Optimizing Your Supply savills
Chain Network: Unveiling the
What and Why

Companies face decisions regarding the location, number and functions of
the facilities within their supply chain often. Sometimes the companies have
grown through mergers and acquisitions resulting in significant redundancy
and overlap of service territories. At times, they have grown organically but
their customer base has expanded their geographic reach and shipments take
too long to reach the customer. When companies lack space to accommodate
current or future volumes, they often also lack flexibility or responsiveness to
ever-changing supply and demand. In some cases, companies are not operating
their supply chain facilities in an efficient manner resulting in uncontrolled
costs. The reasons why companies may consider a realignment, restructuring,
expansion or consolidation of their supply chain facilities are too numerous

to mention. The common denominator, however, is the need for supply chain
strategy and optimization through network modeling and location strategy.
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What is supply chain network modeling? It is a process by which companies can evaluate
the number, location, size, customer assignment, product segmentation and function of their
supply chain facilities using a combination of their data, modeling software, scenario planning,
and growth projections alongside strategic considerations and constraints. Supply chain
optimization through network and scenario modeling evaluates any of a number of potential
future states (to-be) against a baseline (as-is) in order to quantify the opportunity for and
impact of transportation cost savings, footprint reduction/consolidation, strategic market
expansion and penetration, channel shifts, product mix changes and growth scenarios. This
analysis is used in combination with labor analytics, real estate evaluation, site comparisons,
incentive identification and utility rates and availability to identify the optimal future-state
for their supply chain network. These key variables should be evaluated when a company is
looking to make the best-informed and most strategically advantageous decision regarding
the number, location and functions of the nodes within their supply chain.

What value a network optimization study
delivers is a question that often comes up. Every
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versa? In a competitive environment, it is not
only costly to make a location decision for

the wrong reasons but can also result in a
competitive disadvantage. The right network
strategy can and often does provide a 10 to 20%
reduction in transportation costs while achieving
a similar improvement in service delivery time.

In the case of network consolidations, savings
associated with footprint or real estate costs and
overall headcount reductions are often achieved.
For reference, recent network optimization
programs conducted by Savills Supply Chain
Consulting team identified transportation cost
savings of 26-32% for those clients while also
improving customer shipment delivery time and
overall supply chain operating cost savings.
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A network optimization study can vary from a quick,
high-level analysis over the course of two to three
weeks to an expansive analysis for multi-echelon
supply chains which can take several months. Most
analyses take between eight and 12 weeks following
the gathering of data. The outputs of the analysis
can result in cost savings in the tens of millions of
dollars, so the investment of two to three months is
worthwhile. The data required is mostly comprised
of inbound and outbound shipment information but
gaps in data availability can be mitigated through
the development of data proxies and assumptions.
Invariably, the question on the mind of any company
considering an analysis of this type is, “Okay, but
how much does it cost?” Of course, it varies based
on the complexity and requirements, but the return
on investment is often well over 10 to 20X the cost
of the study on an annual basis. That’s a pretty good
return on investment and creates a compelling case
for a network optimization study.

Savills Supply Chain Consulting team is ready to help.

When does a network optimization
study make sense?

m Growing business/expansion/
outgrowing current facilities

m Channel expansion, SKU growth

m Company grew due to merger and
acquisition

m Upcoming merger and acquisition

m Need for network consolidation;
redundancy

m Shipments “crossing in the night”

m New market penetration

m Insourcing of outsourced operations
m Need for transportation consolidation

m Service improvements or relaxed
requirements

Adding nodes to the supply chain
network (e.g. last mile)
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