Supply Chain Management KPIs

Supply Chain Management KPIs

Maximize Your Supply Chain Efficiency

Whether you’re part of a massive global conglomerate, a small business, or a
startup, supply chain management is a critical part of keeping the economic
engine that drives your business humming.

Finding (and keeping) the right suppliers, ensuring on time delivery, and keeping
total costs low while maximizing value are all essential to reaching your goals for
performance and profitability.

The lasting success of your supply chain relies on feedback from key performance
indicators, or KPIs.

Measuring supply chain performance can be a complex endeavor, but it’s not an
impossible one—and the process is greatly simplified once you've identified the
key performance indicators that matter most to your business.

Taking advantage of high-tech tools can help, too.

The Importance of Supply Chain
Management KPIs

As with other areas enhanced by continuous improvement, making the most of
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your supply chain relies on making informed decisions based on data from the
right KPIs.

To be effective, a supply chain needs to feed a steady stream of performance data
to your procurement team for analysis and process refinement.

Think of these metrics as both a filter and an irrigation system.

Tracking supply chain KPIs turns what could be a vast and confusing sea of
information into precise streams of actionable information that can be directed to
the areas that support healthy growth.

The true value of these metrics lies in their ability to create positive change
within your organization.

Think of these metrics as both a filter and an irrigation system. Tracking supply
chain KPIs turns what could be a vast and confusing sea of information into
precise streams of actionable information that can be directed to the areas that
support healthy growth.

Essential Supply Chain Management KPIs

You might be asking, “Which KPIs are the “right KPIs” for my business?” Perhaps
unsurprisingly, there’s no “one size fits all” solution.

However, a smart place to start is with the key performance indicators that touch
on areas critical to the majority of businesses operating today.

The Supply Chain Council publishes the Supply Chain Operations Reference
(SCOR) to provide businesses with a simplified guide to basic metrics for supply
chain management while also outlining guidance for procedural optimization and
improvement.

The SCOR is focused on creating excellence in three areas: Products, Service, and
Operations.

Product Excellence is a priority for companies looking to streamline every step
of their production and sales workflows.
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Maximum value at minimum cost is supported by a focus on supplier availability
and reliability, as well as supply chain cost compared to value generated.

Service Excellence drives companies who prioritize customer service.

They seek an adaptable and real-time-ready supply chain that supports their drive
to exceed customer expectations—and their own high standards for internal
process efficiency and efficacy.

Operations Excellence is the name of the game for businesses who build value
by eliminating waste.

They pursue tactical cost efficiency through lean, data-driven systems that seek to
predict and eliminate delays, errors, and other roadblocks before they can create

problems.
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Let’s take a closer look at three of the most important supply chain KPIs from

each category:

Product Excellence KPIs

1. Perfect Order Tracking

The quest for perfection is as old as humanity itself—and sadly, remains
elusive for the best of us. But using this metric to track your percentage
of orders without any errors can help you get as close as possible.

((Total Orders - Orders with Errors) + Total Orders) x 100 =



Percentage of Perfect Orders

You can further refine this metric by each stage of the Procure-to-Pay
process, including forecasting, procurement, production, and
transportation and storage. So, for example, you may have a 99.97%
perfect order rate for procurement, but a 98.97% perfect order rate for
transportation, highlighting a need for further refinement.

. Fill Rates

Tracking order fulfillment rates, this metric is important both as its own
specific measurement of order fulfillment and as a critical component of
your Perfect Order rate.

You can break fill rates into three distinct categories:

= Order Fill is the percentage of orders correctly filled from
available stock.
» Line Fill is the percentage of lines correctly filling their
scheduled orders
» Unit Fill is the percentage of items produced and delivered
successfully compared to the total order
By tracking these three individually, you can gain insight into specific
issues within each area of production as well as your total Perfect Order
ratio.

. Inventory Turnover

This metric simply measures the number of times your company’s
inventory turns over (or cycles) in a given year.

Cost of Goods Sold (COGS) + Average Inventory = Inventory
Turnover

In this case, the higher the value, the better. A low turnover rate can be a
sign of a sluggish supply chain in general and an inefficient logistic or
sales workflow in particular.



