “a tremendous
problem, one that affects practical-
ly every organization.”

Recently
released by
the Asso-
ciation of
Certified Fraud
Examiners (ACFE),
the 2004 Report to
the Nation on
Occupational Fraud and Abuse,
defines occupational fraud as “the
use of one’s occupation for person-
al enrichment through the deliber-
ate misuse or misapplication of the
employing organization’s resources
or assets.”

Based on documentation from
508 fraud cases, the report found:

m  Losses totaling more than $761
million

m  More than 90% of the cases
involve asset misappropriation,
i.e., the theft or misuse of an
organization’s assets

m  Small businesses suffer dispro-
portionately large losses from
occupational fraud and abuse
and are less likely to survive
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them; approximately 46% of
the cases involved organiza-
tions with fewer than 100 em-
ployees

More than half the cases in-
volved owners and executives
identified by anonymous tips,
which supports the need for
Sarbanes-Oxley’s requirement
for audit committees to estab-
lish confidential reporting
mechanisms

Confidential reporting mecha-
nisms significantly reduce
fraud loss—organizations that
use them suffered less than half
the median losses compared to
those that do not (ACFE also
recommends confidential
reporting mechanisms be
expanded to include customers
and vendors)

Cases detected by internal con-
trols had a median loss of
$40,000, which was less than
half the loss in the next lowest
category

Generally, occupational fraud is
directly related to the perpetra-
tor’s position, with owners and
executives responsible for high-
er losses because they are able
to override or circumvent
internal controls

®  Many occupational fraudsters
are first-time offenders yet
long-time employees; the
longer you work for an organi-
zation, the more it trusts you,
which is what fraud depends
on—trust

m  Prevention is the most cost-
effective way to deal with
fraud; ACFE’s report indicates
40% of the victims recovered
nothing

The ACFE’s report—available
at http/www.bkd.com/service/
Forensics&DisputeConsulting/—
provides insight into occupational
fraud’s various mechanisms and
offers tips for limiting your expo-
sure.
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BKD’s Forensics & Dispute
Consulting (FDC) team investi-
gdates fraud and alleged fraud,
ranging from expense account
abuse to some of the nation’s
largest alleged financial statement
manipulations and abuse.

The FDC team is comprised of
certified fraud examiners from
diverse backgrounds, who are
skilled in using forensic computer
services to gather and analyze evi-
dence.

Members of our FDC team
can help you assess risk, which

can help reduce your chances of
becoming a victim of fraud, and, if
you already are a victim, they can
conduct interviews, prepare reports
and testify for you in court.

For more information, contact
your BKD Manufacturing & Distri-
bution Group advisor or a BKD
FDC advisor.[]

About PEAK Advantage

The content in this newsletter
comes from sources BKD be-
lieves to be reliable and authori-
tative; however, to apply specific
information to your situation
requires careful consideration of
all the facts and circumstances.
Please consult your BKD advi-
sor before acting on any matter
covered in this newsletter.

To change your mailing in-
formation or to add your name
to our mailing list, call the com-
munications specialist at the
BKD office nearest you or call
our administrative office at 417
831-7283. To inquire about top-
ics covered in this newsletter,
contact your BKD advisor or Jan
House at 417 831-7283 or
jhouse@bkd.com.
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