Service Excellence KPIs

1. Supply Chain Cycle Time

How long would it take to fill a customer’s order if your warehouses were
completely empty? This metric seeks to provide an answer.

Add together the longest lead times for each stage of your supply chain
cycle; the sum is how long it would take you to fill that order “from
scratch.” If any one segment is too long, further analysis and process
adjustment can help keep this KPI as low as possible, ensuring a sprightly
and reactive supply chain.

2. Days Sales Outstanding (DSO)

Knowing how quickly you can collect from customers is a key part of
effective spend planning.

(Accounts Receivable + Sales) x Days in Accounting Period = DSO

As with Supply Chain Cycle Time, keeping this metric as low as possible
improves overall efficiency and ensures you have plentiful revenue for all
your business needs (including meeting customer demand and
expectations).

3. On Time Shipping Rate/Late Orders

Keeping customers happy means delivering what you promised, when you
promised it. This supply chain KPI measures the percentage of goods that
arrives on or before the scheduled ship date.

(Total Number of On-Time Goods + Total Number of Goods) x 100
= Late Orders Rate

Strive to keep this metric as high as possible to ensure optimal customer
satisfaction.



Operations Excellence KPIs

1. Cash-to-Cycle Time

This metric measures the time between purchasing materials and being
paid by your customers for the products produced with those materials.
Your operating capital is bound in your raw material until it’s transformed
into customer payments, so keeping this metric low is a good sign of
profitability and efficiency.

Note: Since finished goods often have a wide variety of raw materials as
components, this metric can be applied as an average for materials across
a given period (e.g., weeks, months, etc.).

2. Average Production Material Payment
Period

You want your customers to pay you as quickly as possible, but stretching
out your own payments to suppliers can benefit your business by boosting
available capital to improve efficiency and flexibility.

(Total Payables for Production Materials + Total Cost of Materials)
x Days in Accounting Period = Average Production Material
Payment Period

3. Total Supply Chain Costs (As a Percentage
of Total Sales)

Comparing the operational costs generated to your total sales, this metric
gives you a macro view of how much you’re spending to generate
revenue. It’s usually expressed as percentage, thusly:

(Total Supply Chain Costs + Sales in Accounting Period) x 100

While this “rule of thumb” metric provides a useful overview, it’s a good
idea to track other KPIs in this category as well (e.g., shipping costs,
purchase order preparation costs, etc.) to provide a detailed, granular



picture that empowers you to focus on areas most in need of
improvement.

Tech Takes the Pain Out of Supply Chain
Metric Tracking

Every company is different, and each has a unique supply chain it is constantly
refining (or should be) to fit its ever-changing needs.

That said, supply and inventory management becomes much simpler when you
bring automation and artificial intelligence (AI) into your workflow.

No matter which KPIs your company relies on to monitor and improve supply
chain performance, a centralized software solution facilitates more effective
communication and reduces logjams.

It also cuts costs and builds value by greatly reducing human error and the
wasted time and resources that would otherwise be dedicated to chasing
exceptions, missing or delayed shipments, and rogue spending.

Get More from Your Supply Chain
Operations

Like a garden, a healthy and productive business needs to be fed and watered to
grow.

But instead of water, your company needs rich and actionable data, provided by
the right KPIs, to eliminate waste, optimize processes, and leverage capital
effectively.

Make tracking the metrics of supply chain management part of your business
strategy, and protect your hard-earned success from withering on the vine.
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What'’s your goal today?

1. Use PLANERGY to manage purchasing and accounts
payable

We’ve helped save billions of dollars for our clients through better spend
management, process automation in purchasing and finance, and reducing
financial risks. To discover how we can help grow your business:

= Read our case studies, client success stories, and testimonials.

= Visit our “Solutions” page to see the areas of your business we can help
improve to see if we're a good fit for each other.

= Learn about us, and our long history of helping companies just like yours.

Book a Live Demo

2. Download our guide “Indirect Spend Guide”

Download a free copy of our guide to better manage and make savings on your
indirect spend. You'll also be subscribed to our email newsletter and notified
about new articles or if have something interesting to share.

download a free copy of our guide

3. Learn best practices for purchasing, finance, and more

Browse hundreds of articles, containing an amazing number of useful tools,
techniques, and best practices. Many readers tell us they would have paid
consultants for the advice in these articles.
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